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ABSTRACT 

 

This paper reports on 12 interviews with owner/managers of New Zealand vineyards together 

with supplementary interviews with 2 regional wine promoters and a director of the New 

Zealand Wine Growers Association. The paper contributes to the existing literature by 

providing data on strategies made in a climate of uncertainty and not least of which due to 

problematic exchange rates, fierce competition and over production i.e. both domestically 

and internationally.  
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INTRODUCTION 

Schindehutte and Morris (2001) highlight that in dynamic and competitive environments 

firms that include small and medium-sized enterprises (SMEs) need to consider adapting 

activities, structures and strategies. The wine industry has received a good deal of attention in 

recent years from studies undertaken in a number of countries recognising the global scope of 

the wine trade (Cox and Bridwell, 2007; Thorpe, 2009), while in other cases focusing on 

small producers that need to compete in particular ways due to the scale of their operations 

(Beverland, 2000).  

 

In terms of diverse studies in the wine industry, Redondo and Fierro (2007) highlight the 

importance of supply relationships in the Spanish context; Kidwell and Fish (2007) discuss 

human resource practices in Australian family-owned firms and highlight the importance of 

resource issues; Brown and Butler (1995); consider the role of entrepreneurial firms trying to 

capture some of the strategic advantages of their larger competitors in the US; while Vrontis 

and Paliwoda (2008) highlight the importance of branding in the case of Cyprus. In fact 

studies have also been undertaken in countries that arguably have a lower profile in the wine 

industry that demonstrate the increase in the competitive environment from such nations, for 

example, while now somewhat dated, Carrau (1997) considers the emergence of a new (at the 

time) Uruguayan wine industry. Nevertheless, wine tourism has featured as important in 

various markets (O’Neill and Charters, 2000; Charters and Ali-Knight, 2002; Alonso and Liu, 

2010; Mitchell et al, 2012). 

 

In terms of the New Zealand wine industry that forms the context of this study, this has faced 

challenges for a number of years that have had implications for entrepreneurs. For example, 

Beverland and Bretherton (1998) consider both domestic and international strategies within 

the industry in addition to particular environmental constraints, concluding that the targets at 

that time would be hard to achieve without entrepreneurs locating new export markets and a 

reconsideration of government policy e.g. the excise tax.  

 

Hayward and Lewis (2008) focus on a single region in New Zealand i.e. Marlborough and in 

fact the Marlborough Sauvignon Blanc (or ‘Sav’ as it is commonly known as in New 

Zealand) highlighting the importance of respective management teams’ value chain activities 

in terms of taking their firms forward. Tipples (2008) provides a case study of Cottesbrook’s 
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sales of ‘sav’ to the Tesco chain of supermarkets in the UK finding that relationships (e.g. 

staff with previous Tesco contacts) were important to gain access and reliability in supply was 

also necessary to maintain access. This is consistent with Beverland and Lindgren’s (2004) 

study that emphasised the importance of relationships.  

 

In terms of the importance of the wine industry in New Zealand, over and above international 

sales, the issue of wine tourism has been noted for some time (Beverland, 1998). More 

recently, Alonso (2009) discussed the importance of wine tourism in New Zealand finding 

that international visitors’ lack of knowledge of New Zealand wines and wineries was a 

problem and highlighted the need to educate potential consumers and visitors overseas about 

the sector. Alonso et al (2008) highlight the importance of word of mouth advertising to 

influence the choice of winery given that a high proportion of visitors travel due to factors 

other than the wine itself e.g. the proximity, passing-by trade or being on route to another 

destination. 

 

The aim of this paper is to investigate aspects of entrepreneurial learning that helped re-

orientate entrepreneurial strategies in the case of the New Zealand wine industry. This paper 

reports on 12 interviews with owner/managers of New Zealand vineyards that are involved in 

or pursing wine exports together with supplementary interviews with 2 regional wine 

promoters and a director of the New Zealand Wine Growers Association. The paper contributes 

to the existing literature by providing data on entrepreneurial learning leading to planned and 

unplanned strategies made in a climate of uncertainty and not least of which due to problematic 

exchange rates, fierce competition and over production.  

 

This investigation is presented in five sections commencing with this introduction which 

identified the background, aim and contribution of the study. Subsequently, a review of the 

literature that frames the investigation within the existing body of knowledge is provided. This 

is followed by a summary of the methodological approach undertaken before the findings are 

summarised. The paper ends with a discussion of the main issues arising from the investigation.  

 

 

FRAMING LITERATURE 
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Entrepreneurial learning in either in a core business setting or in respect of a portfolio of 

businesses has been investigated in previous studies (Penn et al, 1998; Anderson and Skinner, 

1999; Chaston et al, 1999; Huovinen and Tihula, 2008). Indeed, particular authors have viewed 

the term in various ways which does not allow a standardised understanding to be reached in 

respect of comparability between studies. Pittaway and Cope (2007) note that some researchers 

view entrepreneurial activity as extending beyond the new venture creation phase while others 

focus at the earlier stage of the business life cycle (see, for example, Gartner, 1985; Bygrave 

and Hofer, 1991). In the context of the study in this paper, entrepreneurial learning is viewed as 

an ongoing process whereby particular entrepreneurs learn by doing, that may include making 

mistakes, and reflecting on their experiences (Gibb, 1997; Deakins and Freel, 1998; Cope and 

Watts, 2000).  

 

Although the current investigation involves re-orientating entrepreneurial strategies in a 

competitive environment, arguably, irrespective of the industry concerned, experiences and 

entrepreneurs’ subsequent learning take place in the context of changing business and social 

interactions where opportunities and problems are encountered (Reuber and Fischer, 1993; Rae, 

2000; Taylor and Thorpe, 2004). Consequently, despite the turbulence of some industries 

compared with others, entrepreneurs are exposed to different experiences from which learning 

can take place; as such, a ‘learn as you go’ approach has been observed (Van Gelderen et al, 

2007). Gibb (1997: 19) highlights that this can involve: “learning from peers; learning from 

doing; learning from feedback from customers and suppliers; learning from copying; learning 

from experiment; learning by problem solving and opportunity taking; and learning from 

making mistakes”.  

 

Rae and Carswell (2000) suggested learning can be episodic while it has also been seen as an 

emergent process from particular events; in some cases these might be seen as crises or critical 

incidents which in themselves may be seen as episodic in nature (Scott and Bruce, 1987; 

Young and Sexton, 1997; Cope, 2003). Others consider factors associated with or learning from 

failure or in underperforming firms (Boyle and Desai, 1991; Hall and Young, 1991; Watson 

and Everett, 1996; Stokes and Blackburn, 2002; DeTienne et al, 2008; Shepherd et al, 2009). 

Turning to the link with the need for planning, a body of research exists that includes the 

usefulness of formulating decisions based on prior learning, i.e. to assist entrepreneurs to 
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exploit opportunities and reduce their risk of failure (Ghobadian et al, 2008; Karlsson and 

Honig, 2009).  

 

These considerations leading to strategies undertaken and subsequent performance are 

contingent on business objectives and the resources available. While a good deal of research 

exists on family-owned firms (Brockhaus, 1994; Dyer, 1994; Hoy and Verser, 1994; Chrisman 

et al, 2003; Habbershon et al, 2003), problems exist in the way in which they are classified in 

earlier studies (Westhead and Cowling, 1998). Nevertheless, studies have found that in some 

cases the need for a particular lifestyle may be an important driver (Eikhof and Haunschild, 

2006) and indeed the employment of family members may affect perceptions of risk against 

opportunities. 

 

This can be in terms of both domestic and overseas decision making such as in the context of 

the current investigation. Although Crick and Spence (2005) and Spence and Crick (2006) did 

not investigate practices in the New Zealand wine industry and their studies were not restricted 

to family-owned firms, they did find examples of planned and unplanned strategies among 

entrepreneurs when deciding whether or not to exploit overseas opportunities. While decisions 

were made in relation to whether or not to exploit windows of opportunity by trading 

perceptions of risk, prior experience to differing degrees influenced entrepreneurs’ decision 

making based on respective individuals’ knowledge of the industry including availability of 

resources and particularly network relationships.  

 

In short, the review of the framing literature highlighted the need to utilise entrepreneurial 

learning and included within this was the need for it to be incorporated in planning decisions. 

This might involve growth and turnaround strategies including to overseas markets in addition 

to decisions at the initial start-up phase. However, the extent to which individuals can utilise 

this learning depends on various factors and not least of which their individual knowledge, 

perceptions of risk and opportunity, plus resources at their disposal. Existing research has 

suggested individuals learn in particular ways and therefore research, including single cases, 

that demonstrate aspects of this behaviour help to contribute to the existing theory base (Dyer 

and Wilkins, 1991); in the case of the current investigation in the context of the New Zealand 

wine industry. Specifically, this study investigates how entrepreneurial learning impacted on 

planning and business strategies. 
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METHODOLOGY 

Interviews were undertaken at 12 wineries in the course of this investigation based on time 

and funding constraints plus an ability to locate key respondents that were willing to spend 

time discussing in some detail issues associated with strategies and learning that had taken 

place. That said, potential bias in the use of key respondents has been noted for some time 

(Philips, 1981), albeit these were deemed most knowledgeable in the course of this study. 

This was supplemented by interviews with 2 individuals that had responsibility for promoting 

wine within specific regions in New Zealand and a director from the New Zealand Wine 

Growers Association based in Auckland. To facilitate access, a distributor known to the 

research team allowed his name to be used in certain cases given that some individuals either 

ignored contacts or refused to grant interviews. A purposeful decision was made to interview 

decision makers in a mixture of small, medium and larger wineries. Together with 

supplementary written data in the form of reports, website data etc, the interviews with the 

three individuals outside of the wineries were undertaken for triangulation purposes. 

The use of qualitative research has been long since been recognised as appropriate in social 

science research of this nature, providing that inappropriate generalisation from the findings is 

not made (Eisenhardt, 1989). The methodological approach undertaken in the course of this 

study that addresses the work of Eisenhardt (1989) is shown in Appendix 1. However, some 

interviewees preferred to discuss particular issues ‘off the record’ due to the nature of 

confidential data being provided or because of their views on competitors that they wanted to 

keep private to avoid legal action. Where possible interviews were recorded and transcribed 

and these ranged up to almost 2 hours due to the depth of the information provided. Questions 

asked were organised around two key themes in all interviews i.e. strategies undertaken (both 

domestic and international) and learning that had taken place. As such, a variety of related 

sub-themes were discussed ranging from markets served (including domestic views around 

wine tourism), motives for internationalising, entry mode and timing through to barriers and 

support that was needed.  

In-depth interviews allowed each individual opportunity to provide rationales to account for 

the way events unfolded over time and the learning that took place (Denzin and Lincoln, 

1998). However, potential weaknesses were also noted other than the previously mentioned 

issue of generalisability from the limited sample size. Specifically, these were the possibility 

of misinterpretation of collected data; potential researcher bias; and, the honesty of the 
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interviewee (Marshall and Rossman, 1995). Therefore, criteria proposed by Guba and Lincoln 

(1998) were utilised, namely: to take due account of the nature of the research; 

trustworthiness of the research (credibility, confirmability etc.); and, authenticity of the 

research.  

FINDINGS 

It was evident from the data that entrepreneurial learning had taken place in different ways 

and therefore in line with the two aspects of the framing literature considered earlier, the 

findings from this investigation will be discussed in terms of both initial planning and 

information gathering decisions and how entrepreneurial learning had shaped subsequent 

decisions in respect of both domestic and international strategies given the competitive 

environment faced by firms within the New Zealand wine industry. Commencing with general 

findings, every interviewee commented negatively on the government’s excise tax and the 

problem of the strength of the currency that were making trading difficult. However, two 

particular categories of entrepreneurs were identified from the interviews (not part of the 

selection decisions) that appeared to have influenced decision making and subsequently 

entrepreneurial learning impacted on them in different ways. These will be considered in turn. 

 

The Lifestyle Entrepreneurs 

Two owner/managers had to some extent ‘let their hearts rule their heads’ by purchasing their 

respective vineyards on a relative whim for lifestyle reasons without undertaking prior 

research to any degree, but both were fortunate enough of having wealth from non-business 

sources to enable their businesses to succeed (at least up to the time of data collection).  

After bringing in advisors such as experienced wine makers to get their businesses started, 

success in the way they had hoped had not fully materialised. Both were to some extent 

unsure of where to take their respective businesses e.g. were having trouble entering export 

markets with the first having no export sales and the second only marginal sales to Australia; 

yet at the same time both did not have any sophisticated wine tourism model except cellar 

door sales. The second vineyard did have an olive grove that diversified the business model. 

Other domestic wine sales were sold through high end distributors rather than outlets such as 

supermarkets or discount liquor retailers as they were premium priced boutique operations. 
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Both entrepreneurs recognised that there was still had a lot of learning to take place, although 

the first entrepreneur had been in business only a couple of years in comparison to the second 

where the business was bought ten years ago. They were reluctant to employ more staff where 

their experience in the industry could be utilised e.g. networks etc due to the cost impact on 

the business. Instead both were getting external ad hoc advice from trade and government 

support providers. Both were optimistic in the short-term, but at the same time aware of the 

potential long-term viability of their respective business models hence were getting the 

previously mentioned outside advice. Nevertheless, for the time being both owners did not 

want to take huge risks with their business models as it provided a way of life they wanted, 

including employment for family members.  

A third entrepreneur had entered the industry for lifestyle reasons after previous employment 

in the professional services sector and had acquired a degree of personal wealth that had 

funded the initial purchase of the vineyard. What made this owner/manager different from the 

first two was that after a fair degree of initial planning before starting the business, times had 

been good based on a learning by doing strategy and bringing in advisers like wine makers as 

and when necessary. Moreover, unlike the first two he was more concerned about the future 

viability of his firm. Although prior research had been undertaken before commencing the 

business that had influenced his business model, he had seen about 40 percent of its domestic 

sales to the likes of hotels and restaurants around Christchurch’s central business district 

disappear after the devastating effects of the Canterbury earthquake of 2011 as the business 

had concentrated heavily on not just domestic sales, but more precisely around one city rather 

than diversifying risk. As such, the owner/manager’s business model had to some extent 

failed due to unforeseen circumstances. At the time of data collection, the owner/manager was 

not exploring wine tourism opportunities other than cellar door sales as these were not 

considered to be worth pursuing and was simply undertaking opportunistic efforts to enter 

overseas markets and domestic sales outside of the Christchurch region in an attempt to 

recover lost turnover. Approximately one year after the Christchurch earthquake when the 

interview took place, it was unclear to the owner/manager whether a ‘learning by doing’ 

approach from a failed business model could turnaround his business as the 40 percent loss of 

sales had resulted in a crushing effect on the business that was proving difficult to recover 

from. In effect the entrepreneur at his time of life (as he explained it) wanted a lifestyle 

business but was to some extent fire fighting with a turnaround strategy, for example, 

investigating the potential of the Brazilian market simply because someone that used to work 
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for him lived there. As such, business motives and current outcomes were unfortunately not 

consistent due to the dramatic effect of the need for a turnaround strategy. 

Three further owner/managers were classified broadly in the category of lifestyle 

entrepreneurs in the sense they had left prior employment for a better way of life owning a 

vineyard and employing family members, but differed in the sense they were more 

aggressively reviewing their respective business models. In effect, they currently met their 

lifestyle goals of a work/life balance, but were still motivated to adapt strategies in line with 

entrepreneurial learning in a proactive manner. 

The first vineyard was owned by family members with various backgrounds in the 

professions and had been largely funded by one who was still employed elsewhere earning a 

very high salary. Other family members worked in the vineyard dealing with day to day 

decision making while liaising with the equity partner who was in effect bankrolling the 

business regarding both the initial start-up capital and ongoing expansion. Being experienced 

business people in their own right, a good deal of planning had gone into the purchase 

decision. However, based on the respective family members’ experience, learning had taken 

place quickly in this new sector (to them) and they could draw on networks from previous 

employment to assist in running the business. Moreover, with the equity partner (family 

member) being based in Australia, this had helped networks with regards to export orders 

within this market which the firm was actively pursuing. Domestic operations were restricted 

to cellar door operations and sales through high end distributors. Outside of the Australian 

market that was key to export sales, resources had been put into the business by both the 

equity partner (e.g. funding market visits) and via government support such as market data 

and advice. As such, learning was taking place with respect to potential growth markets and a 

number of countries had been entered at the time of data collection as a learning process for 

the entrepreneurs i.e. what strategies worked and did not work in those starting to show 

potential. While maintaining a lifestyle away from the professions was still the core business 

driver, the family members were starting to become more aggressive in respect of a growth 

strategy. 

A second business was started by a husband and wife team and an Australian based equity 

partner whereby the husband had previous experience in the industry on the distribution side 

so was well acquainted with the way the industry worked and supply chains and so a great 

deal of research had gone into the investment decision. This had also been instrumental in the 
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decision of the overseas equity partner making the decision to invest in the business. Prior 

learning had featured in the decision to restrict domestic operations and focus on cellar door 

sales rather than larger scale wine tourism plus sales were through high end distributors. 

Export sales were high and spread across a number of markets albeit 4 markets took the bulk 

of sales. This strategy was based on experience from the trade and had increased over time 

based on entrepreneurial learning with very good channel partners in countries that formed 

the key export markets who could establish what worked and did not work locally. Other 

markets were considered peripheral to diversify risk and offer potential growth areas if 

distributors there were successful in generating demand. Entrepreneurial learning had resulted 

in decisions to continually review these peripheral markets e.g. some had consistent marginal 

sales whereas others had been dropped in favour of new ones deemed to offer potential. 

However, the prime business motivation remained as maintaining a lifestyle and so growth 

was viewed by the entrepreneur as less aggressive that what it might be. 

The remaining business was run by a husband and wife team that was purposefully kept small 

to minimise risk and maintain an income as well as lifestyle operation for the family. Export 

sales were minimal and indeed had fluctuated between markets as some were dropped after 

potential distributors had failed to deliver against expectations. In other words, historically the 

firm had delivered small orders as demand arose such as following awards or regional events 

but no market had been exploited. Most sales were via the cellar door and up-market domestic 

distributors. The business also had an olive grove that produced additional revenue and small 

antipasto platters were offered for a fee along with wine tastings. At the time of data 

collection the business model was not being considered as in need of a major change as 

entrepreneurial learning had suggested that for a small boutique producer the domestic market 

could largely support demand; however, perceptions of risk in losing a lifestyle business had 

featured in this view. Export sales were nevertheless being considered via the help of outside 

advisors. 

 

Non-Lifestyle Businesses 

Five of the other 6 owner/managers were serial entrepreneurs and had developed a good deal 

of experience in prior ventures either related to this sector or elsewhere. This had enabled 

them to have recognised, via prior entrepreneurial learning, the need to undertake research 
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plus formulate plans e.g. both in terms of the start-up phase and in respect of subsequent 

issues to reduce their risk of failure. All 5 owner/managers believed this initial preparatory 

work had contributed to their respective firms’ subsequent performance and although ongoing 

learning was still happening, each individual firm was said to be broadly meeting objectives. 

Naturally, objectives varied and resulted in the respective business model employed but this 

went up to one firm having 97% of its turnover from export markets. Two key debates arose 

with these 5 interviewees that had been less of an issue or even no issue at all with regards to 

the earlier 6 lifestyle entrepreneurs; the remaining entrepreneur had a different story which 

will shortly be discussed in its own right.  

The first issue related to wine tourism as a key feature of the respective firms’ business model 

as each viewed its importance in different ways. Of the 5 firms, 4 had put a great deal of 

money into their domestic premises from the outset to cater for wine tourism; the remaining 

entrepreneur saw tourism as a distraction and wanted to concentrate on wine sales. The other 

4 had tried to create an up-market experience when visitors arrived at their respective 

premises for cellar door sales. Of these 4 firms, 3 had organised tours of their facilities to 

impress visitors about issues ranging from the scale of operations through to sustainability 

factors in their operations. Two had put a lot of resources into restaurant facilities suggesting 

this both brought in visitors for cellar door sales and created a positive experience for them to 

take away. The other 2 believed via experience that owning a restaurant could have a negative 

effect on wine sales if the food or service was bad since experience in the industry rather than 

actual learning in their own businesses had suggested some vineyards had come unstuck with 

restaurant operations. 

A second issue related to innovation and this could be seen specifically with one firm actively 

pursuing a sustainability image in the market albeit scepticism was viewed by other 

interviewees who would not speak on the record about this firm. For example, this ranged 

from the design of the winery through to product issues such as recycled glass and even a 

plastic bottle. Another firm was actively pursuing among its diversified brand portfolio a low 

alcohol option. In both cases, entrepreneurial learning had allowed this to proceed i.e. what 

worked and did not work e.g. in the latter case the technical skills improved over different 

vintages were allowing the taste to be refined. 

Of the 6 entrepreneurs in this group, as previously mentioned, 1 was worth specific attention 

as this was not owned by a serial entrepreneur. The vineyard had moved from a lifestyle 
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business that was started by an experienced executive, albeit salaried rather than an owner, 

from an unrelated sector who had recognised the need for planning to be undertaken in 

making the investment decision funded by his early retirement package. For a number of 

years the business did well and supported family members and the firm achieved excellent 

sales in export markets and noticeably two based on successful distribution channel partners 

having been recruited. However, as time had moved on he had noticed overseas sales reduce 

and especially in the UK and Australian markets that were a core part of his business model. 

Efforts had been made to diversify into wine tourism e.g. paid vineyard tours and weddings 

over and above cellar door sales. Moreover, he leased out space to an outside party to set up a 

restaurant and this had helped bring in cellar door customers and especially those on wine 

tours. Equally, after a time he had recognised that only so more learning could take place and 

instead of further advice and learning being undertaken he needed to sell an equity share. 

After reviewing options an Asian partner who had the capital and networks to take the 

business forward took an equity share. In other words, his entrepreneurial learning extended 

to recognise that he needed the help of an outside party if the firm was to grow. At the time of 

data collection major renovations had been made to the vineyard to build up wine tourism and 

increase the production capabilities. Moreover, co-creation had taken place whereby in 

addition to the capital investment by the Asian partner, networks were entered in China and 

Hong Kong that were starting to be lucrative based on local knowledge and adaptation to both 

the wine and bottle (cork, labelling etc) had been made based on the partner’s advice. This 

owner/manager that might have been considered to be a lifestyle entrepreneur based on his 

initial motives had moved away from this categorisation based on the influence of his Asian 

equity partner, to become a growth oriented entrepreneur. 

DISCUSSION 

This paper contributed to the existing literature involving entrepreneurial learning in the 

context of strategies within the New Zealand wine industry; an industry involved with 

competitive environmental pressures and noticeably the government duty and exchange rates 

that at the time of data collection were affecting all businesses. Insights into key points can now 

be discussed with respect to the framing literature. First, earlier research has considered the 

importance of decision-makers undertaking various planning activities and this includes 

gathering information to reduce the risk of ventures failing in particular markets either 

domestically and/or abroad (Ghobadian et al, 2008; Karlsson and Honig, 2009). Indeed, this is 
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particularly pertinent for inexperienced entrepreneurs that cannot draw on prior learning from 

earlier experiences be this good or bad.  

 

However, particular entrepreneurs have their own objectives, e.g. growth versus lifestyle 

(Eikhof and Haunschild, 2006) and some business owners seemed more content than others in 

the way their firms were performing as it provided a way of life, including employment for 

family members. Learning from failure, broadly defined, has featured in earlier research 

(Stokes and Blackburn, 2002; Shepherd et al, 2009). For example, although prior research had 

been undertaken before commencing the business, the owner/manager that had seen about 40 

percent of its domestic sales to the likes of hotels and restaurants around Christchurch’s central 

business district disappear after the devastating effects of the Canterbury earthquake of 2011 

was struggling to turn around his business model suggesting entrepreneurial learning can go 

only so far. This contrasted with the entrepreneur that recognised his own limitations (another 

type of learning) and sold a share of his business to an Asian equity partner that was able to 

offer a co-created strategy based on capital and networks to take the firm forward. 

 

In contrast, serial entrepreneurs had a good deal of experience in prior ventures that had 

enabled them to undertake research plus formulate plans e.g. both in terms of the start-up phase 

and regarding subsequent issues to reduce their risk of failure; a point recognised in earlier 

literature irrespective of the nature of business ownership (Ghobadian et al, 2008; Karlsson and 

Honig, 2009). Objectives and business models varied, but in terms of overseas sales this went 

up to one firm having 97% of its turnover from export markets; in contrast some entrepreneurs 

actively pursued the domestic wine tourism option. 

 

While this exploratory study did not explicitly set out to compare ‘growth’ in comparison to 

‘lifestyle’ businesses or serial versus novice entrepreneurs, different strategies were identified 

based on degrees of entrepreneurial learning between firms in a sector facing a competitive 

environment. The implication arising from this investigation is that owner/managers should 

engage in planning and information gathering to reduce the risks of entrepreneurial failure and 

this may this may involve an outside person that can take a firm forward. Naturally, this is in 

no way to suggest all circumstances can be planned for or indeed that owner/managers should 

over analyse a situation, but rather should take calculated risks in exploiting opportunities.  
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Appendix 1 Summary of Methodology Undertaken 

PHASE KEY ACTIVITY THIS STUDY 

Research Design Phase   

Step 1: Review of technical 

literature 

Definition of research question. Development of an academic underpinning 

based on a literature review. 

 .  

Step 2: Selecting cases Specified population. New Zealand wineries. 

 

 Non probability sampling.  Twelve based on the ability to identify firms 

willing to participate in interviews. 

Data Collection Phase   

Step 3: Crafting instruments and 

protocols. 

Create knowledge database. Transcribed interviews with owners or 

managers, plus other documentation. 

 

 Multiple data collection methods. In-depth interviews, company documents, 

media reports, web sites plus interviews 

with a distributor, a regional wine promoter, 

nationally based Wine Growers Association. 

 

 Qualitative and quantitative data combined. Mainly qualitative data but also numerical 

data in respect of certain background 

characteristics e.g. size of firm. 

 

   

Step 4: Entering the field. Overlap data collection and analysis, 

including field notes. 

Ongoing analysis and investigator 

consultations. 

 

   

Data Ordering Phase   

Step 5: Data ordering Organise events chronologically. Case histories constructed prior to analysis. 

Data Analysis Phase   

Step 6: Analyzing data. Initial measures Develop a 'start list' of themes from issues 

identified in the literature review 

 

 Within-case analysis. Each case analyzed separately 

 

 Cross-case pattern search  Compare similar e.g. other firms that 

participated in the study. 

   

Step 7: Theoretical sampling. Search evidence for "why" behind 

relationships. 

 

Associate different patterns with respect to 

key issues identified 

Step 8: Reaching closure. Theoretical saturation when possible. Data collection stopped after 12 cases but 

this was influenced by time and funding 

considerations 

Literature Comparison Phase   

Step 9: Compare emergent data 

with existing theory. 

Comparisons with conflicting literature. Comparisons with previous literature 

   

Source: Adapted from Styles and Hersch (2005, pp. 117-118). 
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This study explores the process by which resource scarcity leads to financial innovation in 

desperately poor economies. It utilizes six cases from four sub-Saharan African countries 

with significant populations of desperately poor citizenry: Ghana, Ethiopia, Botswana, and 

South Africa. Based on the effectuation, dynamic capabilities, institutions and social capital 

literatures and exploratory case analysis, we advanced seven propositions.  We found that, 

like expert entrepreneurs elsewhere, financial innovators in desperate poverty contexts 

assessed their means, used creative means to bootstrap finance, and hedged against 

uncertainty.  Given the uncertain business environments in these economies, financial 

innovators demonstrated flexibility by pursuing varied strategies and market opportunities. 

As they expanded, they developed more weak ties to supplement their initial strong ties.  This 

study contributes to our understanding of entrepreneurial finance in desperately poor contexts 

and the process by which financial innovation can engender poverty alleviation and 

sustainable economic growth.  
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INTRODUCTION 

 

There is growing interest in the process by which resource constraints can be transformed 

into innovation, particularly by entrepreneurial firms in developing economies. Traditionally, 

resource scarcity has been seen as a constraint on innovation, highlighting the central role of 

resource acquisition in new venture creation (Shane, 2003). More recently, resource scarcity 

has been linked to innovative activity such as early internationalization by new ventures from 

emerging economies, suggesting that scarcity causes these firms to stretch across boundaries, 

creating new innovative capabilities (Mathews and Zander, 2007).   

 

However, little attention has been paid to date to how financial resource scarcity can lead to 

financial innovation. We define financial innovation as “the act of creating and then 

popularizing new financial instruments as well as new financial technologies, institutions, 

and markets” (Tufano, 2003, p. 310). Instead of adjusting to and accommodating constrained 

resources (Ireland et al., 2011), can financial resource scarcity generate innovative financing 

mechanisms, and, if so, how? Characterized more broadly, “do resources matter by 

themselves or is what people do with those resources the phenomenon of significance” 

(Sarasvathy, 2008, p. 308)? Effectuation theory suggests that expert entrepreneurs convert 

resource scarcity to innovative new ventures by assessing means, determining affordable loss, 

and co-creating new ventures with stakeholders (Sarasvathy, 2008). Social capital can 

facilitate co-creation, thus expediting the process by which financial resource scarcity is 

converted into financial innovation. Creating and utilizing various forms of social capital is 

central to new venture creation in conditions of resource scarcity in sub-Saharan Africa 

(Diomande, 1990). 

 

Existing attempts to study entrepreneurial finance suffer—in our view at least—from an 

excessive reliance on models derived from Western experience. Largely housed in or derived 

from the economics discipline, these models suggest that innovators and entrepreneurs 

everywhere act rationally to seek marginal expected utility maximization. In sub-Saharan 

Africa, however, motives other than profit maximization—including satisfaction with 

achievement, contributions to society, and providing help to the community—are as or more 

important to entrepreneurs (Diomande, 1990; Broehl, 1982). Given the fundamental 

institutional differences between the ‘limited access orders’ of most developing countries and 
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the ‘open access orders’ of all developed ones (North et al., 2009), focusing on how financial 

innovation emerges in the former has the potential to transform our understanding of 

entrepreneurial finance and the processes through which innovation can lead to poverty 

alleviation and sustainable economic growth.  

 

In particular, developing economies can be characterized by high levels of economic 

uncertainty.  Uncertainty remains relatively understudied in both economics and 

entrepreneurship, in part because its study through statistical methods is limited by the 

unpredictable nature of this phenomenon. Better understanding the relationship between the 

high levels of uncertainty found in desperately poor countries and innovation arising in such 

setting could help us to better understand how to manage, master, and even exploit 

uncertainty in other, more stable institutional settings. The sub-Saharan African contexts 

within which this study is set are diverse.  

 

For example, in Ethiopia, where modern financial systems are at rudimentary stage of 

development, informal financing mechanisms are predominant and the venture capital (VC) 

industry is non-existent.  In this environment entrepreneurs primarily rely on their own 

resources and/or on the resources of family members and friends to finance new ventures.  

Bank financing may be available only after the entrepreneur has raised a minimum of 30% of 

the required capital.  While traditional/informal financing systems may be available, they are 

often not adequate to meet the financing needs of relatively large business ventures.  Thus, 

innovative entrepreneurs first form share companies with minimal paid-up capital using their 

own resources.   In the absence of more formal financial systems, Ethiopian entrepreneurs 

then use their social network to promote investment in their new venture by selling stocks to 

potential investors starting with their closest friends and extended family members.  When 

reliance on network members with whom they had strong ties was not adequate to generate 

the required financing, the innovators then approached other investors.  Scores of companies 

have been established using this “personal touch” approach in Ethiopia, including two banks 

and a real estate developer included in this study.  

 

Lack of financing was the most important challenge identified by current and prospective 

entrepreneurs in Ethiopia (Sriram & Mersha, 2010). In Ghana the formal banking sector does 

not satisfy the growing demand for credit, and many borrowers turn to informal loan sources 

(relatives, private moneylenders, etc.) to meet their production and consumption needs 
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(Tagoe et al., 2005). The problem of rural credit, which includes supplying credit for rural 

communities for economic growth, is reemerging on the development agenda as a pressing 

issue. Lack of credit in Ghana has been identified as one of the major constraints limiting 

agricultural growth. Especially small farmers, whose contribution to agriculture production is 

crucial, are not benefiting from existing credit sources. Credit facilities, upon which the 

development of their farms often depends, are very limited. The credit capacity of most of the 

small farmers in Ghana is limited.  

 

The Ethiopian and Ghanaian contexts can be contrasted with those of South Africa and 

Botswana. Despite its high poverty levels, South Africa has an advanced banking system, 

liquid stock exchange established in 1887, and an active VC industry. Botswana also has an 

established stock exchange and functioning banking system, although its VC industry 

remains small, due in part to the economy’s size and relatively low levels of technological 

innovation.  

 

The purpose of this paper is to explore the process by which desperate poverty—and the 

resultant severe financial resource constraints facing entrepreneurs in such institutional 

settings—is converted to financial innovation. The World Bank defines extreme poverty as 

living on $1.25 per day or less (Ravaillon et al., 2009), and we have selected case studies 

from those economies where a significant percentage of the population is believed to live at 

or below these levels.
a
 Specifically, we ask: how do financial innovations in desperately poor 

economies create solutions to the structural constraint of limited financial resources? We 

utilize six cases from four sub-Saharan African economies: a biotechnology VC fund and a 

SME finance organization in South Africa, private banks and a real estate development firm 

in Ethiopia, a private equity/VC fund in Botswana, and a butcher providing working capital 

finance to cattle farmers in northern Ghana. These cases illustrate many of the themes of 

resource scarcity and financial innovation explored in this study. 

 

THEORETICAL FRAMEWORK AND PROPOSITIONS 

 

                                                      
a Since data is not available for all countries in our sample on the percentage of the population living at or below 

the $1.25 per day level, Table 1 indicates these percentages for the $2 per day level (World Bank’s definition of 

moderate poverty). 
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Financial innovation is a process that has been ongoing for centuries (Tufano, 2003), 

including in developing and emerging economies (Austin and Sugihara, 1993). Financial 

innovations can arise for several reasons. Economists suggest that imperfections in the 

market that prevent participants from efficiently obtaining the functions they require drive 

financial innovation (Tufano, 2003). These functions include 1) moving funds, 2) pooling 

funds, 3) managing risk, 4) extracting information to support decisions, 5) addressing moral 

hazard and asymmetric information, and 6) facilitating the sale of goods and services 

(Merton, 1992). This static framework can be contrasted with a dynamic perspective, 

common in the entrepreneurship literature, in which financial innovation—like all discovery-

based entrepreneurship—arises in response to changes in the economic, political, social, 

technological, or demographic environment (Shane, 2003). 

 

An important driver of financial innovation has been globalization and related increases in 

volatility, leading to higher levels of risk (which can be predicted) or uncertainty (which 

cannot be predicted). In this environment, financial innovation allows customers to manage 

or even exploit risk and uncertainty (Smith et al., 1990). High levels of uncertainty are an 

inherent feature of most desperately poor economies, yet most financial innovations designed 

to manage or exploit uncertainty—such as options, futures, swaps, forwards and other 

derivative instruments—are not generally available to many market participants in these 

economies. Instead, variations in interest rates are the principal means by which uncertainty 

is managed in these settings (Owusu-Antwi and Antwi, 2010). 

 

Reflecting a larger debate in entrepreneurship (Baumol, 2002), differing views exist as to 

whether resource constraints lead to or retard financial innovation. Some anecdotal 

evidence—Vanguard, Drexel Burnham Lambert—suggests that smaller, weaker players are 

the most likely to innovate (Silber, 1975, 1983). Other studies argue that larger, more 

financially secure market actors are more likely to innovate (Tufano, 1989; Matthews, 1994).     

 

Most forms of entrepreneurial finance available to entrepreneurs in developing economies are 

not innovative. At best, they represent adaptations of financial services diffused from 

developed economies. However, several innovations in entrepreneurial finance have been 

developed in these settings, of which the most significant is microfinance. First developed in 

the early 1970s in Indonesia, microfinance became well-known through the activities of 

Grameen Bank in Bangladesh (established 1976). Many—but not all—micro lenders rely on 
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social capital in the form of group lending to overcome borrower lack of access to tangible 

assets or physical collateral (Brau & Waller, 2004). Consequently, microfinance offers 

“innovative solutions to problems of adverse selection, moral hazard, and transactions costs” 

(Khavul, 2010, p. 61), all common challenges in entrepreneurial finance. Micro lenders also 

target economically disadvantaged groups, in particular women. When taken together, these 

two strategies—group lending and a focus on women—have made micro lending a disruptive 

innovation in the financial sectors of many economies in which it has been introduced. In 

some settings, microfinance has also been innovative organizationally for recombining 

institutional logics of development (helping the poor) and banking (generating profits 

sufficient to support existing operations and meet fiduciary obligations) (Battilana & Dorado, 

2010). 

 

Microfinance is also notable for avoiding in most instances a direct challenge to elite 

economic rents in developing countries. Elites in these settings often stifle such innovations, 

because these rents are the basis of social order in the ‘limited access orders’ characteristic of 

most developing countries (North et al., 2009). When microfinance institutions have become 

powerful, their sponsors have seen their economic influence reduced by dominant elites, e.g. 

Mohammed Yunus in Bangladesh (Burke, 2011).  

 

Rather than creating entirely new products or services, much innovation in desperately poor 

economies involves the diffusion of technologies and practices from other economies and 

their subsequent adaptation. Some of these adaptations are themselves quite innovative, as 

suggested by the emergent practices of “reverse innovation” and “frugal production” 

(Wooldridge, 2010). Past recessions and depressions have often been a source of innovation, 

including financial innovations such as VC (Bosma & Levie, 2010). In such economic 

conditions, financial resources are likely to be especially scarce. Given this, coupled with the 

limited access to formal financing sources, entrepreneurial firms in economies with high 

levels of desperate poverty have to find creative ways of raising finance without recourse to 

banks, equity or other formal sources of capital. Therefore, we suggest that financial 

innovation may arise in conditions of desperate poverty. Expert entrepreneurs are the 

mechanism that can link desperate poverty to financial innovation. Desperate poverty is an 

enabling condition for the resultant innovation process. 

 

Effectuation  
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As noted earlier, developing countries are characterized by high levels of economic 

uncertainty. Under conditions of uncertainty, cause and effect relationships are more difficult 

to determine. Consequently, economic actors exploit the contingency inherent in high levels 

of uncertainty by practicing effectuation. Effectuation seeks to control a future that cannot be 

predicted (Sarasvathy, 2001), reflecting the situation faced by innovators and entrepreneurs in 

desperately poor economies. Effectuation is a more likely decision-making model for these 

economic actors in these settings than its principal alternative, causation. By contrast, 

causation seeks to predict the future and thereby control it. Prediction is largely impossible 

under conditions of uncertainty. 

 

Effectuation argues that expert entrepreneurs start with what they have—their means. Since 

means are severely constrained in desperately poor economies, it is not fruitful to choose 

between different means in pursuing a given goal, as causation would suggest. Instead, 

innovators and entrepreneurs must take what they have and, from that, imagine a wide variety 

of possible effects that could arise from those means. At the level of the individual, means 

consist of traits, tastes, and abilities (who they are), knowledge corridors (what they know), 

and networks, both social and professional (whom they know) (Sarasvathy, 2001). A firm’s 

corresponding means are its physical resources, human resources, and organizational 

resources. At the level of the economy, means consist of demographics, technology regimes, 

and sociopolitical institutions (Sarasvathy, 2001).  Therefore, we argue that: 

 

Proposition 1a: As with most expert entrepreneurs, when faced with desperate 

poverty, innovative financiers respond by first assessing their means. 

 

A more fundamental challenge to the assumptions on which entrepreneurial finance is based 

has been articulated by post-Keynesians, who emphasize the centrality of irreducible and un-

measurable uncertainty in many aspects of economic life, notably investment activities such 

as entrepreneurial finance (Davidson, 2007; Skidelsky, 2009). This is especially true in 

desperately poor economies. Given the inability of statistical techniques to model uncertainty, 

Post-Keynesians question the relevance of much of modern finance theory. Instead, they 

argue that uncertainty requires entrepreneurs to hedge uncertainty through a preference for 

liquidity in the form of money. 
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Once expert entrepreneurs have determined what is available to them (their means), they 

must next consider the uncertain environment in which to deploy those means to create new 

firms or products. Since uncertainty cannot be predicted, concepts such as expected (risk-

adjusted) returns from causation-based models are largely unhelpful in contending with that 

uncertainty. Instead, expert entrepreneurs determine what they can afford to lose by 

embarking on the new venture or launching the new product (Sarasvathy, 2001). Therefore, 

we argue that: 

 

Proposition 1b: As with most expert entrepreneurs, once they assess their means, 

innovative financiers determine affordable loss. 

 

Dynamic capabilities 

 

Having limited their losses to what they can afford upfront, expert entrepreneurs next explore 

the positive side of uncertainty—its ability to create surprises on the upside. First, expert 

entrepreneurs create and keep open as many options as possible, particularly options that lead 

to the creation of new options down the road. They will utilize informal financial models that 

value this optionality, such as real options. They will also seek to exploit contingencies that 

may arise from the positive surprises in an uncertain environment (Sarasvathy, 2001). By 

maintaining the flexibility inherent in high optionality levels, they are better able to seize 

emergent opportunities than established organizations wedded to existing organizational 

structures and technologies (Teece et al., 1997; Teece, 2007). 

 

However, innovators and entrepreneurs in desperately poor economies face one additional 

hurdle to exploiting uncertainty not faced by their colleagues in developed economies—

dominant elite coalitions. These elites control the economic rents available in ‘limited access 

orders’ found in all desperately poor economies (North et al., 2009). Innovations challenge 

these rents and thereby put at risk the social order. In response, elites will seek to suppress 

innovations that could erode their rents.  

 

Dynamic capability (DC) theory would argue that firms operating in such fluid environments 

will have to develop the internal and external capacity to adapt in the face of this changing 

environment (Teece, 2007). Environmental uncertainty, while often seen as a negative, also 

has its upside for firms agile enough to exploit it. On the one hand, in the face of an 
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environmental threat, the firm will have to protect and reconfigure its assets and 

competencies in order to achieve sustainable competitive advantage. On the other hand, 

entrepreneurs can also take advantage of opportunity that arises from uncertainty. In the DC 

framework, this requires the ability to sense and the capacity to seize new opportunities 

(Teece, 2009). Often, in desperately poor economies, the lack of formal sources of finance 

and the hesitancy and risk aversion of some entrepreneurs creates unexploited gaps that can 

reward the ones that are alert to these spaces and nimble enough to enter them. Most 

traditional banks (the only significant source of formal entrepreneurial finance in these 

countries given the absence of significant VC activity) are too inflexible and wedded to their 

organizational structures and processes to respond to these market spaces. Expert 

entrepreneurs and innovative financiers may respond. Therefore, we suggest that: 

 

Proposition 2: In response to a relatively more uncertain business environment, 

financial innovation arises when financiers establish organizations that maintain 

flexibility. 

 

Institutional theory 

 

Innovation of all types is restricted in limited access orders (North et al., 2009). Limited 

access orders are those societies in which economic and political competition is restricted by 

dominant elite coalitions to maintain social order. These orders are characteristic of virtually 

all contemporary developing and emerging economies. Innovation challenges the economic 

rents of elite coalitions in these societies, and these rents are necessary to maintain these 

coalitions and, hence, social order.  Entrepreneurs in these economies have limited influence 

and are powerless actors, and operate in an economic and political environment where 

competition is curtailed by dominant elite coalitions that have control over economic rents 

(North et al., 2009).  These elite coalitions are likely to impede innovative economic 

activities that threaten their interests (Morck and Yeung, 2004; North et al., 2009).  To 

survive and succeed in such environments, financial innovators may need to avoid direct 

competition with—and adverse reaction from—this powerful elite coalition.  Approaches for 

making this possible include identifying new opportunities which do not threaten the interests 

of the elite.   Microfinance is an example of a financial innovation that, by focusing on poor 

women, has not challenged elite rents and could therefore be introduced and diffused. In this 

setting, how can innovators respond? As noted earlier, data from microfinance suggest that, if 
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innovators focus on marginalized populations that cannot challenge elites, such innovations 

will be allowed to be introduced and diffused. Additionally, smaller innovators are more 

likely to avoid initial notice from elites. Therefore we assert that: 

  

Proposition 3a: Financial innovation is more likely to occur when it supports, or does 

not challenge, elite rents. 

 

Since means constrain the paths down which expert entrepreneurs can proceed using 

effectuation, the search for additional means is an important next step in the process of 

creating an innovative new venture, especially in desperately poor economies. Causation-

based models characterize this stage as resource acquisition, in which entrepreneurs and 

investors seek to resolve problems caused by information asymmetry and uncertainty through 

self-financing, contract design, and various pre- and post-investment tools (Shane, 2003).  

 

By contrast, expert entrepreneurs seek to establish strategic alliances, particularly with 

stakeholders that are prepared to make advance commitments to be a first adopter of the 

innovation, an early supplier of key inputs, or a first-round investor. In exchange, expert 

entrepreneurs co-create their emergent product or venture with these expert entrepreneurs 

(Sarasvathy, 2001, 2008). 

 

In desperately poor economies, an important potential stakeholder can be the government. 

Acting together, public and private actors coproduce a wide variety of services in developing 

economies (Evans, 1996; Tendler, 1997). Governments and private sector fund managers 

have coproduced innovative managerial practices such as VC (Lingelbach, 2009). Therefore 

we suggest that:  

 

Proposition 3b: If financial innovation challenges elite rents, financiers safeguard 

themselves by coproducing with other elites with whom they have strong, trusting 

relationships. 

 

When innovations threaten the economic rents of the elites, the elites either block them or 

involuntarily force the innovators to share the economic benefits of their innovations. The 

mechanism by which outside innovations that challenge elite rents can be diffused has 

remained elusive. One possible mechanism is ‘incremental stealth,’ in which innovators in 
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desperately poor economies may diffuse elements of innovative practice from other 

organizational populations furtively and bit by bit, avoiding the attention of ever-alert elites 

for as long as they can (Lingelbach et al., 2011). Therefore, we argue that: 

 

Proposition 3c: Financial innovations which could challenge elite rents will be 

diffused using ‘incremental stealth.’ 

 

Social capital theory 

 

Social capital, like financial capital, is both convertible and appropriable although the 

convertibility of social capital is lower since it is less liquid (Anheier et al., 1985).  However, 

this relative disadvantage is compensated for by more flexible terms of repayment as well as 

by the relatively low cost of acquiring resources by virtue of membership in the social 

structure (Anheier et al., 1985).  Thus, financial innovators in poor economies utilize their 

social capital as a launching pad to getting access to low-cost, long-term financial resources 

that can enable them to start new business ventures. 

Social capital also facilitates the formation of strategic alliances with potential stakeholders 

although the importance of social ties may vary with the institutional context (Shane and 

Cable, 2002), influencing the extent to which the 3Fs can be a source of funding for 

innovators. In general, societies with higher levels of generalized trust are more likely to 

facilitate such alliance formation. In sub-Saharan Africa levels of generalized trust are low in 

comparison to the U.S. For example, when asked by the World Values Survey (WVS) if most 

people can be trusted, of those surveyed in the fifth wave of WVS (2005-08), 18.8% in South 

Africa agreed, compared with 8.5% in Ghana, 24.4% in Ethiopia, and 39.3% in the U.S 

(World Values Survey, 2011). 

Given that entrepreneurs in desperately poor economies are often marginal and relatively 

powerless actors (North et al., 2009) their ability to discover new business opportunities may 

be limited due to lack of information and access to relevant social networks and are more 

likely to operate in a context of creation. In this context finance is more likely to be 

dominated by “bootstrapping” and “family, friends, and fools” (3Fs) than by external capital 

sources, such as banks and VC firms (Alvarez and Barney, 2007; Lingelbach, 2012). Once 

they become successful, such entrepreneurs help finance new ventures by providing personal 

loans to family members and friends, and by buying equity in new ventures in response to 
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request by other network members with whom they have trusting relationship.  Therefore, we 

argue that: 

Proposition 4a: Financiers in desperately poor economies create financial innovation 

by accessing the financial resources of successful entrepreneurs in their social 

network, who may have accumulated wealth by bootstrapping and/or by relying on 

the 3Fs. 

 

The social and personal networks to which individuals belong may consist of a variety of 

strong and weak ties. Strong ties—often linked to family, clan, or tribal affiliations—tend to 

dominate desperately poor economies and can limit the development of weaker ties, based on 

arm-length, contractual, and transactional relationships. Weak ties are the basis of most 

market economy relationships (Granovetter, 1973).  While social capital brings many benefits 

to members of the network, it is not cost-free and involves some risks (Adler and Kwon, 

2002).  Over-investment in social capital can tie up productive resources into less productive 

ventures or it could even cause liabilities (Hansen et al., 1999).  For example, resources may 

be made available to an individual without necessary background checks and proper 

evaluation of the feasibility of the proposed venture which could lead to business failure.  

Further, membership in some networks may sometimes backfire as the member may be 

targeted by authorities or other adversaries simply because of the individual’s membership in 

a specific group thus leading to negative externalities (Adler and Kwon, 2002).  To minimize 

such adverse impacts associated with membership in a social network, financial innovators in 

poor economies need to navigate the external environment carefully by maintaining healthy 

relationship not only with groups in their own social network but also with other 

communities.  Relying primarily on communities with strong ties may provide unrealistic 

sense of security that cannot be sustained in the long-term and may inhibit the potential 

growth of the venture.  In contrast, operating in an environment marked by weak ties tends to 

promote competitiveness and innovativeness.  Therefore, we argue that:  

Proposition 4b:  Financial innovations in desperately poor economies will reach 

larger markets when innovators can transcend their strong ties and build more weak 

ties.  

METHODOLOGY 
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This study builds theory by employing a multicase design that allows for replication logic and 

closely follows exemplar studies, e.g. Gilbert, 2005. This approach allows us to develop a 

conceptual model that links constrained financial resources to financial innovation. 

Replication logic treats each case as an experiment that confirms or disconfirms a set of 

observations (Yin, 2003). The primary unit of analysis is a financial innovation established in 

a sub-Saharan African economy (Botswana, Ethiopia, Ghana, and South Africa) with a 

significant percentage of desperately poor residents or citizenry. We define “desperately poor 

residents” as those living below the international poverty line of USD 1.25 dollar/day or less 

(although as mentioned earlier, for the countries in our sample, we use the $2/day data). The 

embedded unit was the economy in which the innovator was located. Table 1 describes the 

six innovations and the economies studied: 

 

(Insert Table 1 about here) 

 

We utilize six cases from four economies. In Ethiopia two cases involve separate aspects of 

financial innovation. One Ethiopian case examines the private placement of shares to obtain 

needed capital to successfully launch two new banks.  A second case considers an innovative 

real estate development firm, which financed the construction of new residential homes with 

advance installment payments collected from customers. A second set of two cases from 

South Africa involves Business Partners, a SME finance organization established by the 

private sector and the government in the early 1980s, and Bioventures, the first biotechnology 

VC fund in sub-Saharan Africa. Our fifth case addresses cattle financing by Islamic butchers 

in northern Ghana, the poorest region of that country. The sixth case in our dataset is set in 

Botswana and, similar to the Business Partners, involves a public-private partnership to create 

that country’s first private equity and VC fund. 

 

Cases were selected to improve theoretical sampling. A wide range of institutional conditions 

in the sub-Saharan African region is represented by these cases, with the South African cases 

at one polar extreme (relatively high level of development as indicated by GNI/capita, level 

of poverty, rule of law score, and Doing Business ranking) and the Ethiopian and Ghanaian 

cases at the other extreme (relatively low levels of development). The cases are also diverse 

in their legal origins and, situated in the four oldest independent countries in sub-Saharan 

Africa, have long and relatively well-documented economic histories. As indicated in Table 

1, significant portions of these economies’ populations live in desperate poverty.   
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We proceeded by first establishing that desperate poverty may motivate financial innovation, 

a principal enabling condition established from our literature review. We found that desperate 

poverty motivated financial innovation through a variety of mechanisms.  

Data were collected from four sources: in-depth interviews (in all four countries), archival 

documents, and direct observation (in South Africa and Ghana). Of a total of 10 interviews, 

six were in-depth, one- to two-hour in-person interviews with the senior executives at the 

innovative financiers in the South African and Botswana cases. Three telephone interviews 

were conducted with executives for the Ethiopian cases, averaging 45 minutes in length. In 

Ghana, one three hour interview was conducted with the innovative financier (the butcher, 

referred to as AK). Nine of the 10 interviews were conducted by the authors, while one 

interview was conducted in Botswana by a South African academic (who is not one of the co-

authors). A semi-structured interview template was utilized for each interview.  

 

Archival documents consist of annual reports, newspaper articles, websites, and board 

minutes. These documents were collected for the South African, Botswana, and Ethiopian 

cases.  Direct observation was used in the South African and Ghanaian cases. In the South 

African case, a one-week direct observation of the biotech VC fund was conducted. 

 

Research process 

 

We developed formally stated propositions that were based on a literature review and early 

case analysis. We analyzed the case data and ‘enfolded’ a set of relevant literatures, following 

methods for inductive theory development (Eisenhardt, 1989; Glaser and Strauss, 1967). We 

then used analytical replication to determine whether the emerging relationships were 

confirmed or disconfirmed in the sample (Eisenhardt, 1989; Yin, 2003). As with deductive 

hypothesis testing, the case evidence fit a consistent pattern, though it did not always conform 

perfectly (Eisenhardt, 1989; Sutton and Callahan, 1987). We used the individual observations 

to construct an interpretive process model that links desperate poverty to financial innovation. 

 

RESULTS 

 

The case analysis confirmed that a series of processes link financial resource scarcity to 

financial innovation in settings of desperate poverty. We establish that financial innovation 
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can arise in desperate poverty, with each case demonstrating a different mechanism by which 

the latter triggers the former. Then, we demonstrate that, like expert entrepreneurs elsewhere, 

financial innovators in desperate poverty first respond to the resultant resource scarcity by 

assessing their means. In order to obtain the capital required to initiate financial 

intermediation, innovators in each of our cases accumulated wealth through retention of 

earnings from other businesses (bootstrapping) or by relying on family, friends, and fools 

(3Fs). Having assessed their means and accumulated initial capital, financial innovators then 

seek to hedge uncertainty by determining what they can afford to lose. 

 

While financial innovators in desperately poor settings begin the innovation process like 

expert entrepreneurs would elsewhere, the later stages of that process differ significantly 

from strong institutional environments. Since they are unable to hedge completely the 

uncertainty they face, innovators must hedge further. In order to maintain and enhance 

organizational capabilities that can respond to the uncertain business environment in 

desperately poor economies, financial innovators remain flexible by pursuing a wide range of 

strategies and market opportunities. They support, or at least avoid challenging, the economic 

rents of the dominant elite coalitions, and therefore do not need to coproduce with other 

parties to hedge the uncertainty arising from a challenge of those rents. As they attempt to 

reach larger markets, we also found that financial innovators developed more weak ties to 

complement the strong ties on which their initial innovation was based. Table 2 presents a 

summary of the evidence in support of each proposition. 

 

Response to desperate poverty—assessing means 

 

We found strong evidence in each of the cases that financial innovators, faced with desperate 

poverty in their institutional environment, responded to that extreme resource scarcity by 

assessing their means. The innovators were not themselves desperately poor, yet they still 

assessed the available resources at the inception of their innovation process. At one end of the 

resource spectrum, Anton Rupert—the founder of Business Partners in South Africa—was a 

wealthy Afrikaner businessman when Business Partners’ antecedent—the Small Business 

Development Corporation—was established in 1980. He had already established to his own 

satisfaction that he could successfully establish new ventures with few or no resources, as 

reflected in the founding of Voorbrands (renamed Rembrandt Brands) in 1941 with £10. 

Unlike many other Afrikaner businessmen, Rupert became interested in finding ways to 
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bridge the gap between blacks and whites in South Africa after the Soweto riots of 1976, 

demonstrating that he had considered the question of “who am I” to a significantly greater 

extent than other similar businesspeople at that time. While his interest in bridging this gap 

was different, he still maintained strong ties in Afrikaner circles, demonstrating an awareness 

of “whom I know.” 

 

In the case of Bioventures, reflecting the lower level of initial financial resources than Rupert, 

Heather -- Bioventure’s founder -- conducted a more detailed means assessment. Her Ph.D. in 

cell biology and MBA provided relevant skills for the establishment of a biotech-focused VC 

fund (“what do I know”). Unlike many other VCs, she was also interested in South Africa’s 

economic development in the post-apartheid era, having served in the ANC during the 

apartheid period (“who am I”). While these means were important, it was ultimately her 

connections to Gensec, a local investment bank and fund manager with whom she worked 

after her MBA, that were ultimately the key to her establishment of Bioventures. Gensec 

provided the initial investment in Bioventures, which Heather used to then obtain funding 

commitments from other investors (“whom I know”). 

 

By contrast, financial innovators in Ethiopia, facing significantly greater resource constraints, 

also assessed their means, which were more relational and financial than in South Africa. For 

example, members of the Guraghe ethnic group pooled their resources to establish Neb 

International Bank in 1999. Here, the strong ties based on ethnic affiliation (“whom I know”) 

and personal savings were more important than assessing “who am I” or “what do I know.” 

 

In the case of Venture Partners Botswana (VPB), the founder possessed strong network 

connections to the government and local business community prior to establishing VPB 

(“whom I know”). Additionally, he had significant prior experience in the related field of 

private equity in South Africa and was pursuing an MBA at the University of Chicago even 

while running VPB (“what do I know”). However, no evidence exists to demonstrate that the 

founder answered the question “who am I” prior to founding VPB. 

 

Finally, in Northern Ghana, the butcher (AK) also assessed his means, albeit in a different 

way. Being a butcher is an exalted position in AK’s community because not everyone can 

become a butcher. It is hereditary and one must come from a butcher’s family to become a 
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butcher. Next to Baba Yile, the Chief butcher, AK ranked high in the butchering family in his 

community. As a well-known person in the community because of his position, AK was 

approached by cattle farmers for loans, usually in the form of working capital (“who am I”).  

The innovative financier also knew the cattle farmers because they were both socially 

embedded in the local area (“whom I know”). In addition to being a butcher, AK also owned 

a herd of cattle and therefore understood the cattle farmers’ business (“what I know”). In 

summary, each of our cases assessed their means in response to finding conditions of 

desperate poverty. Proposition 1a is confirmed. 

Determining affordable loss 

 

Having assessed their means, financial innovators next determine what they can afford to 

lose. They do so mainly to hedge the uncertainty associated with their business environments. 

Each of our cases provides evidence that determining affordable loss was an important next 

step in financial innovation. 

 

In the case of Business Partners/SBDC, Rupert was careful from the beginning to bring in 

other investors to the firm. Initially, his idea was that SBDC would be owned 50% by the 

private sector and 50% by the South African government. Aside from Rupert’s investment, 

other private sector investors included some of the largest corporations in the country at that 

time. Government investment was utilized by Rupert as a way to leverage private investment, 

and the private sector always controlled the firm. A diversified investor base and Rupert’s 

limited investment demonstrates that he determined upfront what he could afford to lose in 

the uncertain business environment prevailing in South Africa in 1980, when the prospects 

for apartheid were looking more and more unpromising. 

 

In the post-apartheid era, Bioventures faced a different business environment with a different 

set of uncertainties. Heather did not have the financial assets to invest in either Bioventures or 

its related fund management company. Consequently, she ran the fund on a shoestring with a 

modest office and no full-time staff. These decisions allowed her to hedge to some extent the 

substantial uncertainties of a biotech VC fund in South Africa. 

Financial innovators in Ethiopia did not gamble their life savings by investing in the new 

venture—most investors continued to run their existing businesses even as they pursued 

financial innovation with the new ventures.  In the interview, one of the CEOs stated that 
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wealthy investors were not willing to commit large holdings in the new business out of fear 

that the new venture may not be successful. 

 

In the Northern region of Ghana, AK took several steps to get the odds in his favor. First and 

foremost, he lent money to the farmers that he personally knew. In a situation where a loan is 

given without any documentation because it is based solely on trust, AK’s precaution against 

loss is particularly essential. Secondly, given that both AK and the farmers were born and 

lived all their lives in the same community, the long term residence allowed AK to acquaint 

himself with the diligent farmers, as demonstrated by the size of their crop farms. It is worth 

pointing out that the trajectory to cattle ownership starts from crops farming, with income 

from the sale of surplus food providing the seed capital for livestock farming. Another 

worthwhile indicator that the butcher looked for as a hedge against loss was the borrower’s 

family size, exemplified by the number of wives and children. It is worth mentioning that 

polygamy is allowed by tradition and religion in the Northern region of Ghana. The 

significance of a large family size stems from a pool of available non-paid farm labor. For 

instance, boys were responsible for herding cattle at a very early age.  Therefore, Proposition 

1b is confirmed. 

 

Maintaining flexibility in the face of uncertainty 

 

Since uncertainty in desperately poor economies cannot be completely hedged through 

affordable loss determination, financial innovators hedge further by maintaining 

organizational flexibility. For example, Business Partners offered a wide range of products 

and services from inception, and as institutional uncertainty increased in the post-apartheid 

era, it began to export its business model to other economies in southern Africa. Bioventure’s 

investment strategy was very broad from inception, allowing it to increase its deal flow. As 

one of its investors began to micromanage to fund’s operations, Bioventures responded by 

proposing that a second fund be established, that the fund manager’s ownership structure be 

changed, and, ultimately, that it pursue new opportunities outside of South Africa. Likewise, 

VPB pursued an extremely broad investment strategy from inception and then proposed a 

second, pan-southern Africa fund.  

 

Financial innovators in Ethiopia sought to exploit other opportunities outside their main line 

of business.  For example, founders of Zemen Bank soon established Access Real Estate 
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Company to benefit from the thriving real estate business and soon became a leader in the 

real estate industry in the country. Further, investors diversified their portfolio by investing in 

different companies rather than purchasing a large chunk of stocks in just one business 

venture.  As shown in 4.3 above, many financial innovators continued to run their previous 

businesses even after they launched a new venture, in part, as a hedge against possible failure 

of the new business.  

 

In the case of AK in Ghana’s Northern region, there is also evidence of flexibility as in the 

preceding cases in South Africa, Botswana and Ethiopia. In addition to the income from 

being a butcher, AK was also a livestock farmer in his own right, having inherited about 50 

cattle from his father. Prior to that, AK had his own herd of cattle which he started with a 

seed capital in the form of one cattle from his paternal grandfather as a reward for herding 

cattle as a young boy. Given the uncertainty in the business environment, the butcher felt the 

need to hedge against the lending risk by maintaining steady and multiple sources of income. 

Therefore, Proposition 2 is confirmed. 

 

Avoiding a challenge to elite economic rents 

 

Each of our cases provided evidence that financial innovators supported, or did not challenge, 

the rents of the dominant elite coalition in their respective home economies. Business 

Partners focused on SMEs, avoiding MNCs and their elite owners. Bioventures did not 

compete with established VC firms, nor did its investees challenge elite firms. Like Business 

Partners, VPB focused on SMEs that did not challenge elite diamond-related rents. The VPB 

strategy was supported by the elite-dominated government. In Ghana, the butcher was part of 

the local elite and his clients were small livestock farmers with little power. By providing 

financing to them, the butcher further strengthened his ties with them and further enhanced 

his elite status in the village.   

 

In Ethiopia too the financial innovators were members of the local economic elite.  Their 

ventures also supported the government’s development policy by contributing to the nation’s 

economic growth and thus they had the government’s seal of approval.   Therefore, 

Proposition 3a is confirmed. 
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Coproducing when elite rent support isn’t possible 

 

Since each of our cases of financial innovation did not challenge elite rents, we found no 

evidence of coproduction. This strategy was unnecessary for these innovators. Therefore, 

Proposition 3b is not confirmed. 

 

‘Incremental stealth’ when challenging elite rents 

 

Since each of financial innovators did not challenge elite rents, they did not need to diffuse 

their innovations via ‘incremental stealth.’ We found no evidence that they pursued this 

strategy. Therefore, Proposition 3c is not confirmed. 

 

Bootstrapping and 3Fs as one source of means 

 

Financial resources are one particularly relevant type of means that financial innovators may 

assess as they begin to innovate. In the case of Business Partners, Rupert was already a 

wealthy entrepreneur by the time it was established. By contrast, Bioventure’s founder 

brought no financial resources of her own to the firm, but did rely on friends at a local 

investment bank to provide the fund’s first investment. The resources that Ethiopian financial 

innovators used to start new ventures originated from bootstrapping which was supplemented 

with assets they acquired from 3Fs.     

 

In northern Ghana, the butcher’s own source of funds was the wealth he inherited in the form 

of cattle from his father and grandfather and the income he generated from his business. 

Thus, he bootstrapped and relied on family to generate the funds he lent. Therefore, 

Proposition 4a is confirmed. 

 

Building weak ties to reach larger markets 

 

Some financial innovators were able to reach larger markets by building weak ties, while 

others were unable to make this transition. The South African and Botswana cases were able 

to establish significant international linkages—Bioventures from inception. In Ethiopia, 

private banks moved from their local strong ties to weaker, national ties. In Ghana we found 

no evidence that our innovative butcher was able to reach larger markets by building weaker 
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ties, even given his Islamic affiliation and the network access that this could provide. Strong 

ties and social embededness with his clients allowed him to lend money with no 

documentation but purely based on trust. In addition to their own assets, financial innovators 

in Ethiopia first raised funds from members of their social network with whom they have 

strong ties (e.g., Neb International Bank from the Guraghe community).  Then, to obtain 

additional funds needed for the project, the innovators reached out to other potential investors 

without which they might not have been able to reach their goals. Zemen Bank, started with 

the resources of the founders, used telemarketing and other forms of promotion to attract 

more investors. Therefore, Proposition 4b is partially confirmed.  Figure 1 integrates these 

propositions into a conceptual model:  

 

 

DISCUSSION AND CONCLUSION 

 

Discussion 

 

In the introduction to this article, we noted the tension between financial resource scarcity 

and financial innovation, and the incomplete understanding of the processes that might link 

the former with the latter. We set out to develop a process model linking desperate poverty 

with innovative financing. Using data from six cases in four sub-Saharan African 

economies—South Africa, Botswana, Ethiopia and Ghana—and insights from effectuation, 

dynamic capabilities, and institutional theory we found that in response to desperate poverty, 

financial innovators assess means, determine affordable loss, maintain flexibility, avoid 

challenging elites, and weak tie development assisting in the diffusion of these innovations 

across borders. 

 

Surprisingly, each of our cases supported—or at least did not challenge—elite economic 

rents. Not surprisingly, as a consequence, each of the financial innovations studied here was 

incremental, rather than radical. This is consistent with other recent studies in the region 

(Robson et al., 2009). Unlike microfinance, which has transformed the lives of millions of 

borrowers and savers throughout the developing world, our innovators have had at best a 

regional impact on the financial sector.    
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The six examples presented in this study, although all African, represent quite varied 

institutional, cultural and economic environments. Yet, a common thread we observed was 

that financial innovation, while not radical, still emerged in response to market spaces that 

were not being adequately filled by traditional, formal sources of capital. By including cases 

on financial innovation from relatively economically developed countries (Botswana and 

South Africa) and others with a significant portion of the citizenry desperately poor (Ethiopia 

and Ghana), we conclude that financial innovators respond in ways that are appropriate for 

their environments, providing start-up and growth capital that is within their means while at 

the same time hedging their bets by being flexible. In the absence of other methods to assess 

the credit worthiness of borrowers, they use trust and socially-embedded networks to 

safeguard against risk. 

Conclusion 

 

Given our earlier observation that much of theory in the field has been developed in Western 

countries, the model proposed here, and partially supported by the evidence, was developed 

to reflect the cultural, political and economic environment of desperately poor countries. For 

example, the integration of institutional theory explicitly takes into account the critical role of 

elites. If the propositions related to these elites are supported by evidence from other “limited 

access order” countries, then the implications for innovators whose innovations challenge 

elite rents are clear. They either have to develop size and scale stealthily or else co-opt the 

elites as a safeguard against having their innovations appropriated. 

 

While the findings of this study are based on financial innovators, many of the findings of 

this study may have lessons for other types of innovators who operate in such environments 

as well. For example, Celtel’s pre-paid phone card innovation in Africa could be studied 

utilizing our model. Additional evidence will be needed to test this assertion, but there is 

reason to suppose that the theories that underpin this model are robust enough to explain non-

financial innovations in countries with desperate poverty. 

Limitations 

 

As with a study of this nature, present study suffers from some limitations. Additional case 

studies of radical financial innovation would have provided a test of the relevance of 

coproduction and ‘incremental stealth’ as components of the innovation process as would 
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have examples of innovation that had the potential to threaten elite rents. Case studies outside 

of sub-Saharan Africa would have provided a more generalizable model, as would cases 

involving non-financial innovation and those in which innovators directly challenged 

dominant elite coalitions. 

 

Implications 

 

There are some potentially interesting implications for policy makers as well. In Ethiopia and 

Ghana in particular, financial (and other) innovators may benefit from programs that offer 

more formal training in means assessment and calculating affordable loss since many of the 

financiers in some countries, like some of the ones we studied, are self-taught bootstrappers.  

It is tempting to suggest that public-private partnerships may expand the pool of financing 

available but the reality in many countries may dictate that innovative financiers avoid the 

attention of the political and economic elites, unless the former can coproduce with the latter. 

While personal trust and long-standing social relationships may provide a level of protection 

for the financier in that his clients may prefer to do business with him, too much involvement 

by the political elite can be risky. 

 

It is worth noting as well that with economic growth, and the consequent decrease in 

desperately poor populations, countries like the BRICs and others will, or have already begun 

to, develop a formal financing sector that will reach a wider section of their population and 

provide larger pools of capital to finance entrepreneurial activity. This however may take 

some time. In the meantime, in countries like the ones studied here, the informal sector will 

continue to play a significant role in financing marginalized groups like rural farmers, women 

and other “necessity” entrepreneurs such as those targeted by Grameen Bank. It is in those 

types of situations, where innovative financing may enable people to get out of desperate 

poverty, that the findings of this study may have an impact and allow these financiers to 

know how to survive, succeed and reach larger markets. 
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Table 1 

Description of the Innovations and Economies Studied 

 

 Ghana Ethiopia 

 

Botswana South Africa 

 

Financing 

innovation 

Small 

holder 

cattle 

financing 

Private 

share 

placement 

Customer-

financed 

residential 

real estate 

development 

Public/private 

private equity 

& VC fund 

SME 

finance 

and social 

enterprise 

Biotech 

VC fund 

Legal origin English  Mixed (French and 

English common law) 

Mixed 

(Roman-

Dutch and 

English) 

Mixed (Roman-

Dutch and English) 

Colonial power Great 

Britain  

None Great Britain  Great Britain  

English  

Year of 

independence 

1957 1
st
 century B.C.E. 1966 1910 

GNI/capita $1,190 $330 $6,890 $5,760 

Percentage of 

population 

living on 

$2/day (PPP) 

or less (World 

Bank, 2011) 

53.6 77.6 49.4 35.7 

Rule of law 

score 

(Kauffmann, 

Kraay, and 

Mastruzzi, 

2006) 

-0.23 -0.77 0.70 0.19 

Property rights 

score (Heritage 

Foundation, 

2011) 

50 30 70 50 

Doing 

Business 

ranking 

(www.doingbu

sinss.org, 

2011) 

67th 104th 52
nd

 34
th

 

Level of 

financial 

resources 

Low Low High High 

Number of 

interviews 

 1 3 2 4 

 

Table 2 

Evidence in Support of the Propositions 

http://www.doingbusinss.org/
http://www.doingbusinss.org/
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Proposition Evidence 

Proposition 1a: As with most 

expert entrepreneurs, when 

faced with desperate poverty, 

innovative financiers respond 

by first assessing their 

means. 

 

 South Africa (SA)—At Business Partners (BP), Rupert was a 

well connected, successful entrepreneur who was interested in 

bridging the gap between whites and blacks.  

 SA—At Bioventures (Bio), Heather was biologist and MBA 

with good connections and interest in development.  

 Botswana —At VPB, Anthony had prior PE experience in SA, 

and was well connected in government.  (No evidence on “who 

am I”) 

 Ethiopia—Entrepreneurs from the Guraghe ethnic group 

established a bank with own resources supplemented with sale 

of stocks to 3Fs. 

 Ghana—AK the butcher helped cattle entrepreneurs with whom 

he was socially embedded in the local area. 

Proposition 1b: As with most 

expert entrepreneurs, once 

they assess their means, 

innovative financiers 

determine affordable loss. 

 

 SA—Rupert (BP) invested in SBDC (Business Partners 

predecessor); also attracted investment from other investors and 

the government. 

 SA—Heather (Bio) could not afford to invest in the fund and 

ran it on a shoestring 

 Botswana—At VPB, Anthony did not invest in the fund 

 Ethiopia—Most financiers who invested in new ventures 

committed only a portion of their resources.   

 Ghana—AK lent money to farmers he personally knew very 

well.  

Proposition 2: In response to 

a relatively more uncertain 

business environment, 

financial innovation arises 

when financiers establish 

organizations that maintain 

flexibility. 

 

 SA—BP was well known in SA and did not fly under the radar 

screen. To maintain flexibility offered a wide range of products 

and focused on cash-flow positive firms.   

 SA—Bio used very wide investment strategy.  IDC 

micromanagement limited flexibility. Was well known in SA. 

 Botswana—VPB used extremely broad investment strategy; 

almost impossible to fly under radar screen in Botswana. 

 Ethiopia—The founders of Zemen Bank started a real estate 

company to benefit from the booming real estate market. 

 Ghana—AK the butcher/financier was also a livestock farmer in 

his own right.  

Proposition 3a: Financial 

innovation is more likely to 

occur when it supports, or 

does not challenge, elite 

rents. 

 

 SA—BP focused on SMEs thus avoiding challenging MNCs and 

elites who controlled them 

 SA—Bio did not compete with any established VC firms for 

deals, nor were its investees a serious challenge to established SA 

firms. 

 Botswana—VPB focused on diversifying away from diamonds to 

avoid challenging elite rents whose focus was on diamonds. 

 Ethiopia—Private banking and real estate industries supported 

the government’s policy of economic growth and development.   

 Ghana—Being part of the local elite, AK did not challenge elite 

rents. 

Proposition 3b: If financial 

innovation challenges elite 

rents, financiers safeguard 

themselves by co-producing 

with other elites with whom 

No evidence to support the proposition.  
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they have strong, trusting 

relationship. 

Proposition 3c: Financial 

innovations which could 

challenge elite rents will be 

diffused using ‘incremental 

stealth’. 

 SA—No need for BP to behave stealthily, but real estate 

ownership by SBDC on behalf of black South Africans in 1980s 

was stealthy! 

 SA—Bio did not introduce VC incrementally 

 Botswana—VPB did not introduce VC model incrementally 

 Ethiopia—Not observed in the selected cases. 

 Ghana—Not observed in the selected case. 

Proposition 4a: Financiers in 

desperately poor economies 

create financial innovation 

by accessing the financial 

resources of successful 

entrepreneurs in their social 

network who may have 

accumulated wealth by 

bootstrapping and/or by 

relying on the 3Fs. 

 Ethiopia—Most investors in the private banks used proceeds 

from other businesses which they had started earlier by 

bootstrapping and/or with financial assistance from the 3Fs.  .  

 Ghana—Income from the sale of surplus food crops was used to 

support the start-up and growth phases of the cattle/livestock 

business. 

 

 

Proposition 4b: Financial 

innovations in desperately 

poor economies will reach 

larger markets when 

innovators can transcend 

their strong ties and build 

more weak ties. 

 

 SA—At BP and BV generalized trust declining in post-

apartheid era, inhibiting BP’s and Bio’s ability to continue 

initial innovation. 

 Botswana—Very high levels of trust in Botswana, but VPB’s 

innovativeness since inception quite limited. 

 Ethiopia—While financial innovators initially relied primarily 

on own funds and on the resources of 3Fs they reached out to 

other groups with whom they had weaker ties to obtain 

additional resources.    
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Figure 1 

 

A Model Linking Desperate Poverty to Financial Innovation 
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Dalvi, a marketing executive, turned a businessman bought on auction a packaging box 

manufacturing factory borrowing Rs. 18 lakhs from a bank at 18% interest. Since then events 

began to go against him leading to the closure of the factory. The Bank made some nominal 

concessions which were too small and too late to make any difference. In the meantime interest 

payments were piling up even during the time the factory was closed. The factor causing a host 

of troubles for Dalvi was his decision making process. We noticed the primary reason behind 

the troubles was his emotions which played critically in his business decisions. He approached 

the Industry Department of the government for assistance. The government reviewed the 

problems and identified possible solutions. 
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BACKGROUND 

 

RajendraDalvi bought on auction a sick unit from the EDC (Economic Development 

Corporation, a public sector entity) in July, 1997. The unit, Omncar Offset Packaging, was 

registered with DITC (Directorate of Industries, Trade & Commerce), Goa in 2003 and the 

Development Commission, New Delhi. Omncar became operational and ran for four years, 

then became sick in 2002. Its bank Madgaon Cooperative reshuffled the loan and let the unit 

run. And the unit, Omncar after two years following the reshuffle of loan again became sick 

in 2004 because the bank did not honour its commitment on the supply of the working capital 

on time. It then applied to DITCfor assistance to revive the unit. DITC presently is reviewing 

the application.  

 

The main issues before us are the questions:  Can it be revived? Is it cost effective and 

worthwhile reviving Omncar, if it is, how do we propose a revival plan, and will the available 

government programs and their resources are adequate enough to implement the revival?  

 

Eligibility under Government Scheme 

 

At this stage we will consider whether or not Omncar is eligible to receive assistance under 

the government programs stipulated in the Official Gazette, Government of Goa (17
th

 June, 

2008).The eligibility criteria the Gazette states, among other things,“(ii) The closed and sick 

industrial units which have already availed various facilities offering help/incentives due to 

sickness from the State or any other Agency would not be entitled to the facilities under this 

Scheme.”(Second page, first column) 

 

In 2002 Omncar stopped production for the lack of adequate working capital which was 

supposed to receive from the bank. The Madgaon cooperative Bank then noticing the unit’s 

closure reshuffled the existing loan by reducing the interest rate from 18% to 17% and 

promising to offer working capital based on performance. However from the working capital/ 

drawing rights of Rs. 3 lakhs  given to Omncar, interest payments were subtracted and never 

the amount of working capital promised on performance based came along which led to the 

sickness and gradual collapse of the unit in 2004. 
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If this event is considered as help/incentives from the “States or any other Agency” (the 

Gazette) then, Omncar is not eligible for benefits under this Scheme or program. However 

this particular aspect is moot and debatable requiring a legal or an Executive Decision.  

Assuming Omncar is eligible to receive benefits under this Scheme we will proceed further to 

review and look into the subject outlining its scope.   

 

Scope and Organization  

 

This casereport is organized in the following four sections, namely 

1. A review of the unit’s past operations in search for reasons causing this sickness, 

2. An analysis of the gathered information and data, 

3. An investigation of viable options available to revive it, and  

4.  Recommendation of a recovery plan for the decision 

 

Issues/Reasons Leading to Sickness of the Unit 

 

The day Dalvi acquired the sick unit from the EDC he could not get possession of it for six 

months and therefore the business could not start as planned. The major reasons behind this 

were: 

 

1. A litigation between EDC (auctioneer) and the Madgaum Co-Operative Bank (lender 

to Dalvi) followed to decide on the interest payment as it is delayed the handover of 

the premises to the new owner; 

2. The Madgaon Bank delayed the delivery of working capital to the Omncar by two 

years resulting in further delay and causing difficulties in the production; 

3. The bank had agreed to increase the working capital with the increase of business, but 

stopped the working capital supply arbitrarily leading to the stoppage of Omncar 

operations. 

 

The bank declared as per the RBI (Reserve Bank of India, the Central Bank) rules Omncar as 

a sick unit in 2002 when it could not service the loan and came up with a rehabilitation 

package which was too small and too late for the need. The unit remained sick since then. 
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ANALYSIS  

 

A review of the events from the purchase on auction a sick unit to stoppage of operations of 

the same unit revealed many missteps of Dalvi resulted in gradually deterioration and non-

performance of the unit in a period of four years. A set of critical facts surfaced which we 

present briefly below then outlining similar facts on the Bank next to understand what went 

wrong. 

 

Omncar 

 

Our overview shows the following critical tasks although routine were not followed or 

carried out by Dalvi namely, 

(1)The purchase on auction of the sick unit was not preceded by a routine due diligence 

analysis to justify the purchase; 

(2)The selection of a bank for a loan was made in haste, not understanding if the chosen bank 

is fit to service an industry/business loan especially his particular business needs; 

(3)Absence of a business plan and the details of its feasibility, the risk analysis in this 

particular business and how to cope and deal with them if things go wrong. 

 

Bank 

 

From the bank’s side, based on the limited observations and review of their related 

documents, things went wrong because: 

(1)The chosen bank seems to be not a right fit for industry loan servicing (e.g. need 

assessment of a manufacturing unit, industry lending experience etc. are missing) 

(2) The lending rate (interest) was set at high 18% p.a. (monthly cumulative) 

(3) The interest payment calculated even when Omncar was not operating; 

(4) Interest payment for the principal amount was charged to the allocated working capital 

reducing the size of the working capital available for genuine need for the business; 

(5) Letters for clarifications to the bank from Dalvi from time to time were never replied 

leading to persistent confusion. 

 

These two sets of shortcomings listed above explain the start-up of the business was filled 

with troubles, and the troubles continued until the unit ceased to operate.  The root causes for 
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them we trust from the Omncar side were due to lack of general management experience and 

business acumen as to how to think and operate as a businessman. In addition decisions were 

taken in each crucial stage in haste (e.g. quick bank loan, no due diligence, sign off bank’s 

contract not studying it etc.) which proved wrong and the selection of a bank for financing 

the capital for the business was proved fatally wrong. 

 

From the bank’s side, managing finance as far as the loan was concerned was fraught with 

delay in releasing the funds and arbitrary decision to stop the working capital. 

 

Dalvi seems to be a good marketing professional with a network of connections in the 

pharmaceutical industry, his main client base. Contacts and contracts may not be a problem 

for him. However the problem is, how to manage a contract through his own plant, delivering 

products to a client handling production, accounts and finance, raw material supplies, 

banking relationship, labour and a host of things just by himself only although  somewhat 

help he received from an accountant. It is seemingly a huge work load on a single man. 

Perhaps this could be managed at the beginning; but as business grows and client base 

increases the business of doing bigger business takes a toll and begins to show signs of 

inefficiencies and fatigue leading to sudden collapse. 

 

This happens quite often in many start-up companies when the mountain top view of a 

business is lacking; just knowing the market and prospective customers are not enough to get 

into a business as Dalvi did. It requires, among many other things, a due diligence analysis, a 

road map of the contemplated business, a feasibility study preferably by an expert, network of 

mentors who can be consulted for guidance and a clear vision what to do with this business in 

the long run and how to get there.  The way the business was run; Omncar did not show its 

road map and accountability for the business. Dalvi needs to do rethinking on his mission of 

doing business particularly his strategies how to sustain and reach his goals. He needs a lot of 

counselling in each step on his way. These can be arranged or done. A positive side ofDalvi 

is that he genuinely wants to save his enterprise and work smart to make money.  

 

A deeper question that arises is: what triggered Dalvi to get into business in the first place. He 

was doing well in his job as a marketing executive that means he was earning well. Assuming 

he had a passion for owing and running his business; then why he did not go through the 

normal routine tasks like doing the due diligence, identifying the best sources for loans etc. 
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What went wrong? 

 We found as the situation unfolded the primary factor that caused the troubles was his 

emotions which played a critical role in making the business decisions. He wanted to jump-

start the sick unit forgetting to do due diligence before buying the enterprise on the auction. A 

critical mistake he made. Besides he did not assess the suitability of a bank which will 

finance and service his new business. The bank also did not assess the suitability of the 

person for the loan and the business experience needed to manage the enterprise, a 

manufacturing unit. And importantly at minimum he should have a business plan showing the 

road map where he wanted to reach - his destination. But he did not have. Something it 

appeared was missing and unnoticed in the whole business – an implementation plan. 

 

 If we are seriously thinking of assisting Omncar to begin production, pay back the corrected 

loan amount (interest payments), pay taxes and call back those employees who lost their jobs, 

then we can design a rescue plan along with the implementation strategy that may save him 

and revive his sick unit. 

OPTIONS FOR REVIVAL 

 

Available options to get the unit back on recovery track should look into factors which were 

pulling back and hurting the business. In this context three components of the Omncar need 

special attention for the recovery plan, among other things. They are: 

1. Existing loan burden 

2. Working capital need, and 

3. Management practice 

 

Loan Burden 

 

The scope and burden of the loan may be clearer if we look at the numbers below: 

Original loan 

Year 1997    Principal Rs. 18 lakhs * 

Year 1999    Working capital Rs. 5 lakhs 

 

 Feb.19, 2010   status 
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Principal loan amount                   Rs. 33, 85,158.00 

Interest payment accumulated    Rs.48,64,825.00 

                                   Total          Rs. 82, 49,983.00to the Bank 

 Indian Rupee Rs. 50 = 1 US $ ; Rs. 1 lakh = Rs. 100,000.00 

 

Latest status dated 26/07/2011   

Rs. 98.95,855,.91   (details not readily available; the increased amount possibly the interest 

amount accumulated between 2010 and 2011) to the bank 

 

 His additional debt 

Water bills Rs. 7000.00 

  Penalty       Rs. 50,000.00 

  Total          Rs. 57,000.00                 to municipality 

Electric bills Rs.6,460.00 

   Penalty    nil 

  Total Rs. 6,460.00  to electric company  

Total utility bills he owes: Rs. 63,460.00   

 

Working Capital Need 

 

Dalvi may require  fresh  doses of working capital to the tune of Rs. 25 lakhs approx. 

(estimates given below **) to begin the production again; and as production grows his 

estimated working capital need will increase by 15% to 20%  in the following 12-month 

period. Therefore, new sources of capital have to be identified. 

 

**Estimated working capital need for beginning the production (in lakh) 

Maintenance/Repairing    Rs. 2.5 

Three months stock of  

raw materials /other inputs   Rs.15.00 

Work in process/progress                      Rs. 5.00 

Finished goods in inventory   Rs.  2.5 

Total      Rs. 25.00 
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Management Practice 

 

Dalvi’s operations of Omncar may need a fresh look at the management practices he has 

followed. This is basically a one-man show, Dalvi, one man handling and dealing with every 

aspect, small or big, of the business. It is obvious that in a small unit investment does not 

always permit to appoint all key personnel to run the business. But business planning must 

include a provision of appointing them when they are needed; otherwise it runs the risk of 

making wrong business decisions costing serious losses. He needs help in making the right 

operating decisions lowering the business risks.  (Management training appendix 1) 

 

TOWARD A RECOVERY PLAN  

 

How should we design a recovery plan in the case of Dalvi’s sick unit, Omncar? What kind 

of assistance this plan will entail? What will it cost in money and other assistance? Is it 

worthwhile to do so? If it is, what should we consider in the plan?  We will try to answer 

below these questions, among many others. 

 

There may be three options to consider for Dalvi’s sick unit recovery plan and they are: 

First, to provide him with a total support consisting two components namely (1) funds and (2) 

management assistance, to get the unit on the right track and begin the operations; 

Second, to support only to the extent allowed by the government programs mandated by the 

DITC; and Third, to package an assistance program which matches, as much as possible, with 

the need and includes government‘s mandated assistance, and resources available from Dalvi 

and other third party sources such as Chamber of Commerce and additional loans from a 

financial institution, if available.  

 

Before we review the suggested options for suitability, a question comes up: What were those 

critical factors which holding up Dalvi’s production? 

 

A study of his operations at Omncar reveals the critical problem areas holding him up are: 

1. Working capital 

2. Management capacity, and  

3. Financial analysis and business acumen 
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Among these three factors one is a physical resource (working capital) and the other two are 

skills. The strategies for getting working capital and those for acquiring skills are different. 

One has to negotiate with a financial institution to get the working capital, while the skills 

can be acquired from the market at a price. They are indeed needed for a smooth running of 

the business. Let’s look at the three options to see what may be a good option forDalvi 

keeping those factors in mind. 

 

EVALUATION OF OPTIONS 

 

We will briefly review the options beginning with the suggested first option. 

 

First Option 

 

The first option requires complete package of assistance meaning funds and management 

support to turnaround the unit. But the question is: what would be the funding sources for the 

support system. It is not quite likely government programs will pay for his loan nor would the 

government supply new money for the recovery plan. At best government may arrange for 

relief and concession for the utility bills, deferment of commercial taxes and help negotiate 

with the Bank. It may offer some management counselling too. There is therefore a large gap 

what is needed in terms of resources and assistance and what is available with the 

government programs. 

 

If the assumption is that the government programs will shoulder the full load of the recovery, 

especially loan payment, it may be a mistake.  In brief the government programs may help 

but its scope is not open- ended rather limited.  The first option therefore may not be feasible. 

Existing government programs however may play as a catalyst role by packaging the 

available assistance helping to negotiate with the Bank. This is the substance of discussion in 

the second option. 

 

Second Option 

 

The second option basically expounds the scope of the government programs to assist the 

eligible sick units. These programs as per the Government Gazette of June 17, 2008 (RNI 
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No.GOAENG/2002/6410; series 1 No. 11) outlined (see appendix 2) briefly the relevant 

relief and concessions to sick units similar to that of Dalvi’s enterprise. 

 

The relief, concessions and waiver in the government programs may be divided into three 

groups: 

1. Relief from Banks 

The sick unit in consultation with the bank prepares a feasibility report toward rehabilitating 

the unit which includes the rehab package from the said bank. After running the unit for three 

months utilizing rehab package, it becomes eligible for the waiver of the interest payments 

and penalty cost as per the RBI rules. 

2. Relief from utility companies. 

Utility bills for electricity and water supply are waived during the closed period with user 

friendly conditions. 

3. Relief from commercial taxes. 

Similarly commercial taxes are deferred with favourable conditions to the sick unit.                                                

 

In summary, a legible sick unit may expect to get relief from the interest payments including 

penalties accrued during the closure following the three months operation with the rehab 

package from the Bank. Along with this, additional benefits include exemption from utility 

bills and commercial taxes during the same period the unit was closed. 

 

Third Option 

 

Are these benefits adequate enough for Omncar to begin the operations? It depends on the 

size of the rehab package from the Bank and getting the management assistance in place. 

There is also the lingering question looking at the past track records how the same Bank 

would deliver its obligations to Omncar when it begins its operations. On the safe side 

Omncar should also add its own resources mainly funds to smooth out the transition. 

 

The basic package for Omncar will include three components namely, 

1. Benefits from the government programs (relief from the interest payments, utility bills 

and commercial tax payments/deferment), 

2. Rehab package from the bank to begin operation, and, 
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3. Dalvi’s resources from friends and family members and possible income from leasing 

or renting his surplus land in the industrial estate. 

 

The components when successfully implemented could lower the burden of the past due 

interest payments, relief and/or deferment of commercial taxes and raise capital toward 

beginning the production process.  

 

The components however do not have the provision for management services, counselling 

and mentoring the process of recovery which we mentioned as one key factor responsible for 

the collapse of the unit. This has to be provided and it has a cost. May be the assistance can 

be provided as an additional service from a government program either for free or at cost.            

(See Appendix 1) 

 

RECOMMENDED PACKAGE 

 

The package mainly has two components - (1) Financial resources and (2) Management 

assistance. The details are given below: 

 

Financial Resources 

 

1. Rehab package from the bank as per the RBI guidelines with the condition of 

monitoring of progress and performance of the unit; 

Benefits: Begins the operations under supervision for success 

 

2. Government’s assistance as per the Gazette of 17th June, 2008; 

Benefits: Reduction of interest payment, among other things, levied when the unit was 

closed, thus reducing the burden of loan while restructuring the loan and interest payments 

following RBI rules. 

 

3. Funds from Dalvi’s sources 

Benefits: It reinforces his stake in the company. 
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Management Assistance 

 

4. Management assistance and training, suggested to be given by the Government or 

from alternative sources. 

Benefits: Provides needed management training, mentoring and counselling for running the 

company which were missing. 

 

 SENSITIVITY ANALYSIS 

 

The recommended package has the strength to put Dalvi back on track. But he still carries a 

heavy burden, the past due interest payments to the bank. The issue is: Can he pay back the 

interests sooner? How? This brings us to the Sensitivity Analysis. We will try to see: 

(1) How the revenues are sensitive to the changes in price,  

(2) How they (revenues) are sensitive to the plant efficiency. 

The analyses will indicate if the past due payments can be paid out earlier. 

 

The following operational characteristics were taken into account.  

Operating cycle=70 days 

Production cycle= 12 days 

Product portfolio= Cartons, Leaflets, Labels 

Core product= Cartons 

Shift duration= 8hrs 

Mode of operation=Single shift 

Processing Capacity=1 ton of raw material/shift 

Maximum Possible Production/Shift: 

2 colour cartons: 64,000 units/ day 

1 colour cartons: 1,28,000 units/ day 

3 colour cartons: 42,670 units/ day 

Production distribution  

75% of total units shall be of 2 colours 

15% of total units shall be of 3 colours 

10% of total units shall be of 1 colour 

Total production: 67,200 units/ day 
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Sales price: Rs 850 per thousand cartons 

 

To arrive at the operating income, various operating costs had to be determined, viz., raw 

material costs (calculated as 65% of revenue), direct labour costs plus other manufacturing 

overheads (calculated as 15% of revenue).  Consequently the contribution margin was 

determined to be 20%. 

 

A schedule of expenditure for reviving the unit was prepared (Appendix 3).  

 

The revenue from two-week production cycle at 100% plant efficiency comes out to be Rs 

7,42,560 (Appendix 4). 

 

As per the schedule provided by Dalvi, the unit shall begin production in the eighth week. 

Since a single production cycle shall be of two weeks duration, the production would be 

completed by the end of the ninth week. 

 

The normal operating cycle in this business is of 70 days duration. The cash for the 

production that had started in the eighth week is received in the seventeenth week.  Owing to 

this fact, it has been observed that there would be a shortage of funds until the seventeenth 

week. Thus for the uninterrupted   functioning of the unit, a total package of 50 lakhs would 

be required including a provision for contingencies. The next step was to find out the payback 

period for the amount of Rs 50 lakhs. 

 

A sensitivity analysis of revenue has been carried out vis-à-vis selling price and plant 

efficiency (Appendix 5) 

 

For further analysis, the revenue of Rs 6, 70,706 at the selling price of Rs 830 per 1000 

cartons and plant efficiency of 93% has been taken into consideration.  

 

The sensitivity analysis of the operating cash flow against the margin has given the best case 

estimate for payback period as 92 weeks and the worst case estimate of 166 weeks. 

(Appendix 6) 
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Depending on the schedule of expenditure, a funds management schedule has been prepared. 

(Appendix 7) 

 

RISK ANALYSIS 

 

The following is a Risk Matrix for the various risks that could be faced by Dalvi 

 

Risk Matrix 

 

 

The risks – Financial and Operational - are analyzed in detail below: 

 

Financial Risk Analysis 

 

1) Impact on Payback period for the Government loan if Dalvi has to start servicing bank 

loan also. 

 

Scenario 1:   

The total amount of Rs 25 lakhs is paid to the government within first 12 months after 

earnings realization, that is, monthly payments are made during the period August 2012 – 

July 2013. Thereafter, the payment to the bank is made in 96 monthly instalments (that is, 8 

years) at the bank’s interest rate of 17% compounded monthly. 
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Scenario 1 – Payment to Bank 

Alternative 

Monthly Payment to 

bank No of months Years 

1 Rs. 261,510 96 8 

2 Rs. 279,486 84 7 

 

The second option is feasible only when the contribution margin increases to around 21% due 

to new product manufacturing like labels and leaflets, double shift production, substantial 

improvement in business prospects. So, effectively, only the option with 8 years is viable 

here. 

 

Scenario 1 – Payment to Government 

Alternative 

Monthly Payment to 

Govt. No of months Years 

1 Rs. 208,334 12 1 

 

Scenario 2:  

 

The payment to the bank as well as the government starts simultaneously from August 2012.  

The amount outstanding to the bank as well as the bank can be paid off in a period of 8 years. 

 

Scenario 2 – Payment to Bank 

Alternative Monthly Payment to bank No of months Years 

1 Rs. 220,890 96 8 

2 Rs. 236,074 84 7 

 

Scenario 2 – Payment to Government 

Alternative Monthly Payment to 

Govt. 

No of months Years 

1 40,000 63 5 

2 30,000 83 7 

3 25,000 100 8 



15 
 

 

2) Delay in release of assistance from the Government due to upcoming elections etc. 

(Political Risk) : 

 

Under such a scenario, the complete foundation of the feasibility approach will need to be 

revisited and reworked upon. Everything will get delayed; the payback period may get 

substantially prolonged. 

 

Possible Mitigant: Dalvi needs to continuously follow up with the government office. 

 

Operational Risk Analysis 

 

Sensitivity of Payback Period with Raw Material Price and Over-head Cost 

 
 

The above table explains the effects of changes in raw material prices and Overhead cost as a 

percentage of revenue on the payback period. Considering the optimistic scenario of raw 

material price at Rs. 800 per ton and overhead cost at 15% of revenue, the payback period is 

as low as 82 weeks. But, if the pessimistic scenario is considered i.e. raw material Price of 

Rs. 900 per ton and overhead cost of 25% of Revenue, the payback period may prolong to as 

much as 240 weeks (See Appendix 10) 
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Other Risks 

 

Some other risks which may be considered are that Dalvi is unable to get orders. It may be 

because of his inability to produce at required quality standards or the unwillingness of his 

past clients to do business with him. If there are no operational issues then he must beef up 

his marketing efforts to acquire new clients in the pharmaceutical industry or other sectors. If 

Dalvi does not stick to the schedule of work/investment, that the Government from its side 

will have no reason to release the funds. In the event that Dalvi avoids reporting accurate 

sales/revenue figures, the Govt. must ask for all the details of documents for the transactions. 

The Government must also conduct surprise checks in his factory to look in to his production 

and audits. For protection against any untoward incidents like fire accidents, proper insurance 

should be taken. 

 

MARKET POTENTIAL 

 

The unit used to serve companies in the pharmaceutical sector and ice cream companies. At 

present there are about 70 pharmaceutical companies in Goa. Dalvi wants to focus on his core 

product, carton and sell to his ex-clients in the pharmaceutical sector. Some of them have 

expressed interest to restart the business relationship with him. He has shown us one letter of 

intent from a pharmaceutical company. According to the data provided by him, if we take 

packaging product such as Flexible Packaging i.e. Paper Board Cartons there are only three to 

four major units in Goa such as Borkar Packaging-Margao, Big Box – Verna, JD Fernandes-

Merces/Verna Mahaveer Packaging Marcel and Vimal Graphics Kundaim and another two to 

three SSI units in different Industrial Estates. These companies fulfill a very small part of the 

demand and most of the pharmaceutical companies fulfill their demand from neighboring 

states like Karnataka and Maharashtra. 

 

FINAL RECOMMENDATIONS 

 

Alternatives for Revival of the Unit 

 

For stable production and continuity of the unit an investment of Rs fifty lakhs will be 

required. In order to facilitate funding of the said amount, we have chalked out the following 

alternatives: 
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Option 1 

 

Rs 25 lakhs from the government + Rs 25 lakhs from Dalvi 

 

The considerations are as follows: 

The package of Rs 25 lakhs provided by the government shall be used primarily for the 

purchase of raw materials and to provide for the salaries of the manpower. 

 

Dalvi shall provide for the initial refurbishing of the plant, overhauling/repairs/maintenance 

of the machinery and wages for the contracted workforce. The amount required is to the tune 

of Rs 18 lakhs. An amount of Rs 7 lakhs (nearly 20% of the required investment) must be 

held by Dalvi as a provision for contingencies. This will bring his total stake to Rs 25 lakhs. 

 

The proposed arrangement shall reinforce Dalvi’s stake in the unit. This also implies an equal 

sharing of risk between the two parties while ensuring a smooth functioning of the unit. 

 

Option 2 

 

Rs 15 lakhs from the government + Rs 35 lakhs from Dalvi 

 

The considerations are as follows: 

Since the objective of the project is the complete revival of the unit, the said arrangement 

appropriately ensures that the owner remains the primary stakeholder in running the business. 

Apart from covering the shortfall in funds, the government assistance will also help in 

availing benefits under the Gazette of 17th June, 2008 (RNI No. GOAENG/2002/6410 series 

1 No. 11) which will help in the revival of the sick unit. 

 

Option 3: 

 

Rs 10 lakhs from the government + Rs 40 lakhs from Dalvi and one or more 

partners/investors 

 

This will bring in more equity stakeholders in the business, thereby bringing in more sources 

of funds and additional expertise. Consequently, the assistance required from the government 
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shall be reduced.  As mentioned earlier, the government assistance shall provide a portion of 

the funds and benefits under the Gazette of 17th June, 2008 (RNI No. GOAENG/2002/6410 

series 1 No. 11) needed to revive the unit. 

 

Option 4 

 

Dalvi sells off the unit to willing buyers.  

 

In the absence of proper funding sources, the most viable option for reviving the unit and 

running it profitably is to sell it off to an appropriate party. Assistance may be provided to 

Dalvi for finding a right buyer. In that case, the new buyer with enough funds can run the 

business smoothly and Dalvi can also be extricated from his financial troubles. 
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APPENDIX 

 

Appendix – 1 

 

MANAGEMENT SUPPORT SYSTEM 

 

The system provides ideas, skills and training in starting and running a new business venture 

or expanding an existing one. It includes information and knowledge about the whole process 

of creating a business through training in the following mini courses. 

 

Starting a Business and managing it 

Training courses 

Finding a Mentor or Counsellor  Accounting 

Writing a Business Plan   Marketing Research 

Establishing a Business   Marketing and sales 

Preparing Finances    Operations 

Loans, grants and Funding              Personal management 

Marketing New Business   Record keeping and cash flow analysis 

Technical assistance Accessing Gov. Programs 

Local Resources    Counselling and Training                      

Legal information  

 

Appendix – 2 

 

Official Gazette, Government of Goa 

RNI No. GOAENG/2002/6410, Series 1 No. 11 

Panaji, 17th June, 2008  

Extraordinary No. 2 
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Appendix –3 

 

SCHEDULE OF EXPENDITURE 

 

• Week # 1 (Nil) 

– Painting of facility, cleaning and other preparation 

 

• Week # 2 (3 Lakh) 

– Payment of utility bill : 1 Lakh 

– Settlement of previous wages due : 1 Lakh 

– Recruiting of machine operators : 0.5 Lakh 

– Contracting OEM representative : 0.5 Lakh 

 

• Week # 3 (11.4 Lakh) 

– Overhauling of equipment and copper and rubber roller remolding: 3 Lakh 

– Purchasing of spare parts & knife for cutting machine: 1 Lakh 

– Inbound logistics contract : 0.4 Lakh 

– Purchasing of raw material for trial: 7 Lakh 

 

• Week # 4 (1.5 Lakh) 

– Repairing of offset plate making machine and purchasing high voltage bulb: 1 

Lakh 

– Contracting of manpower: 0.5 Lakh 

 

• Week # 5 (0.8Lakh) 

– Salary of manpower hired in 2
nd

 week: 0.8 Lakh 

 

• Week # 6 (14.8Lakh) 

– Inbound logistics contract : 0.8 Lakh 

– Purchasing of raw material for production of 10 weeks: 14 Lakh 

 

• Week # 7 (Nil) 

– Marketing arrangement 
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• Week # 8 (2.05Lakh) 

– Payment to contracted manpower: 1.8 Lakh 

– Outbound logistics contract : 0.25 Lakh 

 

• Week # 9 (0.8Lakh) 

– Salary of manpower : 0.8 Lakh 

 

• Week # 10 (0.25Lakh) 

– Outbound logistics contract : 0.25 Lakh 

 

• Week # 12 (3.55 Lakh) 

– Invest in waxing and varnishing machineries: 1 Lakh 

– Outbound logistics contract : 0.25 Lakh 

– Payment to contracted manpower: 1.8 Lakh 

– Maintenance of offset printing machine: 0.5 Lakh 

 

• Week # 13 (0.8 Lakh) 

– Salary of manpower : 0.8 Lakh 

 

• Week # 14 (0.25 Lakh) 

– Outbound logistics contract : 0.25 Lakh 

 

• Week # 16 (2.05 Lakh) 

– Payment to contracted manpower: 1.8 Lakh 

– Outbound logistics contract : 0.25 Lakh 

 

• Week # 17 (1.3 Lakh) 

– Salary of manpower : 0.8 Lakh 

– Purchasing of value adding products (wax, varnish and lamination paper) : 0.5 

Lakh 
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Appendix 4 

 

REVENUE FROM 2 WEEKS PRODUCTION CYCLE 

 

 
 

Appendix 5 

 

SENSITIVITY ANALYSIS OF REVENUE 

 

 

Unit 2 color 1 color 3 color

Capacity of production

Duplex board (41" X 31") no./ day 4,000              8,000                 2,667              

Duplex board (20" X 15") no./ day 16,000            32,000               10,667            

Carton no./ day 64,000            1,28,000           42,667            

Carton no./ week 3,84,000        7,68,000           2,56,000        

Avg. price/ 1000 carton 850Rs.            850Rs.               850Rs.            

Revenue/ week 3,26,400Rs.  6,52,800Rs.     2,17,600Rs.  

Revenue/ 2 week 6,52,800Rs.  13,05,600Rs.   4,35,200Rs.  

800Rs.               810Rs.               820Rs.               830Rs.               840Rs.               850Rs.            

0.75                  5,24,160Rs.     5,30,712Rs.     5,37,264Rs.     5,43,816Rs.     5,50,368Rs.     5,56,920Rs.  

0.78                  5,41,632Rs.     5,48,402Rs.     5,55,173Rs.     5,61,943Rs.     5,68,714Rs.     5,75,484Rs.  

0.80                  5,59,104Rs.     5,66,093Rs.     5,73,082Rs.     5,80,070Rs.     5,87,059Rs.     5,94,048Rs.  

0.83                  5,76,576Rs.     5,83,783Rs.     5,90,990Rs.     5,98,198Rs.     6,05,405Rs.     6,12,612Rs.  

0.85                  5,94,048Rs.     6,01,474Rs.     6,08,899Rs.     6,16,325Rs.     6,23,750Rs.     6,31,176Rs.  

0.88                  6,11,520Rs.     6,19,164Rs.     6,26,808Rs.     6,34,452Rs.     6,42,096Rs.     6,49,740Rs.  

0.90                  6,28,992Rs.     6,36,854Rs.     6,44,717Rs.     6,52,579Rs.     6,60,442Rs.     6,68,304Rs.  

0.93                  6,46,464Rs.     6,54,545Rs.     6,62,626Rs.     6,70,706Rs.     6,78,787Rs.     6,86,868Rs.  

0.95                  6,63,936Rs.     6,72,235Rs.     6,80,534Rs.     6,88,834Rs.     6,97,133Rs.     7,05,432Rs.  

0.98                  6,81,408Rs.     6,89,926Rs.     6,98,443Rs.     7,06,961Rs.     7,15,478Rs.     7,23,996Rs.  

1.00                  6,98,880Rs.     7,07,616Rs.     7,16,352Rs.     7,25,088Rs.     7,33,824Rs.     7,42,560Rs.  

Ton of 

Production/ 

day

PRICE
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Appendix 6 

 

SENSITIVITY ANALYSIS OF OPERATING CASH FLOW 

 

 

 

 

 

 

 

 

 

 

 

MARGIN
OPERATING 

CASH FLOW

PAYBACK 

PERIOD 

(weeks)

10%  Rs.        67,071 166

11%  Rs.        73,778 153

12%  Rs.        80,485 141

13%  Rs.        87,192 132

14%  Rs.        93,899 123

15%  Rs.    1,00,606 116

16%  Rs.    1,07,313 110

17%  Rs.    1,14,020 105

18%  Rs.    1,20,727 100

19%  Rs.    1,27,434 95

20%  Rs.    1,34,141 92
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Appendix 7 

 

FUND MANAGEMENT SCHEDULE 

 

 
 

Appendix 8 

 

DETAILED CALCULATION FOR SCENARIO 1: 

 

For a single shift cycle with 93% utilization and average raw material price of Rs 830 per 

thousand cartons, revenue from a two-week production cycle = Rs 6,70,706 

Contribution Margin = 20%  

 

It is assumed that cartons are the only products and only single shift production is done. 

However, it is highly likely that other products like leaflets, labels etc will be produced and 

double shifts may also be initiated. In such a scenario, margin may increase. 

 

Earnings (Revenue less Variable Costs) from a two-week production cycle = Rs 134,141 

Earnings realization will start from the last week of July/first week of August 2012. 
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Earnings per month = Rs 268,282 

Amount to be paid to the government = Rs 25,00,000 

Payback period = 12 months 

Amount paid to the govt per month = Rs 2,08,334 

Earnings retained for business per month = Rs 268,282 – Rs 208,334 = Rs 59,948 

The whole amount of Rs 25 lakhs is paid to the govt. by first week of July 2013. 

Payment to the bank starts at July-end/ first week of August, 2013 

Total outstanding to be paid to the bank, as of July 1, 2013 = Rs. 13,676,281  

 

Given the earnings above, the outstanding to the bank can be paid in a period of 8 years (at 

the bank’s rate of 17% monthly compounded) 

 

Monthly instalment = Rs 261,510 

Even in the worst case scenario, Mr Dalvi will be left with Rs 268,282 – Rs 261,510 = Rs 

6,772 in his hands per month after paying off the bank. 

 

Given Data 

Rate of Interest (Monthly Compounded) 17% 

Outstanding as of July 31, 2011 9,895,856 

Number of months 23 

Outstanding as of July 1,2013 Rs. 13,676,281 

 

Calculation of Monthly Installment payable to the bank 

Rate of Interest (Monthly Compounded) 17% 17% 

Number of Months 96 84 

Outstanding Amount as of July 1, 2013 Rs. 13,676,281 Rs. 13,676,281 

Installment Rs. 261,510 Rs. 279,486 
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Appendix 9 

 

DETAILED CALCULATION FOR SCENARIO 2 

 

Earnings per month starting August 2012 = Rs 268,282 

 

Calculation of Monthly Installment payable to the bank 

Rate of Interest (Monthly Compounded) 17% 17% 

Number of Months 96 84 

Outstanding Amount to Bank as of July 1, 

2013 Rs. 11,551,969 Rs. 11,551,969 

Monthly Installment to Bank Rs. 220,890 Rs. 236,074 

Earnings Rs. 268,282 Rs. 268,282 

Monthly installment to Bank Rs. 220,890 Rs. 236,074 

Amount Remaining Rs. 47,392 Rs. 32,208 
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Appendix 10 

 

RAW MATERIAL AND OVERHEAD COST SENSITIVITY 
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Assuming the Raw Material prices at Rs 830, the variation in Payback period with the 

variation in OH costs (as % of revenue) is shown below 

 

Raw Material Cost Rs 830 

OH Cost as a % of Revenue Payback (in weeks) 

15% 86 

18% 97 

20% 107 

22% 120 

25% 146 

 

Thus any substantial increase in overhead will increase the Payback period 
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SUMMARY 

The scant literature on disabled entrepreneurship holds predominantly a deterministic view, 

where disabled people embark on a business-ownership career due to lack of any other 

employment option. While we do find push factors and a hierarchy of disability impairment 

conspicuous, we submit a more complex conceptualisation of disabled entrepreneurship, 

based on the diversity of experiences and intersectionalities scrutinised in this study.  The 

findings highlight the interplay of the three forms of capital accessible to disabled 

entrepreneurs within a mainly inhibiting institutional framework, from a combinative 

perspective that promotes a much needed balancing of agency with structure. Notably, they 

cast some light onto how differential combinations of these forms of capital, in conjunction 

with disability type and extent, determine opportunity structure, enterprising and growth-

orientations amongst disabled people.   Finally, the findings of this study have implications 

for public policy, disabled enterprise support and future research in this domain.   
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Disabled Entrepreneurship, Three Forms of Capital, Institutional Theory 
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DISABLED ENTREPRENEURSHIP THROUGH A COMBINATIVE LENS 

 

It is estimated that there are over 6.9 million disabled people of working age in 

Britain, which represents 19% of the working population (DRC, 2008).  Disabled people are 

one of the most marginalised groups, with higher rates of unemployment and perceived 

discrimination; largely invisible, ignored and excluded from mainstream development 

(Boylan and Burchardt, 2002; Burchardt, 2003, 2005; Cooney, 2008).  Although they are 

impacted by disempowerment and socioeconomic exclusion, relevant studies report that 

disabled people show higher propensity to self-employment (Bichard and Thomas, 2008; 

EMDA, 2009; Pagan, 2009).  The potential contribution of disabled entrepreneurship to 

economic growth is considerable; the untapped disabled entrepreneurship
1
 potential has been 

estimated to be in excess of £2.1 billion (Bichard and Thomas, 2008).  This chimes well with 

a policy making rationale for using enterprise as a tool for economic empowerment and social 

integration of disabled people.  Notwithstanding the surge of interest in using business 

creation as a policy lever, there is very little evidence on the experiences of disabled 

entrepreneurs and the challenges they face in developing their business, mostly anecdotal.  

Given the paucity of research in this domain, there is a pressing need to develop an 

understanding of disabled entrepreneurship as a successful career choice, to inform effective 

policy-making (Boylan and Burchardt, 2003; Jones and Latreille, 2005; Cooney, 2008).   

 

This paper advances a conceptualisation which considers both agentic and structural 

forces, to examine disabled entrepreneurship as a career phenomenon.  Analytically, we bring 

to bear two theoretical perspectives.  We combine the three forms of capital – social, 

cultural/human and financial – based on a Bourdieuan approach (Bourdieu, 1986; Bourdieu 

and Wacquant, 1992) with Scott’s (1987, 1995, 2004) analytical framework, which comprises 

regulatory, normative and cognitive pillars of institutions.  The former has previously been 

applied to the field of ethnic minority entrepreneurship (Nee and Saunders, 2001; Ram et al., 

2008, Vershinina et al., 2010), a different domain of disadvantage.  Conversely, institutional 

theory, not necessarily Scott’s framework per se, has been employed by an increasing 

number of entrepreneurship studies over the last decade, highlighting the significance of 

those forces that determine the opportunity structure facing entrepreneurs (Bruton et al., 

2010).  By synthesising these two theoretical perspectives we develop a balanced framework 

                                                 
1 The term ‘entrepreneurship’ is relaxed to include ownership and management of both ‘life-style’ and growth-

oriented small businesses. 
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that enables a more holistic understanding of the dynamics influencing the choice of 

entrepreneurship as a career and the degree of success of entrepreneurial activity for disabled 

people, who, given resource constraints, physical impairments and marginalisation, operate 

from the edge of society. 

 

 

METHODS 

 

To achieve its aim, the study focuses on enterprises owned and run by disabled 

people
2
 in the South East region of England.  Given the potential sensitivities of investigating 

this category of entrepreneurs, our initial challenge was one of access.  To overcome the trust 

barrier, a substantial part of data collection was undertaken with the assistance of Leonard 

Cheshire Disability, a credible charity organisation, which has extensive links with disabled 

owner-managers and with a record of effective collaboration with the University sector.  In 

line with the objective of eliciting the actual experiences of disabled entrepreneurs’ 

mobilisation of different forms of capital within a given institutional context, a qualitative 

research design was adopted.  This comprised face-to-face, in-depth interviews with 25 

disabled entrepreneurs and three officials of specialist business support programmes.   

 

Social contacts and snowball sampling were also employed, in order to identify 

suitable respondents. Snowballing is a method particularly useful for undertaking research on 

sensitive topics and accessing ‘hidden’ populations and more suitable for small sample sizes 

(Hendricks and Blanken, 1992).  Care was taken to direct referral strategically, in order to 

increase variation in the sampled population (Penrod et al., 2003).  The aim was to minimise 

sample bias by enhancing the scope and hence the generalisability of the findings.  Effort was 

made to locate and gain access to a diverse base of suitable participants of different business 

sectors, gender and disability status.  In using this process we are not seeking to generalise to 

a population but to examine processes and dynamics within and across the cases of the 

disabled entrepreneurs examined, aiming at analytical generalisation to theory (i.e. not 

statistical generalisation) (Yin, 2009).  

 

                                                 
2 Participants are classed as disabled by both the DDA and the work-limiting definition. They have a health 

problem or disability they felt that would last for more than a year, substantially limiting their ability to carry 

out normal day-to-day activities and affecting either the kind or amount of paid work they could undertake. 
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Basic profile data of the firm, such as activities, employment size, age, location and 

sectors along with profile data on the entrepreneur, including age, gender, ethnicity, 

management qualifications/training and experience, as well as motives for starting a business 

were considered.  Moreover, enabling and constraining forces impinging on disabled 

entrepreneurship were scrutinised, Data were collected using a semi-structured interview 

guide.  The QSR NVivo software package was used to support data analysis, form a database 

and create an audit trail (i.e. documenting data analysis and interpretation process) in accord 

with Miles and Huberman’s (1994) general analytic procedure.  A coding scheme was 

devised by the research team to this effect.  Final categories were developed in an iterative 

process, initially deductively by applying our conceptualisation to the accounts provided by 

the respondents and then inductively, by re-sorting the data to preset categories but also by 

developing new ones.  Consensus over what data meant was reached after formal and 

informal meetings and conversations related to the categories used and their 

interrelationships.   

 

 

RESULTS AND IMPLICATIONS 

 

The scant literature on disabled entrepreneurship holds on balance a deterministic 

view, where disabled people embark on a business-ownership career due to lack of any other 

employment option. Push factors, i.e. necessity motives related to facing a tough labour 

market, discrimination while in employment by management and colleagues and experience 

of disadvantage, far outweigh pull factors (Blanck et al, 2000; Boylan and Burchardt, 2002; 

Burchardt, 2003, 2005; Schur, 2003; Cooney, 2008; Pagan, 2009).   However, while we do 

find push factors and a hierarchy of disability impairment conspicuous, we submit a more 

complex conceptualisation of disabled entrepreneurship, based on the diversity of 

experiences and intersectionalities scrutinised in this study.  The findings highlight the 

interplay of the three forms of capital accessible to disabled entrepreneurs within a mainly 

inhibiting institutional framework.  Notably, they cast some light onto how differential 

combinations of these forms of capital, in conjunction with disability type and extent, 

determine opportunity structure and enterprising and growth-orientations amongst disabled 

people.  Moreover, this study considers the three forms of capital that individual disabled 

actors may be able to possess or mobilise, i.e. takes a micro-level perspective, within a 

macro-level institutional framework.   As such, it represents an attempt to heed calls for 
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research that balances agency with structure (Giddens, 2009) and expands institutional theory 

to examine the micro–macro link (Bruton et al., 2010; Suddaby, 2010).   

 

Finally, the findings of this study have implications for public policy, disabled 

enterprise support and future research in this domain.  Public policy interventions and ‘big 

society’ actors should work in conjunction to introduce institutional change and enhance the 

combination of forms of capital accessible by disabled individuals, so that entrepreneurship 

becomes a viable and fulfilling career for this disadvantaged group.  A promising avenue for 

future research is to focus on the role that actors supporting disabled enterprise, such as 

intermediaries for inclusive procurement, social enterprises and charities, can play to this 

effect, as institutional entrepreneurs.  
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PALEO ABORIGINAL ENTREPRENEURSHIP: EVIDENCE FROM TURTLE ISLAND 
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ON, Canada, P3E 1T4 (705) 675 1151 ext. 2126. jccachon@laurentian.ca 

KEYWORDS: Paleoindians, Indigenous, Entrepreneurship, North America, Great Lakes 

SUMMARY 

The antiquity of economic success and trade among Indigenous people in North America was 

tracked back to Paleoindian times by archaeologists and anthropologists, i.e. between about 

11,500 Before Present to 7,800 B.P. However, there is a lack of scholarly literature on the 

subject. The aim of this paper was to present evidence of ancient entrepreneurial activities (such 

as manufacturing and trade) present in Canada and the U.S. during the early period of settlement 

of the region by the first groups of Indigenous peoples. The evidence reported is mainly centered 

in the Great Lakes and Northeastern North American regions. Specificities of the period, 

including the origins of Indigenous peoples, the phenomena linked to deglaciation, extinction of 

fauna, and climate shifts are presented. The second and main part of the article is focused on 

Paleoindians: their lifestyle, products they manufactured and used, trade routes, beliefs and 

modes of communication. 
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«They judged everything from a hunter’s perspective. Whatever qualities one had, not being a 

good hunter was seen as inferior. A hunter would never have a problem to find a wife. Besides, 

getting married was because of the hunt. A father would give his daughter to a good me’chim 

(meat, and fish) provider. The young man would choose a strong young woman, in good health, 

able to have children, but also skilled with an axe and a paddle… tools, utensils, and clothes 

came from animals’ hides and bones, and feasts were related to the national occupation of 

hunting. People would have a party, eat and dance when a bear, a moose or a caribou had been 

killed, to celebrate the temporary abundance of me’chim .» (Vaillancourt,1976, p. 30). 

 

PRELIMINARY NOTE AND DEFINITIONS 

Note: The name “Turtle Island” sometimes given to North America comes from a traditional 

Ojibwa/Anishinabek creation story (Johnston, 1976). Other Indigenous peoples such as 

Iroquoians use the term as well. 

Definitions:  To designate Indigenous North Americans of the Late Pleistocene and Early 

Holocene periods, the term adopted for this article is the one used by most archaeologists and 

other scientists, «Paleoindians».  «Fluted projectile points» refer to the distinctive shape of 

spearhead points technology identified with the Paleoindian civilization under the Clovis culture.  

 

 

INTRODUCTION 

General Remarks 

It was observed (Foley, 2010; Hindle, 2007) that, after all, it is not necessary to treat 

entrepreneurship as a foreign notion with respect to Indigenous peoples. Indeed, if entrepreneurs 

are people who introduce new modes of production through innovation, thus inducing economic 

growth and prosperity (characteristics that match the Schumpeter definition, Bygrave and 

Zacharakis, 2011, p. 1), one could argue that Paleoindians did exactly that with their “Fluted 

Point” technology in North America.  This paper is aimed at illustrating and defending that 

statement by providing some evidence of ancient entrepreneurial activities (such as 

manufacturing and trade as part of ancient day-to-day social interactions) present in the Great 

Lakes region of Canada and the U.S. long before the general European invasion. The abundance 

of information has also obliged to restricting the time span of the paper to the period of the Late 
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Pleistocene and early Holocene, dated between approximately 12,000 and 9,000 BP. Most of the 

Paleoindian sites discussed are located in Ontario and New England. 

The genesis of this work was a class presentation to Indigenous students enrolled in Aboriginal 

Entrepreneurship courses. This author came to realize that, in their own environment, there had 

been a long tradition of entrepreneurial activities among their ancestors, through the 

manufacturing of artifacts and trade along glacial lakes pre-existing Lake Huron and Georgian 

Bay. Evidence of local manufacturing and trade had been discovered by anthropologists and 

archaeologists over the second half of the twentieth century in southern and central areas of 

Ontario (Julig, 2002; Storck, 1979, 1983, 1984a, 1984b, 1997; Harris and Matthews, 1987; Roosa 

and Deller, 1982; Roosa, 1977). Of particular interest were ancient quarry sites  on the Bruce 

Peninsula, Manitoulin Island (both currently located on Lake Huron) and other sites along Late 

Pleistocene and Early Holocene postglacial lakeshores. Similar discoveries of ancient sites were 

made across the U.S. following a landmark discovery in New Mexico in 1927. 

What triggered this article was scholarly research by archaeologists on a place known as the 

Sheguiandah site. It is located inland, near the eastern shore of Manitoulin Island. An ancient 

quarry discovered in the 1950s contained various levels of artifacts, the oldest of these dating 

back about 9,500 years Before Present (BP). The majority of these artifacts, made of quartzite, 

were cut into sharp objects identified by archaeologists as «projectile points» and «scrapers», and 

were present by the thousands. Stratigraphic analysis (Anderson, 2002) revealed the presence of 

various levels at Sheguiandah, indicating a long term occupation.  

 

Dating Issues 

Events presented in this article occurred across two time periods labeled as the Pleistocene and 

the Holocene. Wright (2006) defined the Pleistocene as the glacial part of the Quaternary 

geological period, from 1,600,000 to 10,000 years BP. The Holocene is the postglacial period that 

followed to the present day. The dates presented as part of this article are approximate and are 

those cited by the scholars quoted. Table 1 presents a general summary of the historical periods 

that occurred from the end of the Wisconsinian glaciations to the European invasion that started 

520 years ago. 
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A problem that arises when reviewing literature about the Pleistocene and Holocene periods is 

that dating methods have changed, and improved in accuracy, over the past decades, to the point 

where there are now discrepancies difficult to reconcile between disciplines and dates of 

publication. In conjunction with these developments, scientists keep trying to refine their dating 

from one publication to the next: as an example, dates reported for the Younger Dryas cold 

period vary from 12,900 to 11,600 BP between Anderson et al., (2011), and Anderson (2012), 

who suggests a more precise period “circa 12,850 to 11,650”. While Wright (2006, p. 9) and 

Fiedel (2002, p. 411) mention the complexities and discrepancies relative to carbon dating, 

Anderson et al. (2011), Anderson, (2012) and Lotrhrop et al. (2011) tend to use calibrated years 

before present to described the timing of events. In this article, Before Present dates (BP) reflect 

this system of dating for dates prior to 9,400 BP. More recent dates appear as calendar ones BP.  

 

SOURCES OF INFORMATION 

According to Meltzer (1988), the antiquity of human (Paleoindian) activity in North America 

only became a scientific fact in 1927. That year, Figgins revealed the discovery (at the Folsom 

site, New Mexico) of an ancient stone spear point in the bones of a bison’s rib cage: the animal 

carcass belonged to a species known by paleontologists as being extinct since the late 

Pleistocene, about 10,500 to 11,000 BP. The discovery marked the beginning of the study of 

Paleoindians by archeologists.  

This paper is based upon information coming from several disciplines about Paleoindians and the 

geophysical, climatic, and environmental changes that took place in the last 20,000 years in North 

America. The scope of the literature search was eventually narrowed to research pertaining to 

populations living in regions at or near glacial Lake Algonquin before or during the establishment 

of the Parkhill, Fisher, Sheguiandah, and other Paleoindian sites of Ontario and neighboring 

areas. 

Paleoclimatologists, paleobotanists, paleozoologists, and glacial geologists provide the general 

background of the evolution of North America since the last glaciations (Wisconsinian), 

particularly the retreating pattern of two large ice sheets covering Canada; this event was not 

continuous, but happened rather erratically, with warmer, melting periods of several hundred 
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years followed by similarly long, much colder periods of partial re-glaciation, and so on. It has 

been ascertained that it is during some of the warmer periods that humans moved east from Asia 

and south from Beringia and Alaska into North America.  Genetics research has recently 

contributed very strongly to explain and trace the paths followed by Paleoindians to their former 

(and sometimes even their present) areas. The body of research by Canadian and U.S. 

archaeologists and anthropologists provides a general background about the knowledge available 

on economic activity long before contacts with Europeans, as well as the geographic environment 

and mutations confronting early Paleoindian settings. This extensive scholarly activity, which 

developed over the years since about the nineteen sixties, documents findings which, put 

together, form a relatively strong basis for the development of hypotheses regarding ancient 

commercial activity in North America.  

 

ORIGINS OF INDIGENOUS NORTH AMERICANS 

Indigenous North Americans include all the populations that entered the current territories of 

Canada, Mexico, and the U.S. prior to the main European invasions started 520 years BP. For 

general definitions of Indigenous peoples, see “Who are the Indigenous” in Anderson, Honig and 

Peredo (2008).  

Research in genetics and anthropology has indicated that humans share a common ancestor in 

Africa (Cavalli-Sforza, Menozzi and Piazza, 1994; Cavalli-Sforza and Feldman, 2003; Liu et al., 

2006; Campbell and Tishkoff, 2010), that continent having the most genetic diversity on the 

planet (Jakobsson et al., 2008). While Asia started to be populated between 35,000 and 40,000 

BP (Fagan, 2000, p. 69), it is not until about 18,000 BP that at least one human group from Asia 

first migrated to Beringia, a low-lying plain resulting from the emergence of the Behring and 

Chukchi Seas (after a 100 m drop in sea water levels; Dixon, 2001, p. 277; Fagan, 2000, p. 73). It 

is from this base, that early human groups started exploring the Americas, first along the Pacific 

Coast “at least 14,270-14,000 BP” (Kemp and Schurr, 2010, p. 32), possibly before 15,000 BP 

(Perego et al., 2009). 

As of 2012, mitochondrial DNA haplogroup (haplogroups are closely linked genes that are 

combined together) and Y-chromosome studies had traced back maternal founding lineages to a 
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total of fifteen different sources or origins for Indigenous North Americans (Kashani et al., 

2012). In 1997, Scozzari et al. found that twenty-five percent of the Ojibwas of Manitoulin Island 

belonged to a rare haplogroup identified as X2a.  More recently, Perego et al. (2009) determined 

that people with this genetic characteristic would have entered North America through the ice-

free corridor between the Laurentide and Cordilleran ice sheets circa 15,000 BP, while 

Paleoindian people with another rare genetic characteristic had entered the continent via the 

Pacific coast at similar times, if not even earlier (the dates of the earliest settlements are the 

object of ongoing debate among scholars).  

Given that haplogroup X2a characteristics could no longer be found in Asia (Reidla et al., 2003), 

probably due to genetic drift (Perego et al., 2009, p. 2), the consequence was that it was no longer 

possible to trace X2a Asian ancestors directly. Fortunately, Kashani et al. (2012, p. 35) 

established that another haplogroup, the C4c, with similar age and geographical distribution as 

the X2a, had currently existing Asian origins. For Perego et al. (2010), earlier conclusions 

suggesting a single origin hypothesis for the peopling of the Americas had become far too 

simplistic to account for the variety of founding genomes recently discovered. According to them 

and other genetic research teams (Rasmussen et al., 2010; Achilli et al., 2008; Mulligan, Kitchen 

and Miyamoto, 2008), both archaeological and genetic findings now suggested the presence of 

several small-scale migrations from Beringia into North America. These intrusions happened 

mainly via a Pacific Ocean coastal path starting around 17,000 BP and for short warmer periods 

via the ice-free corridor from 15,800 to 14,900 BP and from 14,500 to 13,900 BP (Perego et al., 

2009, p. 6).  

Waguespack (2012) observed that the mystery of the initial colonization of North America by 

humans has been solved several times over, only to be challenged again on a repeated basis. She 

posits that, much like the Norse around 1,000 BP, several groups would have ventured on the 

continent only temporarily before long-term settlements were established either by the same 

people or by others. Waguespack (2012, p. 94) did concede to the reality of two widespread 

cultures across the North American continent during the Late Pleistocene, labeled as Clovis and 

Folsom by archaeologists. Both cultures were nomadic (particularly in the west) or semi-nomadic 

(in eastern parts of the continent). Their economic survival was based upon hunting and gathering 
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within complex families and band structures organized on relatively wide-ranging territories up 

to several hundred kilometers, as will be derived from the literature examined below. 
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Table 1. Historical Periods of Indigenous North America (NA) up to European Invasion 

 

Years 

Ago* 
Climate Events 

Trade Activity in 

Ontario and East NA 

Period 

Label 

 

1,000 

to 520 

Mini glaciation 

in Northern 

Hemisphere 

European Invasion 

begins 

Iroquois Great Law of 

Peace creates equal 

political and judicial 

system for men and 

women 1,000 BP 

Widespread trade and 

wars between 

agricultural, sedentary 

and nomadic Indigenous 

nations 

Terminal 

Woodland 

 

6,000 

to 

1,000 

Main 

hypsithermal 

environment: 

more stable than 

during precedent 

periods from 

6,000 PB on 

Expanding trade 

networks over 

distances over 1,500 

km across most of 

Canada 

(Wright & Carlson, 

1987) after 3,000 BP 

Evidence of trade 

between Great Lakes 

sites (Killarney), the 

Gulf of Mexico, and 

Atlantic sites. Large 

variety of products. 

Archaic 

(6,000 to 

3,000) 

Initial 

Woodland 

(3,000 to 

1,000) 

7 500 

To 

6 000 

Rapid warming 

from – 5°C to 

0°C Early 

hypsithermal 

Pine dominant forests 

in Ontario, appearance 

of birch and hardwoods 

in northern areas  

 

Trade routes from east 

to west 

Archaic 

9,400 

to  

7,800 

Colder climate Spruce returns to 

forests of Northern 

Ontario  

Sheguiandah site in 

operation on Manitoulin 

Island 

Late 
Paleoindian 

cultures 

10,500 

to 

9,700 

Colder climate 

around 10,500 

Warmer from 

10,200 to 9,700 

(Anderson, 

2002) 

Water levels start to 

recede down below 

current (2012) levels. 

 

Main vegetation shifts 

from spruce to pine in 

Ontario.  

Modern animal species 

present in most areas. 

Adaptation and 

development period 

which will lead to 

widespread trade across 

the North American 

continent, both North to 

South and West to East. 

 

Important economic and 

commercial activity 

spreading over long 

distances. 

 

 

 

 

Early 

Paleoindian 

cultures 
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Years 

Ago* 
Climate Events 

Trade Activity in 

Ontario and East NA 

Period 

Label 

11,200 

to 

10,200 

Warm from 

11,200 to 10,900 

Cold from 

10,900 to 10,200 

(Haynes, 2002 p. 

394) 

35 mega species 

mammoths disappear 

between 13,800 and 

11,400 BP 

(Faith, Surovell, 2009; 

Scott, 2010) 

Presence of Paleoindian 

settlements across 

Eastern North America: 

division of activities 

between base camps, 

seasonal camps for 

communal hunting, raw 

material quarries. 

Probably some forms of 

central authority over 

several bands. Trade 

between bands and 

inter-regional trade for 

rare items. 

Clovis 

Culture 

12,900 

or 

12,850 

to 

11,650 

or 

11,500 

 

Younger Dryas 

(YD) cold period 

(Anderson et al., 

; Pinter et al., 

2011) 

Very dry, cold 

subarctic climate 

Disruptions of  food 

supplies due to drought 

provoke population 

displacements towards 

lake shores (Ellis, Carr, 

Loebel, 2011) 

Formation of proglacial 

Lake Algonquin in L. 

Huron Basin 

Early Paleoindian 

settlements. Social 

system based upon the 

extended family band. 

Trade monopolies or 

quasi-monopolies for 

raw material 

procurement. Probable 

period of creation of the 

innovative «Fluted 

projectile point», base of 

the Paleoindian 

civilization in North 

America and the 

Americas. 

Early 

Paleoindian 

cultures 

18,000 

to  

12,850 

 

 

 

24,000 

Early postglacial 

Very dry 

Colder/Warmer 

periods of 

Subarctic climate 

 

24,000 BP: 

Maximum extent 

of the Laurentide 

ice sheet 

(Lothrop et al., 

2011) 

Melting of ice sheets. 

 

Early West Coast and 

Ice-free corridor 

Migrations (Perego 

2009) 

 

First incursions and 

migrations south to 

North America by 

watercraft and by land. 

Family bands most 

likely already organized 

and experienced at 

sourcing raw materials 

and crafting most 

objects. 

Unnamed 

‘Warm 

Migration 

Windows’  

15,800 to 

14,900 and 

14,500 to 

13,900 

(Perego et 

al., 2009) 
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Sources: Pauketat (2012) p. 5; Anderson (2012); Lothrop et al. (2011); Pinter et al., (2011); Scott,(2010); Faith & 

Surovell, (2009); Perego et al.(2009); Wright, (2005, 2006) ; Anderson (2002); Haynes, 2002; Julig & 

McAndrews (1993); Edwards & Fritz (1988); Harris & Matthews (1987); Eschman & Karrow (1985); 

Wright (1972) p. 8. Trade activity column by the author. 
 *Years ago means “calibrated years before present” or “cal BP” for periods prior to 9,400 BP (Lothrop et al., 2011, p. 546)    

 

SETTINGS: POSTGLACIAL ENVIRONMENTAL ELEMENTS 

Scholars who study human presences within postglacial physical environments have to examine 

at the same time the shifts provoked by the deglaciation process. This includes the formation of 

proglacial lakes, regional geology, climate, and the categories of fauna and flora with which 

human groups would have had to interact for food and shelter (Scott, 2010; Wright, 2006; Julig, 

1994). Southern Ontario and Manitoulin Island were located, since the deglaciation that had 

started around 15,000 BP, just at the southern tip of the Laurentide ice sheet. The location of the 

region was between two soon-to-be important trade areas of the late Pleistocene and early 

Holocene. To the east, via glacial Lake Algonquin and Lake Ontario, Manitoulin Island was 

linked with the St. Lawrence River Basin (Wright, 1994). The St. Lawrence River was opened 

about 12,000 years BP (Lothrop, 1989, p. 103), first with sea water under the name of Champlain 

Sea, until the land mass tilted back up after the melting of the Laurentide ice sheet, thus allowing 

waters from the Great Lakes to flow east towards the Atlantic. To the West, Manitoulin Island 

was related to the Plains trade area via glacial Lake Duluth leading to Lake Agassiz (Julig and 

McAndrews, 1993, p. 629).  

There is agreement among scholars (Sassaman, 2004; Fagan, 2000; Wright, 1994) that early 

cultures can be described as organized human systems where human biological, social and higher 

level needs were satisfied through technology (such as hunting weapons and tools), subsistence 

activities (including feeding and kinship), settlement patterns (according to changing climate and 

environment), as well as ritual expressions of cosmological and symbolic beliefs  (including 

religious beliefs, graphic representations, art, communications, and burial rites). Successful 

technology through appropriate tool and weapon supply appears as a necessary condition for the 

survival of human groups in new hostile environments. In North America, the Clovis culture (the 

name comes from a location in New Mexico) is widely described as the first one with a 

widespread similar technology adopted throughout the Americas during the late Pleistocene, 

labeled as the «Fluted Point». It would be followed by Folsom and Archaic cultures at later times. 
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Most of the sites discussed in this article were identified as related to the Clovis culture; Being 

located further north, the Sheguiandah site started being used as a quarry about 9,500 BP and 

would have been accessible later than the sites discovered in southern Ontario. 

Wright and Carlson (1987) and Wright (1994) have described in detail how silica trade, which 

includes quartzite of the type found at Sheguiandah and various similar stones found at 

Collingwood and Niagara, had been pervasive across both regions located east and west of 

Manitoulin for about 6,000 years, regardless of the types of cultures or human groups involved.  

Geophysical variations 

The last glaciation (Wisconsinian) was at its peak about 24,000 B.P. (Lothrop et al., 2011), which 

makes our era an interglacial one (Coniglio, Karrow, and Russell, 2006; p. 50). Ice covered most, 

but not all of Canada (and some of northern and north-eastern U.S.A.), through two major ice 

caps or sheets. To the east, the Laurentidian sheet covered most of present day Canada, while the 

Cordilleran Ice Sheet, straddling the Rocky Mountains, extended from eastern Alaska south to 

northern Oregon on the Pacific coast (Dyke and Prest, 1987). Between the two ice sheets, an ice 

free corridor along the eastern slopes of the Rocky Mountains revealed the presence of human 

Paleoindian settlements around 10,500 BP (Wright, 2006, p. 15; Fiedel, 2002). This temporary 

corridor could have been used as a migration path as early as 15,800 BP, when environmental 

conditions had improved for the first time (Perego et al., 2009) over those prevailing during the 

preceding 6,000 years (Ives, Beaudoin, and Magne, 1989). Scholars also have increasing reasons 

to confirm that humans crossed north-south on watercrafts along the coast from Asia and Alaska 

to western North America (Easton, 1992). Land paths through Beringia, the emerged land now 

lying under the Behring Straight, have been ascertained long ago (Wright, 2006). Perego et al. 

(2009) identified two concomitant migration paths, one along the Pacific coast, and the other 

through the ice-free corridor during two «Migration Windows» in 15,800 to 14,900 BP, and 

14,500 to 13,900 BP. 

Around 9,500 BP or shortly thereafter (Julig, 2002, p. 302) started the first period of human 

presence at the Sheguiandah Site. Between that moment in time and now, lakeshores moved as 

waters receded, expanded again, and receded further (Julig and McAndrews, 1993). For example, 

(Coniglio, Karrow, and Russell, 2006) in the early days corresponding to the beginnings of the 
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Sheguiandah settlement, there were only a few small islands emerging where Manitoulin Island is 

now located (High Hill, east of West Bay is cited by Barnett, 2002, p. 158). The area was covered 

by proglacial Lake Algonquin (Barnett, 2002): its shores, still visible in the landscape, have 

helped archaeologists to date several sites observed in the present Huron-Georgian Bay basin 

(Julig, 2002). Lake Algonquin at its largest expanse was over 200 m deep around Sheguiandah. It 

covered an area including present-day lakes Huron, Georgian Bay, and lake Michigan (Eschman 

and Karrow, 1985), notably in the Late Pleistocene period, when Paleoindian sites located further 

south were occupied. The receding process of this large body of water was not gradual, but 

occurred through phases documented by geologists (Anderson and Lewis, 2002). After each 

phase, deposits would be left on the former shoreline, which would now give archaeologists a 

basis to help date artifacts. 

Climate variations 

Anderson, Maasch and Sandweiss (2007) and Anderson et al. (2011) documented how climate 

change had in the past affected human life, from the Little Ice Age of 1550-1850 to the 7,500 - 

7,000 BP warm-up, or the Younger Dryas cooling period of 12,850-12,900 to 11,650-11,900 BP. 

The latter diversely affected Paleoindians in North America. Climate variations as abrupt as these 

(rapid warming or cooling happening within a few decades, sometimes by several degrees of 

average yearly temperature) affect both food supplies and human societies’ structures by creating 

unexpected inadequacies in terms of supply chains and social organization. As a result, in some 

areas, social unrest and wars develop, while disease and population decline result from disrupted 

food supplies. This is why it is important to examine climate as one of the main environmental 

aspects of Pleistocene settlements. 

Edwards and Fritz (1988) have established that annual temperatures in Southern Ontario had 

constant averages of approximately zero degrees Celsius around 11,000 BP, with limited seasonal 

variations as compared to those that prevail today (current annual averages are 8°C).  According 

to Edwards, Wolfe, and MacDonald (1996), the subsequent climatic evolution went as follows: a 

postglacial period of colder and dryer conditions prevailed until about 7 400 BP, followed by a 

warmer, or «early hypsithermal» period lasting from 7 500 BP to 6 000 BP, and by a moister 

«main hypsithermal» era, also warmer; the latter was in turn succeeded by the cooler climate 

known today, most likely about 2 000 years BP. Finally, Prowse et al. (2009) report that over the 
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last 2 000 years, climate in the extratropical Northern Hemisphere went through multicentennial 

oscillations which included both mild periods similar to the modern era (notably the Medieval 

Warm Period which extended from 1 100 to 700 BP), and cool conditions such as the Little Ice 

Age (Moberg et al., 2005; Esper, Cook, and Schweingruber, 2002). For example, it was observed 

that between 1610 and 1750, climate in Southwestern Ontario had been cooler and dryer than it is 

presently (Buhay and Edwards, 1995). 

Vegetation and fauna 

Anderson (2002) described the evolution of the vegetation at Sheguiandah through three phases. 

A vegetation of open spruce woodland appeared after the beginning of deglaciation about 12,000 

BP.  Between 10,200 and 9,700 BP, a warming period, glacial lakes recessed considerably (below 

current levels) and pine forests would have dominated the landscape. Climate would cool again 

and spruce reappeared from 9,400 to 7,800 BP, followed by a return of pines along with birch 

and hardwoods thereafter. 

According to Wright (2006), 11,000 years BP hunters-gatherers living north of Lake Ontario on 

the shores of glacial Lake Algonquin would have been in a landscape of open lichen woodlands 

populated by birds such as California vultures, and mammals including Arctic fox, polar bears, 

and caribou. Caribous were hunted according to a complex process and appear to have 

represented an important source of basic resources for food and subsistence: fur, bones, antlers 

and tendons were used to manufacture a variety of products (McGhee, 1989, p. 37-40). 

Paleoindians would also have cohabited with some of thirty-five now extinct species of a mega 

fauna which included four sub-species of mammoths, including the mastodons (McGhee, 1989, 

p. 28-29 and 35-40). Martin (2005) indicated the presence of now extinct species of horses, 

camels, mountain deer, two types of peccary, a giant tortoise, the glyptodont, the gomphotere 

(another type of elephant), and a large ground sloth the size of a black bear. Carnivores included 

the lion sized saber-tooth cat (Smilodon) with seven-inch long teeth, the scimitar cat 

(Homotherium), a lion subspecies (Panthera leo atrox), the dire wolf (Canis dirus), the American 

cheetah (Miracinonyx trumani) and a wild dog, the dhole (Martin, 2005, p. 3-11) that still exists 

as the Indian wild dog in Asia. Animals who were contemporary to these extinct species also 

include still existing mammals such as moose, jaguars, mountain lions, elk, mule and white-tailed 
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deer, bison, mountain goats, bighorn and pronghorn (one bison and one mountain goat species 

from the Pleistocene are also extinct). 

Faith and Surovell (2009) reported the existence of considerable debate about the circumstances 

of the extinction of mega mammals, given that these animals had been on the planet for millions 

of years and had survived all kinds of geophysical turmoil. The phenomenon occurred rapidly, 

partly during the Younger Dryas sudden reglaciation, a trend reversal of over 1,200 to 1,400 

years (Grayson, 2007; Firestone et al., 2007). While Martin (2005) argued that human overkill of 

mega mammals played a major role in their extinction, Faith and Surovell (2009) considered it 

more plausible to conclude that several causes did combine together to provoke the disappearance 

of these animals from the Americas, including natural and human influences. Scott (2010) added 

another potential contributive factor, the overpopulation during the extinction period of Bison 

antiquuus, described as a large and aggressive variety of mega bison living in large herds (as 

opposed to other species of ancient bison that lived mostly solitary lives and were not a threat to 

other animals). 

 

 

PALEOINDIANS’ LIFESTYLE: THE ARCHAEOLOGICAL EVIDENCE 

Paleoindian Economy 

Early studies conducted in the western parts of the U.S. reached a conclusion that Paleoindians 

were mega fauna hunters spending a lot of time travelling to chase animals until 11,400 to 11,000 

– 10,800 BP (Fagan, 2000; Tankersley, 1998, p. 7). After the disappearance of the mega fauna, 

Paleoindians would have had to resort to medium-sized game such as deer and caribou (Fagan, 

2000, p. 91). The absence of sufficient well-preserved remains obliged archaeologists to develop 

general models of economic structures to understand and try explaining how Paleoindian 

societies might have been organized (Sassaman and Randall, 2012, p.19; Tankersley, 1998, p. 8-

9). However, it was also argued that such models would not be able to address the specific 

environmental challenges (such as droughts and deglaciation) faced by Paleoindians (McWeeney, 

2007, p. 165; Tankersley, 1998, p. 7-8). Recent research now assumes that more than one body of 

theory can coexist in order to describe the economic structure of hunting and gathering societies 

of the Late Pleistocene and Early Holocene (Sassaman and Randall, 2012, p.20; Foley, 2010), as 
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they appear to have faced different realities in eastern regions as compared to western areas. 

Another shift that occurred over time in northern areas was vegetation change from tundra to 

boreal forest to pine and mixed forest, which affected the types of game available. 

Spatial Organization: Quarries, Seasonal and Base Camps 

Archaeological evidence suggests that the basic spatial organization of Paleoindian bands was 

most likely centered on at least three types of anchor bases. The first anchor locations were 

quality silica stone quarries where raw materials were procured to manufacture tools and 

weapons (both on-site and off-site); products would be manufactured as either finished or semi-

finished, depending upon the distance of their end usage. The second anchor locations were 

seasonal camps or dwellings primarily destined to procure larger game food, tools, various 

products. It is likely that spending several weeks as larger groups in these dwellings would also 

represent opportunities for important social events related to kinship and other rituals.  The third 

types of anchor locations were temporary base camps. Tankersley (1998, p. 11) reports about 

such a site, located in New York state, which contained tools from several origins besides the 

local Onondaga stones: 15 percent of the findings came from areas located from 380 to 560 km 

away from the camp. This would suggest an occupation of the camp by both local and transient 

bands, possibly at alternate moments or for barter or a mix of subsistence, economic, and social 

purposes. Other types of sites, such as Caradoc and Crowfield (Deller, Ellis, and Keron, 2009; 

Deller and Ellis, 2001), have been identified as destined to ritual or burial related activities. Many 

other sites have been identified as caches by Deller, Ellis, and Keron, 2009 as well as others, and 

were most likely used as storage of tools near temporary camp locations. 

Social and Economic Aspects: Communal Hunts   

Robinson et al. (2009) have demonstrated that, by corroborating information from sites located 

from the Great Lakes to the Atlantic coast during the end of the Younger Dryas cold period (to 

about 11,650 to 11,500 BP) to the beginning of the warmer period that followed (to 10,900 BP, 

Haynes, 2002, p. 394), it was possible to present a number of hypotheses about the social 

organization and context of Paleoindians. The main site under study by Robinson et al., Bull 

Brook (New York), was compared to three Ontario sites: Fisher, Parkhill, and Udora, among 
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three others located in New England as well as Nobles Pond, south of Ancient Lake Erie 

(Robinson et al., 2009, p. 426). 

Conclusions corroborating findings at other sites included the following: the sites were not 

permanently occupied but were rather frequented for a limited period of time (probably several 

weeks) by several bands (extended families) joining together for the purpose of performing a 

communal caribou hunt (p. 424), and probably social and kinship related activities. While caribou 

meat would be processed, there is also trace of beaver consumption and it is conjectured that 

other food categories would have been involved (Wright, 2006; Meltzer, 2006). At Bull Brook, 

ninety-five percent of the artifacts found were made from stones quarried at least 250 kilometers 

away at the Normanskill-Merino chert formation (this pattern is similar to the one prevalent in the 

Great lakes).  Also similar is the organization of activities, where the manufacture of projectile 

points for the hunt is separated from the manufacture of other tools, in particular those being used 

to process hides and bones into various types of household objects.  This apparent division of 

labor has suggested to Robinson et al. (p. 424) that it could be gender-related on one part (as also 

observed by Waguespack, 2005, p. 673) but also related to some ritual activities.  

In terms of the size of these gatherings, it was suggested (Robinson et al., p. 428) that an 

extended family travelling as a group could include on average 25 members, with seven families, 

or 175 people forming a minimum-sized band, while a maximum-sized band would have 

included 19 families or 475 people (Wobst, 1974). These numbers are consistent with those cited 

by White (2005) regarding bands of 20 to 50 people (p. 5) in mixed forest Indiana, while Roosa 

(1977) estimated that bands between 45 and 75 people in the southern Ontario tundra spent their 

summers on the shores of glacial Lake Algonquin and winters 185 km to the southwest (Wright, 

2006, p. 41).  Larger bands equipped to conduct hunts of their own may not have always gathered 

simultaneously for caribou hunts (Anderson, 1995). Communal caribou hunting is described as 

involving both «kill sites», where fluted projectile points were used (i.e. spear heads), and 

«processing sites» where carcasses were butchered into food and transformed into manufactured 

or crafted products (tools, clothes, tents, covers, cradles, vessels, awls).  

Activities would have included three phases: 1) camp-building and waiting for every family 

group to arrive would have taken probably several days, possibly weeks, and included feasts and 

celebrations, as well as preliminary work on tool-making, testing weapons, repairing clothes, 
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tents and other perishable or fragile artifacts. 2) The pre-hunt preparation included planning, 

scouting animal herds, checking recent weather patterns and trying to predict the best possible 

time for the hunt, including ritual activity and most likely securing some form of spiritual 

preparation. Vaillancourt (1976) mentions that Cree people in Canada would, in times of famine, 

resort to sorcery when they «would perform magic in the shaking tent» (p. 31) and that «hunters 

would sing to an animal before leaving camp». 3) The hunt itself possibly lasted a number of 

days, preceding post-hunt activities of processing meat, bones, and manufacturing products 

besides the preparation of food and its transformation for long-term use. This is where various 

types of tools were in use, such as scrapers to prepare hides, or drills to craft awls from bones. 

Several authors have mentioned these activities (Brumbach and Jarvenpa, 2006; Gramly, 2005; 

Waguespack, 2005; Ellis and Deller, 2000; Binford, 1978, 1991). 

Why was trade necessary? 

In the early context of the «Fluted Point People» or Clovis period dated by Roberts et al. (1987) 

between 11,500 to 10,200 BP, Paleoindian bands travelled several hundred kilometers every year. 

By 11,000 BP this culture had spread across most of North America (sites are mentioned from 

Montana to Nova Scotia, from Alaska and northwestern Canada to Ontario and the south-central 

United States), as well as South America. Weapons, tools, and objects were manufactured with a 

number of silica-based stones as well as other types. Bones, tusks, antlers, hides, tendons, and 

other parts from large mammals such as caribou, mammoths and mastodons (an elephant-like 

animal) were also used. Artifacts have been found in large quantities on the former shores of 

glacial lakes, as it is imaginable that people of the time had watercraft, most likely made of wood, 

to travel with. Watercraft would facilitate the transportation of heavy and fragile loads of goods, 

including semi-finished products, over the long distances between high-quality stone quarries and 

preferred dwelling and hunting grounds. 

How Raw Materials were obtained: A Monopoly Trade Pattern 

Meltzer (1988) along with several authors (Ritchie, 1957) documented that most human groups 

manufactured tools and weapons with high-grade chert (Haynes, 1982, p. 392). Chert is a generic 

term referring to rocks such as flint, jasper, and chalcedony. Meltzer (1984) made a distinction 

between raw stones obtained locally, i.e. within ten kilometers from a site, and those obtained 
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from a foreign source located over ten kilometers of distance, before adopting forty kilometers as 

a cutoff point. The distance to which people would travel to procure their raw material is already 

an interesting indication in terms of early consumer behavior: it suggests that clients had a first 

and foremost need to find raw material of the level of quality they considered minimal for 

manufacturing not only efficient but also effective tools and weapons.  

Archaeologists (Seeman, 1994, p. 273-74) wondered whether ancient peoples practiced 

“embedded procurement”, i.e. obtained raw materials as part of their day-to-day subsistence 

activities (such as keeping bones from animals to manufacture needles), or used “disembedded 

procurement”, by making raw material acquisition a separate set of actions from fishing and 

hunting or gathering. Seeman believed that such choices must have been specific to each human 

group in relation to their environmental, economic and social system. 

In the region of Ontario which is the focus of this research, besides Sheguiandah, sources of 

cherts used for stone tool manufacture were limited to two major deposits (Deller and Ellis, 1988, 

p. 253) located in the southwestern part of the province, Onondaga (Niagara Peninsula) and 

Collingwood (Bruce Peninsula, also called by other names, see Godfrey-Smith et al., 2005, p. 

14). Smaller deposits were identified as Haldimand and Kettle Point but rarely used. These 

sources of raw materials were located at a minimum of 50 km and a maximum of 350 km from 

the tool manufacturing sites. 

Consider two archaeological areas located in southern Ontario. The Fisher area is now located 

south of the town of Collingwood, a few kilometers from Georgian Bay, on the eastern side of the 

Bruce Peninsula. During the Late Pleistocene, Fisher was located directly on the shore of glacial 

Lake Algonquin, which had higher water levels as compared to Georgian Bay.  Fisher has been 

identified as a major source of chert tool stones. Not surprisingly, nineteen sites producing fluted 

projectile points between 11,300 and 10,400 BP have been identified (Storck, 1997; Roberts and 

McAndrews, 1987) in the Fisher area. Archaeologists have also documented the presence of a 

major trade route between Fisher and Parkhill (Roosa and Deller, 1982; Roberts and McAndrews, 

1987). The Parkhill site is located about 200 km from Fisher through what would have been a 

boreal forest of pine and spruce. Parkhill also had about ten projectile point manufacturing sites, 

but the quantities of weapons found there were less important than those found in the Fisher area. 

There is no doubt however, that both sites were contemporaneous and had been established by 
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similar populations (Deller and Ellis, 1988). The important information in terms of trade is that 

over 80% of the chert varieties used at the Parkhill sites came from the Fisher area (Deller and 

Ellis, 1988, p. 252). These authors have labeled Paleoindian multi-site areas as complexes, and 

noted that craft people located on sites distant from chert quarries had a tendency to get most of 

their raw material supplies from the same source. For example, manufacturers in the Crowfield 

complex located near the city of London (Ontario) would get most of the stones from the 

Onondaga bedrock outcrop where the chert deposit was located.   

Two issues are related to these examples of trade in the Late Pleistocene period. One is why 

would craft people keep depending on an almost single source of raw materials, thus giving their 

suppliers a monopoly on supply, which would be assorted with risk in case of delivery failure (for 

whatever reasons, natural or voluntary on the part of the suppliers)? A second issue is what would 

the trade routes be, between crossing by land a boreal forest in straight line for 200 km or so, or 

going by boat for over 300 km along the shore line around the Bruce Peninsula? While the first 

question remains unanswered, the second question has been raised by Godfrey-Smith et al. 

(2005).   

The following explanation is derived from Wright (1972), p. 12. While Wright applied it to the 

more recent Algonkian culture, its logic may have very well applied to socio-economic situations 

encountered by Paleoindian cultures. The scarcity of food made it necessary for hunters to have a 

precise knowledge of the seasonal migrations and dwellings of animals providing food as well as 

shelter, clothes, and raw materials for manufacturing artifacts such as bone needles. Evidence 

shows that, once a suitable area had been found, it kept being populated for hundreds of years by 

relatively small and sparse human groups. If the population increased, migrations would have 

been necessary to keep the balance between human population and food supply. A sparse 

population also confronts men and women with growing difficulties finding partners outside 

close blood relations. In a society where men would be expected to hunt as their primary activity, 

it is likely that it would have been the women who would have travelled outside areas to seek 

partners. With them, they would have carried daily use objects, medicinal herbs, and various 

products obtained at the site of their original dwelling. They could have been bringing coveted 

rare stones or plants for several reasons, including gift giving, trading, and accomplishing rituals. 

If we consider the location of Paleoindian sites (Julig and McAndrews, 1993), we can see that, in 
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Southern Ontario, distances from various camp or temporary dwelling sites (except for raw 

material quarries) were often about ten to thirty kilometers apart (for example, 30 km between 

Fisher (Storck, 1984b) and Hussey (Storck, 1979)).    

What would be traded?  

Besides raw materials, it has been conjectured that food from areas with more abundant or more 

diversified sources of nutrition would have been in demand. This would have been particularly 

true after longer winters or following imbalances in the distribution of fauna due to natural causes 

(cycles related to predation and animal diseases). Meltzer (1988) has observed that rich biotic 

environments existed just south of the boreal tundra. These were mainly forests of pine and 

deciduous trees harboring a wide variety of vegetation feeding medium and small animal species 

not available further north and therefore representing valuable and exchangeable products once 

converted into dried, preserved and stored meat and food products. Once secured into various 

types of crafted containers, foodstuffs could be transported over long journeys. One can imagine 

that, even during the late Pleistocene or early Holocene period, microclimates would have been 

quite different (as they still are) between the Niagara and the Bruce Peninsula. It could be 

imagined that sources of food might have been quite more diversified around Niagara Falls as 

compared to the Parkhill area, for example. It is even more likely between these regions and 

those located further south of Ancient Lakes Erie and Ontario. 

Dimensions of trade 

An unglaciated portion of the Yukon Territory has revealed evidence of human presence at least 

25 000 to 30 000 years BP (Wright, 1972, p. 13) north of the last quaternary glaciations ice 

sheets. In Ontario, sites such as Parkhill, Fisher, in southern Ontario, and Sheguiandah, on 

Manitoulin Island, have been occupied by successive cultures for over 9,500 to 11,000 years 

according to Wright (1972, p. 13). As mentioned above, it is likely that these populations arrived 

there over time, after reaching the west coast of North America or crossing through the ice-free 

corridor (Waguespack, 2012) sometime after 15,000 BP (Perego et al., 2009; Easton, 1992). The 

section that follows is devoted to what can be interpreted from archaeological evidence as the 

characteristics of trade and traders from about 11,000-8,000 BP. 
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PALEOINDIAN BUSINESS CHARACTERISTICS 

Trade patterns 

Smith (2004, p. 80) makes a distinction between three types of economies. At the extremes are 

the uncommercialized and the commercialized economies. In the middle, low commercialization 

economies have limited market distribution of goods and services. This definition could be 

extended to the Paleoindian economy, described by Smith (2010) as having produced evidence of 

trade from the inception of the Paleoindian or Clovis-Folsom period. Smith considers that at first 

the volumes of goods exchanged were not important. Archaeologist Patrick Julig (personal 

conversations) shares that opinion and adds that it is sometimes difficult to make a distinction 

between products that resulted from direct procurement or from down-the-line exchange systems. 

In latter cases, products are obtained through third parties and handed over from one group to 

another without having been transported by specialized traders. Julig adds that, at each level, only 

ten percent of the products get transmitted over, an attrition rate of 99% after the second 

interaction. 

Nonetheless, Smith (2010) goes on observing that fluted spear points labeled as Clovis were used 

across North America during the Paleoindian period. Even if they were made separately with 

local variations, the technology was the same. It had to result from long-distance exchanges 

across the continent. Moreover, the observation that obsidian started to be traded during the 

Paleoindian period is another indication of well-established trade, for one reason: obsidian is a 

very sharp and hard black volcanic glass found in limited areas in western North America, 

Mesoamerica, and the Andes. Its source can be traced via its chemical characteristics, thus 

revealing the expanse over which it was traded. The presence of obsidian tools across North 

America is therefore an indication that it has been traded on a vast area. 

Other forms of trade could involve reciprocity, redistribution, and have varied over circumstances 

and time.  Smith (2010) is of the opinion that most of the products traded by Paleoindians in 

North America would have been high quality products, luxury products, and ceremonial or ritual 

objects in relatively low quantities. He cites the high relative cost of transportation as the main 

barrier Paleoindians would have faced. However, he does not dispute the existence of local or 

regional trade for a wider array of more mundane products. 
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Raw Materials and Products 

Raw materials: stones and metals 

Raw materials that were traded by Paleoindians (Tankersley, 1991) included silica based stones 

such as quartzites (Wright and Carlson, 1987), obsidian, an eruptive hard rock, similar to glass, 

flint stone, black flint stone, chalcedony, jasper (Meltzer, 1988), and slate (New Brunswick, 

Canada, 3,800 BP, McGhee, 1989, p. 42). Metals would be native ones such as copper from Lake 

Superior (from 6,000 BP, McGhee, 1989, p. 43), meteoritic iron (Canadian Arctic), iron traded 

via the Behring Detroit as well as Baffin Bay between Greenland and the Canadian mainland and 

Arctic islands. It is to be noted that hard stones would have been much more valuable than steel, 

when given the choice, as they could be knapped to be razor sharp. Other raw materials were 

wood, animal byproducts and plants and were less likely to be traded due to their abundance. 

Three Product Categories 

Product categories proposed below include only items which are still visible as evidence among 

archaeological sites. As a result, a wide range of products that include clothing and personal use 

products are not mentioned as part of what would have been traded or bartered. The same goes 

for canoes or any potential type of watercraft. On this topic, the only possible evidence of a 

Paleoindian canoe is a rock painting reported by Wright (1987) and located in Pictured Lake near 

Thunder Bay (Ontario). The plate containing a reproduction of this painting is presented as next 

to the plate labeled “prehistoric trade” in Harris and Matthews (1987). A reproduction of the 

picture (which is in the public domain) from the virtual museum on-line appears in this article. 

There were three categories of manufactured products that could be bartered. One category would 

have been projectile point weapons (Julig, 2002, p. 115) as well as tools such as chisels and bores 

(to cut and work stones and wood), drilling bits (to work with bones), knives, gravers (Wright, 

2005, p.48), and scrapers (used to clean animal hides). Tools also included larger items such as 

anvils, hammerstones and abraders (Gramly, 1982, 1984; Gramly and Lothrop, 1984). 

Paleoindians were also documented for manufacturing several types of day-to-day use artifacts 

made of various types of stones, wood, animal hide, and metals. These staple camp products 

would have formed a second category of products. These include various types of bowls and 
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containers sculpted into wood, steatite, or made of animal hides. Various types of containers 

could be used to store food products as well as ritual objects, burial objects, and spare tools and 

weapons. Some sites have reportedly included caches of various manufactured products. There is 

also evidence that some objects were manufactured specifically for barter purposes, such as 

Greenland iron small tools (made of scavenged iron from large ferrous aeroliths circa 1,000 BP). 

A third category of manufactured products that have been found throughout North America 

comprised beaded seashells destined to various uses. These uses have been documented 

(Tehanetorens, 1972) at later periods to include monetary units, wampum belts or diplomatic 

relations documents, jewelry, commercial samples, and ornaments for clothes, handbags and 

various products. Julig (1994) mentions the presence at the Cummins site complex of an amethyst 

crystal cut into jewel form, a rare evidence of jewelry making in Paleoindian times (Julig, 1994, 

p. 175).  The Cummins site complex has been dated as occupied since 9,500 to 10,000 BP (Julig, 

1994, p. 5). 

It is notable that scholars have limited evidence of the ancient products that were made of wood 

or bone, as most of them have been destroyed by acid soils, as it is the case for most human and 

small animal buried remains. The only way to guess what would have existed is by interpreting 

the rare depictions that exist, or by making deductions from what is left at excavated sites. 

Deductions can also be made from findings from much more recent, well-preserved sites, and 

from recollections from scholars who have witnessed Indigenous people living from hunting. One 

such example is Vaillancourt (1976), who spent over twenty-five years among Cree people in 

northern Canada during the third quarter of the XXth century.  

Technology 

Dixon (2001, p. 279) has documented the use of watercraft along the Pacific Coast possibly as 

early as 11,490 BP: remains of the “Arlington Man”  on Santa Rosa Island (off the California 

coast) providing evidence of seafaring (the island being separated from the mainland during the 

entire last ice age, Erlandson, 1994, p. 183). 

Tool technology would have been related to the proximity of the source of raw materials. Ellis 

(1983) is quoted by Meltzer (1988, p. 29) as having decomposed production processes that were 

different depending on the proximity of the source of raw material to the location of use of the 

finished products. For example, tool crafters would knap preformed products, unfinished, on the 
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quarry site, then finished the final product once back to their home location. This is an interesting 

aspect as it suggests that travelling craft people must have been knowledgeable not only of the 

raw product to choose from, but also of the manufacturing process as well as the specific needs of 

the clientele. It is likely that at least some of their clients either wished to finalize the end product 

themselves, or at least desired to watch the final steps of its manufacture to meet their personal 

specifications. It indeed is a common occurrence to see humans working with hand tools who 

customized them to their own personal needs (Vincenot, 1976). 

Tool Manufacturing and Fluting Techniques 

While all Paleoindians used a similar basic array of tools (Ritchie, 1983), Meltzer (1988, p. 29) 

notes that differences in mode of subsistence and type of settlement would have influenced 

manufacturing processes, particularly in relation to the distance from raw material quarries. The 

main distinction is made between tool manufacturing near raw material quarry sites, and 

manufacturing on distant sites. At the latter sites, waste material is minimal, made of thinning 

stone flakes in relatively small quantities, while quarry sites display large percussion flakes in 

high quantities (Metzler, 1988, p. 30, quoting several authors). Thinning stone flakes, also called 

by the French expression “pièces esquillées” refer to a tool that could have had more than one 

purpose (Lothrop and Gramly, 1982), i.e. wedges for butchering and bipolar cores for bone-

working. Meltzer (1988, p. 42) observes that northern sites located at a distance from quarries 

showed little debris as most of the tools had been used, modified, re-sharpened and sometimes 

recycled into other tools. Few tools discovered were longer than 50 mm, with almost no usable 

fragments left on site. 

Fluting techniques refer to a groove or an indentation made to the base of a projectile point, 

helping for assembly on a wooden pole. The stone would be chipped in the form of a thin biface 

spear. Skilled crafters would pre-cut stones at the quarry, probably to facilitate long-distance 

transportation. Once delivered at the hunting and long-term dwelling site, final products would be 

manufactured and assembled to form a ready-for-use artifact (Wright, 2006, p. 31 and illustration 

of assembly p. 34). Over time, tools would be recycled over from one use to another (Ellis and 

Payne, 1995): from scrapers to gravers then wedges used as burins for tool making with bones 

and wood. There is an abundant literature on Paleoindian technology, which displays the variety 

of skills and the level of detail involved in making the products described above (Dixon, 2001; 

Tomenchuk and Storck, 1997; Ellis and Payne, 1995; Seeman, 1994; Tankersley, 1994).  
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Use of heat 

Deller, Ellis and Keron (2009) have reported the practice of burning tools for ritual purposes at 

the Crowfield, Ontario site near London. The question still remains whether Paleoindians pre-

heated stones before trying to shape them into tools, as did some of their counterparts in Europe 

or Asia. At the Parkhill complex located in the same area, Godfrey-Smith et al. (2005) were not 

able to attest any trace of a pre-heating treatment of raw stones before manufacturing tools, but 

there are several other untested sites remaining. 

Business Size and Gender Distribution of Ancient Entrepreneurs – Family Business 

Business size is most likely related directly to the importance of the human groups. There is 

agreement amongst archaeologists that human groups were not numerous in the subarctic climate 

and terrain of the northern parts of the continent as compared to the densely forested areas 

available further south. As a consequence, it can be imagined that, if people were engaged in 

trade for any reason, they either belonged to a specific gender (possibly female), or were selected 

to act as travelling salespeople and diplomats from either gender (as was the case amongst 

Indigenous tribes at the moment of European contact, see Lang, 1999, p. 93; Roscoe 1998, p. 8, 

and Roscoe, 1993; Saladin d’Anglure, 1986, 1992). The evidence reviewed so far suggests that, 

regardless of gender, Paleoindians travelled in small groups of canoes, on seasonal routes, or 

walked. It has been reported that ancient trade routes linked contemporary sites such as Fisher 

and Parkhill (Storck, 1983), distant from each other by over 180 km. Similar situations are 

reported in new England (Robinson et al., 2009, p. 426) for raw material procurement over long 

distances. 

Role Gendering Patterns: Anthropological Evidence  

Gender roles have been examined in the context of hunting activities by archaeologists and 

anthropologists. Kent (1984, 1998) has cautioned against extending Western beliefs on sexual 

labor division, often leading to descriptions of what men can do and what women cannot perform 

(Brightman, 1996). Heeding that advice, Jarvenpa and Brumbach (2006b) decided to examine the 

positive contributions of all individuals in a context where any social group would try to 

maximize the efficiency of labor allocation to individuals able to work. This orientation allows 
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not only for a more open consideration of gender roles, but also for encompassing the roles of 

children and the roles of elders in economic activities. As anthropologists, Jarvenpa and 

Brumbach observed circumpolar groups in Canada (Chipewyan of Patuanak, Saskatchewan), 

Finland (Saami), Russia (Khanty), and Alaska (Inupiak), whose living habits can shed some light 

on the day-to-day living of Paleoindians who faced similar conditions. 

A major observation (Jarvenpa and Brumbach, 2006b, p. 100-101) is that technologies developed 

by women to process and store animal products are pivotal to winter survival in arctic conditions. 

Direct observations of the “total enterprise of hunting” have led Jarvenpa and Brumbach (2006b, 

p. 101) to witness and examine in detail the entire process suggested by Robinson et al. (2009) 

about Paleoindians of Eastern North America. The details that follow are borrowed from the 

Jarvenpa and Brumbach article (2006b). The general question of gender roles is answered in 

terms of economic efficiency. Gender complementarities allow the development of greater 

individual expertise, where the array of skills necessary for group survival is too wide for 

everyone to learn every skill required at a proficient level. In other words, while hunting and 

gathering can appear as relatively simple to urban dwellers of the XXIst century, the ground 

reality of such life is definitely much more complex.  

Staple hunted foods in arctic and sub-arctic regions include fish, game meat (moose, caribou, 

reindeer, rabbit), birds such as auklets, as well as various sea mammals where available (seal, 

narwhal, walrus, whale). Processing and storage activities are, in fact, shared among genders, as 

butchering is done by men as much as women, depending on availability and timing. During 

summer months, fish and game meat is thinly cut and smoked by women, while in winter meat 

can be kept frozen on the carcasses inside log or stone storage chambers or houses, protected 

from predators and elements. These storage buildings can be several meters wide and deep and 

are normally erected by both men and women. Further processing can be performed during the 

winter months, whenever necessary. As game meat is extremely lean, it can be mixed with fat 

and small fruit before being stored in stone or hide containers (areas with enough trees also 

provide bark such as birch, which can be made into storage baskets or serving trays). Some of the 

meat can be mixed with bone extract obtained after breaking and boiling (Jarvenpa and 

Brumbach, 1995, 2006a). Plant foraging for berries is normally done by women and children. 
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The complexity of storing food is a good example of the level of sophistication of the arctic 

peoples. In the Ob river basin of western Siberia, the Khanty are one of the many “reindeer 

peoples” of the North (like the Tchuktchs, the Evenks and the Saami). Fish is stored on a 

complex mix of raised caches, hearths, smoke-drying racks, in large quantities prior to long 

winters. The Saami also build special structures to store fodder for reindeer. They build platforms 

for slaughtering, and workshops for crafts production. The planning, building, and general 

foreseeing and management of these storage infrastructures and activities is the realm of women 

in the four societies observed. Despite this relative level of specialization, Jarvenpa and 

Brumbach (2006b, p. 104) insist upon the fact that women are not excluded from hunting nor 

from using hunting weapons: they do hunt when necessary but are generally too busy with other 

activities. For example, processing one adult moose male weighing 600 kilograms requires 

approximately 124 hours of work for the following: “butchering, thin-cutting, smoke-drying, 

preserving edible organs, transport and distribution of meat to various family households, and 

smoke-tanning the hide.” (Jarvenpa and Brumbach (2006b, p. 104). 

The details reported above confirm comments by Sassaman and Rendall (2012) about emerging 

archaeological evidence of complex Paleoindian societies. Peregrine and Lekson (2012) added 

that examining indigenous societies through a continental perspective helps making sense of how 

they evolved. This is particularly true for the relatively small groups of Paleoindians who lived 

distantly from each other but were interacting for specific economic activities such as hunts and 

raw material procurement. 

Health and Longevity 

The issue of the health of hunter-gatherers (ancient or modern) has been considered in the recent 

years in the perspective of lifestyle, diet, and diseases related to environmental aspects (Eaton, 

2006; Eaton, Cordain and Lindebergh, 2002). It has been verified that life expectancy is a poor 

indicator of health levels for two reasons: first, life expectancy can be reduced by a high 

incidence of childhood mortality and by environmental-related events such as exposure to the 

elements, infections, and accidents (in the case of hunter-gatherers from the late Pleistocene or 

early Holocene); secondly, life expectancy can presently be enhanced by better sanitation, mass 

vaccination, as well as proper health care (Eaton, Cordain and Lindebergh, 2002). Gurven and 

Kaplan (2007) found that hunter-gatherers who have survived their childhood have lifespan 
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modes of 68 to 78 years. There is no reason to believe that most adults who lived back in the late 

Pleistocene and early Holocene would have had shorter lives given the quality level of their diet 

and lifestyle (Gurven and Kaplan, 2007). The next paragraph describes food consumption in 

ancient times. 

Food and Nutrition Factors  

Paleoindians are often described as having privileged large game hunting, as demonstrated by 

Waguespack and Surovell (2003), who only found turtles and tortoises as small animals’ 

leftovers. Scholars who found a variety of animals at sites such as Udora in southern Ontario 

(Storck and Spiess, 1994) cited the presence of small mammals such as arctic fox and snowshoe 

hare. Kuehn (1998, p. 460-461) mentioned the presence of a wide amount of modern animal 

species in the Great Lakes area starting as early as 10,000 BP (16 mammal species, 6 turtle, 17 

bird, 14 fish, and 11 freshwater mussel species). These statistics were based on Kuehn’s own site 

observations as well as others (for ex. Julig, 1994, p. 19). Julig (1994, p. 14-19) provides a 

detailed record of why or not ancient peoples would have needed specific types of food in order 

to survive. He notes, for example, that due to the lack of vitamin C and calcium resulting from a 

primarily meat diet in winter, people would have had to compensate this deficiency with berries, 

nuts, and tubers during the summer and fall. Two other factors are suggested by Kuehn (1998), 

one is that food procurement in the Great Lakes area was very diversified, as opposed to, 

possibly, what happened in the Great Plains (where large game would have been the primary 

source of food). The second factor is that food sources changed over the seasons: spring would 

involve fish and migratory birds, summer would be devoted to trapping and hunting mammals of 

all sizes, fall and early winter would be for large game and migratory bird hunting, while winter 

would procure black bear and deer, as well as edible small game.  Stiner, Munro and Surovell 

(2000) suggested that small game consumption might have increased with the population density 

during Paleolithic times, and could therefore have been higher in more populated areas as 

compared to less populated ones. Concurring with this opinion, Driskell and Walker (2007, p. 

227) mentioned the limited presence of large animal kill sites in eastern regions to argue that it 

raises questions about their relative importance to Paleoindian diet. McWeeney (2007, p. 165) 

added that, following deglaciation, the on-going northward plant migration kept adding diversity 

to the availability of edible plants and animal species, for example with the northward presence 

of deciduous trees including oak and ash of various types. 
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Carrera-Bastos et al. reported (2011, p. 19) that Paleoindians would have had access to fish, 

insects, shellfish, marine animals, reptiles, birds, wild mammals and eggs, but not to dairy 

products besides human milk. Cereal grains would also have been absent from the diet, while 

people could gather plant leaves, seaweed, sea grasses, algae, seasonal legumes and roots, nuts 

and seeds. Sugar would have been provided by fruit, berries, occasional honey, and tubers where 

available (Cordain, 2006; Cordain et al., 2000; Cordain, 1999). Interestingly enough, recent 

research proved conclusively that a Paleolithic diet could be superior to a “Mediterranean diet” 

(Jönsson et al., 2009: the diet “includes lean meat, fish, shellfish, fruits, vegetables, roots, eggs 

and nuts, but not grains, dairy products, salt or refined fats and sugar, which became staple foods 

long after the appearance of fully modern humans” page 2).  

Business Scope: Distances and Directions 

Archaeological evidence suggests that migration routes evolved eastward from Asia to Beringia, 

then south either along the Pacific coast or through the ice-free corridor, then eastward again. 

These extensive journeys left their mark, in symbolic ways, in the traditions of Indigenous 

peoples (Johnston, 1976; Vaillancourt, 1976), as well as in their way of life (Baugh and Ericson, 

1994). Harris and Matthews (1987) report evidence of long distance ancient trade routes in 

existence as far as 8,000 BP between western and central Canada. This suggests that, very early 

on, trade was occurring across subarctic regions on a regular basis, carrying the types of products 

described in this section.  

In Canada, there is evidence of a 300 km radius trade area that existed in south central and 

southwestern Ontario. People would trade chert (flint stones) considered of higher quality over 

long distances (Storck, 1997).  Julig (1994, p. 214) reports the presence of cherts, quartzites and 

siltstone tool pieces at the Cummins (Ontario) site that were obtained from a 600 kilometer 

quarry in west central Wisconsin. Throughout the literature, peoples related to the Clovis and 

Folsom cultures, i.e. Paleoindians in general, are described as very mobile, even if there has been 

evidence of the presence of base camps (Driskell and Walker, 2007, p. 234) as opposed to travel 

camps. Base camps would be associated with hearths, but also quarries and workshops. 

 

 



30 
 

The Social and Cultural Environment of Pleistocene Business 

Sassaman (2004) documented the presence of a variety of complex social structures among 

populations of hunter-gatherers in North America. The following sections detail some of these 

structures as they have been described in the literature. 

Central or State-Like Structures 

Organizing the communal hunts mentioned above involved a complex infrastructure which 

needed a central authority at the inter-bands level to be successful. The territoriality, or quasi-

monopoly, of raw material procurement is an indication of the presence of such authority, as well 

as the apparent complexity of tasks relative to communal caribou hunts in the Great Lakes and 

Eastern North American regions. Wright (2006, p. 52) also suggests that a variable number of 

bands would have been involved depending on the type of animal being harvested, from 

mammoth to caribou or moose. This would have added more complexity as well, given that not 

all animals were hunted the same way: for example, caribou hunting required the construction of 

impoundment traps, while mammoth were followed, isolated, and then killed by a number of 

hunters.  

Social Aspects: Kinship 

Surovell (2000) observed that, if the North American continent was populated within a few 

centuries between 11,500 and 10,800 BP, a high level of mobility combined with high fertility 

had to occur. This hypothesis was confirmed by the findings of the Surovell (2000) study 

(contradicting the preconceived notion that children tend to restrain mobility). Wright (2006) 

reported that scholars agreed to the exogamy of individual bands, meaning that marriages were 

contracted between bands rather than within. This reasoning would explain the mobility of 

women (confirmed by the Jarvenpa and Brumbach studies) and their probable commercial role. It 

would also explain the above average number of scrapers (identified as a primarily feminine tool) 

made of raw materials coming from distant quarries. These scrapers made of exotic materials 

could have been sourced in a region where a woman’s family came from; they could also have 

been offered as gifts for their rarity. The other possibility is also that they could have been traded 

between bands the same way projectile points were.  
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Exogamy had another consequence on the structure of Paleoindian society, as it made women the 

vehicles to disseminate and homogenize cultural traditions and beliefs, probably through 

language as well as various other forms of communication. Wright (2006) also noted that 

maintaining external relations between bands from one generation to the other was similar to 

having a form of multi-risk insurance. If this interpretation was correct, it would also indicate that 

each band retained a relatively large level of autonomy across a vast territory, which must have 

given every band member the opportunity to possibly make several personal decisions. 

Cosmology 

While there is limited research about science among Indigenous people (Romain, 2000), 

cosmology in the Paleoindian context refers to pantheistic systems of belief considered by 

anthropologists as common amongst populations of hunters (Wright, 2006, p. 47). While there 

are few examples of Paleoindian artifacts appearing to relate to spiritual, mysterious or otherwise 

forces, some sites that have been excavated have revealed ancient burial rites. Wright (2006, p. 

49) mentions in particular, among others, a 10,600 BP site where grave offerings included 

purposefully broken bone shafts. According to archaeologist R. Bonnichsen (Oregon State 

University), there is a common animist practice destined to free its spirit from the tool, so that it 

can leave along with the spirit of the dead person. Trade is in part associated with religious 

beliefs, as exemplified by the presence of shell pendants and beads originating from the Gulf of 

Mexico in a cemetery dated 3,500-3,000 BP located near Picton, on Lake Ontario or over 1,500 

km away (Wright, 1972, p.12). Other widespread products associated to cosmology are miniature 

projectile points manufactured from flakes of normal size spear heads (Storck, 1994): These are 

reported as being found across the continent from the Atlantic to the Plains, while other miniature 

weapons are rare within Canada. This leads Wright (2006, p. 50) to conclude that these 

miniatures could have been worn by hunters as amulets. They could also have been used to make 

votive offerings to spirits. The cosmogony that seems common to Paleoindian people is described 

as having spiritualized different aspects of the environment. Natural phenomena would have 

included water, earth, air, thunder, and unusual occurrences such as comets or earthquakes. A 

distinction made in Algonquian languages consists in dividing genders between animate, and 

inanimate, the distinction being whether the person, animal, or object possesses an «anima» of its 

own (a transcendant essence of life, similar to a «soul»). For example, in the Cree language, all 
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living creatures are animate, but also stones, rings, pots, flour, stoves and clothes, which may not 

be surprising after what was indicated earlier. 

Deller and Ellis (2001) reported on one of the rare ritual sites found in Eastern North America 

dating back from 10,500 to 10,000 BP; The Caradoc site, located 30 km west of London, in 

southwestern Ontario.  Found there in 1997 were broken artifacts made of «Bayport stones» 

originating from an outcrop located about 190 km northwest of Caradoc, in the Saginaw Bay area 

of eastern Michigan. The seventy-five silica artifacts recovered were described as «heavily 

weathered», meaning they had been used extensively: weathering would be shown by the fact 

that originally whitish or light-grey stones would be deeply discolored by long-term use into a 

deep brown color. Archaeologists were able to determine the original color of the stones through 

recent minor damage done by a plow to one of them (the site had been discovered by a farmer 

plowing a former pasture field for the first time). The unique characteristic of the Caradoc site is 

that it contains no trace of any other human activity but the purposeful destruction of the tool 

collection. Included were bifacial tools used as knives and chisels, ovate scrapers and fluted 

points that could have been hunting spears. 

Deller and Ellis (2001, p. 281) concluded that one or more people came to this place (where from 

is unknown), a sand plain located near the former delta of a river which entered glacial Lake 

Whittlesey 3,000 years earlier (i.e. up until about 13,000 BP). These people were carrying about 

2.6 kg of artifacts (finished and unfinished) made of a chert procured 175 km from there. Due to 

the origin of the stones, these people were unlikely to have come from one of the well-known 

sites such as Parkhill, where the stones in use were the ones from the Niagara and Collingwood 

areas. The only activity Deller and Ellis were able to document on the Caradoc site was the 

sacrifice of these (still very useful) tools, possibly on an anvil found at the site. Each artifact had 

been carefully hit on its face by well-centered blows: in 61% of the cases, only one blow had 

been necessary, two in 35% of the cases, and three blows in one case (Deller and Ellis (2001, p. 

270). Why this sacrificial behavior happened is not known, but it was most likely related to some 

form of a burial ceremony of which there is no other trace. The event is, however, emblematic of 

the pervasiveness of ritual behavior in Paleoindian life as it relates to collective perceptions of 

various animistic life forces. This is illustrated by Robinson et al. (2009, p. 441) in describing the 

ritual activities involved in successfully coordinating a communal hunt. The stakes of the annual 
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event are extremely high, as the hunt will secure food for a long winter. Paleoindians believe that 

“animals, as well as people, have spirits” (Robinson et al. (2009, p. 441), which leads everyone 

in the community to ritualize any act, gesture, involved in the various phases of the hunt 

described earlier in this article.  

Communication 

North American writing and other forms of communication in pre-Columbian times still are 

largely unexplored north of Mexico.  This is in spite of ample, but sketchy, evidence of the 

presence of widespread communication forms in ancient times, which Mallery (1881) and Clark 

(1885) identified as sign language and pictographs (Mallery, 1886), as well as “picture writing” 

(Mallery, 1893). Vaillancourt noted how the Cree used a decimal numeral system long before one 

was in use by Europeans (p. 65-66). A catholic priest, Maurault (1866), reported how Ojibwas 

would take notes on birch bark during a catechism lecture by “tracing very singular hieroglyphs”. 

Later, auditors of these lectures would study their notes with their children and family and “learn 

very rapidly”. Hall (2005, 1989) documented linguistic as well as symbolic exchanges between, 

for example, the Nahuatl and the Cherokee (Hall, 2012, p. 61). He also found evidence of 

transfers of symbols (earth, sky, and the path of the sun) between Mesoamerica and the Mississipi 

Valley (Hall, 1997). There are numerous rock paintings and etchings in the Great Lakes area: 

several of them were identified with cosmology and religious beliefs (Wright, 1987); it must also 

be noted that, to this day, some petroglyphs are associated by Indigenous people as more 

mundane markings. For example, this author had a student from the Serpent River First Nation on 

the North Shore of Lake Huron (across from Manitoulin Island). She mentioned a canoe journey 

during the fall where her grand-father would point at a particular pictograph on a rock and 

comment about a specific feature of the area (i.e. “this is where you find wild sorrel”, or “there is 

plenty of fish below this rock”). Martineau (2003) has provided several examples of rock writings 

that seem common to various Indigenous peoples, as well as some scholarly indications 

suggesting the presence of a possible common sign language during pre-Columbian times. 

Examining rock writings in western and central Nevada, Heizer and Baumhoff (1959) found that 

petroglyphs were located on deer migration paths: their opinion was that such writings could 

have been about hunting rituals. Denig (1930) reported the use of maps and picture writing 

among some upper Missouri tribes, while Moodie (1987) reports about ancient maps transmitted 
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by local western tribes to fur traders in the late eighteenth and early nineteenth centuries (Beattie, 

1985; Moodie, 1985; Moodie and Kaye, 1977; Pentland, 1975). During a stay of over twenty-five 

years among the Cree of Northern Quebec, Vaillancourt (1976, p. 136) observed how Indigenous 

people communicated with each other by planting wood sticks in the snow: a vertical stick with a 

strip of fur knotted to it would indicate a kill and the type of animal harvested; a slanted stick 

next to the vertical one, veering towards a certain direction, would indicate the location of the 

camp; an horizontal stick would mean someone died, while a vertical small one next to two 

longer ones meant a baby had arrived.  

 

CONCLUSIONS 

What Anderson, Honig and Peredo (2008) have stressed as specific to Indigenous 

entrepreneurship would apply well to Paleoindians: a community-centered approach aiming at 

some degree of self-sufficiency; a strong sense of respect for ancestral land, and strengthening the 

group’s values, language, and culture. It is quite extraordinary to find how the enduring success 

of the fluted point technology along with the social systems put into place by Paleoindians in 

North America during the Late Pleistocene and Early Holocene can still be so vividly clear to 

those who look into this distant past.  

Entrepreneurship textbooks usually focus upon the contribution of present-day business builders 

to the economy. The past is often ignored as if non-existent: a widely-used International 

Marketing textbook presents commercial exchanges as starting on the year 1,000 (present era) 

with the arrival of Vikings in Newfoundland! Across Canada and the U.S., most elementary and 

high school curricula still massively ignore Indigenous history, let alone the archaeological 

findings presented above.  

There is obviously conclusive scientific evidence to the ancient presence of important, wide-

ranging, Indigenous societies capable of creative innovation, trade and successful long term 

development. The resounding success of the fluted projectile point, the first known Indigenous 

North American innovation, is the most visible proof of success of the Paleoindian civilization. 

Researching, teaching, and informing about these facts is essential for countries such as Canada 

and the U.S., where racism (covert and overt) against Indigenous peoples is still widespread.  
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At a human level, presenting this information to students has a profound motivational impact. 

This was the case when this author described some of these facts to Indigenous students in 

Aboriginal Entrepreneurship courses at a Laurentian University (Canada) in 2010 and 2011. The 

most tangible result was that such information raised considerably the level of self-confidence of 

the students. Although anecdotal, this outcome reveals the importance of collecting 

interdisciplinary knowledge to present a richer picture of the past. It could have a positive effect 

on the motivation of Indigenous students. 

New knowledge is very slow to cross from one discipline to another, as most researchers focus on 

specific problems in their field. There is no doubt that research specialization is the main source 

of advancement for sciences. At the same time, Academics have a duty, through their teaching, to 

bring forth scientific discoveries into the public domain. For what regards Indigenous peoples 

and Entrepreneurship, it is time to tell their story both in the class room and outside. 

This exploration of archaeology, anthropology and several other sciences leads to two general 

hypotheses as follows: 1) Some Paleoindian sites have been involved in economic and trade 

activity for prolonged periods (Milner, 2004; Julig, 2002) from the Pleistocene well into the 

Holocene period; 2) Several Indigenous civilizations have existed throughout North America 

(Pauketat, 2009, 2012), including important cities and settlements across the continent and 

deserve to be researched with a focus on entrepreneurship and trade. There is much to be done to 

reveal the full reality of this rich Indigenous past. 
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SUMMARY 

In Maori communities, entrepreneurial activity occurs through the interaction of potiki 

(opportunity seeking entrepreneur) and kaumatua (senior lore-specialists), all the while 

mediated and guided by visionary leadership (rangatira). The mediated interplay between 

these actors in the Maori community is illustrated by takarangi – a double spiral of innovation 

(Tapsell & Woods, 2008a, 2010). We continue the development of the takarangi framework 

drawing upon the work of economist Ludwig Lachmann. Lachmann emphasised the evolving 

and transformative nature of the market process. Lachmann (1971) also argued that 

entrepreneurial behaviour is embedded in broader institutional contexts that are time-

dependent. In the first part of the paper we discuss key Lachmannian insights before 

providing an example of contemporary Maori entrepreneurship in the second part. We 

discuss the various boundaries that provide(d) order to entrepreneurial behaviour since first 

engagements between Maori and outsiders and consider the institutional context of the marae 

and the role of tikanga. 
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INTRODUCTION 

 

The development of an understanding of entrepreneurial behaviour in an indigenous context 

is an emerging area of research. Such an understanding is vitally important to the social, 

economic and political future of New Zealand. Maori, the indigenous people of New Zealand, 

are re-establishing themselves as key economic players in New Zealand with entrepreneurial 

opportunities emerging at the intersection of economic development and cultural identity. In 

this paper we build on the work that understands entrepreneurial behaviour from a framework 

we have called takarangi.  In the Maori world of symbolism (particularly depicted in wood 

carving), takarangi is a spiral that represents creation.  We argue that entrepreneurial tribal 

Maori leadership has three essential features that represent three key players within a Maori 

(tribal) community. These may be illustrated by the takarangi spiral (Tapsell & Woods, 

2008a, 2010; Kawharu, Tane, Tapsell & Woods, 2011). Entrepreneurial activity in Maori 

communities occurs through the interaction of potiki (opportunity seeking entrepreneur) and 

kaumatua (senior lore-specialists), all the while mediated and guided by visionary leadership 

(rangatira). The mediated interplay between these two actors in the Maori community is 

illustrated by takarangi – a double spiral of innovation.  

 

Theoretically, the takarangi has drawn on a Schumpeterian and complexity-inspired 

understanding of entrepreneurial behaviour whereby opportunities emerge as the result of 

new combinations of existing resources (Tapsell &Woods, 2008a, 2010). In a Maori context, 

these resources include in particular: communities (capacity and capability), cultural values 

represented by the institutional context of marae (ceremonial courtyard and buildings), 

western values and practices and ancestral land.  For Maori, like indigenous peoples 

worldwide, land provides the continuum between a people’s past and present, the source of 

identity and wellbeing and hence, the reasons why groups defined their existence in defence 

and celebration of land.  Two conclusions emerge from our research so far. First, culture and 

heritage guide the path to innovation while entrepreneurs create the opportunities for new 

ideas to take shape along this path. Second, the cultural context within which entrepreneurial 

behaviour occurs is fundamental to understanding contemporary Maori leadership (Tapsell & 

Woods, 2008a,b, 2010).  What do we mean by ‘contemporary’? We mean the Maori world, 

defined by its own cultural principles and practices, and  also influenced by norms and 

practices of the western world. Furthermore, the ‘western’ (values, practices etc.) have been 
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‘extracted’, integrated and applied to a Maori world of innovation.  This is the 

‘contemporary’ reality for Maori.  

 

In this paper we continue the development of the takarangi framework and draw upon the 

work of economist Ludwig Lachmann.
1
 Like Schumpeter, Lachmann saw the combination 

and recombination of resources as a vital part of economic development and progress 

(Lachmann, 1978; 1986). However, unlike Schumpeter, who saw this as an episodic process, 

Lachmann argued that entrepreneurial behaviour was a continuous process of combining and 

recombining resources (Chiles, Bluedorn & Gupta, 2007). Lachmann’s understanding of the 

market process was based on an understanding of capital theory that saw the entrepreneur 

exploit opportunities by the continuous combining and recombining of capital goods to 

produce consumer goods (Lachmann, 1986). In discussing entrepreneurial behaviour 

specifically, Lachmann emphasised the evolving and transformative nature of the market 

process.  That is, resources may be combined and recombined in response to changing 

circumstances for future benefit. And finally, Lachmann (1971) argued that entrepreneurial 

behaviour is embedded in broader institutional contexts that are time-dependent.  Institutions 

provide common signposts or points of orientation that enable the actions of entrepreneurs to 

be coordinated and assist in bringing about both flexibility and order in the market process.  

 

Lachmann provides important insights into entrepreneurial behaviour and the market process.  

We draw on these insights and the takarangi framework to explore more deeply our 

understanding of entrepreneurial Maori leadership.  The Maori entrepreneurial leader is 

engaged in capital and resource (re)formation. These processes are embedded within 

institutional contexts and are guided by community-focused plans (kaupapa).  Furthermore, 

these plans are underpinned by long-term aspirations and expectations, which are often inter-

generational.  Given the long-term horizon, it means that the steps to achieve the anticipated 

outcomes may have to be altered or readjusted, and resources ‘combined’ or ‘recombined’ 

again in new ways in response to changing circumstances.  Our paper has two parts. We first 

discuss key Lachmannian insights in relation to a Maori context of entrepreneurship. In this 

section we explore the institutional context of the marae and the role of tikanga, or 

lore/customary law and the influence on entrepreneurial leadership. We also consider how 

marae/tikanga provides a framework for shaping decisions and planning in determining how 

                                                 
1 Lachmann is considered to be a leading figure in the Austrian school, albeit one who has, at times, been on the 

fringes (Vaughn, 1994)  



4 

 

and what resources are innovatively combined to form value (social, economic and political).  

These ideas extend our thinking on takarangi.  The second part of our paper provides an 

example of contemporary Maori entrepreneurship on the basis of the theoretical arguments 

presented so far. 

 

However, before looking at Lachmann’s ideas in more detail and applying them further, we 

need to outline some observations and qualifications for applying his ideas.  Lachmann’s 

work and the issues to which he directed his attention were far from New Zealand and from 

indigenous societies.  He was not interested in tackling problems encountered by indigenous 

communities, for example, their plight or the upheaval to their economy and community 

following the establishment of colonial structures and processes in their ancestral lands, or 

the effects of western values and processes on indigenous communities.   But neither were 

these Lachmann’s intentions nor purpose.  If we return to what his theoretical approaches 

were and how he applied them, which were market-focussed, we may still consider some of 

that thinking and how they might apply to contemporary Maori society.  And so although 

Lachmann’s work was not community-focussed (any community-focussed; indigenous or 

otherwise) and was instead concerned with the individual (and ‘his’ response) to 

opportunities and constraints within a market context, there are still key principles that do 

help us to unravel the complexity of entrepreneurship in an indigenous (Maori) context.  We 

acknowledge, therefore, the limitations of Lachmann, as well as his strengths. We also 

acknowledge our own limitations where Lachmann is concerned where we extract only some 

parts of his discourse on the economy and the market and ignore others. 

 

LACHMANNIAN INSIGHTS AND THE MAORI CONTEXT  

Vaughn’s (1994) systematic review of the history of the Austrian school of economics, from 

its Mengerian beginnings in the 1870s through to the closing stages of the  twentieth century, 

describes Lachmann as one of  “the  intellectual leaders” of the modern Austrian tradition 

(p.7). This tradition emphasises the need to understand the market as a process. Human action 

takes place in real time and is context specific. In particular, Lachmann followed the 

subjectivist insights stressed in Austrian understanding of human action:  autonomy of 
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individual choice and plan-making, inherent uncertainty concerning the future, and the notion 

of human action as purposeful.
2
  

 

The future is unknowable, though not unimaginable. Future knowledge cannot be had 

now, but it can cast its shadow ahead. In each mind however, the shadow assumes a 

different shape, hence the divergence of expectations is an act of our mind by means 

of which we try to catch a glimpse of the unknown (Lachmann, 1976, 59.) 

 

Lachmann spent a great deal of time exploring ‘the divergence of expectations’ and the 

impact on the market process, in particular exploring the action of entrepreneurs. Indeed, 

Lachmann was described as the “leading voice” within the radical subjectivist wing of the 

modern Austrian school (Lavoie, 1994, p. 1). 

 

While Schumpeter and Kirzner are generally regarded as the two most valuable contributors 

from the Austrian school in terms of entrepreneurship research (Venkataraman, 1997; Shane, 

2000), more recent work by Chiles and others (Chiles et al. 2007, 2008; Chiles et al, 2010; 

Matthews, 2008; Streb & Gupta, 2011) suggests that a Lachmannian-inspired understanding 

of the market process, grounded in radical subjectivism, can contribute to a better 

understanding of entrepreneurial process.  

 

The following quote provides an entrance into Lachmann’s thinking and an illustration of 

several insights that we wish to examine further:  

 

… when men act they carry in their minds an image of what they want to achieve. All 

human action can be regarded as the carrying out of projects that are designed to give 

effect to imagined ends. But every man pursues a multiplicity of ends, the 

achievement of at least some of which precludes that of other ends. Moreover, the 

scarcity of means at the disposal of each actor imposes further restraints upon his 

choice. In other words, men have to choose the purposes they wish to achieve, that 

they have to make such choice within the constraints of a given situation. To act at all, 

men have to make plans, comprehensive surveys of the means at their disposal and 

                                                 
2 Lachmann was described as the “leading voice” within the radical subjectivist wing of the modern Austrian 

school (Lavoie, 1994, p. 1), 
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the way in which they might be used, and let their actions be guided by them 

(Lachmann, 1971, p. 30).  

 

Human action is purposeful; it is directed toward imagined ends – ends that cannot be known 

today, only imagined. According to Lachmann, the entrepreneur has the imaginative capacity 

to envision the future and does so by forming plans based on potential opportunities – the 

result of creative imagination. The subsequent carrying out of projects unfolds over time. The 

realisation of opportunities is the outcome of the conscious plans of entrepreneurs; some 

plans succeed and some fail resulting in the continuous revision of plans based on new 

information and expectations. Capital is a constantly evolving structure involving the 

combination and recombination of resources, the purpose of which is to yield a return in the 

future.  

 

How are these plans coordinated? Lachmann argues that human action is guided by 

institutions that provide an “orientation” enabling entrepreneurs to “coordinate their actions 

by means of orientation to a common signpost (1971, p. 49 – 50). Institutions both facilitate 

and constrain entrepreneur’s action, shaping the way in which means can be used.  

Entrepreneurial action thus employs both creative imagination and capital resources.  

 

In summary, we suggest three Lachmannian insights are of relevance to our discussion on 

Maori entrepreneurial leadership: 1) the need for an imaginative capacity to envision the 

future; 2) the formation of capital through the continual combining and recombining of 

resources and 3) the institutional context as both the constraint and enabler of entrepreneurial 

action. We now turn to further explore these insights and then apply them to contexts that 

have seen Maori entrepreneurial leadership emerge.   

 

Let us further consider the idea that economic events are “elements within an ongoing 

process dependent on human actions in a world where the future is, though not unimaginable, 

unknowable.” (Lachmann 1986, jacket cover). When the first Europeans arrived in New 

Zealand, Maori engaged in new relationships with missionaries, traders and settlers with a 

view to creating new alliances and trade opportunities (Petrie, 1986).  The Maori kin-based 

world was vastly and quickly changing following the arrival and settlement in their lands of 

Europeans and others. The new cross-cultural alliances and relationships were ‘unknown’ in 

terms of the outcomes they would present, but they were ‘imaginable’ in terms of the 
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outcomes that the Maori leaders were seeking or hoping for (for example, improved 

livelihoods brought about by new trade avenues and markets, access to new materials (metal 

implements, muskets, tobacco etc.) and access to new values and practices – literacy, among 

other things). Similarly, when Te Tiriti o Waitangi, or the Maori text of the Treaty of 

Waitangi, was discussed and then signed by Maori leaders and the British Crown throughout 

1840, Maori could not ‘know’ precisely what British laws and modes of governance were.  

But they could ‘imagine’ a new world where their authority remained firmly intact and was 

recognised (Article Two of the Treaty/Te Tiriti) while they permitted the British to establish 

governance (Article One of the Treaty/Te Tiriti) (Kawharu, 2006).   

 

The new engagements between Maori and Europeans were not simply ‘economic events’ if 

we are to use the terms referred to above. They were far more. From a Maori point of view, 

they were also events that were about forming political relationships, wrapped in cultural 

expectations and values that hoped for the improved cultural and economic wellbeing of 

Maori kin communities.  It was this new cross-cultural environment that Maori 

entrepreneurial leaders saw opportunities to engage in new ventures, new markets and so on, 

all of which were to arise out of new relationships with Pakeha (i.e., the new British authority 

that was established in the country following the signing of the Treaty in 1840; missionaries, 

settlers, whalers, traders). But to follow ideas given in the overview, Maori-European 

engagements were ‘ongoing processes dependent on human action’. Of course the ‘human 

action’ in the case of Maori-European relationships was dominated heavily by European 

practices.  The salient point, however, about ongoing human action in a period of change and 

uncertainty that was relevant in the mid-nineteenth century remains as much relevant now as 

it was then. We will return to these ideas in discussing the ways in which entrepreneurial 

leaders have created new and innovative responses to circumstances later in this paper. We 

now turn to consider our three Lachmannian insights in a Maori context in more detail. 

 

 

1) The need for an imaginative capacity to envision the future 

 

From a Lachmann perspective, entrepreneurial actions involve decisions about capital that are 

informed by expectations. Entrepreneurs might invest in an immediate sense, in response to 

an immediate opportunity to profit, but they also invest over a longer-term period, possibly a 

number of years.  Whatever opportunity they see, it is one that might take some time before 
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profitable results materialise.  Investment is made on the basis and expectation that something 

beneficial will ultimately result. The entrepreneur envisions, or imagines, future possibilities. 

This notion is an important one for entrepreneurial leadership. Whilst straightforward in 

principle, there is much between the principle and the actual reality of achieving a potential 

opportunity.  This is especially the case in an indigenous context when multiple cultural, 

economic and political issues require considered attention and planning.  Furthermore, the 

success of the entrepreneurial leader may depend on his or her ability to properly balance 

what may be complicated, or even conflicting, (political, economic and cultural) agendas.  

For example, often one of the difficult and time-consuming tasks in Maori communities is 

obtaining sufficiently-wide support or mandate from a dispersed community to progress a 

major idea. In many, if not most, cases today, only a minority of descendants live in the 

papakainga or home settlement.  The majority live elsewhere in cities or places where 

employment lured them or their parents or even grandparents in the early post-World War 2 

era.  Communicating effectively with, and receiving feedback from, the dispersed community 

is important, not least if the representative group or organisation (a tribal ‘authority’, usually 

a type of trust board, corporate or charity) of the community is to be seen to be properly 

representative, accountable and effective.  Dialogue and communication also serves to help 

maintain a sense of collectivity, community cohesion and cultural identity in the face of 

competing or different interests (relating to, for example, school, sports, other extra-curricula 

activities or other community organisations).  Mandate and communication issues are one 

related set of challenges.  

 

Another challenge is for the representative group, which in Maori communities is often legal 

entities such as trusts to maintain accountability to this scattered community. On the one 

hand, the trust consists of trustees who are elected by the community, to make decisions on 

behalf of that community. On the other hand, there is expectation by community members 

that they (the community) be consulted on major issues affecting them. Drawing the line on 

when, and on which, issues the community should be consulted can be tricky, especially 

when there is no precedent if the issues at hand are new.  Too little consultation could cause 

dissatisfaction by the community of the trustees and worse, no confidence in them.  Too 

much consultation could hinder decision-making or curtail an opportunity completely.   

When major economic or business issues are being dealt with, time is often limited for 

decisions to be made. A trust’s constitution usually provides enabling powers to trustees to 

make significant decisions but that might not be well understood or accepted entirely by 



9 

 

community members (or even trustees). Whatever the situation, a key issue for 

entrepreneurial leadership to be effective is to be accountable in the immediate sense to the 

community, while also keeping an eye, or a focus, on the long-term aspirational goals.  We 

discuss related issues concerning the relationship between a tribal authority and kaumatua or 

elders below. 

 

In addition, the idea of planning for a future horizon may extend well beyond that considered 

typical in a business sense. Instead of a five or ten year planning cycle, planning may 

encompass several generations.  The Ngati Whatua o Orakei railway land development is a 

case in point of the ideas discussed so far as will be described in more detail below.  The 

development was an innovative response to a significantly economically constrained 

descendant community.   

 

Lachmann explains that the “human imagination as a source of expectations” plays a 

significant role in entrepreneurial thinking, behaviour and action.  There is no prescribed set 

of actions to follow in entrepreneurial leadership. As stated above, subjectivism plays a key 

role in entrepreneurship (Lachmann, 1978, pp.14-15).  The imagination of the entrepreneurial 

leader who has a role in relation to tribal development, is guided by both cultural values 

including accountability to the descendant community and recognition of historically-applied 

kaitiakitanga (trusteeship) principles (see discussion below on cultural capital), and economic 

values. The case of long-term future goal setting certainly requires some imagination, if not 

also an element of risk-taking when it is impossible to predict what will be so far into the 

future, and instead know only what could be. Again, the ‘unknown, but imaginable’ is an 

important dictum in entrepreneurial leadership.  

 

 

2) Capital combinations 

 

What can be said about long-term planning is that visionary leadership in scoping the idea 

and then putting in place the frameworks, resources and plans, or combining and recombining 

resources, to achieve the goals takes something out of the ordinary.  In building on 

Schumpeter’s ideas on entrepreneurship, Lachmann explains: 
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“… innovating entrepreneurs [are those] who create ‘new combinations of resources’, 

men [sic] of action and not merely of reaction.  What distinguishes them from most of 

their fellow men is their ability to imagine future states of affairs and market 

circumstances which differ from those presently existing not just by marginal 

quantities, but which by quality and magnitude are completely different from them.  

Entrepreneurs, and only entrepreneurs, are capable of forming expectations of future 

circumstances altogether different from the present, and to act in accordance with 

them.” (Lachmann, 1978)  

 

It is not simply resources that are required to achieve goals, but as Lachmann emphasises, 

determining the complementarity between resources when combining them.  He further 

explains::  

 

“… heterogeneous capital resources do not lend themselves to combination in any 

arbitrary fashion.  For any given number of them only certain modes of 

complementarity are technically possible, and only a few of these are economically 

significant.  It is among the latter that the entrepreneur has to find the ‘optimum 

combination.’  The ‘best’ mode of complementarity is thus not a ‘datum’.  It is in no 

way ‘given’ to the entrepreneur who, on the contrary, as a rule has to spend a good deal 

of time and effort in finding out what it is.” (Lachmann, 1978, p.3). 

 

Even though Lachmann went to some lengths to explain capital, and he was thinking in 

particular about material resources (1978, p. 11), in the case of entrepreneurial tribal Maori 

leadership, capital also includes cultural capital, which encapsulates the body of lore or 

marae-based values.  The marae and all contained within it, is a symbolic and practical 

manifestation of a descendant community’s mana (authority) to exercise trusteeship and 

progress sustainable resource development within a defined territory. Finding the ‘optimum 

combination’ as Lachmann stressed, in a tribal context, means combining both material, non-

material and human resources and combining past and present values, principles and ideas.  

The past is essential from a Maori point of view as it provides the rationale for present action.  

The well-known aphorism ‘walking into the future facing the past’ reminds us of how and 

why we progress into the unknown with the past, and all that it contains, guiding us. Much 

more can be said about the past and as mentioned above in relation to marae-based values, we 

will return to these ideas later in this paper.  Our emphasis on the past or historical origins, is 
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then a counter-point to Lachmann who argued that ‘Historical origin is no concern of ours.” 

(Lachmann, 1978, p.11).   In summary, although the entrepreneurial Maori leader may be 

navigating the unknown especially when the unknown is so far into the future, there will be 

important guides – or resources to use Lachmann’s terms – that can be used to help inform 

decision-making.  In a Maori context, these resources include: the marae; the associated 

cultural values of kaitiakitanga or guardianship that tie the innovation or venture to an 

ancestral landscape, which includes marae (Kawharu, 2009, 2010), to former trustees 

(ancestors) and to the living and scattered community; business, finance, legal and 

administrative skills; finance and land.  These general principles continue to underpin much, 

if not most, tribal (which we mean to include sub-tribal/hapu or whanau/extended family 

level) development initiatives.  However, as discussed below, the institution of the marae and 

the network of mutually enforcing actors – the rangatira, the kaumatua and the potiki – 

representing three levels of the takarangi spiral, is not always applied in a contemporary tribal 

business context. 

 

3) Institutional contexts  

 

The planning element that Lachmann refers to, is also a relatively straightforward idea, but 

warrants attention in relation to institutions.  Lachmann (1978, p.13) outlines, “The plan … 

provides a scheme of orientation, a frame of reference for subsequent action.” But, as 

highlighted earlier, plans ostensibly need to adjust to changing circumstances.  And as 

Lachmann notes,  “…changes in environment did not appear on the horizon of any of the 

entrepreneurial planners at the time when the plan was conceived (Lachmann, 1978, p.18).  

But what can offer signposts to the entrepreneurial leader is institutions – both the enabler 

and constraint on action.  

 

In contemporary times in a tribal context, an entrepreneurial leader often serves the 

community from an ‘institutional’ position as a member or as a trustee of an elected board or 

committee.  Trustees fulfil their roles and responsibilities as trustee as required (and at 

varying levels of success and commitment).  This does not necessarily mean that they are 

innovative or entrepreneurial, but the leader in an elected, trustee sense usually has an 

additional leadership role such as being the chairperson of a board, or has some other position 

that carries delegated authority to act. In terms of delegated authority today, there may be a 

contrast to how delegated authority worked in a customary sense.  Simply, the authority to a 
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trustee or perhaps to a sub-committee 'to act' may by and large come from the wider 

committee/board, as prescribed by the entity's constitution or enabling law.  Compared to a 

customary context, it was the marae and associated laws that together formed the customary 

‘institution’ where leaders of the kin group, particularly elders, set and monitored the 

boundaries for action.  Today, elders do not necessarily play a significant role in major tribal 

development decisions, which are instead made by legal entities/boards. Exceptions may be 

cases that are principally concerned with culture, or where an entity’s constitution 

specifically outlines kaumatua (elder) input in decision-making.  And so in building on our 

discussions relating to takarangi where the three mutually enforcing, and interacting roles of 

rangatira (chiefly leader), kaumatua and potiki (younger or junior (in genealogical terms) 

innovator or entrepreneur) work, we also argue that that combination does not always play 

out clearly.  Purely from a customary values perspective, few tribal groups (inclusive of iwi, 

hapu or whanau levels) would actually say that kaumatua and rangatira do not have a role in 

tribal development, but the actual involvement of kaumatua in particular is not always 

obvious, and they may not necessarily undertake any specific function at all in the 

development of tribal level initiatives, as mentioned above.  Many reasons can be suggested 

and include:  

 

 the relatively fast pace in which decisions need to be made by tribal 

authorities/entities and the consequent difficulties of obtaining advice from kaumatua 

in time; 

 the limited availability of kaumatua generally as they may be preoccupied with other 

iwi/hapu affairs;  

 the decreasing cadre of kaumatua;  

 the lack of mechanism or clear communication pathway between the network of 

elders (which might meet as a group from time to time) and the tribal authority/entity; 

and 

 the lack of policy guiding a tribal authority/entity for how kaumatua should be 

involved. 

 

We are, however, reminded by the importance of the close relationship between trusts or 

other legal structures that represent a community, and the community itself by the Waitangi 

Tribunal in reporting on the Auckland city-based Waipareira Trust’s Treaty claim:  
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Rangatiratanga resides in a community. While legal structures may be established by 

Maori groups for their own purposes, they merely reflect or approximate the locus of 

rangatiratanga, and the legal structure should not be mistaken for the community. A 

group that does not act as a community (whatever its legal constitution) cannot properly 

be said to exercise rangatiratanga (Waitangi Tribunal 1998, 25). 

 

For those familiar with Treaty of Waitangi cases, claims, or policies, rangatiratanga needs 

little explanation.  But, to put into context the discussion so far, including the takarangi 

network of actors, rangatiratanga is the exercise of customary authority over all affairs.  It is 

trusteeship. It requires leaders (trustees) and beneficiaries working in a mutually-beneficial, 

reciprocal relationship (New Zealand Maori Council 1983). And so from the point of view of 

exercising rangatiratanga, the entrepreneurial leader often plays a significant role in 

navigating new and innovative pathways to ensuring rangatiratanga is applied effectively.  

But, to follow the Waitangi Tribunal above, the locus of rangatiratanga in the case of Maori 

(descendant/tribal or pan-tribal) communities is in the dual, mutually-enhancing relationship 

between trustees and beneficiaries.  It does not simply reside in the leader alone.  

 

CASE STUDY: TRIBAL RAILWAY LAND VENTURE 

The Ngati Whatua hapu (sub-tribal community), whose customary lands extend across much 

of Auckland city, embarked on a courageous land business venture in the early to mid-1990s. 

They purchased 50 acres of land for $40 million and spent further monies to add value to the 

land (for example, parks, sculpture, trees and streets that have historic Ngati Whatua names), 

which was otherwise relatively derelict.    The horizon envisioned was 150 years whereby all 

assets developed on this central business district land would, in 150 years time, be returned 

‘lock, stock and barrel’ to the community.  In the meantime, the community would collect the 

financial returns annually, from the rent paid by the leaseholders, starting from year fifteen.  

The first fifteen years was a ‘rent-free’ holiday where the leaseholders, who have developed 

retail, other business, apartment, health clinic, stadium and other ventures, would not pay any 

rent to the Ngati Whatua landowner.  The reason for the 15 year holiday was to encourage 

prospective individuals and groups to purchase leaseholds of sections of the 50 acre block.  

The fifteenth year came up in August 2011.  
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That is a basic outline of what land is involved and what kinds of business and other 

enterprises have been developed on it.  The reasons for the development can be explained 

more deeply.  As one entrepreneurial Ngati Whatua leader who was intimately involved in 

devising the plans, put it, in respect of the railway land development, there were certainly 

risks for the tribe in undertaking a significant land venture when they had no business 

experience of the type required, let alone finance. However, there were greater risks of doing 

nothing.  The opportunity presented by the land and the government’s policy of selling off 

surplus railway land as could not be wasted.  It was an opportunity for Ngati Whatua to 

regain mana or authority over their ancestral land and to once again become a major 

economic player in the region (Kawharu, 2004).  

 

The land in question is reclaimed land. Prior to that, it was an important fishing area for Ngati 

Whatua as their settlement called Waipapa, which was located on the fringe of the railway 

land, illustrated the close association and use of the resources of the area to them.  From a 

Ngati Whatua perspective, mana whenua or authority of and over land includes land beneath 

water as well. By directly engaging in the land again, and as recognized land owners 

following the purchase, the hapu could take a significant step in re-establishing a cultural 

footprint in the area as well.  The commercial and cultural incentives were equally important.   

And so to return to the idea of realizing the opportunity: imagination – great imagination – as 

well as astuteness in figuring out what combinations of resources were needed, were essential 

factors.  As Lachmann argued, what marks out entrepreneurial behaviour from other 

leadership behaviour is the ability of the entrepreneur to envision new possibilities, combine 

resources and recombine them in new ways, continuously, in order to meet long-term 

aspirations. 

 

To explore further the ideas of imagination and long-term planning, Ngati Whatua’s had no 

precedent in business or cultural terms to follow in relation to doing something on the railway 

land.  Their vision for the land was not only to create business that would cover the costs of 

investing in and on the land to make it attractive to potential leaseholders, but more 

importantly, to create ventures that would enable a return to the descendant community.  This 

idea of returning something to the community is a basic, but significant, one.  First, and 

realistically speaking, it was known that nothing could be returned to the community within 

the first fifteen years. But, from that moment onwards, there would be significant return as 

the tribal authority began collecting rent.  Those monies could then be invested back into 
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other tribal ventures, and to individuals.  In terms of the long-term horizon, at the conclusion 

of 150 years, a major return to the tribe would occur: all the development on the land.  In 

effect, it meant that the creators of the railway land plan were thinking about a timeframe of 

several ‘great’ grandchildren.   

 

From what could be considered as humble beginnings from a comparative economic 

perspective, when a little more than 150 years ago the ‘land’ was covered by sea water, to the 

present and to 150 years time from now, where the land has on it a mixed business set of 

enterprises, the foresight required to think differently and to prepare differently was 

considerable.  Despite the vast difference in scale and economy, Ngati Whatua’s former uses 

of the area and their current enterprises provide the same outcomes: a return to the 

community that contributes to kin group survival, development and mana.  

 

Lachmann’s point about plans in Ngati Whatua’s case needs some explanation.  First, unlike 

any ‘normal’ or usual business planning where anywhere between one to ten years is 

considered typical practice, those drafting the railway land ‘deal’ needed to consider both the 

immediate business needs and issues, which meant also considering potential opportunities 

and constraints over many years, some generations in fact, as well.   

 

Lachmann’s dictum “the future is unknowable, though not unimaginable” was very much a 

reality for Ngati Whatua. Of course it was recognized that it would be impossible to predict 

exactly what the future might hold, but it was considered a necessary priority to think about 

creating a vibrant future for tomorrow’s descendants.  The entrepreneurs’ vision for the 

railway land was based on core cultural and economic principles. Central to the thinking was 

the emphasis on the marae community, who are the descendants of the founding ancestor 

Tuperiri (who lived in the mid-eighteenth century and who led the major battles in the 

isthmus followed by occupation). Already urban-based, Ngati Whatua’s future diaspora 

would be mostly urban as well, and most would live outside of the Orakei resident 

community that is focused by its marae, as is the case now.  And at the heart of the planning 

was the incentive to retain and build on the sense of tribal community and tribal identity, 

despite and perhaps because of the fact that the Ngati Whatua hapu is a geographically 

scattered community (some 90% or more of the descendant community live outside of 

Orakei).  In 150 years time many thousands more descendants of Ngati Whatua o Orakei 

would live.  The question of how to retain tribal community cohesion and relevance amongst 
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the descendants would be important issues, as they are now. So in the railway land venture 

planning, setting in place a clear focus on the community of descendants of Tuperiri (all of 

whom have Orakei marae as their physical, if not also spiritual/cultural tribal base), would 

provide the fundamental philosophical foundations to guide future Ngati Whatua members: to 

maintain a secure tribal identity and wellbeing.  The returns from the railway lands provide 

important financial means to realizing these cultural and economic aspirations. 

 

Issues of communicating effectively to the scattered community and developing a wider 

sense of Ngati Whatua community mana and identity would also be issues for descendants in 

150 years time.  The railway venture plays an important part in keeping the focus on these 

things as well as in communicating a Ngati Whatua presence amongst a wider community in 

the region. 

 

The ‘resources’ required in terms of combining and recombining were principally the marae, 

the land (the railway representing an expanded ancestral estate now owned by Ngati Whatua), 

finance, and people.  The ‘people’ resources were the experts both from within and outside 

the hapu.  The people resource in particular changes considerably over time. The 

combinations of skills and expertise that Orakei has at any one time to oversee and guide the 

railway development policy and planning.  There are also changes in governance (in the trust 

board and corporate board membership for example), which impacts on directions taken.   

 

The marae, in principle and theory, is the glue that holds things together.  It is the place 

where discussion and debate occur.  And it is the place where all can reconnect.  The railways 

development provides an opportunity or kaupapa (plan or reason) to return to the marae to 

discuss, to hear from the trust board and from kaumatua.  The marae also provides the forum 

for the trust’s board and the entrepreneurial leaders to be held accountable in a face to face 

setting.  In reality though, the marae, and the mediating role played by kaumatua, have not 

always played a central part in discussions relating to the railways for some of the reasons 

noted above.  In the early days when the railway venture was first discussed, the 

entrepreneurial leaders were also kaumatua who have since moved on or passed away.  

Written annual reports by the trust board and newsletter updates are other mechanisms that 

the trust board employs to keep descendants up to date with issues.  These strategies of 

course have great benefits in terms of communication, but they are generally one-way 

communication. The role of the marae and elders still remains an outstanding question. 
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CONCLUDING COMMENTS 

We started our paper outlining key elements of Lachmann’s thinking on entrepreneurship.  

These were 1) the need for an imaginative capacity to envision the future; 2) the formation of 

capital through the continual combining and recombining of resources and 3) the institutional 

context as both the constraint and enabler of entrepreneurial action.  We ended our paper 

looking at these ideas as they apply within a contemporary Maori tribal context. For Ngati 

Whatua, a key question that guided their entrepreneurial leadership was how does a tribal 

group re-establish itself in and on a landscape? The issues then became how to shape their 

vision with this question in mind, whereby the railways venture could provide a return to the 

descendants.  People, land, marae and finance were the key resources that have been 

combined and recombined, and will continue to be, over succeeding generations, in order to 

bring fruition to the vision. The leadership required to set in train an innovative strategy to 

meet both economic and cultural goals was something out of the ordinary. While the 

entrepreneurs had an idea of what they were planning for, they were also heading into the 

unknown. The successors of the first entrepreneurs will need to continue to find ways to 

respond to circumstances as they arise, not least unexpected change, by forming and 

reforming new combinations.   The Ngati Whatua aphorism ‘Ko nga kuri purepure o Tamaki, 

e kore e ngaro i te po’, meaning, those wearing the spotted dogskin cloak (an allusion to 

chiefly leaders) never rest, will continue to have relevance if the railway land venture is to 

provide the returns that the entrepreneurs first imagined.  
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SUMMARY 

To what extent does the body of work developed from the study of minority entrepreneurship 

apply to the successful creation of new ventures in an Indigenous context? Our approach to 

answering this question is to frame the concept of context and then use it as a structural guide 

to develop a contextual framework for describing and defining Indigenous and minority 

entrepreneurship. We then compare and contrast the two frameworks. Our findings show that 

an argument for the distinctness of Indigenous entrepreneurship may be overstated and 

depends upon whether or not researchers adopt an ontological perspective that views the 

process as primarily a community based activity. Yet there are several key issues and factors 

that extend from the literature on minority entrepreneurship that may be insightful to 

researchers who study Indigenous entrepreneurs. 

Keywords: Indigenous entrepreneurship, minority entrepreneurship, ethnic entrepreneurship, 

community, context 

INTRODUCTION 

 



There is a growing emphasis on the importance of context in the study of entrepreneurship 

and acknowledgement of its complex interrelationship with the processes involved in 

pursuing and exploiting innovative opportunities (Hindle, 2010; Welter, 2011; S. A. Zahra, 

2007). As Schoonhoven and Romanelli (2001) have stated, new organizations and their 

survivability are highly dependent upon the constraints placed upon them by the contexts in 

which individuals live, work and acquire resources. This progression has opened up new 

vistas for researchers to explore what Katz and Steyaert (2004) refer to as the ‘socio-spatial 

dimensions’ of entrepreneurship. It has also increased the recognition that not all new 

ventures are created within ‘westernized’ contexts that are often equated with mainstream 

entrepreneurship research (Bruton, Ahlstrom, & Krzysztof, 2008; Smallbone & Welter, 

2006). New sub fields of entrepreneurship have emerged that either implicitly, or explicitly, 

have responded to this need for identifying, describing and developing theoretical models for 

‘doing’ entrepreneurship within a variety of atypical, challenged or distinguishable contexts. 

Of these, the study of Indigenous entrepreneurship has steadily developed over time as a 

potentially ‘distinct’ context that provides an area of study that is both important and an 

interesting juxtaposition with westernized ideals (K. Hindle & M. Lansdowne, 2005; Peredo 

& Anderson, 2007).  

 

Although growth in Indigenous entrepreneurship research has expanded, very little has been 

done to move past discovering and describing what is potentially distinct about Indigenous 

entrepreneurship. Researchers have not yet fully incorporated theory from the field of 

entrepreneurship in general or imported theory from other research domains to aide in its 

development. Some authors have recently attempted to introduce ontological perspectives 

that are current and relevant (Foley, 2008, 2010; Pascal & Stewart, 2008), but the majority of 

works published have been heavily focused on anthropological and/or, case based research. 

In particular, very few studies have attempted to determine how Indigenous entrepreneurship 

may be similar or different to other related and emerging sub fields of research, such as social 

entrepreneurship, community entrepreneurship and minority entrepreneurship, etc (Rigby, 

Mueller, & Baker, 2011; Tapsell & Woods, 2010). This is a disturbing trend as there are too 

many points of convergence to suggest that these fields are orthogonal to theory and practice 

germane to Indigenous entrepreneurship. Of these, the study of minority entrepreneurship 

offers much potential for cross fertilization. As the empirical study of minority 



entrepreneurship is more advanced, a comparative analysis may offer insights that could be 

useful for developing an enhanced theoretical contribution to the literature.     

 

Therefore, this paper is used to ask what we believe to be an important and unaddressed 

question: “to what extent does the body of work developed from the study of minority 

entrepreneurship apply to the successful creation of new ventures in an Indigenous context?”  

This is a pressing question considering that several scholars have argued that there are 

distinct elements pertaining to an Indigenous context that sets it apart from all other minority 

contexts with respect to the process of entrepreneurship (K. Hindle & P. W. Moroz, 2009). 

This question also frames a prominent research gap as there is currently little focus on 

distinguishing the key factors, overlap and/or distinct features between these closely related 

fields of study. Examining what is both similar and different between the two contexts allows 

us to test assumptions about how the study of minority entrepreneurs may help guide our 

understanding of Indigenous entrepreneurship and vice versa.  It may also provide the 

necessary structure required to map out those areas where theory and practice adopted in one 

may not fit or require augmentation to be successfully utilized within the other. Finally, it 

may provide critical insight into the development of theoretical models pertaining to the 

phenomenon of Indigenous entrepreneurship. In this way, the study of entrepreneurship in an 

Indigenous context may be better linked to the mainstream and contribute to the development 

of general theories important to the field. 

  

The approach to answering our research question is conceptual and entails a comprehensive 

review of both fields. Using a recent review of the Indigenous entrepreneurship literature as a 

foundational point, we pinpoint what is believed to be relevant and distinct to its context (K. 

Hindle & P. W. Moroz, 2009). We then develop a contextual framework of ethnic 

entrepreneurship and evaluate it against the former. The findings are then incorporated back 

into the development of a theoretical model for Indigenous entrepreneurship and distilled 

using ontological perspectives for understanding the relationship between context and process 

in the creation of new ventures. 

 

The paper is structured as follows. First, we develop an overview on several predicate 

perspectives pertaining to the conceptualization of context with respect to the entrepreneurial 



process. A working definition of ‘context’ is distilled and discussed. Second, we review the 

Indigenous entrepreneurship literature, identify the extant conceptual model(s) developed to 

date and then to develop a contextual understanding of the domain. Third, we conduct a 

systematic review of the minority entrepreneurship literature that is driven by the research 

question posed above. This review is then distilled down into a contextual framework that is 

relevant to the field. Fourth, key elements of context are compared and contrasted between 

the two frameworks. From this analysis we produce an enhanced contextual understanding of 

Indigenous entrepreneurship in the form of a theoretical model. Finally we discuss the 

findings of our analysis, its limitations and then muse upon the various implications drawn 

from it. 

 

THE CONCEPT OF CONTEXT IN THE STUDY OF ENTREPRENEURSHIP 

For any model of entrepreneurial process to be meaningful, it is vital that the study of context 

be discursive and integrative of three domains of research—organizational, sociological, and 

environmental (Katz & Steyaert, 2004; Phan, 2004; Ucbasaran, Westhead, & Wright, 2001). 

Zahra (2007) is one established entrepreneurship scholar who is adamant that understanding 

context is fundamental to understanding entrepreneurship:  

By understanding the nature, richness and dynamics of their research contexts, 

entrepreneurship researchers can offer more creative and insightful explanations of 

important issues and why they matter to the discovery, creation and exploitation of 

opportunities that give birth to independent or corporate new ventures. 

Entrepreneurial decisions and actions center on novelty and creating variety. These 

decisions are messy, a quality that should prompt us to delve deeply into the psyche, 

mental models and inner souls of entrepreneurs. (Zahra 2007, p. 452) 

Within the domain of entrepreneurship research in general, and its sub fields such as 

Indigenous entrepreneurship in particular, there is a need for framing context from a 

perspective that is clearly structured and eminently useful to scholars who wish to pursue 

relevant, interesting and progressive research. Two broad perspectives of context associated 

with the entrepreneurial pursuit of opportunities have emerged over time: external 

environment and social factors. A brief summary of each is provided below.  



Context as “external environmental factors” 

Several researchers focus on environments and the factors which have differential effects on 

the entrepreneurial process, a firm’s financial performance, and consequently on economic 

development (Gnyawali & Fogel, 1994; Harper, 2003; S. Zahra, 1993).  While it is important 

to recognize the importance of external environmental forces on the intentions of 

entrepreneurs to start new ventures and the impact upon their success, it must also be 

recognized that the environmental approach to understanding context does have limitations. It 

is either explicitly or implicitly tied to geographical boundaries (or distance) (El-Namaki, 

1988; Luthans, Stajkovic, & Ibrayeva, 2000),  industries and/or markets (D.B. Audretsch & 

Feldman, 1996; Lumpkin & Dess, 2001; Saxenian, 1994), and does not properly address the 

temporality involved with individual accumulation of knowledge and the resulting social 

change that may be produced (Gartner, 1985; Gnyawali & Fogel, 1994; Holcombe, 2003; 

Wennekers & Thurik, 2010). This is part and parcel of its grounding in macro economic 

theory. Nevertheless, the study of external environmental factors has contributed to our 

understanding of decision making processes of entrepreneurs and the importance of the 

perceived feasibility for starting a new business based on environmental variables (Krueger, 

Reilly, & Carsrud, 2000; Shepherd & Krueger, 2002), their importance in moderating 

entrepreneurship in emerging countries more so than in developed countries (Al-Shanfari, 

2011), and shown to have a greater effect on  on small businesses than large businesses 

(Covin & Covin, 1990). 

Context as “social factors” 

Entrepreneurial scholars have acknowledged that the new venture process involves more than 

just individual actions and that entrepreneurship is more accurately framed as a socially 

constructed concept that is fundamentally understood through the nexus of opportunities, 

groups, and modes of organizing within the wider environmental context (Busenitz et al., 

2003; Sarason, Tom, & Jesse, 2006). Katz and Steyaert (2004) discuss the implications of 

conceiving entrepreneurship as a social rather than purely economic phenomenon: 

 First, the true measure of entrepreneurship in a society as a whole needs to 

sample across multiple sectors, domains and spaces. Second, current measures of 

entrepreneurship are too coarse-grained, looking only at business creation or even 

limiting itself to high growth business creation, and missing the myriad fine-

grained forms of entrepreneurial interaction taking place in any society (Katz & 

Steyaert, 2004, p. 193). 



Because entrepreneurship may be viewed as a socially constructed concept, multi-

dimensional approaches that incorporate both social and economic realities are argued to 

provide a much more robust understanding of entrepreneurship (Van de Ven, 1993). Sociall 

factors such as culture, levels of social capital, and individual situations such as age, 

motivation, skills, and opportunity costs of alternatives all shape the type of entrepreneurial 

processes engaged in, and moderate the frequency with which they occur (Miner et al., 2001). 

The emergence of context as “socio-spatiality” 

It is widely advocated by many researchers that the processes used by entrepreneurs to start 

new businesses and/or introduce new products or services into the market cannot be viewed 

in the absence of context, both social and environmental (Howard Aldrich & Martinez, 2001; 

Carree & Thurik, 2005; Katz & Steyaert, 2004). The entrepreneurial process is thus argued to 

be essentially embedded in a local context in which meaning and value are collectively 

decided (D. B. Audretsch, Thurik, Verheul, & Wennekers, 2002; Schoonhoven & Romanelli, 

2001; Sirolli, 1999). Viewed from a socio-spatial perspective, context and its role in the 

entrepreneurial process has not been fully appreciated or deeply explored (Alvarez & 

Busenitz, 2001; Katz & Steyaert, 2004; Venkataraman, 1997). 

Minnitti and Bygrave (1999) theorize that the decision to engage in entrepreneurship is a 

function of three interrelated and simultaneous levels of social space: (1) the subjective initial 

endowment (entrepreneurial capacity) of the entrepreneurial individual or team, (2) 

institutional and economic circumstances of the economy (the environment), and (3) the 

perceived level of support for entrepreneurship within a community.  Building on Minniti and 

Bygrave, the macro environment is conceptualized as two different elements: (1) the domain 

that may be influenced by the entrepreneur (moderated by the capacity of the individual and 

the success of the venture), and (2) the domain that cannot be influenced by the entrepreneur 

(Davidsson, 2004; Markman & Baron, 2003). Therefore, a need for the study of a meso (or 

intermediate level) of the entrepreneurial phenomenon that incorporates the above three 

levels of social space within a dialogical perspective of context and process (Bruyat & Julien, 

2000). Building on the above and with a focus on the task outlined in this paper, we present a 

general framework for understanding context relevant to the discovery, evaluation and pursuit 

of new economic opportunities that considers the actors (social elements), environmental 

(spatial elements) and their interaction (discursive elements).   



 

METHODS 

This paper uses a literature review technique for collecting analyzable data.  The purpose is to 

identify and summarize the purpose and nature of each research domain, draw inferences 

about the specific contexts and then compare and contrast them.  The means for analyzing the 

Indigenous and minority entrepreneurship research fields is to conduct a systematic review 

that focuses on discovering the relevant actors, agendas, themes and theories specific to each 

(Tranfield, Denyer, & Smart, 2003). We present and discuss a framework developed 

specifically from the survey of the extant work produced in the area of Indigenous 

entrepreneurship. We then develop a framework for classifying and defining the study of 

minority entrepreneurship, understanding the key issues that are relevant and exploring the 

concepts and theories that are significant to predicting success and framing what success 

looks like in this context.  A structured contrast and comparison of the two frameworks is 

undertaken (Glaser, 1965). 

 

THE KEY FEATURES OF INDIGENOUS ENTREPRENEURSHIP 

An Overview of the Indigenous Entrepreneurship Field 

Within the last few decades, Indigenous entrepreneurship research has emerged as a well 

defined sub field within the domain of mainstream entrepreneurship research (K. Hindle & P. 

Moroz, 2009; Peredo & Anderson, 2007; Peredo, Anderson, Galbraith, Honig, & Dana, 

2004). Its status as a legitimate research paradigm has followed Kuhn’s (1962) 

conceptualization of ‘profession’s of practice’ whereby specialized journals have been 

created, research groups established, curriculum’s developed and concepts and theories 

produced that are accepted by the scholarly community. Its importance extends from the 

relative position of social and economic disadvantage systematically observed and 

experienced across Indigenous communities worldwide and a pressing need for these 

communities to participate within the global economy on their own terms so as to rectify 

many issues that have emerged from colonization and the establishment of an alien and 

dominant social hegemony (R. Anderson, B., Dana, & E. Dana, 2006). Indigenous 

entrepreneurship is thus viewed as a means to reconcile chronic impoverishment, social 

exclusion and connections to tradition and heritage (K. Hindle & M.  Lansdowne, 2005).    

 



Two of the obvious issues relevant to describing and characterizing this field pertain to 

defining the concept of “Indigenous” and what counts as “Indigenous entrepreneurship”. As 

to the former, the majority of authors accept the principle of self-identification whereby one 

is identified or accepted by an Indigenous group or community rather than a governmental 

body.  Indigenous communities are further described by several authors and summarized by 

Peredo et al., (2004) as: 

1. descent from inhabitants of a land prior to later inhabitants 

2. some form of domination at the hands of the later inhabitants,  

3.  maintenance of distinguishing socio-cultural norms and institutions,  

4. attachment to ancestral lands and resources,  

5. largely subsistence economic arrangements, and  

6. association with distinctive languages 

A further qualification of what constitutes an Indigenous community is that it is widely 

agreed upon by both the International community and scholars that they are disadvantaged 

relative to mainstream society (Robert Anderson, 2002; Berkes & Adhikari, 2006; Duffy & 

Jerry, 1998; Fowler, 2007; Fuller & Gleeson, 2005; World Bank, 2001). A secondary 

consideration is the observation of collective and communal values, heavily steeped in 

tradition, that exemplify a cultural dimension that places them at odds with many of the 

mainstream western cultures and values that exist today (K. Hindle & M.  Lansdowne, 2005; 

Peredo & Chrisman, 2006; Redpath & Nielsen, 1997). 

  

As to the latter, the study of Indigenous entrepreneurship has produced many definitions. 

They typically revolve around who is doing the activity (C. S. Galbraith, Rodriguez, & Stiles, 

2006),  where the activity is taking place (R. Anderson, Weir, Honig, Dana, & Peredo, 2007) 

and who receive the benefits of entrepreneurial activity (Lindsay, 2005). A recent definition 

that considers all three of the above is: 

Indigenous entrepreneurship is activity focused on new venture creation or the pursuit 

of economic opportunity or both, for the purpose of diminishing Indigenous 

disadvantage through culturally viable and community acceptable wealth creation.(K. 

Hindle & P. Moroz, 2009, page 372) 



While the above is not a formally accepted definition, it is clear, succinct and 

representative of the majority of definitions found within the literature.   

 

Indigenous Entrepreneurship: Actors, Agendas and Main Themes 

There are numerous published works on Indigenous entrepreneurship that cover a variety of 

topics, areas, geographies and peoples.  Tranfield et al., (2003) suggest that any evidence 

based assessment of the literature should first start with a comprehensive analysis of reviews 

completed within that field that are associated with the research question posed.  As our task 

is to identify and enumerate the key features of the Indigenous entrepreneurship literature, we 

first turn to a recent review that reports on the phenomenon (K. Hindle & P. Moroz, 2009). 

Hindle and Moroz survey the literature with the goal of evaluating the status of Indigenous 

entrepreneurship research as a legitimate field of research and to identify the characteristics 

that scholars have determined as relevant and important to understanding/conceptualizing the 

phenomenon.  

Over 102 papers were considered with only 69 selected to the canon.  This canon of literature 

is considered to represent the current scholarly contribution to the field of Indigenous 

entrepreneurship.  As Hindle and Moroz only considered works published between the period 

of 1990 and 2008, this left three years unreported. This gap was addressed by reviewing this 

period for works that matched the parameters set out by Hindle and Moroz and returned a 

further 22 papers.  Of these 3 were rejected as not fitting the definitional description set forth 

above.  The remaining papers were evaluated using the same methods as Hindle and Moroz 

(2009) and compared against the main findings with little to no variance identified.  These 

findings are illustrated below in figure 1. 

Figure 1. Indigenous entrepreneurship research framework 



 

  



Entrepreneurial Actors 

Many levels of inquiry and a wide spectrum of units of analysis observed, with the 

community (53.6%) and individual (21.7) the most common. Communities were often framed 

by terms or descriptions such as Band or tribe.  Only 11.5% of studies attempted to observe 

the firm or “group” attempting to start a new venture.  Upon closer scrutiny of these works, 

Hindle and Moroz (2009) develop an important concept that they define as “the degree of 

Indigeneity” attached to the entrepreneurial actors involved. They assess the concept in two 

ways: 1) by focusing on how strongly Indigenous factors relating to the dominant agenda 

influence or constrain the entrepreneurial opportunity and 2) the extent to which an 

Indigenous venture is involved with mainstream actors.  The concept thus is purported to 

provide important and relevant insights into the mindset of Indigenous entrepreneurial actors. 

Hindle and Moroz also suggest that it distinguishes these entrepreneurial actors from all 

others.  The concept embraces aspects of Indigenous entrepreneurship that range from the 

whether or not a venture is a for profit exercise, whether or not the objective of the venture is 

focused on the dominant agenda, the level of involvement the venture takes or is allowed to 

take within the global economy and whether or not there are specific non-economic 

objectives that primary to economic objectives (such as cultural, traditional or language 

based).  

Agenda 

While mainstream entrepreneurship literature reflects the importance attached to profit 

creation, innovation, high growth, and the creation of new organizations (H. Aldrich, 2005), 

the sub field of Indigenous entrepreneurship appears to be much more nuanced with respect 

to the agendas of entrepreneurial actors. Hindle and Moroz (2009) identify five specific 

agendas that may or may not be pursued in conjunction with the mainstream objectives 

outlined above. These are: 

1) the reclamation of identity lost through the colonization process (or sense of self)  

2) redressing a loss of culture, values and traditions that have been diluted or destroyed 

by the juxtaposition of hegemonic mainstream policies  

3) ending discrimination and social exclusion by the dominant society  

4) ending systematic economic deprivation and disadvantage that has resulted in the 

statistical observance of poor health, high rates of dependence upon social programs, 

high rates of incarceration and higher overall mortality rates, 



5) the reclamation of traditional lands, the recognition of an alternate but valid individual 

and property rights system and the ending of dependence upon the mainstream social 

hegemony through the achievement of self-governance and self-determination 

The above five points summarize the most important objectives of Indigenous people’s across 

the world and is described in  aggregate as the “dominant agenda”, that supersedes the 

broader mainstream ideals and objectives of entrepreneurship.  Hindle and Moroz (2009) also 

note that the objectives of mainstream entrepreneurial actors and the dominant agenda of 

Indigenous entrepreneurial across should not be expressed as a dichotomy. 

Principal Themes      

In order for Indigenous entrepreneurial actors to successfully achieve the objectives set out 

under the dominant agenda, Hindle and Moroz find from their survey of the canon that four 

key themes must be first considered and addressed.  These principal themes are a synthesis of 

many particular emerging themes that are identified in the literature.  In no particular order, 

these themes are: 

1) Culture and Social Norms 

2) Entrepreneurial Capacity 

3) Organizational Drivers and Constraints 

4) Land and Resources 

One of the key shortcomings of the framework, especially in regard to the constellation of 

principal themes put forward, is that Hindle and Moroz (2009) fail to adequately describe the 

evidence that support their claims.  Nor do they attempt to elaborate upon these concepts 

even in a general way so as to describe or postulate the relationships between them, and how 

they may impact upon the entrepreneurial actors who are attempting to address the dominant 

agenda. This is troubling as they report that the four principal themes represented in their 

framework shape the emerging development of theory observed in the literature. They do 

suggest that the framework should only be interpreted as a map of the field of Indigenous 

research and that it does not represent a theoretical framework for explaining the 

phenomenon. 

Summary of the Framework 

Some theoretical elaboration on the framework presented above is offered on their findings in 

the discussion section of the paper. Hindle and Moroz state that beyond their yield of a static 

map of the field of Indigenous entrepreneurship research, the data analyzed revealed a strong 



convergence around two critical contextual issues that warranted further assessment of their 

nature and importance:  

1) The definition and role of ‘community’ as a consideration affecting all forms and 

processes of Indigenous entrepreneurship, and  

2) The complex and multi-faced importance of ‘land’ that is interconnected with 

multiple themes and agendas. 

They argue that the concept of ‘community’ is the clearest distinguishing factor of 

Indigenous entrepreneurship, especially where it is observed that the protagonist or main 

actor involved in the pursuit of any entrepreneurial activity may very well be the community 

itself.  This stands in contrast to mainstream entrepreneurship where the majority of focus has 

been put upon understanding the individual (or team) with a critical interest focused upon 

intentions, processes, cognitions and motivations.  Hindle and Moroz (2009) distil out a 

secondary observation of community that conceptualizes it as having multiple aspects that 

run through any and all factors that may impact upon the process even when considered from 

an individual, group or institutional situation where the ‘community’ itself is not the primary 

entrepreneurial actor.  They suggest that the communal objective of addressing the dominant 

agenda is therefore within the DNA of any entrepreneurial opportunity or venture that can be 

defined as emerging from an Indigenous context.  Community must therefore always be 

considered. 

The concept of ‘land’ is a second issue that is interrelated with nearly all aspects of 

Indigenous entrepreneurship. It is evidenced as exhibiting multiple aspects of importance and 

many layers of complexity. Within an Indigenous context, land is not only geographical and 

spatial, but ecological and spiritual, intertwining both social and economic domains.  This 

brings to bear several diverse but highly related issues with respect to the creation and 

successful management of Indigenous ventures.  These issues range from the clash of 

different epistemological foundations with respect to property rights (worldviews), the 

recognition of and juxtaposition of different forms of authority (legal structures), the 

traditional linkages between self, culture and ecological symbiosis between space and 

wholeness (belief systems), enforceability of activities and contracts that revolve around 

resource mobilization and the reality that encompasses the relationship between land and 

access to capital (the false equivalence of value and the creation of wealth).  These issues are 

drawn across the stark contrast of the treatment of property rights issues in mainstream 



entrepreneurship: while they are an integral component to any entrepreneurial process, they 

are often taken for granted/commonly understood/have universal rules that govern. This is 

not the case with Indigenous entrepreneurship as the issue of property rights is still not a 

settled concept.  

It is upon these two key issues that Hindle and Moroz (2009) draw upon their claim for the 

distinctness of Indigenous entrepreneurship: as a research field, as a contextual differentiator 

and as the main factor that influences the entrepreneurial process. They go as far as stating 

that the only common factor shared between Indigenous entrepreneurship (in relation to their 

evaluation of the opinions and empirical observations of authors surveyed) and what they 

refer to as ‘ethnic’ entrepreneurship, is the minority status of the main actors involved.  In 

effect, the claim of distinctness in the manner that it has been evoked, effectively throws cold 

water on any attempts to identify comparable, transferable or exportable factors, concepts or 

theories with entrepreneurship research in general and minority entrepreneurship research in 

particular. 

The next section is used to identify and synthesize the main features of the minority 

entrepreneurship literature so as to test the strength of the claim for distinctness made by the 

author’s interpretation of the Indigenous research paradigm presented above.  

 

THE KEY FEATURES OF MINORITY ENTREPRENEURSHIP 

 

An Overview of the Minority Entrepreneurship Field 

The social inclusion and upward mobility of minority peoples immigrating to and residing in 

(predominantly Caucasian) western nations is an important component to sustaining 

competitive advantage within a global economy (Light, 1972; A. Portes & Zhou, 1995). 

Scholars have identified several gaps in national populations that correspond with ethnically 

defined minorities that may be critical to improving the number and quality of talented 

entrepreneurs necessary for new business creation and continued growth (Ede, Panigrahi, & 

Calcich, 1998; Walstad & Kourilsky, 1999). Thus the main objective of those who study 

minority entrepreneurs is to assess the needs and issues that directly affect the creation of 

minority owned and operated businesses, and their outcomes (Garver & Budd, 1994; Rhodes 

& Butler, 2004).    



Unfortunately, there is a great deal of stratification within the literature and what is presented 

as “minority entrepreneurship” can be divided into several smaller sub fields of study that 

spans a wide range of conceptual classifications. Therefore, it is very difficult to define or 

describe the fields as a whole. To offer conceptual clarity, Chagranti and Greene (2002) 

identify three distinguishable but potentially overlapping categories and offer guidelines for 

those who seek to study individuals, groups, firms and communities who share common 

backgrounds and/or are an identifiable minority: 1) immigrant entrepreneurs who are recent 

arrivals to a country with common origins (Butler & Greene, 1997), 2) ethnic entrepreneurs 

who are observed as having a set of connections and regular patterns of interaction among 

people sharing common national background or migration experiences (Waldinger, Aldrich, 

& Ward, 1990), and 3) minority entrepreneurs who are not of the majority population (United 

States Department of Commerce, 1997).  

Minority Entrepreneurship: Actors, Agendas and Main Themes 

As the field of minority entrepreneurship research is well reported upon and highly diverse, it 

offers several challenges with respect to surveying it.  A comprehensive review of the 

literature that drills down into each of the three distinguishable areas is not possible within 

the constraints of this study. Therefore, the methodology used for identifying the literature 

was reduced to three simple precise search stings: “minority entrepreneurship”, “ethnic 

entrepreneurship”, and “immigrant entrepreneurship”.  The overarching objective of 

providing a general description of the field and to answer the key research question stated 

above was used as a means for distilling out the sample of peer reviewed scholarly articles to 

be analysed. The searches returned 103, 192, and 173 papers respectively.  The articles were 

then scrubbed for references to female entrepreneurship (where only females were the unit of 

analysis), redundancies found across the three databases and those articles that did not 

consider the topic of entrepreneurship as a primary consideration (ie. Housing, Urban 

planning, Health, etc).  A total of 73 papers were accepted for review.     

Two research assistants were tasked with creating a database that looked at minority types, 

the specific context covered, theory used, key issues, objectives or purpose of the study, 

general findings, specific barriers and/or antecedents to success, and whether or not the study 

attempted to define or frame the field of study. The authors then reviewed the matrix of data 

created and then broke down the findings using a method consisting of open coding (Robson, 

2002) based upon Krippendorff’s (2004) six questions. Miles and Huberman’s (1994) advice 

was heeded on the conduct of axial coding, or the establishment of relationships between the 



codified interpretations that had emerged. The reliability of the analysis was based on the 

review of two PhD level researchers that reached agreement on the majority of the codings.  

Discussion of the outcomes and a second coding trial produced near similar results 

(Neuendorf, 2002). Codes where then broken down into the three categories used by Hindle 

and Moroz (2009) to ensure that the findings were easily aligned for further comparison and 

contrast. The final yield is illustrated in figure 2.  

Figure 2. Minority entrepreneurship research framework

 

Entrepreneurial Actors 

As noted above, the study of minority entrepreneurship may be conceptually broken down 

into three sub areas: minority entrepreneurship, ethnic entrepreneurship and immigrant 

entrepreneurship (Chaganti & Greene, 2002). While our survey provides substantial evidence 

to back up these conceptual claims, we did identify four general areas of study that differed 

slightly.   

The study of ethnic immigrants in a western context was found to be the most reported type 

of entrepreneurial actors studied. Works of this type often looked at identifiable immigrant 



entrepreneurs (typically from Asian or Middle Eastern nations) that had fairly different 

cultural backgrounds from western countries (Robb & Fairlie, 2009; Siquiera, 2007; Tolciu, 

2011).  A second area of study is described as entrepreneurial actors who were embedded 

within western countries and that could also be identified as racial minorities. These studies 

often focused on racial minorities that were not recent immigrants (several generations of 

citizenship), were disadvantaged, socially excluded or that represented a constituency that 

was under represented as entrepreneurs (Edmondson & Foard, 1998; Rhodes & Butler, 2004).  

This category of actors also included Aboriginal entrepreneurs (Swinney & Runyan, 2007), 

but consisted overwhelmingly of blacks and Hispanics in a North American setting.  A 

secondary and much smaller category similar to the above was identified, but that looked at 

racial minorities in non-western countries (Osman, Asrah, Rashid, & Rajput, 2011). The final 

category identified was defined as the internal ethnicity of firms.  Authors who reported on 

this phenomenon were focused upon entrepreneurial actors of different ethnic or cultural 

backgrounds and their impact upon national and transnational firms (Kariv, Menzies, 

Brenner, & Filion, 2009).   

Of the units of analysis that were most observed, racial/linguistic/cultural identified groups or 

populations were the most reported.  These broad groups were often described by nationality, 

language or race. Communities, families and firms were also reported in descending order of 

frequency.  The concept of enclaves was also identified as a unit of analysis.  Enclaves were 

defined as neighbourhoods, districts or suburbs that were culturally or racially distinguishable 

within a larger geographic area (Werbner, 2001).  An example of an enclave could be a 

“China town” within a large metropolitan city. They were at times synonymous with groups 

or even clubs in some instances, and were also found to be overlapping with the concept of 

‘community’.  As the concept of enclaves was distinguishable from other units of analysis, it 

was reported as its own category.     

Agenda/Motivations 

While there are many different categories of entrepreneurial actors involved, and three 

distinguishable conceptual areas of study, the main agenda of researchers across all of them 

converged upon identifying the factors for firm success.  This included the intention to start a 

business and the factors that were important to nascent businesses.  Firm success was viewed 

to be highly aligned with the creation of wealth and the growth of the firm (using typical 

mainstream indicators such as employee size, etc).  Although no dominant agenda could be 



attributed to the aggregated body of work reviewed, there were several other 

agendas/motivations that were observed to be important to the domain(s) of research. 

One of the general motivations found as important was best described as upward social 

mobility and integration.  Minority and ethnic entrepreneurs were perceived as pursuing new 

businesses as a means for “providing a better life” for their families (Bressler & Wiseman, 

2011). There were also many other motivations that were interrelated with the pursuit of 

entrepreneurial opportunities, such as the provision of specialized or unique services for a 

community (Basu, 2011), the creation of jobs for family/community members, preservation 

of cultural values (Zhou & Cho, 2010) and integration with society on their own terms as 

business owners (Chrisman, Chua, & Steier, 2002).  A second motivation or research agenda 

was to identify the means and ways for minority entrepreneurs to access capital (Johnson, 

Muñoz, & Alon, 2007; Singer & Nosiri, 1989). This has been a well observed problem for 

minorities, and especially immigrant minorities who have greater economic and social 

constraints and levels of human and social capital (Siquiera, 2007) and therefore must rely on 

their own communities for acquiring resources (Teixeira, 2001). Last, was the objective of 

targeted socio-economic development toward geographical, racial or minority framed groups 

(Garver & Budd, 1994; Wood & Davidson, 2011). While this agenda is not overt within the 

majority of the combined works, it does consistently appear as a background theme: that 

ethnic entrepreneurship is tied with urban development and economic growth (Light & 

Rosenstein, 1995).    

While many of these factors can be applied to the study of minority entrepreneurship in 

general, it must be stated that different minority or racial groups do not become self-

employed or start new businesses for similar reasons that can be easily lumped together 

(Chaganti & Greene, 2002; Dana, 1997).  Due to the similarities and differences across ethnic 

groups, class status, and economic levels, it is false to assume that all businesses are the 

same, and the motivations for starting them can be easily synthesized into specific categories 

represented under the heading of minority entrepreneurship (Poorsoltan, 2007; Puryear et al., 

2008).  

 

Principal Themes 

One of the key questions underlying much of the research over the last half century 

phenomenon is whether or not minority enterprises represent a routine and rational economic 



activity no different than any other small scale business endeavours, or is it a distinctive 

phenomenon that emphasizes the importance of ‘cultural’ resources and targeted social 

agendas in fueling entrepreneurial activities that may deviate or conflict with western 

mainstream ideals of new venture creation (M. Morris, Schindehutte, & Lesser, 2002; Ram, 

1997)?  Culture is viewed by many authors to have several dimensions that range from 

determining motives, influencing decision making and strategy and predicting success (Basu 

& Altinay, 2002). Although culture is indeed an important theme observed within the field of 

ethnic entrepreneurship, there is still little consensus as to whether it is a distinct component 

of the phenomenon. Regardless of culture, entrepreneurs are found to share certain core 

values, regardless of racial or ethnic origins, although specific practices may be intertwined 

with cultural values (M.  Morris, 2005). Chaganti and Greene, (2002) and Menzies et al., 

(2007) have argued that the impact of culture is a function of how embedded an entrepreneur 

is within a defined ethnic or racial community and that this function of context may influence 

motivations, strategy and performance.  

The conceptual importance of culture within the field of minority entrepreneurship overlaps 

with and is often associated with studies that take a social capital perspective on 

understanding the phenomenon (C. Galbraith, Rodriguez, & Curt, 2007; A.  Portes, 1998).  

These studies often look at the properties and effects of social capital within ethnic 

communities (enclaves, clubs), where it is conceptualized as a collective asset (a partially 

excludible public good) that is realized through specific types of networks (Bagwell, 2008).  

Factors such as level of embeddedness, network size and configuration, niche size, class, 

externalities derived from shared values, and temporal effects are often included and 

discussed in this theme (Assudani, 2009; Caulkins & Peters, 2002; Evans, 1989; Min, 1996; 

Senik & Verdier, 2008). This theme is often found to be intertwined with that of financial 

capital (especially the acquisition of resources), although it is argued that ethnic social capital 

also lowers the costs of acquiring resources, both financial and non-financial (A. Portes & 

Manning, 1986). Conversely, the lack of integrated mainstream networks can act as a barrier 

to obtaining financial capital (Pointer, Jackson, & Smith, 2004). 

This leads to a fourth theme identified in the literature that emerges as the need to overcome 

barriers that are derived from the social exclusion some minorities face (Johnson et al., 2007). 

Some ethnic minorities are forced into self-employment due to discrimination while others 

make up the available labor pool for other ethnic entrepreneurs (Light, 1972; Light, Sabagh, 

Bozorgmehr, & Der-Martrosian, 1994). The characteristics and nature of these barriers can 



range across race and ethnicity to groups and specific spatially defined communities 

(Teixeira, 2001; Wood & Davidson, 2011).  Of the wide array of areas that pertain to social 

exclusion, the lack of access to educational programs stands out on its own.  Thus the theme 

of human capital is also highly evident within the minority entrepreneurship literature.  

Minority entrepreneurs, their communities and networks are often lacking in core skills, such 

as language, and may suffer from educational or experiential deficiencies relative to those 

with non-minority status (Johnstone, 2008; Sahin, Nijkamp, & Stough, 2011). These 

deficiencies thus present an important role for targeted entrepreneurship education programs 

(Hussain, Scott, & Matlay, 2010; Menzies et al., 2007).    

  

Summary of the Framework 

The framework laid out provides a general overview of many of the broad issues and themes 

discovered to be important with respect to discerning and understanding the many highly 

diverse contextual situations that are faced by minority entrepreneurs and the 

motivations/agendas that drive them.  Overall, the literature on ethnic entrepreneurship 

suggests that the phenomenon is linked to not just wealth creation and economic progress, but 

social integration/mobility and other non-economic outcomes.  Several conceptual advances 

have been made with respect to the linkages between types of enclave economies and social 

capital, levels of embeddedness, transnationalism and the value and nature of non-economic 

effects.  However, there is a great deal of variance in the contexts, patterns and outcomes 

involved; members of the same ethnic group may employ a vast array of strategies and 

decision making process in different places and at different times (Stiles & Galbraith, 2004). 

For instance, social capital formed in different ethnic contexts may have different values, and 

what appears to be positive social capital in one group may not have equivalency in others 

(Zhou, 2004). It is perhaps the heterogeneity of the many contexts from which 

entrepreneurial opportunities may potentially emerge that is the most dominant theme found.   

 

DISCUSSION AND IMPLICATIONS 

Our findings show that an argument for the distinctness of Indigenous entrepreneurship may 

be overstated and depends upon whether or not researchers use an ontological perspective 

that views the process as primarily a community based activity. Redressing systemic 

disadvantage arising from colonization, nation building/self determination and a greater 



reliance/focus on institutions and land differentiate it from minority entrepreneurship when 

viewed through this lens. Yet there are several key issues and factors that extend from the 

literature on minority entrepreneurship that may be insightful to researchers who study 

Indigenous entrepreneurs.  

The first is the level of involvement of “self-identified” entrepreneurial individuals within the 

community (as a means for structurally defining the concept of “degree of Indigeneity” 

(Chaganti & Greene, 2002; Menzies, et al., 2007).  As it currently stands, the “degree of 

Indigineity” as a conceptual attractor is highly flawed as it is beholden to the many different 

perceptions, especially those of Indigenous people. This makes the concept ambiguous, hard 

(if not impossible) to measure and highly varied with respect to the specific contextual 

realities of Indigenous people around the world.  This makes it hard to frame and unwieldy to 

use. Due to the status of some Indigenous people’s around the world claiming both a self 

identified and a state applied aspect to it, there may be a better structure around the 

conceptualization of ‘Indigenous communities’ than within the minority entrepreneurship 

literature.  For example, North American Indigenous people’s have socially, politically and 

administratively been organized around traditional “Bands and or tribes”, and thus have a 

better foundational perspective to draw upon than “enclaves, or clubs”.     

 

Working from the “degree of Indigeneity” concept drawn from Hindle and Moroz (2009), the 

minority entrepreneurship literature may provide some much needed structure around issues 

such as embeddedness, indexes of community participation and other concepts that may help 

to formulate a better understanding of the actual weighting of the importance of “community” 

context for any proposed or evaluated entrepreneurial opportunity.  While it may be argued 

by Hindle and Moroz that culture and community are always an issue, the ‘dominant agenda’ 

of Indigenous entrepreneurship may be in fact moderated by how an individual or group 

relates back to its community and therefore, defines their values.  In effect, while the 

concepts of embeddedness and indexes of community participation may be helpful in 

conceptualizing this aspect of the Indigenous entrepreneurship phenomenon, it may be better 

framed within a continuum of connectedness to a specific or general community (and thus a 

means to determine how much of a role that contextualized factors described by the 

‘dominant agenda’ may actually play in the entrepreneurial opportunity process).  As well, 

researchers in minority entrepreneurship have dealt with the internal exclusion of members of 



an enclave or community and the effect that this may have on intentions or nascent 

entrepreneurship. Many examples of social and political exclusion may be held up within 

Indigenous Band’s and tribes that are similar if not parallel.  Furthermore, in Canada, the 

Indigenous population is split nearly halfway with respect to those who live in Band 

communities and those who live in cities (where concepts like ‘enclaves’ may be better 

suited). A conceptual continuum of the role that community factors play in the discovery, 

formation and growth of entrepreneurial ventures would be an improvement.   

Second, the review of minority entrepreneurship revealed a better application and 

understanding of social capital as a means for pursuing objectives and obtaining resources 

within well defined contextual circumstances (Chung and Whalen, 2006; Galbraith, et al., 

2007) and how it may impact upon the management of racially diverse firms that may be 

aligned with culturally defined objectives (Morris, 2005).  There is very little that is known 

about how social capital is created within an Indigenous context, exactly what defines it, its 

value, importance and impact upon non-Indigenous individuals, groups, organizations or 

markets, and whether or not special considerations need be made for it when considering 

alliances, partnerships and joint ventures.  It may be advantageous for Indigenous individuals 

and communities to be able to evaluate when to use different types of social capital in 

different situations, and when social capital derived within an Indigenous community may be 

de-valued or even negative.  There is a similar urgency for understanding the types of social 

networks that exist within an Indigenous context and the nature of the networks required to 

pursue different types of entrepreneurial opportunities.    

 

Third, the minority entrepreneurship domain is observed to place a greater emphasis on the 

internal workings and management of the firm.  Although “communities” are the most 

studied unit of analysis within Indigenous entrepreneurship (and agreeably, highly important 

when issues of governance are taken into account), the lack of research that focuses directly 

on the firms themselves and the study of the entrepreneurial processes engaged, may benefit 

from being firmed up.  Observations from the minority entrepreneurship literature show a 

tighter linkage between general theory, values and decision making strategies and the ethnic, 

immigrant or racially defined contexts from which they are drawn.  Specific to the strategies 

engaged by ethnic firms, the concept of “breaking out” may be well aligned and useful to 

current observed phenomenon within Indigenous contexts.  One of the nagging issues found 



within the Indigenous entrepreneurship context is the lack of innovative businesses that are 

being formed.  Especially in Canada, Bands are attempting to build and buy firms that will 

generate revenues and create jobs. Yet, most of the time, these ventures are limited in their 

growth potential, focused on satisfying community needs and not targeted at ‘breaking out’ 

into new markets.  While it has been observed that urban reserves are now positioning many 

Indigenous communities to do just that, little research on the phenomenon has been 

undertaken and whether or not these types of ventures may be detrimental or pose negative 

externalities to individuals, groups or communities.        

 

CONCLUSION 

In our evaluation, there are many implications that extend from the application and 

augmentation of theory, concepts and practice from the minority entrepreneurship literature 

to provide new insights into research problems and future research areas for Indigenous 

entrepreneurship scholars.  The prevalence and importance of community and an individual’s 

embeddedness within it, the function of social capital and network formation in an 

Indigenous context, and the focus on strategy and decision making processes outside of and 

in relation to the ‘cultural and value’ seeded penumbra of the dominant agenda, all may be 

used to enhance current theoretical models of Indigenous entrepreneurship.  Perhaps more 

important, this review does provide evidence that while the two literatures are most definitely 

distinguishable, they may be more in common with each other than previously framed.  

While the distinctness of plight of Indigenous people, evidenced by the evolution of the 

colonial conditions that lead to social disadvantage through the erosion of culture, values and 

tradition and a vital understanding of these conditions through a structurally informed 

understanding of context is not an issue of contention, there are some issues with respect to 

“doing” entrepreneurship that are not.  Patterns of convergence between the literatures 

suggest that the move toward fencing off a sub field of entrepreneurship that is ‘distinct’ may 

not be as important to the development of the field as importing from and contributing back 

up to mainstream areas of the a very much dynamic and changing domain of study.  This 

paper will hopefully contribute to the further need for better understanding the specific 

context that is critical to phenomenon, in a way that opens up future research pathways that 

blend with and influence what we talk about; when we talk about entrepreneurship. 
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INTRODUCTION 

 

This is an exploratory paper in which we examine the Māori notion of whanaungatanga and 

the relevance it may have to the family business concept of familiness in Aotearoa New 

Zealand.  Māori are the indigenous people of New Zealand (NZ), and Aotearoa the traditional 

Māori name for this country.  We propose that whanaungatanga - broadly described as 

kinship relationships that develop a sense of belonging (Henare, 1988) - as one of the cultural 

tenants of a Māori worldview - could be a critical source of leverage for Māori businesses.  

We also suggest that familiness is an inherent structure within Māori organisations, family 

business or otherwise.  Familiness denotes the distinct set of resources and capabilities held 

within the family firm that has the potential to create competitive advantage (Habbershon & 

Williams, 1999).  This paper puts forward the notion that familiness may have some 

correlation to spiritual and physical cultural notion of whanaungatanga, yet the latter has the 

potential to extend much further.   

 

Family systems and networks are based on obligation, and membership often compulsory and 

fixed provides a well-developed personal and communal identity (Rahman, 2011).  This 

paper explores these intrinsic principles in a bid to understand what whanaungatanga can 

contribute to family business and its literature, and how the inherent desire to tend to 

spiritual, environmental social and cultural, and human capital can provide economic 

advantage.    

 

We have used the term umanga whanaungatanga to denote family business within a Māori 

context.  Umanga is used widely to denote business but can also mean ‘pursuit’ (Williams, 

1992 [1844]).  The NZ Law Commission (2006) whose purpose as an independent Crown 

entity is to review the laws of Aotearoa New Zealand deems umanga as a community 

undertaking not limited to purely commercial endeavours.  Thus we suggest that umanga 

whanaungatanga is the pursuit of communal and collective business ventures.  In a 

collectivist society, such as that of Māori, communities believe life to be a holistic system.  

The environment, culture and society, spirituality and economy are all interconnecting 

processes that cannot be seen in isolation (Cajete, 2000; Marsden, 2003; Spiller, Pio, 

Erakovic, Henare, 2011; Suzuki et al., 1997).  In contrast to the dominant Anglo-NZ view 

that family and business overlap, umanga whanaungatanga is the concept of umanga residing 
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within the realm of whanaungatanga.  As echoed in other Indigenous societies, human life 

and activity dwells within the community context (Cajete, 2000).    

 

 

      

Figure 1: Anglo-NZ Family Business Model  Figure 2: Maori Business Model  

 

In this paper we first describe the background to the paper, a brief understanding of the 

theoretical lens used to frame this paper.  The next section explores the notion of 

whanaungatanga and its many facets of whānau, whanaunga, and whakawhanaungatanga, as 

well as the ethics that underpin this principle.  We then examine the notion of familiness and 

its relation to social capital; followed by our interpretation of what a Māori view of 

familiness looks like.  The principle of kotahitanga is then considered and we highlight the 

advantages of enacting whanaungatanga.  We briefly summarise some of the issues 

concerned with these reciprocal relationships before finishing by outlining the limitations of 

this paper.   

 

THEORETICAL FRAMEWORK 

 

The Māori economy as an Indigenous economy of Aotearoa New Zealand has a long and 

flourishing history with beginnings in the Austronesian cultures and languages of South East 

Asia dating back 5000-7000years ago and thus they carry a history and wealth of knowledge 

that can inform modern business practices (Henare, 2000).  The social organisation of 

Indigenous society underpinned commercial success whereby whānau and hapū 

(social/family units) were akin to corporate organisations (Marsden, 2003; Petrie, 2006).  

Indeed family or kinship systems are the oldest, most prevalent and established organisational 

entities of human history (Rahman, 2011).  However, since colonial times, significant 

political and social impacts experienced by Māori led to a decline in Māori development 

FAMILY BUSINESS 

 

 

 

UMANGA 

WHANAUNGATANGA 
 



4 
 

(Best & Love, 2011; Spiller et al., 2011).  Recently there has been resurgence in the Māori 

economy (Durie, 2003; Henare, 2011; TPK, 2007) and research has shown that Māori are 

highly entrepreneurial when compared to other developed countries (Frederick & Chittock, 

2006; Frederick & Henry, 2004).  Yet there is little exploration into how Māori can cultivate 

entrepreneurship by using their own distinctive cultural values (Durie, 2003; Haar & 

Delaney, 2009).  As an integral part of the Aotearoa New Zealand economies, and with the 

potentiality of significant growth, there is a need for further study into motivations of Māori 

in entrepreneurial activity (BERL, 2010; Haar & Delaney, 2009; NZIER, 2003).   

 

This paper is an exploratory study that aims to bring Māori cultural notions to the forefront 

allowing Māori the space to determine their own business principles, and define practices of a 

culturally appropriate nature within an Anglo-NZ dominant framework.  There exists an 

assumption that conventional business ideology can be applied to a Māori framework without 

modification; it is Māori who are expected to adapt (Durie, 2003).  Durie (2003) expresses 

caution with this inference, as it cannot be supposed that Māori businesses are driven by the 

same philosophy as that which underpins conventional business wisdom, that is, the single 

profit-driven bottom line.   

 

WHANAUNGATANGA 

 

Whanaungatanga is a complex word that is made up of many parts.  Whānau is the root word, 

that is prefixed, suffixed, or both to convey meaning (Tinirau, 2010).  The concept of whānau 

has been evaluated and defined in many ways.  Not only is there no single definition of 

whānau, but each whānau group demands different obligations and responsibilities (Durie, 

1997; Tinirau, 2010).  Literally translated, whānau denotes extended family, or to give birth 

(Williams, 1992 [1844]) and refers to those with a shared whakapapa (descent from a 

common ancestor) (Durie, 1997).  As the primary social unit of Māori society, it often 

consisted of three to four generations at any one time (Henare, 1998; Metge, 1995; Walker, 

1990).  This differs from the conventional description of a nuclear family and Williams (1992 

[1844]) questions whether Maori had any real comprehension of the family as a single unit.  

Formerly, whānau were responsible for both the social and economic management of 

domestic life.  However, due to socio-economic changes in Aotearoa New Zealand in recent 

decades, the contemporary sense of whānau has transformed dramatically from these classical 

notions (Durie, 1997; Metge, 1995).  Whilst some argue that these changes have rendered 
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whānau as insignificant, others claim that whānau have simply adapted to stay relevant 

(Durie, 1997).  Metge (1995) contends that traditional principles - referred to here are kawa
1
 - 

should not be confused with classical processes of the 18
th

 and 19
th

 century.  Kawa is 

rendered as knowledge handed down from the spiritual world, that which remain steadfast 

and relevant through time, such as the principles of kaitiakitanga (guardianship) and 

whanaungatanga.  Tikanga is the man-made directives of how these kawa are understood and 

enacted and can vary between whānau (Henare, 2005).  It is the whānau processes and 

activities that have adapted through the ages to suit each environment.  Thus Metge (1995) 

argues that rather than being perpetual and static, the whānau is constantly developing 

according to context. 

 

In today’s contemporary society, whānau has extended beyond the classical description of 

whakapapa and now incorporates a wider sense of community (Haar & Delaney, 2009; 

Metge, 1995).  It is often applied metaphorically to denote a group of like minded people who 

share a common kaupapa or purpose.  This group use the whānau as the primary reference 

model, adhering to traditional whānau values.  The central unifying principle then becomes 

the kaupapa as opposed to ancestry (Metge, 1995).  Bishop (2008) describes whānau as “a 

location for communication, sharing outcomes and constructing shared common 

understandings and meanings” (p. 158).   

 

Māori also refer to whanaunga, rendered as ‘relative’ in the widest sense.  Whanaunga are 

connected in various ways, and can belong to multiple whānau (Metge, 1995).  As Bishop 

(2011) explains, when Māori introduce each other as whanaunga, “we are introducing part of 

one to another part of the same oneness.  Knowing who we are is a somatic acknowledgment 

of our connectedness with and commitment to our surroundings, human and nonhuman” (p. 

13). 

 

The principle of whanaungatanga recognises the significance of networks and relationships 

(Māori Economic Development Panel, 2012).  Bishop (2011) describes it as both a value and 

a social process of connectedness and engagement.  Expressed as the “cement that holds 

things Māori together” (Ritchie, 1992, p. 67), it binds people through responsibility and 

obligation (Durie, 1997; Ritchie, 1992).  With reciprocity at the heart of this notion, 

                                                            
1 It is noted that there are some dialectical differences in the use of kawa and tikanga 
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whanaungatanga develops a deep-seated sense of belonging (Henare, 1998).  Durie (1997) 

sees it as an active process: the way in which the bonds of whānau are strengthened.  Whānau 

have a significant role in Māori development and to achieve this, there is no room for 

passivity.   

The family is one of the few institutions in an increasingly competitive society 

which is able to balance individualism with collective responsibility: whānau are 

more likely to operate as a collective (Patterson 1992); indeed, individual 

pursuits or achievements are often given little importance unless they are seen as 

part of the wider group’s aspirations (Durie, 1985).  At the same time, whānau 

have the capacity to empower individual members to realise competitive goals 

and to enhance individual standing. (Durie, 1997, p. 12) 

We can deepen this term by adding the causative prefix of whaka to whanaungatanga which 

brings belonging into effect: whakawhanaungatanga is the seen as the development and 

enhancement of relationships and linking people through whakapapa (genealogy) (Tinirau, 

2010).  As whakawhanaungatanga refers to the development and advancement of 

relationships it has been applied in many different contexts (Tinirau, 2010) including research 

(Bishop, 2008), education (Bishop, Berryman, Cavanagh & Teddy, 2007), and business (Haar 

& Delaney, 2009).   

 

As is the interwoven nature of Māori society, whanaungatanga is not a stand-alone concept.  

It is underpinned by the relational values such as mana, tapu, wairua and hau.  Henare (2001, 

2003) developed He Korunga o Ngā Tikanga: a matrix of ethics and morality that constitutes 

a Māori worldview of the interconnectedness of Māori principles in a relationship of 

reciprocity and respect.  All ethics are interdependent illustrating that “in order to understand 

the whole one must understand the parts or put another way, in order to understand the parts 

one must understand the whole” (Henare, 2003, p. 88). 
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He Korunga o Ngā Tikanga
Spiral/Matrix of Ethics – The Good Life

tapu
mauri

hau
mana Whānaungatanga

belonging

Kotahitanga 
solidarity

wairuaTiakitanga
guardianship

M. Henare, 2001, 2003

te ao mārama

enlightenment, cosmos

te ao hurihuri

change & tradition

Manaakitanga/Atawhai

generosity

Tangata
humanity

Hohou rongo
Peace

 

 Figure 3: He Korunga o Ngā Tikanga 

 

 Tikanga te ao mārama (ethic of wholeness, evolving, cosmos) 

 Tikanga mana (ethic of power, authority, and common good, actualisation of tapu)  

 Tikanga hau (ethic of spiritual power of obligatory reciprocity in relationships with 

nature, life force, breath of life) 

 Tikanga mauri (ethic of life essences, vitalism, reverence for life) 

 Tikanga tapu (ethic of existence, being with potentiality, power, the sacred) 

 Tikanga wairua - wairuatanga (ethic of the spirit and spirituality) 

 Tikanga manaakitanga (ethic of love and honour, solidarity, reciprocity)  

 Tikanga hohou rongo (ethic of peace and reconciliation, restoration) 

 Tikanga tiaki – tiakitanga (ethic of guardianship of creation, land, seas, forests, 

environment) 

 Tikanga kotahitanga (ethic of solidarity with people and the natural world and 

common good) 

 Tikanga whānau – whanaungatanga (ethic of belonging, reverence for the human 

person) 

 Tikanga tika – tikanga (ethic of the distinctive nature of things, of the right way, of 

the quest for justice ) 
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 Tikanga te ao hurihuri (ethic of change and tradition) (Henare, 2003) 

 

As a business notion, whanaungatanga can be seen as a resource whereby the entrepreneur(s) 

can utilise the resources of the collective (Haar & Delaney, 2009).  A Māori worldview sees 

resources as being held within the people, a sharing of power that is defined by the whānau 

(Berryman, Bateman & Cavanagh, 2010).  As an ongoing process, whanaungatanga can be 

used in its traditional form as a means to establish and bolster alliances in an appropriate 

modern context (Tinirau, 2010).  Reciprocal relationships are premised upon the notion that 

enhancing the mana of others, will in turn enhance one’s own mana (Spiller et al., 2010).  

Through establishing and nurturing whanaungatanga, both within Māori businesses and with 

their counterparts, there is potential to gain competitive advantage through these strong, 

unique bonds (Haar & Delaney, 2009).  It can provide “guidance, cooperation and support in 

times of peace or trouble, and relationships such as these can be considered durable, strong 

and highly valuable” (Tinirau, 2010, p. 301).  This deeply ingrained value promotes strong 

loyalty and trust, and it is this “magic ingredient” (Ritchie, 1992, p. 69) that underpins the 

success of Indigenous business (Ritchie, 1992). 

 

FAMILINESS 

 

Families within family business are not mere individuals working together, but a unique 

system of family capabilities and interactions that define and differentiate the firm.  These 

firms have their own distinct cognitive mechanisms and philosophy (Rahman, 2011).  Family 

business literature has developed the term familiness to denote the set of resources and 

capabilities that are distinctive to a family firm due to the interactions between the family 

unit, its individuals, and the business, and as a means to differentiate between family and 

non-family business (Habbershon & Williams, 1999; Pearson, Carr & Shaw, 2008).  

Familiness has the potential to generate competitive advantages or disadvantages, termed 

distinctive and constrictive respectively (Chrisman, Chua & Steier, 2005).  Distinctive 

familiness denotes the positive effect of family involvement in the organisation.  It is the 

ability to generate competitive advantage, economic wealth, and enhanced organisational 

performance (Chrisman et al., 2005; Pearson et al., 2008).  Distinctive familiness is a 

representation of the aspirations and skill set of the family and is thus heavily influenced by 

noneconomic motives.  It is the social mission of the organisational purpose that gives the 

firm its distinctive culture (Chrisman et al., 2005).  Furthermore, family firms tend to 
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intentionally pursue a common vision that will continue to create wealth for future 

generations (Chrisman, Chua & Steier, 2005; Pearson et al., 2008).   

 

Social capital theory is used by Pearson, Carr and Shaw (2008) as a framework to identify the 

specific resources and capabilities of familiness and how these are created.  In broad terms, 

social capital refers to the set of resources (physical and intangible) that can be accessed by 

an individual or collective through social networks (Robinson & Williams, 2001).  Thus it is 

a tacit resource influenced by family history that renders it non-transferable.  Pearson et al. 

(2008) choose to conceptualise social capital along Nahapiet and Ghosal’s (1998) three 

dimensions of structural, cognitive and relational.  They put these elements forward as the 

specific resources and capabilities of familiness.  The structural dimension refers to the 

general properties of social interactions, the strength of network ties and the ability to utilise 

social networks.  Family businesses may possess advantage over non-family firms to employ 

existing network ties (Pearson et al., 2008).  The cognitive aspect of social capital 

incorporates the collective vision and purpose of the firm, as well as shared meanings, 

experiences and culture.  This cognitive element is a unique function of family history.  

Finally, the relational element is comprised of the resources that are developed through 

personal associations.  This can involve resilient trust (as opposed to the fragile trust most 

non-family businesses rely on), norms of collaboration, obligations via reciprocity, and 

collective identity.   These resource dimensions lead to enhanced capabilities that are 

beneficial to the firm including the efficient flow of information and cooperation.  In order 

for the effective development of social capital, Pearson et al. (2008) defined four conditions 

that must be present: time/stability, the capacity to develop, grow and sustain social 

relationships; closure, the ability to inhibit outside influences, protecting norms and identity; 

interdependence, as a function of shared interests (goals); and strong interaction.  These 

conditions are pertinent to family businesses and thus give family firms the potentiality to 

create more effective forms of social capital than non-family firms.  Simply, these 

aforementioned conditions are what produce distinctive familiness.
 
 

 

FAMILINESS IN A MĀORI CONTEXT 

 

Distinctive familiness as the product of effective social capital can be seen within Māori 

business.  Most Māori will inherently relate to the influence of familiness, yet we propose 

that a Māori worldview deepens these notions through the intrinsic value of whanaungatanga.  
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A Māori view of social capital sees whānau at the heart of all other relationships; whānau in 

its broad application becomes the community (Robinson & Williams, 2001).  Māori intensify 

the notion of social capital by encompassing cultural capital:      

Social capital is created through networks and relationships that are within all of these 

expressions of “family” (or community). Thus, in the Māori context, the distinction 

between cultural and social capital disappears. Cultural capital is an important aspect 

of social capital and social capital is an expression of cultural capital in practice. 

Social capital is based on and grows from the norms, values, networks and ways of 

operating that are the core of cultural capital.  (Robinson & Williams, 2001, p. 55)  

This merging of capitals is echoed in Henare’s (2011) definition of the four Māori well-

beings of which are spiritual, environmental, economic and that of socio-cultural or kinship.  

Thus the development of whanaungatanga, of kinship relationships can be seen as investment 

in social and cultural capital.  However it must be noted that although there is a theoretical 

separation of capitals, a Māori worldview sees them as part of a whole.  

 

It is these four well-beings of spiritual, environmental, socio-cultural (kinship) and economic 

that are the essence of a philosophy of Māoritanga (shared cultural identity) (Henare, 2011).  

It is argued that the objective of Māori business and its unique strength is to generate 

collective wealth in these broader spiritual, environmental, socio-cultural and economic 

realms.  Whilst these businesses aim to work within the market system to establish profitable, 

economically sound and sustainable enterprises, economic prosperity is depicted as a means 

to holistic wealth creation (Māori Economic Development Panel, 2012; NZIER, 2003; Spiller 

et al., 2010; Spiller et al., 2011; TPK, 2007).  As Indigenous enterprises tend to involve 

numerous stakeholders, the autonomy of the individual is overshadowed (Lindsay, 2005).  

Thus it is the perceived collective benefits such as boosting the mana of the collective, the 

protection of taonga (treasured things) or providing whānau employment opportunities that 

provide stronger motivation for Māori entrepreneurial activities than that of economic wealth 

creation (Haar & Delany, 2009). 

 

Spiller, Erakovic, Henare and Pio (2010) talk of ‘relational wealth’ within business, the 

acknowledgement that “the value generated through effective, stable and trusting 

relationships brings benefits beyond what can be measured in ‘profit’ terms alone” (p. 157).  

These authors have used a Māori framework to develop the relational wealth concept laid out 

by Leana and Rousseau (2000) who sees it as the economic advantage that stems from the 
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relations businesses experience with their workforce, as well as their external alliances in 

suppliers and communities.  Relational wealth is seen as an under-recognised, under-utilised 

and under-valued resource in the business realm; an intangible asset that can be utilised to 

create leverage (Leana & Rosseau, 2000).  Extending further than pure economic advantage, 

relational wealth in a Māori context can be developed though “valuing the intrinsic worth of 

others; demonstrating care, empathy, and respect; and seeking to base relationships on shared 

values” (p. 154).  It is premised on the notion of enhancing the mana of others.  Spiller et al. 

(2010) found that Māori businesses practice relational wealth through their creation of multi-

dimensional well-being.  The concept of relational wealth can be seen as the essence of 

whanaungatanga.   

 

In relating a Māori worldview to distinctive familiness we argue that Māori possess the 

distinctive resources to give them competitive advantage.  Forming the basis of Māori society 

are the interlocking networks between all living things.  Types of community, governance 

structures and service delivery are based on institutions of whanaungatanga (Robinson & 

Williams, 2001).  This structural dimension theoretically gives Māori an advantage over 

Anglo-NZ firms to employ existing network ties.  Shared meanings of both the cognitive and 

added spiritual dimension do not need to be limited to those within the whānau or business 

but can be extended to outside networks and all stakeholders.  Māori firms share the notion of 

holistic wealth creation with the community and other organisations, creating strong networks 

and thus competitive advantage.  Relational elements of personal associations are a product 

of cognitive and structural dimensions.  The four antecedents of social capital again can be 

seen in a traditional Māori worldview.  Māori tend to look strategically ahead with care and 

forethought for future generations.  This allows the space for the eternal perpetuation of the 

whānau, the factor of time and stability.  A solid base of Māori identity can create closure, a 

reaffirmation of Māori wisdom and the premise of the interdependence and interaction of the 

entire system of life.  Thus, these conditions that influence distinctive familiness, can be seen 

as aspects that lie within a Māori business.  Yet, familiness lacks the notion of mana and thus 

is too narrow for a Māori framework. 

 

When Māori capabilities of an entrepreneurial kind are unlocked, acknowledged and enacted, 

these cultural principles can create sustainable, wealth enhancing and competitive businesses.  
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In fact, Ta Tipene O’Regan
2
 (2008) has asserted that Māori organisations have struggled in 

the current market system due to their propensity to adopt the operating norms of a market 

driven society, those that are contrary to the traditional collective values of which they aspire 

to.  

 

KOTAHITANGA– ENACTING WHANAUNGATANGA 

 

In applying whanaungatanga, Māori businesses create belonging through constructing 

community with stakeholders, enhancing the mana of all involved (Spiller et al., 2010).  An 

intentional effect of whānau relations are the informal yet implicit affiliations based on 

obligation and reciprocity.  It is the integrity of the relationship that is of fundamental 

importance and these supersede formal associations and functional contracts (Robinson & 

Williams, 2001; Spiller et al., 2010).  As opposed to the dominant Anglo-NZ business 

objective of ‘profit-maximising’, Māori businesses can be seen to be ‘value-creating’.  

Whanaungatanga is a strategy that can generate added value or meaningful benefits to the 

business across multi-dimensional well-beings (Spiller et al., 2010).  Maori businesses are 

able to add value to stakeholder relationships by “deepening connections through shared 

values, aligning goals, and adopting a long-term outlook” (Spiller et al., 2010, p. 164) as well 

as through a profound spirituality, or wairuatanga.   

 

Māori are forward looking, with whakapapa, whanaungatanga, and mātauranga (knowledge), 

created and passed down with forethought to the future of coming generations.  Thus 

strategic planning is an inbuilt and under-recognised element of whanaungatanga.  As stated 

earlier, whanaungatanga can be used as the notion of leveraging off the collective; developing 

strategic alliances that create competitive advantage.  Durie (2003) outlines six key principles 

that commonly underpin Māori-centred businesses.  These consist of tuhono (alignment); 

pūrotu (transparency); whakaritenga (balanced motives); paiheretia (integrated goals); 

puāwaitanga (best outcomes); and kotahitanga (alliance).  It is kotahitanga, the principle of 

solidarity and alliance that we would like to explore further.  Kotahitanga promotes 

cooperation across entities: the process of acknowledging the mana of all involved and re-

establishing whanaungatanga (Ritchie, 1992).  Ritchie (1992) describes it as “becoming one 

out of many” (p. 72).  In too many cases, Māori organisations compete with each other for the 

                                                            
2 Sir Tipene O’Regan 



13 
 

same market share while joint ventures and the pooling of resources are left unexplored.  The 

reciprocity of business alliance is not ultimately about immediate economic return, but can be 

seen as “a qualitative state of reaching long-term equivalence that has spiritual as well as 

material dimensions” (Spiller et al., 2011, p. 164).  Collaboration can lead to greater scope 

and scale of commercial, economic and social opportunities  such as greater efficiency, 

reduced costs, added value, innovation, increased employment opportunities, greater levels of 

capital investment, and increased knowledge, all without compromising identity (Durie, 

2003; Māori Economic Development Panel, 2012; Spiller et al., 2011).   

 

Māori businesses that have a strong ethic of whanaungatanga are able to capture the support 

of the community for particular endeavours.  Hollow corporate rhetoric is swiftly recognised, 

but by acknowledging that business is an active participant in society and establishing 

relational social connections it can create reciprocal well-being and produce a ‘Māori edge’, 

or competitive advantage (Māori Economic Development Panel, 2012; Spiller et al., 2010; 

TPK, 2007).  Furthermore, Māori enterprises may be better aligned to deliver effective 

services to their community (Māori Economic Development Panel, 2012).  By keeping the 

lines of communication open, Māori organisations may be able to tailor their services to the 

market, as well the inherent promotion of community well-being.  In collectively building a 

shared vision, Māori businesses are able to build trust and thus a distinct advantage over 

those organisations that operate through the conventional hands-off approach (Spiller et al., 

2010). 

 

Whanaungatanga need not be isolated to the community or domestic level, but can extend to 

overseas markets.  In developing culture-to-culture connections with other kinship based 

cultures such as China who value culture before business, can open up and enhance off-shore 

trade (Māori Economic Development Panel, 2012).  In fact, success in global markets is 

determined by access to existing networks and the cultivation of new relationships (Chetty 

and Campbell-Hunt, 2003; Jaeger & Rudzki, 2007; Shaw & Darroch, 2004). 

 

As the recognition of whānau relationships, whanaungatanga encompasses the traditional 

Māori teaching and learning relationship of potikitanga/rangatiratanga (Tapsell & Woods, 

2008), also referred to as teina/tuakana (Haar & Delaney, 2009).  This concept is the 

intergenerational knowledge exchange that occurs between the wiser, more experience 

rangatira and those younger, less experienced potiki.  This knowledge exchange based on 
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intergenerational learning strengthens the bonds of whanaungatanga and vital in the 

development of Māori entrepreneurial activity (Tapsell & Woods, 2008; Haar & Delaney, 

2009).   

 

ISSUES WITH WHĀNAUNGATANGA 

 

The practise of whanaungatanga as outlined above has the potential to produce many 

advantages for Māori business, however, this needs to be balanced against the conflicts and 

costs incurred by active participation of whānau members.  The assumption that 

whanaungatanga will produce only positive benefits, fails to recognise the personal and 

economic sacrifice that may occur (Durie, 1997).  Whānau members are obliged and 

expected to provide assistance via way of financial and/or emotional support as and when 

required, often forgoing self and/or family interests for the sake of the collective (Durie, 

1997; Metge, 1995).  This potential to enhance well-being of others is not indefinite.  Unless 

whānau members are supported themselves, their capacity to develop others is depleted 

(Durie, 1997).  Similarly, those who sacrifice too much of themselves may become resentful.  

Both the family member and the kaupapa may suffer if they lack commitment and passion 

(Lansberg, 1999).  Tensions over personal freedom, conflicting aspirations and/or loyalties, 

and economic demands must be managed to produce the benefits of whānau support, strong 

identity and access to resources and finance.  Whanaungatanga is dependent on active 

leadership (Durie, 1997).   Another aspect that must be recognised is the potential for a deficit 

in economic resources due to the increased effort invested in relationship building.  Although, 

this can be leveraged with the increased investment in social capital (Haar & Delaney, 2009). 

 

Although contemporary visions have extended the view of the whānau to a metaphorical 

level, these relationships are not guaranteed to produce the same results as the whakapapa 

based whānau.  Bonds are much harder to develop and maintain in metaphorical whānau due 

to the lower levels of obligation, and may not be as effective (Metge, 1995; Ritchie, 1992).  

Durie (1997) the high level of flexibility in the metaphorical whānau as both a strength and a 

weakness and a balance must be negotiated.  Widmer (2006) found that within friendship 

based family configurations, all members, blood relations or friends are deemed family, but 

are often kept separate.  This affected the research participants beneficially as they 

maintained structural autonomy.  However, we argue that when applied to business 

relationships, this has the potential to create a divide between kinship whānau and non-
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kinship whānau members.  Another dichotomy that much be negotiated is in the leadership of 

the whānau.  Kaupapa-based whānau the ancestral determinant of leadership is removed and 

offers more opportunity for the assertion of mana tangata (mana based on personal merits).  

However, the flip side of this is that egoistic tendencies and unhealthy rivalry have a greater 

space to flourish (Metge, 1995).  In applying the notion of whanaungatanga within non-

kinship whānau, that is in creating alliances with outside organisations, firms must be look at 

these networks strategically.  Basing the alliances on the whakapapa model and Māori values, 

firms much negotiate how to manage conflict as well as set clear guidelines on the expected 

levels of support (Metge, 1995).    

 

LIMITATIONS 

 

This paper is a theoretical view on the notions of whanaungatanga and familiness.  It is also 

experiential in that the actions of ancestors are constantly referred to and relived in new 

experiences.  Thus is likely to raise further questions, more than it answers.  But this allows 

the space for these questions to be posed, and a proposed research stream in which to answer 

them.   

 

Our research also supposes that Māori businesses all share the same inherited qualities and 

attributes, and the same vision of multi-dimensional well-being.  Nor has it differentiated 

between the many types of family or Māori businesses that exist.  The practise of 

whanaungatanga and the level of familiness may vary between each organisational structure.  

Each whānau has its own characteristics and effectiveness that arises from the personal 

qualities and capabilities of its members and the context in which it resides (Metge, 1995).  

Widmer (2006) has found that closely related family configurations produce different social 

capital to those with diverse friendship family structures.  Existing in whānau relationships 

are complementary pairs such as the aforementioned potiki/rangatira dualism.  Each role has 

a different purpose, but is reliant on the other to carry out their function.  This creates 

oppositional and co-operational tensions that must be balanced.  These conflicts are essential 

in whānau dynamic, but if left unmanaged they can undermine the solidarity of the whānau 

(Metge, 1995).  It is also assumed that whānau relationships and understandings of these 

relationships are strong to begin with.  Yet even within nuclear families, not all members 

strongly relate to each other (Widmer, 2006).    Inter-family conflict can be a barrier to 

establishing whānau relationships.  However, it must also be noted that discord may be a 
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source of dynamism.  Indeed kotahitanga is about allowing the space for all to be heard 

(Ritchie, 1992).   

 

We have focused on distinctive familiness, that which has positive consequences, and 

likewise assume that whanaungatanga bonds will have beneficial to the business.  Yet 

Nahapiet and Ghoshal (1998) note that social capital is not always advantageous, but can also 

impact negatively.  Binding social capital, that of dense interconnected networks facilitates 

trust and cooperation but can also be a barrier to individuality outside of the family system 

(Widmer, 2006).  Strong identity and closure, whilst producing positive group performance, 

can also generate group blindness, group think, and an unwillingness to take on other 

information or alternatives.  In addition, the family is a powerful influence on the identity and 

dream development of its members, but this can also be a source of control that stifles 

individual aspirations (Lansberg, 1999).   

 

The reality of familiness is that it can impact positively and negatively on an organisation.  

The competitive advantage is not seen in the resources themselves, but in the way the firm 

manages these potentially opposing forces (Irava & Moores, 2010; Nahapiet & Ghoshal, 

1998).  Enacting effective whanaungatanga relationships is dependent on active leadership 

and communication.   

 

CONCLUSION 

 

This is an exploratory paper that looks into the Māori principle of whanaungatanga and the 

family business construct of familiness to determine if there is a connection.  Some may 

question the value of comparing and indigenous concept with an Anglo notion, arguing that 

indigenous knowledge needs the space to stand alone as its own concept.  We agree with this 

argument and do see umanga whanaungatanga as a concept unto itself.  The comparison with 

the Western construct of familiness is to infuse alternative thinking and worldview into the 

current literature, to give it a pathway to permeate mainstream frameworks.  We feel this 

paper serves its purpose as an act of self-determination: affirming the existence of Indigenous 

knowledge that has been largely ignored in Western systems, which according to Battiste 

(2002) is the role of the Indigenous scholar.   
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As is the case with family business, the objective of a Māori enterprise goes beyond the 

pursuit of individual economic well-being.  The purpose of Māori business is the creation of 

wealth in its holistic sense encompassing spiritual, environmental, socio-cultural, and 

economic well-beings (Spiller et al., 2010; Henare, 2011).  Whānau are at the centre of all 

dimensions, ultimately underpinning the success of economic entities (Māori Economic 

Development Panel, 2012).  It is through the institution of whanaungatanga that adheres to 

traditional values that we can enrich the collective wealth of the community (NZIER, 2003; 

Spiller et al., 2011).  Reciprocal relationships of respect are at the heart of Indigenous culture; 

common good is reliant on the well-being of all realms (Henare, 1988; NZIER, 2003; Spiller 

et al., 2010).  Whanaungatanga commands commitment and responsibility from whānau 

members.  It is seen as a resource to proactive self-determination (Metge, 1995).   

 

By focussing on holistic and communal well-being, partnerships and strategic alliances with 

the community, suppliers and other stakeholders can be formed that will be beneficial for the 

development of all parties (Spiller et al., 2010).  As Māori are more concerned with the 

quality of relationships, a sustainable connectedness can be established that engenders trust 

and good faith, and ultimately competitive advantage (Spiller et al., 2010).   

 

Whanaungatanga is seen as the process of whānau empowerment, the construction of new 

resources and capabilities to create sustainable wealth creation along spiritual, environmental, 

socio-cultural and economic dimensions.  In a world that emphasises individual autonomy, it 

is the family and whānau that we must look to in order to reclaim a sense of humanism, the 

spirit of collective responsibility and cooperation (Durie, 1997).   
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SUMMARY 

 

In 1734 Richard Cantillon introduced the term ‘entrepreneur’ (Cuevas, 1994) as a 

label for a trader who undertook risk by buying at a certain price and selling at an 

uncertain price. This definition has evolved in ways that often resulted in indigenous 

people not viewing themselves as either being entrepreneurs or having the potential to 

become entrepreneurs. Inspired by the stories of Maui, Keelan and Woods (2006) 

introduced the term Mauipreneur in order to create a culturally located model of 

entrepreneurship and re-affirm the existence and potential for Maori entrepreneurship. 

This paper uses data from a study of Maori enterprise development narratives in order 

to explore the relevance of this concept to the experience of contemporary Maori 

entrepreneurs in the tourism sector. It examines how these narratives position Maori 

entrepreneurs in relation to contemporary concepts of entrepreneur and Keelan and 

Woods’ (2006) model. It aims to understanding whether either captures the sense the 

Maori subjects made of their enterprise development and, in so doing, it is hoped it 

will provide insights that can inform aspiring Maori entrepreneurs and contribute to 

discussions about the value of culturally differentiated models of entrepreneurship. 
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INTRODUCTION 

The label ‘entrepreneur’ has attributes attached to it so those using the term can 

identify those who warrant the label and those who do not. According to Cuevas, 

1994), the term was first used by Richard Cantillonin in 1734 to signify an individual 

conducting commercial transactions that involved taking a risk to achieve financial 

gain. This European narrative of commercial activity represented the entrepreneur as 

an individual economic agent motivated by improving their personal economic 

situation. This view of entrepreneurship and the entrepreneur is challenged by Keelan 

and Woods’ (2006) who coined the term ‘Mauipreneur to capture a more socially 

distributed and holistic concept of the entrepreneur. This alternative model is based on 

themes identified from the stories of Maui. These stories are korero tawhito; stories 

used to transmit to successive generations the philosophies, values, ideals, and norms 

of Maori society As such, they provide outward projections of an ideal against which 

human performance can be measured and perfected (Walker, 1978). 

This paper compares the themes contained within the enterprise development story of 

eight Maori tourism entrepreneurs collected as part of a PhD study into Maori and 

non-Maori European small to medium enterprises (SMEs) in the tourism industry 

with the themes contained within Keelan and Woods’ (2006) Mauipreneur model. 

The intention is to establish whether the stories of contemporary Maori, who meet the 

criteria of contemporary entrepreneurs, experience their enterprise development 

activities in ways consistent with the philosophies, ideals and or norms from the 

korero tawhito of Maui. If so, such accounts could assist in understanding Maori 

entrepreneurship and provide insights that will foster entrepreneurial activity among 

Maori. 

 

THE POWER OF STORIES 

A story or narrative is a form of communication that is based on structure rather than 

content (Rayfield, 1972). According to Pichert and Anderson (1976) individuals 

impose structure on communication through the imposing of high level schema. It is 

these schema that help us recognise what is a story. For Fisher (1987) stories contain 

symbolic actions that have sequence and meaning for those who live, create, and 

interpret them. A story is a recollection of an event, where the experience is 

sequenced, possible explanations for it outlined, and a chain of events that shape 

individual and social life explored (Jovchelovitch and Bauer, 2000). Stories differ 

from other forms of communication in that embedded in stories are accounts of an 

individual’s life that describe events and explanations for how those events occurred. 

Stories and the accounts embedded in them, both, implicitly and explicitly, can 

operate as powerful vehicles for conveying meaning to others and ourselves. 
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According to Fisher (1987, p. 9) ,“all forms of human communication need to be seen 

fundamentally as stories – symbolic interpretations of aspects of the world, occurring 

in time and shaped by history, culture, and character.” The stories or narratives we tell 

about ourselves or others reflect our sense of ‘self’ and ‘other’; they are a means of 

‘making sense’ of our social world, and sharing that ‘sense’ with others” (Turner, 

1999, pp. 78-79). In so doing, they can communicate valuable ideas, insights, and 

lessons to others.  

The use of stories to conveying ideas, insights and lessons to others is part of all 

human cultures; however the vehicle used to convey the story has varied over time 

and between cultures. For example, in the West morality plays re-enacting stories 

from the Christian Bible that were popular in the Middle Ages have been replaced by 

movies such as ‘The Lorax’ which contains a strong conservation message to its 

audience. When a scholar talks of stories or narratives we cannot assume they are 

referring to the same thing, however.  

 

Korero tawhito 

In Maori society those stories that contained lessons for their audience were labeled 

korero tawhito. According to Walker (1978) korero tawhito are outward projections 

of an ideal against which human performance can be measured and perfected. The 

stories of Maui (a Polynesian demi-god) are korero tawhito, reflecting the 

philosophies, ideals, and norms of Maori tipuna (ie., ancestors) towards enterprise. 

Reviewing the stories of Maui, Keelan and Woods (2006) recognised some behaviour 

that was encompassed by the Western label of ‘entrepreneur’ and also consistent with 

a Maori cultural view. Seeking to re-affirm the potential for Maori entrepreneurship, 

Keelan and Woods (2006) turned to the stories of Maui as the basis for creating a 

model of Maori entrepreneurship, and in so doing introduced the term Mauipreneur 

into the literature on entrepreneurship.  

 

Korero a nga tupuna  

Korero a nga tupuna are Maori stories that are equally as powerful as korero tawhito. 

They contain accounts of Maori tipuna that serve as powerful reminders of how 

entrepreneurial Maori were in the past. For example, Firth (1973) discusses how the 

East Polynesian people, tipuna of Maori, brought tapa cloth with them to Aotearoa 

New Zealand but the climate was too cold for the mulberry-tree (aute) from which it 

was made to flourish and there were no substitute trees in their new homeland from 

which good bark cloth could be made. Faced with this problem they assessed the 

natural resources available to them and began using the fibre of the flax as a substitute 

from which clothing could be produced.  

 

There is clear evidence that, in response to contact with Europeans, Maori 

entrepreneurs took advantage of new products and technology to enter into 

commercial ventures. As Wright (1967, p. 195) records, “Some tribes pooled money 

to create capital with which to buy mills for grinding wheat and ships for transporting 
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heavy cargoes.” In fact, Maori entrepreneurs were crucial to the existence and success 

of new European settlements in Aotearoa New Zealand. As Hargreaves comments:  

 

“Particularly in the earlier years, large quantities of Maori grown produce 

played a significant part in feeding the European population of the Auckland 

Province, and provided an important contribution to the exports of the young 

settlement (1959, p.63).  

 

In adapting their East Polynesian lifestyle to the colder climate of New Zealand and 

recognising the opportunities presented by European settlers, Maori demonstrated 

their capacity for entrepreneurship. They engaged in initiative-taking, organising and 

reorganising social and economic mechanisms, and accepted the possibility of risk 

and failure; all examples of entrepreneurial behaviour (Hisrich and Peters, 2001) as 

defined by the European scholars discussed in the following section.   

 

THE EMERGING CONCEPT OF ‘THE ENTREPRENEUR’ 

In his Essaisur la nature du commerce en general, published in 1755, the French 

economist Richard Cantillon provided the first clear definition of an entrepreneur as a 

person who pays a certain price for a product to resell it at an uncertain price, thereby 

making decisions about obtaining and using resources while consequently assuming 

the risk of this decision (Cuevas, 1994).   

Cantillon viewed entrepreneurs as independent actors who consciously made 

decisions about resource allocations and were prepared to accept financial risk. His 

conception views the entrepreneur as an individual who could identify consumer 

wants and price differentials between two or more markets. In outlining the economic 

function he perceived entrepreneurs fulfilled Cantillon is credited with giving the 

concept of entrepreneurship a central role in early economic theory (Spengler, 1960).   

Quesnay; a French economist of the Physiocratic school; writing after Cantillon, 

generally agreed with his conceptualisation of entrepreneurs, but introduced the idea 

that entrepreneurs were not only risk takers and resource coordinators but also 

managers and innovators, stating “the entrepreneur bears uncertainty, organises and 

supervises production, introduces new methods and new products, and searches for 

new markets” (Hoselitz, 1962, p.247). 

In Reflections on the Formation and Distribution of Wealth; published in 1766; 

Turgot; another French economist; differentiated between being a ‘capitalist’ and an 

‘entrepreneur’ (Tuttle, 1927).  Turgot conceptualised capital as purely a store of 

wealth and that investing in a business made a ‘capitalist’ an ‘entrepreneur’. Turgot’s 

entrepreneur was a capitalist who become bound like a wage-earning labourer, to a 

particular labour, as an individual actively engaged in making his or her business 

yield a profit (Turgot, 1921).  
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Adam Smith’s Wealth of Nations redefined entrepreneurship for the English speaking 

world by viewing an entrepreneur as someone who undertook the formation of an 

organisation for commercial purposes, providing the necessary financial capital to 

establish the enterprise but not expecting to contribute their labour to any significant 

degree; in expectation of a profit (Smith, 1776). After the publication of the Wealth of 

Nations, Adam Smith’s version of the entrepreneur as a capitalist employer became 

traditional in England (Tuttle, 1927). Smith, like Cantillon and Turgot, viewed 

entrepreneurs as individuals who reacted to economic change, thereby becoming the 

economic agents who transformed demand into supply.  

The French economist Jean Baptiste Say re-emphasised the personal capacities and 

activities of the entrepreneur in organising and directing their business (Tuttle, 1927). 

Jean Baptiste Say in his Traité d’ éeconomie politique, like Turgot, viewed the 

personal entrepreneur as the pivot of the whole system of production and distribution. 

Say described an entrepreneur as one who possessed certain arts and skills for 

creating new economic enterprises, yet was also a person who had exceptional insight 

into society’s needs and was able to fulfill them ([1803] 2001).   

In 1848, British economist John Stuart Mill elaborated on the necessity of 

entrepreneurship in private enterprise in his book Principles of Political Economy. 

Mill attempted to combine the views of both French and English economists 

regarding entrepreneurship. To Mill an entrepreneur was first a ‘capitalist’, advancing 

the expenses of production, but also a ‘business owner’; embarking on business on his 

own account, and exposing his capital to some and in many cases a very great danger 

of partial or total loss (Mill, [1848] 1909). Mill like Turgot also viewed the 

entrepreneur as a worker in his own enterprise. After Mill’s publication the term 

entrepreneur subsequently became common as a description of business founders.   

Mill’s recognition of the role of entrepreneurs in production was expanded upon by 

Carl Menger; an Austrian economist and the founder of the Austrian School of 

economic thought. In his Principles of Economics, first published in 1871, Menger 

gave entrepreneurs the central role in production; as change agents who transform 

resources into useful goods and services, often creating the circumstances that lead to 

industrial growth.  

Menger viewed the entrepreneur as an individual who was quick to notice or 

understand changes in the world around them; a person who could then envision 

necessary or desirable transformations and was able to create the means to implement 

them (Menger, [1871] 1994). However Menger, like previous economists, continued 

to be concerned solely with the function of entrepreneurs within an economy rather 

than trying to understand ‘who’ entrepreneurs were. He continued to view the 

economic function of entrepreneurs as one of responding to supply; as opposed to 

creating demand; through the creation of new products. 
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Schumpeter, an economist and political scientist born in Moravia (today the Czech 

Republic) broke from this position. Instead of conceptualising entrepreneurs as 

individuals who merely respond to existing consumer wants through providing 

existing products; like Quesnay he re-introduced the idea of the entrepreneur as an 

innovator; introducing new products to the market place. Thus, Schumpeter viewed 

the role of an entrepreneur as the creation of new circumstances rather than merely 

being alert to new opportunities in existing circumstances (Schumpeter, [1912] 1961). 

Schumpeter’s entrepreneur, while not an inventor; is an innovator exploiting in novel 

ways what has already been invented; creating new products to meet consumer wants 

(Schumpeter, [1912] 1961). From this perspective, entrepreneurs are destabilising 

agents within an economy because they change existing distribution channels and 

techniques of production, creating new industries and sometimes destroying existing 

ones. In so doing, Schumpeter felt entrepreneurial action resulted in better use of 

capital and knowledge by improving macroeconomic growth and increasing 

productivity.  

Entrepreneurs according to Schumpeter were not just the ‘independent’ business men 

of Smith, Say and Mill, but all those who actually fulfil the function even if they are 

‘dependent’ employees of a company (Schumpeter, 1950 [1942]). Unlike other 

economists, Schumpeter did not consider operating an established business entitled an 

individual to be classified as an entrepreneur. He believed to be an entrepreneur the 

individual had to perform the entrepreneurial function (Schumpeter, 1950 [1942]). 

Leibenstein; an Ukranian-born Canadian economist; envisaged the entrepreneur as, on 

the one hand, performing the managerial function and, on the other hand, possessing a 

certain psychological capacity to stimulate (energise) entrepreneurial organisations 

(Cuevas, 1994). Leibenstein’s labelled this capacity the ‘X-efficiency factor’, which 

encompasses an individual’s managerial skills and relations with labour to explain an 

organisation’s productivity. First advanced in 1966, his theory was fully set forth in 

Beyond Economic Man (1976) and has since been applied to business organisations. 

This and more contemporary literature suggest that the concept of entrepreneurship is 

still evolving and remains contested although Hisrich and Peters (2001) contend that 

almost all of the definitions of entrepreneurship agree that it encompasses a kind of 

behaviour that includes initiative-taking, organising, and reorganising social and 

economic mechanisms, and the acceptance of risk and failure by an individual for 

individual gain. 

Such conceptualisations of the entrepreneur are often seen as exclusive as opposed to 

inclusive, encouraging neither women nor indigenous people to view themselves as 

either entrepreneurs or having the potential to become entrepreneurs (Stevenson, 

1990, Foley, 2007).  
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This is because such conceptualisations either implicitly or explicitly are applied to 

individuals who are male, of European ancestry and the creator of a large; publicly 

visible enterprise (e.g., Sir Richard Branson, founder of the Virgin group of 

companies) and do not capture collective and social approaches towards and for 

entrepreneurship. 

Sir Richard Branson’s story is well known and provides inspiration for individuals 

who see in him characteristics that they share; being male, of European ancestry, and 

highly competitive and individualistic. As such Sir Richard Branson’s story generally 

does not inspire women and indigenous people who are more collaborative and 

collective in their world view (Stevenson, 1990, Foley, 2007).  

The Mauipreneur 

Keelan and Woods’ (2006) questioned the ability of contemporary characterisations 

of the entrepreneur to capture the enterprising behaviour of Maori so they turned to 

the characterisation of enterprising behaviour in the korero tawhito of Maui, one of 

Maoridom’s most enterprising tipuna. Their model of the ‘Mauipreneur’ presents a 

more socially distributed and holistic concept of the entrepreneur than has emerged 

from European scholarship. Their analysis of the Maui stories revealed Maui was a 

‘risk taker’ who saw opportunity (was ‘perceptive’) where others accepted the status 

quo, a leader who took the ‘initiative’ taking action that benefited humankind, an 

‘innovator’ who found new ways of solving old problems, and also a ‘resource co-

ordinator’ (2006). The qualities of Maui are all aspects of the Western discourse on 

entrepreneurship and Keelan and Woods’ Māuipreneur model was arrived at by 

analysing different versions of fifteen Māui stories for the key concepts they 

contained, which they found could then be organised under four tikanga (customary) 

principles. These are presented in Tables One to Five below. 

 

Table One: Tikanga (customary principles)   

Tikanga (customary 

principles) 

Explanation 

Mauri  Life force or energy 

Mana   

 

Relationships determining 

behaviour and authority and control 

Āta Planning and Research 

Arataki Leadership 

 

 

The root of tikanga is “tika” which translates as “right” (Cormack, 2000; Ryan, 2001). 

Practicing tikanga means behaving in the manner expected of you for any given 

situation (Cormack, 2000), and meeting your obligations and any conditions that a 

situation may impose on you (Ryan, 2001). 
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Table Two: Mauri key concepts 

Key Concepts 

Curiosity 

Planning 

Honesty 

Design and design features are important. 

Be aware of impact 

There are consequences. 

Sometimes there is failure. 

Sometimes good arises out of 

adversity. 

Give thanks. 

Know the opposition. 

 

According to Keelan and Woods (2006) entrepreneurial activity can be considered a 

separate life force that gains its energy from the person or people engaging in it. Pere 

(1982) defines mauri as the life principle of animate and inanimate things. According 

to Maori belief every individual has a mauri that remains throughout the existence of 

that individual (Pere, 1995). The idea that an enterprise has an energy or life of its 

own is not incompatible with western conceptualisations of enterprises being organic 

entities. 

 

Table Three: Mana key concepts 

Key Concepts 

Identity 

Honesty is important 

Exert control over situations 

Be aware of impact. 

Be aware of reputation. 

Appearance does matter. 

Resolve differences. 

You have to work to achieve. 

Share. 

Give thanks. 

When instructing, set conditions. 

Choose the right companions for the task. 

Keep things simple. 

 

“Mana in the Māui framework describes ‘relationships that determine behaviour’ and 

‘authority and control’ and how these are maintained” (Keelan and Woods, 2006, 

p.7). Marsden (1993) defines mana as spiritual authority and power, while Barlow 

(1991) describes it as power, authority and prestige. Mana is intangible, a quality 

possessed by people, animals and objects (Pere, 1995). The importance of 

relationships and power structures within organisations as long been recognised in 

management and organisational development literature.  
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TableFour: Āta key concepts 

Key Concepts 

Observation 

Practice, test equipment 

Competition, know the opposition. 

Caution 

Planning, plan for all possibilities, have a contingency plan, preparation. 

Learn, seek understanding. 

Reflection 

Look for examples. 

Be aware of impact, there are consequences. 

Be aware of reputation. 

Keep things simple. 

 

“Āta [our italics]focuses on people and their relationships, boundaries, safe space and 

corresponding behaviours” (Keelan and Woods, 2006, p.9). According to Keelan and 

Woods (2006), it conveys respect, reciprocity, and reflection. Āta also encompasses 

the idea of planning and management and reinforces the notion of relationships 

(Keelan and Woods, 2006). 

 

Table Five: Arataki key concepts 

Key Concepts 

Curiosity 

Take advantage of opportunities 

Nurturing, Mentoring. 

Observation 

Identity 

Planning 

Seek understanding 

Adopt roles 

Appearance does matter 

Failure may sometimes seem inevitable 

Learn from failure 

Resolve differences 

Work to achieve 

Know your limitations and when to ask for help 

When instructing, set conditions. 

Share 

Give thanks by celebrating. 

Choose companions for the task. 

Keep things simple. 

 

 

Arataki, according to Keelan and Woods (2006), is about exercising leadership. This 

dimension of their model focuses on the behaviour of Maui as a successful 

entrepreneur.  
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METHOD 

Enterprise development narratives or the story of how an individual developed their 

enterprise were chosen as the object of study because they capture the sense the 

individual entrepreneur makes of his or her decision to engage in entrepreneurship 

and how their social reality supports that decision (Turner, 1999). For the study 

reported here, a narrative was defined following the approach of Mills and Pawson, 

(2006) as a collection of accounts arranged temporally (sequenced across time) that 

contain characters, resources, circumstances. 

 

Enterprise development narratives were collected from eight Maori entrepreneurs who 

were identified from a list of Maori entrepreneurs provided by a Maori advisor who 

had worked closely with Maori entrepreneurs as part of a role created by a New 

Zealand government ministry to support Maori entrepreneurs. The Maori 

entrepreneurs on this list were contacted by telephone and invited to participate in the 

study. The eight who agreed were then interviewed using a semi-structured approach. 

The collection of the narrative began with the following initial open question from the 

researcher: 

 

I’d like to invite you to tell me the story of how you started your business 

venture. I am interested in what you do and the reasons why you made the 

decisions you did. Start where ever you feel the story begins. 

 

This approach of starting with an open conversational device has been successfully 

utilised by Hamilton (2006) and encourages respondents to feel at ease and respond 

freely. 

 

All the narratives were collected by the same researcher to ensure a consistent 

approach was used. We acknowledge, however, that by seeking such narratives for 

research purposes means these narratives will undoubtedly have a form that is 

different from the form they might have taken if they were told for some other 

purpose (Reissner, 2005). The narratives were created in a setting chosen by and 

familiar to each respondent - an approach endorsed by Riessman (2008) who states a 

good narrative interviewer seeks to make the respondent as comfortable as possible 

and allows them to develop their story in their own way.  

 

Narratives were taped and then transcribed. According to De Fina (2003) the 

conversion of a recorded conversation into a document is a process that is deeply 

interpretive; a process influenced by a researcher’s theoretical perspective, 

methodological orientation, and substantive interest (Riessman, 2008). The transcripts 

produced for this study included the researcher’s contribution to the respondent’s 

story in the transcript. The decision to include the researcher’s voice was made in 

order to allow the process of co-construction to be acknowledged; recognising that the 

interview was a discursive accomplishment between two active participants who 

jointly constructed the narrative and meaning (Mishler, 1986).  

 

The analysis involved identifying specific accounts contained within each 

entrepreneur’s enterprise development narrative. These were examined to tap into the 

entrepreneur’s sense making regarding the circumstances that led them to become an 
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entrepreneur, who was involved in the process of developing their enterprise, and the 

resources utilised to support their decision to embark on entrepreneurial behaviour.   

 

A retroductive approach was employed to identify and conceptualise themes in the 

subject’s start-up story or narrative. No pre-existing hypotheses or theories were 

tested. Instead the analysis process took a form not unlike that used by Mills and 

Pawson (2006) and Mills (2007) in studies of enterprise development narratives in the 

designer fashion sector where accounts within the narratives were coded into thematic 

categories. These thematic categories emerged from an iterative process whereby the 

analyst moved backwards and forwards between accounts and tentative categories 

suggested by the central themes in the accounts until a series of categories emerged 

that embraced all accounts. These were then organised and linked to form a 

conceptual framework that was compared to Keelan and Wood’s (2006) model. 

Thematic categories that sat outside their model were conceptualised as new learning 

contained within korero o aianei (i.e., contemporary events). The process of coding 

and linking categories was messy at times as accounts did not always sit easily in one 

category. 

 

RESULTS 

The analysis of the stories of how the eight subjects developed their enterprises - their 

kiwaha o aianei - identified ten themes. These themes and specific accounts contained 

within them are detailed in Table Six. For this study a theme was conceptualised as an 

overarching theme category derived from looking at specific explanations the 

respondents gave for their actions or experiences. A specific account dealt with an 

action or experience that could be viewed as a bounded episode, situation, state, 

attribute, or idea. 

 Table Six: Conceptual Framework identified from development stories 

Explanatory Theme category Specific accounts 

Life Experience 

 

Individual’s exposure to business 

and business people 

Early experience with business 

Contact with successful business people 

Worked in tourism industry 

Familiar with tasks enterprise required 

Desire for Maori entrepreneur role models 

 

Personality traits 

 

Behaviour demonstrated by an  

individual’s actions OR self 

labelled 

  

Desire control over work 

Goal setting 

Seek self-improvement 

Risk taker 

Reflective 

Desire new challenges 

Future orientated 

Planner 

Self-confidence 

Bi-culturalism – separate Maori and Pakeha 

worlds 

Optimism 

Over enthusiastic 
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Resilient 

Strategic  

Creative 

 

 

Opportunity 

 

Environmental factors that 

supported the enterprises 

development 

 

Captive market 

Unsatisfied market  

Favourable events 

Luck 

Cultural capital  

 

Cultural knowledge that 

supported the development of the 

enterprise AND attitude to 

traditional cultural practices 

 

Utilise traditional knowledge 

Recognise support of Maori community 

Providing a culturally authentic product 

Ignoring tikanga (cultural practices) 

Social capital  

 

Relationships that supported the 

development of the enterprise 

 

Support of friends, family, partners and industry 

contacts 

Career Dissatisfaction 

 

Unhappy with current 

employment prior to developing 

the enterprise 

 

Unsatisfied with current situation 

Human capital 

 

Education that assisted the 

development of the enterprise 

 

Developed skills required for enterprise 

Underwent training 

Enact Dream 

 

Confidence to begin process of 

becoming an entrepreneur 

 

Leap of faith 

Overcome fear of failure 

Financial capital  

 

Financial assets that assisted 

development of enterprise AND 

desire for financial reward 

 

Equity in home 

Loan from friend 

Seek financial reward 

Social conscience 

 

Desire to contribute positively to 

Maori community 

Providing a needed service 

Supporting other artists 
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These ten themes do not map exactly to Keelan and Woods Māuipreneur model. 

Some sit outside of the model, while others overlap more than one dimension of the 

Māuipreneur model. 

The following are sections taken from the eight Maori entreprenuer’s enterprise 

development narratives that contain illustrative accounts related to each of the ten 

themes.  

Table Seven: Examples of Specific Accounts Mapped to Themes 

Explanatory Theme 

category 

Specific accounts 

Life Experience R: I don’t recall at an early age wanting to be in business, 

but I do remember my first business transaction and that was 

when we were doing shows up in Rotorua back in the sixties, 

late sixties, early seventies. I was only about five…five or six; 

my dad used to operate them. 

This respondent discussed how he used to buy drinks and 

then sell them at a profit to performers. It also demonstrates 

the importance of recognising an opportunity and being 

prepared to take a risk. 

Personality traits R: I just wanted to have ago at doing my own thing. 

This respondent had worked for others in his field but 

became an entrepreneur so he could have complete control 

over what he produced and when he produced it. 

Independence and freedom were very important drivers for 

this entrepreneur. 

Opportunity R: We moved into these buildings seven years ago and the 

organisation that I worked for, within a few months of 

moving in they were struggling and it looked like it was 

going to collapse 

This entrepreneur put forward a proposal to take over his 

employers’ lease and purchase their equipment which was 

accepted. These then formed the basis of the entrepreneur’s 

new business.  

Cultural capital J: Do you run the actual, like carving space according to 

traditional tikanga? 

R: No 

J: No, okay. 

R: Anybody can come here. 

Traditionally in Maori society carving was only done by men 

under conditions of tapu. This Maori entrepreneur chose not 
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to follow tikanga in running his enterprise.  

 

For other Maori entrepreneurs though tikanga was an 

important part of their enterprises. 

R: Yeah I was really confident of my appeal in Maori culture, 

because I was raised in it. 

This entrepreneur’s enterprise produced a service which 

relied on his cultural knowledge. 

Social capital R: Yeah so…so, I’ve still got a good relationship with 

Ritchies but...and if I’m stuck at any time I can see them or.. 

This respondent used to work for Ritchies and as a result he 

had contacts there whom helped support his business. 

Career Dissatisfaction R: I didn’t want to go back to teaching because I think the 

politics were just so overwhelming for me and I didn’t want 

to work another contract for Te Puni Kokiri or any other 

organisation. 

This respondent discussed how dissatisfaction with their 

career led them to becoming an entrepreneur. 

Human capital J: I was just wondering like maybe if there were any 

resources that you used to help you draw up the plan? 

R: I’d done in 1992 I think, 1992, I went to.. I did a small 

business course. 

This respondent reflected upon the usefulness of a course run 

by the Canterbury Development Corporation in preparing a 

business plan seeking funding from a bank.  

Enact Dream R: …you know, taking that leap of faith and just getting into 

it, as opposed to p****** around with it, and half putting 

your heart into it but not really trusting whether it’s going to 

work. 

Being prepared to actually take the first concrete step to 

becoming an entrepreneur is an account that was very 

important to this entrepreneur’s story. For this entrepreneur it 

involved quitting his job and devoting all his time to his 

business.   

 

Financial capital R: Somebody went guarantor for me and I borrowed some 

money off the bank which allowed me to set up. 

Access to financial capital was a specific account that was 

present in several of the entrepreneurs’ development stories. 
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This specific account also demonstrates the importance of 

social capital, in that without a guarantor the entrepreneur 

would not have been able to secure a loan. 

 

Social conscience R: Half my space is devoted to a gallery for promoting and 

encouraging local artists 

Encouraging and promoting local artists was an important 

part of this entrepreneur’s enterprise.  

Key: J = Researcher, R = Respondent 

 

Table Eight: Mapping Conceptual Framework on to Māuipreneur model 

Māuipreneur model Kiwaha o aianei 

Mauri  Life Experience 

Opportunity 

Mana   

 

Personality Traits 

Cultural Capital 

Opportunity 

Social Conscience 

Āta Personality Traits 

Opportunity 

Human Capital 

Arataki Personality Traits 

Opportunity 

Social Conscience 

While life experience and opportunities do not map explicitly to the Mauipreneur 

dimension of mauri (mauri traditionally encompasses all life experiences), it felt 

appropriate to map these two specific accounts to it. The mana dimension of the 

Mauipreneur model includes a person’s identity (which comprises personality traits 

and cultural background), awareness of one’s environment, and giving thanks; which 

mapped well to specific accounts labelled ‘Personality Traits’, ‘Cultural Capital’, 

‘Opportunity’, and ‘Social Conscience’. The Āta dimension refers explicitly to 

various personality traits, the importance of observation and learning so specific 

accounts related to ‘Personality Traits’, ‘Opportunity’ and “Human Capital” mapped 

well. The Arataki dimension deals with leadership and refers explicitly to various 

personality traits, the importance of observation and sharing. This mapped to specific 

accounts dealing with ‘Personality Traits’, ‘Opportunity’ and ‘Social Conscience’. 

The following four themes (Table Nine) were, however, not identified by Keelan and 

Woods’ (2006) Māuipreneur model. The specific accounts that were grouped together 

to form these themes can therefore be considered ideas that were not contained within 

the stories of Maui analysed by Keelan and Woods (2006). 
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Table Nine: Conceptual Framework dimensions that sit outside Māuipreneur 

model 

Kiwaha o aianei themes not contained within the korero tawhito of 

Maui   

Social Capital 

Career Dissatisfaction 

Enact Dream 

Financial Capital  

 

While the importance of relationships is acknowledged as part of the definition of the 

Āta dimension, how relationships can be utilised to achieve an individual’s goals are 

not part of the key concepts for this dimension. Career dissatisfaction is a 

contemporary issue and understandably it is not discussed in any of Maui’s stories.  

The desire to enact a dream contains personality traits that Maui as a demi God did 

not possess (i.e., lack of confidence or fear of failure). As such, the need to take a leap 

of faith or overcome fear of failure are not present in his stories. Also missing in 

Maui’s stories is the need for financial capital, which is not surprising given the 

stories were created by a culture that did not possess money or engage in barter prior 

to European contact. Instead, Maori communities utilised gifting, or ohaoha, to obtain 

access to goods and services they could not produce themselves (Pere, 1995).   

 

RESULTS AND IMPLICATIONS 

The researchers acknowledge that korero tawhito are a powerful vehicle for re-

affirming the potential for Maori entrepreneurship; however; they contend that 

equally as powerful are explanations contained within korero a nga tupuna (historical 

accounts) and the stories of contemporary Maori entrepreneurs or kiwaha o aianei.  

 

Korero a nga tupuna (historical accounts) recall the entrepreneurial activities of 

Maori tipuna; reminding us how innovative and adaptable they were. These stories 

recall how Maori tipuna recognised opportunities presented by changing 

circumstances and reorganised their society in order to take advantage of these; 

accepting the risk that they might not be successful. All these behaviours classify 

them as entrepreneurs (Hisrich and Peters, 2001). Kiwaha o aianei (contemporary 

events) are stories that have the potential to resonate the most strongly for Maori 

because they are stories that are grounded in a time that is closer to our ‘here and 

now’. They are stories that are still beginning created; by Maori who are facing the 

same challenges and opportunities as all Maori. As a consequence, these stories let us 

know that Maori can be and are entrepreneurs.  

 

Stories of such people are important. They can inspire us to action, motivating us to 

achieve a goal and, by virtue of the way they reflect a community or population’s 

philosophies, ideals, and norms, they providing guidelines for acceptable behaviour. 

Furthermore, stories provide warnings against behaviours or actions that may bring 

harm so that we can allow people to learn from the mistakes of others without having 

to repeat them themselves. Finally, stories capture strategy so they provide a template 

for successful behaviours or actions. Because stories infuse our lives (Fisher, 1987)   

they provide an ideal data source for researchers and resource for entrepreneurs to 

reflect upon entrepreneurial experiences, their own and those of others. They capture 
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meaning in a way that other forms of data presentation cannot, providing a rich, 

holistic view of the issue under examination. By considering enterprise development 

narratives from both a mainstream and alternative perspective; drawing on the power 

of Maori stories (i.e., those of Maui); we have been able to create a narrative 

framework for considering Maori entrepreneurship, which incorporates consideration 

of korero tawhito, korero a nga tupuna, and kiwaha o aianei.. This is portrayed 

schematically in Figure One as texts informing entrepreneurs by virtue of the lesson 

these stories convey. 

 

Figure One: Narrative Conceptual Framework 

 

 
 

CONCLUSION 

Stories are powerful because they can create new options and encourage us to pursue 

courses of action. Individuals make choices based on the options they believe they 

have available to them and stories capture many of these options. Within te ao Maori; 

stories are a culturally endorsed resource that are familiar and easy for Maori to relate 

to, so they offer potential Maori entrepreneurs a culturally comfortable source of 

encouragement and inspiration. 

 

The findings suggest that all three types of Maori narratives embraced by the 

framework outlined in this paper can serve as vehicles for re-affirming the potential 

for Maori entrepreneurship and become outward projections of an ideal against which 

human performance can be measured and perfected (Walker, 1978). The study thus 
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advances our understanding of the power of enterprise development narratives for 

indigenous people and provides a framework for (re-)conceptualising enterprise 

support and development activities. In so doing, it challenges the appropriateness of 

standardised enterprise development policy, suggesting instead that indigenous 

enterprise development needs to be seen as a meeting of contemporary and traditional 

practice. 
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THE USE OF SOCIAL MEDIA BY INDIGENOUS AUSTRALIAN BUSINESSES 
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The use of social media platforms such as Facebook and Twitter has grown in popularity 

among businesses in recent years. This paper reports on the emerging findings of a doctoral 

research project examining the use of social media by Australian Indigenous-owned 

businesses and entrepreneurs. 

 

Facebook is the dominant social media platform among Indigenous Australian Entrepreneurs 

who are primarily using the social network to promote and market their business. For many it 

is becoming an important element of an integrated marketing strategy.  
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INTRODUCTION 

 

This paper reports on the emerging findings of a Deakin University doctoral research project 

examining the use of social media by Australian Indigenous-owned businesses and 

entrepreneurs
1
. 

 

The use of social media platforms such as Facebook, Twitter and YouTube has grown in 

popularity among businesses in recent years. A global survey of 13,185 businesses  

show that the majority of businesses in all markets are planning to increase their use of social 

media (Grant Thorton 2012). Latin American and BRIC countries lead the world in current 

use of social media. 

Table 1: Business Use of Social Media (Percentage of Businesses) 

Country Currently use Planning to increase use 

Global 43% 61% 

Latin America 
(Argentina, Brazil, Chile, Mexico) 

53% 78% 

BRIC  
(Brazil, Russia, India and China) 

50% 64% 

North America 
(Canada, United States) 

47% 60% 

Asia Pacific 
(Australia, Hong Kong, India, Japan, China (mainland), 

Malaysia, New Zealand, Philippines, Singapore, Taiwan, 

Thailand, Vietnam) 

47% 56% 

ASEAN 
(Malaysia, Philippines, Singapore, Thailand, Vietnam) 

45% 75% 

G7 
(Canada, France, Germany, Italy, Japan, United 

Kingdom, United States) 

40% 55% 

Nordic 
(Denmark, Finland, Sweden) 

39% 72% 

EU 
(Belgium, Denmark, Finland, France, Germany, Greece, 

Ireland, Italy, Netherlands, Poland, Spain, Sweden, 

United Kingdom) 

35% 66% 

adapted from (Grant Thorton 2012:29) 

A survey by Citibank (2012) of 749 small business owners in the United States, conducted in 

January 2012, found 41 per cent had used online social media platforms such as LinkedIn, 

Twitter and Facebook to market their business within the previous twelve months. This 

                                                        
1 In this paper Indigenous Australians is a collective term used when referring to Aboriginal and Torres 

Strait Islander Australians.  
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compares with 19 per cent of those survey surveyed in 2010 (Citibank 2010) and 36 per cent 

of those surveyed in 2011 (Citibank 2011). 

 

Australian surveys that report the use of social media by Australian businesses have varying 

results. An Optus (2010) survey of 340 Australian small and medium-sized enterprises 

(SMEs) found 28 per cent actively using social media and a further 16 per cent planning to be 

active within 12 months. A Sensis survey of 1944 Australian businesses found that 25 per 

cent of medium business and 14 per cent of small businesses have a social media presence, 

compared with the 50 per cent of large firms that have established a presence. Of the 

Australian respondents to the global Grant Thornton survey 44.9 per cent engage with 

stakeholders on social media. 

 

Indigenous entrepreneurs are also engaging online with social media. The Canadian Council 

of Aboriginal Business 2011 Aboriginal Business Survey of 1095 First Nations, Métis and 

Inuit small business owners found 19 per cent of Canadian Aboriginal businesses using social 

media. 

 

This paper explores the use of social media by Indigenous-owned businesses and Indigenous 

entrepreneurs in Australia by examining the social media presences of 100 Australian 

Indigenous-owned commercial businesses. This paper will specifically examine the use of 

two of the most popular social platforms: the social network Facebook; and micro-blogging 

platform Twitter. The next section will discuss how small businesses can use Facebook, and 

Twitter for their business. The Following sections will then discuss emerging results from the 

content analysis of the 100 Australian Indigenous Businesses and possible implications for 

Indigenous businesses, Indigenous entrepreneurship and the role of governments in 

supporting Indigenous entrepreneurship. 

 

SMALL BUSINESS USE OF SOCIAL MEDIA 

 

Facebook 

Facebook is the leading social platform and it is also where the majority of businesses who 

utilise social media currently choose to engage. Facebook is a social network that enables 

members to connect and communicate with friends, family and organizations (including 
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businesses). As of December 2011 Facebook reported that it had 845 million monthly active 

users (Facebook 2012a).  

 

Businesses can use Facebook a number of ways to benefit their business: by establishing a 

presence with a “Page”; by purchasing targeted advertisements; and by developing or using 

third party apps  (applications). 

 

Businesses owners with personal Facebook accounts can establish a public presence for their 

business on Facebook by creating a ‘Page’.  A page is a public profile that lets businesses (as 

well as organizations, non-profits, artists brands and public figures) connect with the 

Facebook community. When a Facebook user ‘likes’ a page (by pressing a like button) they 

see updates from that page in their own Facebook news feed. When a Facebook user likes or 

comments on a page post, that activity can also be shared with their friends, therefore 

increasing the page’s exposure on the network (Facebook 2012b). A basic Facebook Page 

acts as a business directory listing where companies can include a description of their 

business and provide contact details. Pages can be customized with logos and include 

galleries of photos and videos. Pages are interactive, enabling businesses to develop 

relationships and communicate with customers. For example, a retail business can post 

details of a new product (or range of products) to promote the product and to seek feedback 

from Facebook users. The post will appear on the news feed of those users who have ‘liked’ 

the page of the business. These people then have the option to either comment on the product, 

or to click that they like the post. Comments and likes are then broadcast to that user’s 

Facebook friends, appearing in their new feeds, if their account settings allow. 

 

Businesses can enhance their Pages with third party apps that add functionality. For example, 

businesses can use third party apps to create an online store, enabling customers to purchase 

the business’ products from within Facebook. Musicians can use third party apps that allow 

Facebook users to preview music and to purchase albums and tracks (either within Facebook 

or by linking to other online music services such as iTunes). Businesses can also develop 

their own apps on the Facebook platform using Facebook’s APIs (Application Programming 

Interface).  

 

Advertising on Facebook can be targeted to very specific segments according to a user’s 

location and their interests. A small business such as a women’s footwear retail store could 
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choose to have their adverts appear only to women 

within a specified age range, within 16 kilometers of 

a location, and who have also indicated that they like 

shoes. Another example would be a wedding 

reception venue that targets their adverts to people 

within a geographic location who have also indicated 

they are engaged.   

 

Figure 1 illustrates these examples using the location 

of this Conference, Wellington New Zealand. On 24 

March 2012 Facebook reported that an advert 

targeting Facebook users within 16 kilometers of 

Wellington and who have changed their relationship 

status to engaged within the last six months would 

have an estimated reach of 1740 people.             Figure 1: Advert Targetting 

 

Businesses are either charged for the number of times the advert appears or for the number of 

times the advert is clicked. The costs of Facebook advertising campaigns can be controlled by 

setting daily or lifetime budgets. 

 

Twitter 

Twitter is a micro-blogging platform that allows users to create posts, called Tweets, using up 

to 140 characters (including spaces). The limiting of the characters in a Tweet has contributed 

to Twitter’s popularity on mobile devices such as smartphones and tablets, however Twitter 

is available on all web enabled devices and computers. Tweets can contain links to images, 

videos or web URLs and can include the users location (Twitter 2012c). In March 2012 

Twitter reported that it had 140 million active users creating 340 Million Tweets a day 

(Twitter 2012b). Tweets, are public and available to anyone. Twitter users can subscribe the 

messages of other Twitter users by following their Twitter accounts. Followers receive every 

the public messages of those that they follow on Twitter in their timeline (a feed of all the 

accounts they have subscribed to) (Twitter 2012d). 

 

Businesses can use Twitter to share information and promote their business and its products 

and services. It can also be used to “gather market intelligence” and to build relationships 
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with existing and potential customers (Twitter 2012d).  Unlike Facebook, a business profile 

on Twitter is limited to the following features: Name; Location; Website; Bio (in less than 

160 characters); and Picture (Maximum size 700k. JPG, GIF or PNG). 

 

Businesses can use Twitter to broadcast details of promotions and product launches to their 

followers. An example of a promotion might be a café that tweets about a special offer where 

a key word in the Tweet when mentioned in store leads to a discount on tea or coffee (Figure 

2).  

Figure 2: Example of a Tweet Promotion 

 

source: (Twitter 2012a) 

A retail business might tweet about the release of new stock in store and include a link to a 

photo of the new product. In this way Twitter can be used to drive online traffic to their 

website or other social presences such as the Facebook Page where perhaps products are 

available for purchase online. Figure 3 shows a clothing business that is integrating its use of 

Facebook and Twitter to promote new stock for sale on their online store. The business 

shared a link to their online store by creating a post on their Facebook Page and the post is 

broadcast on Twitter. The Tweet appears in the timeline of those following their Twitter. 

Some of these followers may be advocates for the business and can Retweet the message to 

all their own followers. The message about the sale would then to reach an ever larger 

audience larger audience. 

Figure 3: Example of a Tweet to Drive Traffic to an Online Store 

 

Informal and personalised relationships can be established with your customers via Twitter as 

they provide feedback on products and services as seen in Figure 4. 
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Figure 4: Interacting with Customers on Twitter 

 

source: (Twitter 2012a) 

 

CONTENT ANALYSIS OF AUSTRALIAN INDIGENOUS BUSINESSES 

USING SOCIAL MEDIA 

 

Data from this section are taken from the first stage of a Deakin University doctoral research 

project, undertaken by the author to fulfil requirements of a Doctor of Business 

Administration.  Stage one involved the identification and analysis of the public online and 

social media presences of Indigenous businesses in Australia. Indigenous businesses were 

identified from the business listings of: 

 state government industry departments;  

 Indigenous Business Australia;  

 regional Aboriginal chambers of commerce; and 

 Aboriginal and Torres Strait Islander business and services directory, Inguides. 

The websites of these businesses were reviewed to identify any links to social media 

presences and social media platforms were searched for presences of the businesses listed in 

Indigenous business directories. 

 

Indigenous Australian businesses were found to be using a range of social media sites and 

services. The research project focussed on identifying businesses with presences on the 

following sites: 

 Facebook (social network); 

 MySpace (social network) 

 Google+ (social network) 
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 Twitter (social micro-blog service); 

 YouTube (social video sharing); 

 Vimeo: (social video sharing); 

 Flickr (social photo sharing); and 

 ReverbNation (social music sharing); 

The project also searched to identify Indigenous businesses with blogs and businesses that are 

using blogging software and services to host their web presence.  

 

117 Indigenous enterprises were found using social media. 17 of these enterprises were 

determined to be out of scope because they are not independent commercial businesses 

(many Indigenous business directories list non-profit organisations alongside commercial 

businesses). 

 

Use of Facebook by Indigenous Australian Businesses 

 

The popularity of Facebook among Indigenous Australian entrepreneurs who use social 

media clear. Eighty-nine per cent of Indigenous Australian businesses that have been 

identified using social media have chosen to established a presence on Facebook. For those 

using Facebook, 14.6% did not have a standalone website, suggesting that some businesses 

are either choosing not to have standalone web presence or that Facebook may be a 

convenient and easy to configure alternative.  

 

Analysis of the walls of the businesses identified on Facebook shows that Indigenous 

Australian businesses are primarily using the social network to promote and market their 

business (75.2%). Networking with other businesses was observed on 33.7 per cent of walls 

and 44.9 per cent had linked their profile to other Indigenous business and Indigenous 

organisations or were engaging with other Indigenous businesses and organisations via 

Facebook. Use of third-party apps for e-commerce was limited amongst the sample with just 

three instances  (3.4%) of businesses with a Facebook store. 

 

The Facebook walls of the 89 businesses were analysed and positive comments were 

observed in the posts on 66.3 per cent of the Facebook walls.  Businesses received positive 

comments in the form of praise for their business in general and for specific products and 
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services promoted on Facebook. An example of a business receiving positive comments is a 

graphic design business that posted some images of their designs in a gallery and later 

someone left the comment “mad mad thats so good i love these designs”.  

Figure 5: Example of a positive comment on Facebook 

 

In addition to 13 people indicating that they like the design gallery an additional person 

indicates that they like the positive comment. In a separate post another person makes another 

positive comment “deadly designs guys, good luck” This is displayed in Figures 5 and 6. 

Figure 6: Example of a positive comment on Facebook 
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There were instances of negative comments observed or feedback on just 3 walls (3.4%)
2
. 

The Facebook walls were also examined for instances of positive comments by the 

businesses. Fifty-seven per cent of the business made positive comments about their business. 

 

Use of Twitter by Indigenous Australian Businesses 

Fifty-six per cent of Indigenous Australian businesses that have been identified using social 

media are using Twitter. Of those that use Twitter most (87.7%) are also on Facebook. 

Businesses that were identified as having traditional blogs (19 businesses) were also likely to 

also be micro-blogging on Twitter. Seventeen of the nineteen businesses with blogs also have 

a presence on Twitter. The businesses using social video sharing (23 businesses) were even 

more likely to have a Twitter presence with just one business with a presence on YouTube 

and Vimeo not also having a Twitter presence. 

 

Twitter is used to promote specific products and services by 74.9 per cent of the businesses 

identified and 73.2 per cent of businesses link their Twitter account to another web presence 

such as a website. This suggests that Indigenous Australian businesses are using Twitter to 

drive traffic to their websites or web presences. An example of the use of Twitter to broadcast 

the publishing of content on other sites is a visual artist who tweets descriptions and links to 

their content on Facebook, YouTube, their website and to a listing in a business directory. 

 

Indigenous businesses are also using Twitter to express positive statements about their 

businesses (55.3%) and 26 per cent of businesses on Twitter had positive comments by 

followers appearing in their Twitter streams. 

 

IMPLICATIONS FOR INDIGENOUS BUSINESSES AND INDIGENOUS 

ENTREPRENEURSHIP 

Indigenous Australians compared with non-Indigenous Australians experience disadvantage 

across a range of social, political and economic indicators including “living standards, life 

expectancy, education, health and employment” (FAHCSIA 2009:14), and self-employment.  

Governments in Australia of all levels and political combinations have failed to close the 

significant gap between Indigenous Australians and non-Indigenous Australians.  At the same 

                                                        
2 Facebook users are able to delete posts on their wall so it is possible this accounts for the low number of 
observed negative comments. This is being explored in stage two of the research project that includes 
qualitative interviews. 
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time there has been a significant imbalance in the parliamentary representation of Indigenous 

Australians compared with non-Indigenous Australians (Lloyd 2009), particularly at the 

national level. It was in 2010 that the first Aboriginal Australian was elected to the House of 

Representatives. 

 

The report of the Commonwealth Parliament House of Representatives Standing Committee 

on Aboriginal and Torres Strait Islander Affairs (SCOAATSIA) Inquiry into Developing 

Indigenous enterprises in Australia contends that if the rate of Indigenous participation in 

small business is increased, there would likely be a “flow on effect of employment and 

increased economic participation which could help to close the gap between Indigenous and 

non-Indigenous people” (SCOAATSIA 2008:vii). 

 

The potential for entrepreneurship to contribute to economic development is long established. 

There has been a “resurgence of academic and political interest in entrepreneurship”(Healey 

2007:xi) however the collection of official data on Indigenous Australian businesses in its 

“infancy” (Hunter 1999:9) and our understanding of the barriers, constraints and success 

factors for Indigenous Australian businesses is limited to a small number of studies (Foley 

2000; Bennett 2005; Foley 2005; Hindle and Lansdowne 2005; Foley 2006; Cardamone 

2008). The results of this project will aim to contribute to this emerging but important field of 

research. 

 

This research project, when complete, will complement the existing literature in the emerging 

field of Indigenous Entrepreneurship because it examines social media in relation to two of 

the common elements of successful Indigenous entrepreneurs identified in the successive 

case studies by Dennis Foley (Foley 2000; Foley 2003; Foley 2005).  Denis Foley’s evidence 

base on Australian Indigenous entrepreneurs has grown out of three key studies of Indigenous 

businesses. The first study (Foley 2000) of 18 Businesses and 5 in-depth case studies formed 

the basis of his Masters thesis, another, his PhD study involving 25 Indigenous Australian 

businesses (and 25 Indigenous Hawaiian Businesses) (Foley 2005) and more recently a 

Centre for Aboriginal Economic Policy Research (CAEPR) study examining of 50 qualitative 

case studies of Indigenous Australian Businesses.  

 

Literature from Foley’s 2000 study reports on the characteristics of successful Australian 

entrepreneurs and finds among the successful businesses seven common elements:  
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1. positivity;  

2. face;  

3. chaos;  

4. education and industry experience,  

5. networking;  

6. immediate family; and  

7. discrimination 

(Foley 2000:59; Foley 2003:139). 

 

Positivity was found to be a “core characteristic” (Foley 2000:61) present amongst the 

successful entrepreneurs and one that also appeared “necessary for success” (Foley 

2003:140). Networking by Indigenous entrepreneurs was found to have multiple motivations 

and benefits for both the entrepreneur and the business. In a later paper that examines the 

networking attributes of Indigenous entrepreneurs Foley found social networking to be a 

necessity (Foley 2008).  In that particular paper found that business relationships and 

networking often had a distinct separation from personal social networks. 

 

Social media is changing the way some businesses engage with their customers and social 

media is also becoming an important element of the integrated marketing strategies of a 

growing number of businesses. The content analysis of the social media presences of 100 

Indigenous Australian businesses shows that social platforms allow entrepreneurs to express 

their positivity about their business and they also allow customers and other supporters to 

express positive comments about the entrepreneur and their business. 

 

The impact of social media on business networking will be explored further in the next stage 

of the project that includes interviews with Indigenous businesses that are using social media.  

CONCLUSION 

The early results of this study show that Indigenous-owned businesses in Australia are 

actively engaging with their customers and with each other using social media. 

 

Some have chosen social media as their sole online presence because of the ease of use of the 

media. A lack the resources required for more traditional online presences such as a stand-

alone website may be a reason businesses choose social media as their sole online presence. 
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However, the majority of businesses are using social media in a sophisticated way as part of 

an integrated online strategy.  Social media has also raised the profile of successful 

Indigenous businesses in Australia.   

 

Facebook is the dominant social media platform among Indigenous Australian Entrepreneurs 

and they are finding it can be a positive experience for them and their business. There are 

examples of businesses using social media to share the journey of their business as they 

develop. Successes are shared and positive reinforcement is provided by fans, friends, family 

and other businesses. Social media may not be suitable or useful to all Indigenous businesses, 

but for many it is becoming an important element of an integrated marketing strategy, it 

facilitates networking with other businesses and stakeholders and contributes to the positivity 

and confidence of the Indigenous entrepreneur. 
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CONFERENCE PAPER 

RACHEL CROCKER AND DEBORAH SHEPHERD - OPPORTUNITY IN TONGAN ENTREPRENEURSHIP 

 

This paper considers the entrepreneurial experiences of Tongan 
entrepreneurs living in New Zealand.  As Pacific businesses become an 
increasingly significant part of the NZ economy it is timely that we further our 
understanding of the entrepreneurial processes of this cultural sector.  By 
exploring opportunity recognition, evaluation and exploitation within the 
Tongan entrepreneurial community, this research contributes to the growing 
body of literature around cultural and ethnic entrepreneurship. Following the 
Kirznerian (1997) view that entrepreneurial “know how” is sought after and 
valued, it is not surprising that Pacific people in the NZ context are an 
example of a group of people turning to entrepreneurship as a means to 
strengthen economic participation and welfare (Dana, 2007). 

The research findings are presented from the narratives of the perceptions 
and experiences of Tongan entrepreneurs living in NZ and how they 
recognised entrepreneurial opportunities then evaluated and exploited such 
opportunities.  Exploring cultural entrepreneurial experiences through the 
construct of opportunity allow both the person-centric and the context-
focused approach to ethnic entrepreneurship are to be simultaneously 
considered. This study highlighted that there may be some practices for 
Tongan entrepreneurs that are incongruent with traditionally designated 
“good” business practice.  Specifically, Tongan entrepreneurial processes 
may be embedded in “kainga” (family and kin-like relationships) which are 
characterized by “tauhivä” (reciprocity and social obligation).  This research 
goes some way in offering insight into the entrepreneurial processes of 
Tongan entrepreneurs.  Bolstering the economic participation and success of 
Pacific people in NZ is an area of increasing interest – studies like this go 
some way in contributing to this important theoretical and practical 
entrepreneurial area. 

INTRODUCTION  

New Zealand is founded on immigration. Since the large scale immigration of the 1960’s and 

1970’s, Pacific People have become an integral part of New Zealand’s cultural and social 

landscape. The Pacific Progress report (2010), published by Statistics New Zealand (Stats 

NZ) and the Ministry of Pacific Island Affairs (MPIA), commented that “the growth of the 

Pacific population in New Zealand has been one of the defining features of New Zealand 

society in recent decades” (p. 17). The number of Tongans living in New Zealand continues 

to rise. According to Statistics NZ (Stats NZ) there are over 50 000 people of Tongan 

descent living in NZ.  This Tongan Diaspora, which potentially number almost twice Tonga’s 

national population of 115,000 (Addo and Besnier, 2008), play a critical role in Tongan 



culture – both its continuity and change. Understanding the entrepreneurial behaviour of this 

sector of the NZ economy is critical for expanding our understanding of ethnic 

entrepreneurship within NZ and indeed ethnic entrepreneurship in general. Exploring how 

the Tongan culture influences the manner in which these entrepreneurs enact opportunity 

recognition, evaluation and exploitation is both relevant and important to the wider 

discussion unfolding in the ethnic entrepreneurship research and practice arenas.  

Li (1993) has argued that immigrant entrepreneurs use traditional values, norms and 

behaviours from their ethnic homeland to enhance entrepreneurial success. The aim of this 

paper is to explore the relationship between culture, entrepreneurship, and the deeper 

imperatives which underpin entrepreneurship for Tongan entrepreneurs operating in NZ. 

Specifically, this research explores the cultural experiences of Tongan ethnic entrepreneurs 

and considers the relationship between these entrepreneurs and their opportunity 

recognition.  

LITERATURE REVIEW 

ENTREPRENEURSHIP  

Building on Austrian, and more specifically, Schumpeterian economic tradition, modern 

entrepreneurial theories have identified opportunity as central to the entrepreneurial process 

(Eckhardt and Shane, 2003; Murphy et al., 2009; Shane and Venkatamaran, 1990; Shane, 

2000, 2003; Stevenson and Jarillo, 1990; Swedberg, 2000; Tapsell and Woods, 2010; 

Venkataraman, 1997), and many definitions of entrepreneurship centre around the 

opportunity construct. For example, a number of authors suggest that entrepreneurship is 

understood as a process which exists at the nexus of individuals and profitable opportunities 

(Kirzner, 1997; Venkatmaran, 1997; Stevenson and Jarillo, 1990, Shane and Venkatamaran, 

2000, Shane, 2000, Shane, 2003). Stevenson and Jarillo (1990) define entrepreneurship as 

“a process by which individuals, either on their own or within an organization, pursue 

opportunity without regard to the resources they currently control” (p.23). Building on this 



definition Shane and Venkatamaran (2000) argue that entrepreneurship includes the 

process of locating, evaluating, and making a decision to exploit opportunities.   

Opportunities represent market inefficiencies which exist as a result of a disequilibrium state 

(e.g. Kirzner, 1997; Eckhardt and Shane, 2003). Drawing on a Schumpeterian definition of 

entrepreneurship, Eckhart and Shane(2003) define opportunities as “situations in which new 

goods, services, raw materials, markets, and organizing methods can be introduced for the 

formation of new means, ends, or means-ends relationships” (p. 336).  Similarly, Shane 

(2003) defines opportunity as, “a situation in which a person can create a new means-ends 

framework for recombining resources that the entrepreneur believes will yield a profit“(p. 18). 

Thus opportunity refers to unseen or unnoticed gains from exchange (Endres and Woods, 

2006). The notion of opportunity creates space for entrepreneurial action and the creation of 

entrepreneurial profit. Without this space there would be no need to reallocate resources, no 

uncertainty, and no profit gains; disequilibrium, and therefore opportunity, are necessary 

conditions for entrepreneurship to take place (Shane, 2003). 

Beyond the mere existence of opportunity, entrepreneurship requires individuals to act on 

opportunity (Shane, 2003); variation in the willingness or ability of individuals to act on 

opportunity affects the entrepreneurial process. The individual entrepreneur until this point in 

the opportunity discussion received little attention; the principle interest of economic enquiry 

is, after all, in what happens to the market as a result of entrepreneurship (Stevenson and 

Jarillo, 1990). The opportunity construct, however, brings the individual, and indeed their 

environment, back into the fore of entrepreneurial studies. Individual knowledge, for 

example, is critical to opportunity recognition (Eckhardt and Shane, 2003) with 

entrepreneurial cognition becoming a central stream of interest in ‘opportunity’ based 

research. Further ‘opportunity’ oriented research has suggested that the entrepreneur’s 

socio-cultural environment remains an indelible part of the entrepreneurial process (Casson, 

2005). It is this perspective that acts as the launch pad for the current research.   



Saffu (2003), for example, suggests that while there may be some universal traits 

underpinning successful entrepreneurs globally, equally there are other characteristics that 

are more likely to be culturally determined.  The impact of ethnic culture on entrepreneurial 

behaviour has received increasing attention in recent years (e.g. Begley & Tan, 2001; 

Mueller & Thomas, 2000; Thomas & Mueller, 2000; Saffu, 2003; Schaper, 2002; Zapalska, 

2001).  However, following the plea by Osland and Bird (2000), it is important that research 

in the field of ethnic entrepreneurship avoid grand theories and what they describe as 

‘sophisticated stereotyping’ and instead seek to engage in cultural sense making from within 

specific cultural contexts.    

Within the literature there is growing support for the suggestion that entrepreneurial process 

are interwoven with cultural and social contexts and activities, thus affecting the goals and 

outcomes of entrepreneurs, business structure, and business activities (Cahn, 2008). In 

support of this notion, Krueger and Brazeal (**)  suggest, “entrepreneurial activity does not 

occur in a vacuum; instead it is deeply embedded in a cultural and social context, often amid 

a web of human networks that are both social and economic” (p. 93).  Several authors have 

suggested that the values and background of the entrepreneur will determine the culture and 

business practices of a small firm (Altinay, 2008). Defining, describing, and understanding 

entrepreneurship meaningfully therefore depend on understanding and acknowledging the 

“complex interrelations of historical, economic, and cultural factors that underpin the 

socioeconomic context in which individuals live” (Ibrahim & Galt, 2003 pp.1112-1113). 

Barth (1973) further suggests that entrepreneurship is combining or connecting two spheres 

in society between which there exists a difference in value. From an economic perspective, 

the value of goods is a function of individual rational preferences between outcomes, 

stripped of social and historical context. Choices between outcomes are motivated by the 

desire to maximise utility, and informed by relevant knowledge from market signals. Barth’s 

(1973) definition suggests that value is socially embedded, and that connecting social 

spheres is a form of innovation. From a cultural perspective, innovation can be seen as 



reconciliations of the entrepreneurs’ cultural frameworks and those of the surrounding 

culture. Arguably, ethnic entrepreneurs will perceive opportunity vis-a-vis these 

reconciliations of their cultural knowledge and experiences. The transnationalism literature 

comes close to exploring this notion; focusing on transmigrants’ ability to draw on cultural 

resources which enable them to translate values across contexts. However, it is limited to 

those entrepreneurs who maintain their bi-cultural orientation through travel and other 

tangible links to their ‘homeland’. By definition it excludes a large portion of those within the 

category of ‘ethnic entrepreneur’.  In this way Murphy and colleagues (2009) suggest that 

the opportunity construct facilitates the combination of economic and non-economic 

approaches to entrepreneurship which we then argue offers a useful approach to 

understanding better ethnic entrepreneurship.  

Kloosterman and Rath (2001) have progressed the discussion of ethnic entrepreneurs and 

opportunity through their “mixed embeddedness” model in which they explore opportunity 

structure for ethnic entrepreneurs through an understanding of what they call the concrete 

embeddedness of entrepreneurs within their social networks along with the abstract 

embeddedness of entrepreneurial opportunities within the socio-cultural and politic-

institutional environment of the host country. As such the entrepreneurs and the 

opportunities alike are socially embedded. “Entrepreneurs, indigenous and immigrant alike, 

are faced with different sets of market openings in different times and places” (Kloosterman 

& Rath, 2011, p. 193).  

A TONGAN LENS  

In considering the entrepreneurial activity of Pacific people in NZ, de Vries (2009) concludes 

that while there are examples of successful entrepreneurial activity among the various 

Pacific communities within NZ, the high levels of ethnic entrepreneurial activity seen in other 

communities is not evident.  Understanding better ethnic entrepreneurs, in this study Tongan 

entrepreneurs, and the inter-connectedness of their ethnicity and their entrepreneurial 

activities can contribute to this field of inquiry. However, a cautionary note is needed. 



Ethnicity is not an unproblematic construct. For example, Phinney (1996) argues that “even 

within an ethnic group whose members share a relatively precise ethnic label, there is 

tremendous heterogeneity” (p.920).  This heterogeneity is further extended when 

considering ethnic cultures outside of their homeland where maintaining identities associated 

with more than one ethnic identity can be challenging (Gough, 2006).  Nevertheless, “ethnic 

categories will continued to be needed because of the importance of exploring and 

understanding the many differences associated with ethnicity” (Phinney, 1996) and the 

absence of a viable alternative.    

Like other Pacific cultures, the concept of family (and indeed other social relationships) are 

socially constructed and defined and as expected such understandings are transported with 

Tongan immigrants (see for example, Elliott & Gray(2000) for a detailed exploration of family 

across multiple ethnic groups within NZ including Tonga). And when it comes to national 

identity and the various constructs within such identity, including family, de Vries argues that 

“the Pacific community expects its members to maintain their distinctive identity whilst being 

a part of New Zealand society” (de Vries, 2009,p.39). 

Literature suggests that social relationships are an important part of Tongan culture (Elliott & 

Gray, 2000; Evans, 2005, Ka’ili 2005, Prescott, 2009) which may affect the entrepreneurial 

process (Cahn, 2008; Prescott, 2009). Membership in family, community, village, and 

church, for example, comprise an important part of Tongan identity. Ka’ili (2005) suggests 

that in Tongan social ontology, one’s identity is determined by kainga, genealogy, and fonua, 

literally meaning ‘land’ but here denoting the geographic history of one’s family.  

Introductions between Tongans usually include an explication of these two factors (Ka’ili, 

2005). Connection to family, past and present, through histories and relationships remains 

critically important; the notion of kainga carries significant social and personal weight. While 

the term kainga literally means family and kin, its meaning, however, can extend to include 

kin-like relationships. It is therefore not confined to the more western conceptions of 

immediate or even extended family, but may include close family friends, individuals from 



ones ancestral village and relations connected only several generations back. The notion of 

kainga implies connection with others. The strength of connection pays little regard to 

proximity, spatial or social. To explain this concept Ka’ili (2005) describes Tongan 

conceptions of spatiality, vä, which is a specific notion of space between two or more points, 

which may be treated as if it were an object itself (Bennardo, 2000 as cited in Ka’ili, 2005).  

In the social context, the concept vä refers to the social space between individuals and 

groups and also connects them. A critically important derivative of vä is tauhi vä, which 

literally means to nurture the space between.  

The concept tauhi vä, as described by Ka’ili (2005), is a commitment to nurture relational 

ties. In simple terms, the concept refers to the Tongan value and practice of maintaining 

close relationships with family, kainga, and friends. It is characterised by reciprocity in social 

relationships, and includes the exchange of social and economic goods (Ka’ili, 2005). 

Economic analyses of reciprocity have suggested that reciprocity is the outcome of expected 

future benefits, or self-interest (Bolton and Ockenfels, 2000), or else a mirror response to 

actions (e.g. kindness begets kindness, anger begets anger) (Fehr and Gachter, 2000). 

However, the reciprocity which is characterised in tauhi vä is of a seemingly different nature. 

In addition to its psychological value, as explored in economic analyses, reciprocity in 

Tongan culture carries with it a social value. The concept is perhaps better understood as 

the gifting and distribution of goods (Cahn, 2008). The act of gifting and distributing goods in 

Tongan culture is an expression of connection to relationships and a demonstration of 

important cultural values such as love, ofa, and respect, faka’apa’apa (Addo and Besnier, 

2008). It is a way to strengthen social ties, and Ka’illi (2005) suggests that this outcome is a 

motivation in and of itself. Addo and Besnier (2008) further suggest that gifting is a way to 

accumulate social value.  

MANAGING CONTRADICTIONS: BUSINESS AND CULTURAL PRACTICE 

Many western concepts critical to business practice and success potentially sit in conflict 

with traditional Tongan paradigms. Balancing or otherwise managing competing pressures of 



cultural and business values is a critical issue in the Tongan ethnoscape (Franklin, 2003; 

Addo and Besnier, 2008).  For example, the accumulation of wealth, as understood in a 

western context, is new to the Pacific Islands (Prescott, 2009 p.27). Traditional Pacific 

culture values the ability to share and gift (Cahn, 2008; Prescott, 2009). As a result, the 

accumulation of wealth solely for oneself is considered avaricious, and regarded poorly. 

Conversely, being gifting and generous with ones possessions is not only regarded well; it is 

a sign of status, strength, and strategic power (Cahn, 2008; Prescott, 2009). Business itself 

represents a departure from traditional social structures, and values. Navigating the tension 

between traditional values and business values is a significant concern for these 

entrepreneurs. Often, to be successful, Tongan entrepreneurs feel that they must adapt their 

values to effectively manage their business. Research in other indigenous Pacific Island 

settings has found that when faced with incongruencies, entrepreneurs would uphold 

tradition (Cahn, 2008). Moreover, the little research which has been done suggests that as a 

group, Tongan’s are persistent, even anxious (Addo and Besnier, 2008), in their desire to 

maintain ties to anga faka-Tonga (Prescott, 2009). Recent commentary on the subject 

suggests that many young Pacific people must disconnect themselves from their culture and 

its practices, if only for a time, to achieve ‘success’ both in New Zealand and overseas 

(Milne, 2011). These accounts, the latter in particular, bring to mind outdated views of 

development and cultural assimilation; further research in this area would provide valuable 

understanding to Pacific entrepreneurs and the support systems with assist them.  

METHOD 

As discussed previously, economic theories of entrepreneurship have identified opportunity 

as a central tenet of the entrepreneurial process, yet within these theories the specificities of 

context are often overlooked. Sociological approaches have highlighted the importance of 

contextual factors, including the entrepreneur’s ethnicity and culture. In an attempt to bridge 

the gaps between these approaches this research aims to contribute to a somewhat limited 



body of knowledge on Pacific entrepreneurship, and ethnic understandings of 

entrepreneurship at large. 

The research question “how might we understand the opportunity construct in the context of 

Tongan entrepreneurship?” was considered through the exploration of a small number of 

illustrative case studies of Tongan entrepreneurs.  This research is then illustrative rather 

than definitive in nature. To aid in this exploratory pursuit, the intersection of cultural identity 

and the entrepreneurial experiences was considered along with an attempt to understand 

how the case entrepreneurs perceived opportunity - specifically, how they recognized, 

evaluated, and chose to exploit such opportunities. 

Data for the study was collected through semi-structured qualitative interviews with five 

entrepreneurs. The entrepreneurial stories captured illustrative examples of some of the 

nuances of entrepreneurship within the context of Tongan entrepreneurship. These 

entrepreneurs’ stories were presented in narrative form, a style consistent with Pacific 

methodologies (Smith, 2004). This rich form of data presentation is also consistent with 

methodologies suggested in the entrepreneurial literature (Swedberg, 2000). The study is 

both inductive and deductive, in that it both looked to explore existing theoretical ideas and 

findings as well as identify emergent themes.  

ENTREPRENEURIAL STORIES AND ANALYSIS  

In total, the study included five entrepreneurs of Tongan descent, who owned and managed 

businesses within New Zealand.  Table One below provides a summary of the five 

entrepreneurs and the businesses that ran. While the range of business activity, industry 

represented and ownership varies all of the businesses fit within the Small and Medium 

sized sector of businesses and all have a specific focus on employing or contracting 

members of the Pacific Island community. There was a mix across the five businesses with 

respect to their target customers or clientele with all having at least some focus on members 



of the Pacific Island community but additionally three of the businesses targeting customers 

more widely. For the purpose of this paper only two of the cases will be explored. 

Table 1 Overview of Businesses 

 

CASE 1: HENRY AND THE BUSINESS HEILALA  

Henry is a self–made entrepreneur who has, through the combination of hard work, 

discipline, and ingenuity, literally built his company from rubbish in a dumpster. It was 1988 

when he made his first screen printing machine, and started selling self-made clothing at the 

local market. Since that time the business has expanded into two companies which provide 

strong support to the local community. Motivated by his Tongan mother and the sacrifices 

she made to provide him with opportunity in New Zealand, and supported by his wife, 

Henry’s entrepreneurial story models what he believes to be the strengths of Pacific Island 

people: the abilities to “work hard, show love, and give to the community.” 

Entrepren
eur 

Business(e
s) 

Ownership 
Age of 

Compan
y (years) 

Number of 
employee

s 

Employee
s/ 

Contractor
s 

Customers/ 
Clientele 

Henry Heilala & 

Heilala 

Institute 

Family 

(Copreneur) 

23 14 PI Descent Mainstream 

and PI 

descent  

Richard Tulimanu  Family  1.5 less than 5 PI Descent Mostly PI 

descent  

Sioeli Fast 

Freight 

Non-Family  9 over 20 PI Descent Mainstream 

and PI 

descent  

Toafa Akeloto  

Consulting  

Family 10 over 20 PI Descent Mostly PI 

descent  

Joshua Naua 

Tattoo 

 

Family 

(Copreneur) 

7 less than 5 PI Descent Mainstream 

and PI 

descent  



CULTURAL IDENTITY 

“I'm not shy, I’ll’ go to a bank or a business meeting wearing my tupenu and my 

ta’ovala.  I'm proud of who I am.” 

As highlighted in the above statement Henry identifies strongly with his Tongan culture 

despite the fact that he is afakasi (half-cast Tongan) and was raised in rural New Zealand. 

He describes his ‘pride’ in his identity, and the “strength” he receives from knowing who he 

is. He also finds “strength” in the fact that his identity sets him apart, particularly from other 

business owners, because there “aren’t many” Tongans in business.  

“For me (being Tongan) makes you more honest because you know you’ve got a 

higher expectation to not fail. There aren’t many of us (here) doing anything and so, 

you know, you have to work hard.” 

This is also a motivation for Henry to ‘work hard’, and to succeed, because there are few 

exemplars of business people within the Tongan community. Further, the strength of the PI 

identity within the workplace contributes to the culture of Heilala and Heilala Institute. 

Supporting this, Altinay (2008) suggests that small firms are an extension of their owner; and 

the culture of the firm is therefore influenced by the culture of the owner.  

CULTURE AND BUSINESS PRACTICE 

“(As Tongan’s) we’re good at making emotional decisions because of our big hearts 

and our culture, though sometimes we struggle with making of professional decisions 

because they conflict with our emotions as Pacific Islanders. But, those that can 

separate themselves when it’s time to make decisions, professional or emotional, 

then maybe that’s helpful.” 

Henry refers often to the chasm between Tongan cultural values and practices, and sound 

business practice.  In the above quote, he summarises this feeling, describing the ‘struggle’ 

that can sometimes arise in decision making processes because there is a ‘conflict’ between 

the professional  and culturally driven emotional factors. He cites the ability to balance, or 

‘separate’ those conflicting influences as ‘helpful’ to making effective decisions. 



‘Appropriateness’ or ‘fit’ between the type of decision, and the frameworks used, seems to 

be important.  

“We have our QMS systems, which is real Palangi, you know, in a way.....You can’t 

pay your GST and your income tax with a pig or an umu, you know.” 

He uses the figurative example of paying taxes with cooked food (umu) to provide an 

imagery of how disconnected cultural and business paradigms can sometimes be. This 

distinction is further developed when QMS systems, associated with good business practice 

and success in Heilala and Heilala Institute, are disassociated from Tongan culture and 

explicitly labelled palangi, (western, non-Tongan).  

“Research is another good thing to do.  A lot of PI’s, we do it in our heart, in our mind, 

but we don't physically contact some flash people and say  ‘hey...we’ll pay you to do 

a bit of research and give us some about this...” 

Further unpacking the disconnection that exists between cultural and business practices; 

Henry provides examples of areas that many Pacific Islanders (PI’s) struggle with. For 

example he highlights research as a ‘good’ business practice that ‘A lot of Pacific Islander’s’ 

do not engage in, relying instead on their own thoughts and feelings.  Within his own 

business, as described earlier, Henry is very careful to ensure that good business practice – 

at least in his understanding – is utilised. However, this does not suggest that he places 

strict separation between culture and business. To the contrary, Henry refers to the business 

often as ‘a Pacific business’ and, as referred to above, see’s Pacific culture as an integral 

part of the business culture. Rather it would seem that the business discipline with which 

Henry operates Heilala and Heilala Institute is motivated at least in part by his desire to be a 

business exemplar in his Pacific community.  

KAINGA (SOCIAL EMBEDDEDNESS) 

FAMILY 

“The whole purpose of us as Pacific Islanders being alive is to improve our family.  

Having money doesn’t mean you’re going to be better.” 



Family is a critical part of Pacific ways of life (de Vries, 2007). This certainly rings true for 

Henry who describes it as the whole purpose of Pacific Islanders. Monetary gain is not 

necessarily the driving force for entrepreneurship here. Providing for his family was the 

motivation to start the business, and ‘improving family’ continues to be an underlying 

motivation.  

MANAGING THE BOUNDARIES BETWEEN FAMILY AND BUSINESS 

“It is a family business on the surface, my wife and I, we’re the directors but we try 

not to make it (like a family business)...When you can’t separate (family and 

business), then that’s when you get the emotional mixed up with the professional.  If 

they can’t be separated, when a conflict of interest arises management and policy 

and procedure get chucked out the door and then another Pacific Island business will 

get shut down.” 

Despite the fact that family is such an important part of life for Henry, he and his wife have 

established strict boundaries, discussed in the above quote and in the earlier discussion, to 

manage the relationship between family and business. In their view, the two do not always 

mix well. For them it is important that professionalism is put before their emotional 

relationships in the workplace, because otherwise management and policy and procedure 

become compromised.  

TAUHIVÄ (RECIPROCITY) 

CULTURAL COMMUNITY 

Reciprocity within the community, “giving back”, is a significant driver for Henry and both of 

the businesses he and his wife run. He recalls the hardships he and his wife faced to get 

established and he sees that time as a motivation to help youth and Pacific Islanders.  

“As time has gone on, we’ve turned a lot of our projects into community projects... 

(our objective at Heilala Institute is to) make a difference in (students) lives and the 

community.” 

The above statement alludes to the large number of community projects detailed in Henry’s 

entrepreneurial story. These include raising money for the youth program through the screen 



printing business, sponsorship of local sports teams and community groups, and offering 

free use of facilities and equipment to the community. The above statement also highlights 

community objectives as one of the critical objectives of Heilala Institute. Consistent with 

these findings, Danes, Lee, Stafford, and Heck (2008) suggest that within ethnic contexts, 

entrepreneurship is often motivated by a desire to serve a collective good.  

ENTREPRENEURIAL OPPORTUNITY 

From Henry’s story we can identify three major opportunity points: the creation of a screen 

printing label (Heilala), securing a screen printing contract with a major international brand, 

and the creation of education programmes (Heilala Institute) out of the youth-work offered by 

the MSD. Quotes are selected which exhibit factors effecting the entrepreneur’s recognition, 

evaluation and/or exploitation of the various opportunities. The identification of opportunity 

points is used as a way to observe entrepreneurial behaviours. Shane and Venkatamaran 

(2000) describe entrepreneurial behaviour as transitory; in other words contained in 

moments and events. Study of entrepreneurial actions is, therefore, most usefully examined 

through the study of events which can be identified as containing opportunity.  

RECOGNITION, EVALUATION AND EXPLOITATION 

“I didn’t have a job so I went down the rubbish dump and I found some wood and 

some hinges and I made my first little home-made screen printing machine and then 

printed some one-colour prints and went down to (the market) and started selling 

them” 

Henry describes the motivation to start his company. It might be argued that at the start-up 

stage Henry was not acting in response to an existing opportunity; rather, was motivated by 

necessity as illustrated in the above quote.  However, in acting out of necessity I would 

argue that he created an opportunity. From his initial transition from being unemployed to 

setting up a label, Henry has created several significant opportunities within his business. 

Alvarez and Barney (2007) discuss this process. Opportunity creation is path – dependent, 

and although there may not be significant differences between the entrepreneur and non-



entrepreneurs before creating the opportunity, it is likely that significant differences will exist 

after they have engaged in process of entrepreneurial behaviour and opportunity 

exploitation. The timing of realising this opportunity was also important. In the discussion 

above Henry describes the lack of competition at the time he first entered the market with 

Heilala, but now ‘locally flavoured’ screen printing labels are common in markets throughout 

New Zealand. Shane and Venkatamaran (2000) identify the importance of moving quickly on 

opportunities, because eventually they lose their attractiveness. Information becomes 

diffuse, the possibility of entrepreneurial profit incentivises the opportunity, and eventually 

competition takes over (Shane and Venkatamaran, 2000).  

Henry considers Heilala’s contract with a large international company to be the biggest 

opportunity they have had, because of the growth it created for the company.  The primary 

catalyst for this opportunity was a relationship started from ‘chance’ meetings at a local surf 

beach. ‘The literature identifies networks as valuable sources of information about 

opportunities (Shane, 2003).  

“We started having more and more island kids coming down and then we 

approached them if they were interested in us running a project to help these island 

kids into employment, and then it just snowballed into the community projects we 

have today” 

The opportunity to offer youth work, and eventually community education programs, can be 

linked to the concept of reciprocity within the cultural community. It is arguable that Henry 

recognised the opportunity to create the programs because of his desire to give back to his 

community. Evaluating the potential to expand a small program into a nationally accredited 

education centre was also influenced in part by that desire.  

CASE 2: SIOELI AND FAST FREIGHT 

Like other entrepreneurs included in this study, Sioeli has built his company from ‘scratch’; 

Applying himself to ‘working hard’ and ‘working smart’, he has branched out from Auckland 

to Tonga, and will soon be expanding  further throughout the Pacific. “Born and raised in 



Tonga, one hundred per cent’, his culture is an indelible part of his life and business. 

However, he has learned through difficult experience the necessity to separate family, and 

sometimes cultural attitudes, from business.  

CULTURAL IDENTITY 

“I was born and raised in Tonga; one hundred percent....I will always be part of the 

culture of where I’m from, because I'm a Tongan I stick to my Tongan culture.” 

For Sioeli, being Tongan is an inextricable part of who he is; in fact in many ways it makes 

him who he is. He was “born and raised in Tonga”, and he sees himself as a Tongan. His 

culture is an important part of shaping his identity; it is something he actively seeks to be a 

part of. However, when it comes to business, Sioeli is also able to see himself as an 

entrepreneur. 

CULTURE AND BUSINESS PRACTICE 

“A Tongan attitude which I have found in a lot of businesses, and leads to the failure 

of a lot of Tongan businesses, is spending lots of money and having lots of nice 

things instead of taking care of the bills and basic expenses of the business 

expenses first. As an entrepreneur, you need to do things correctly and according to 

the business basics. 

Acknowledging cultural attitudes which detract from business performance, Sioeli 

acknowledges the need in business to act ‘as an entrepreneur’ when it comes to business. 

That identity is attached to certain attitudes and behaviours which in some cases may be 

different to cultural ones. This is somewhat consistent with the work of Altinay (2008) which 

found that ethnic entrepreneurs must mediate some aspects of their culture when they are 

found to overlap business and hinder its performance.  

SOCIAL EMBEDDEDNESS 

MANAGING THE BOUNDARIES BETWEEN FAMILY AND BUSINESS 



It is difficult to discuss the extent to which Sioeli understands his business as embedded in 

family relationships without discussing the strict boundaries he has placed between the two. 

As a result of several bad experiences with nieces and nephews who worked for him and 

lost or stole money from the company Sioeli no longer employs family members. As quoted 

earlier, he is emphatic that business and family are not to be mixed. They must be treated as 

‘separate entities’, with clear distinctions around each. In his experience failure to separate 

the two has resulted in failure of both business and family relationships, and so separation is 

a matter of protecting both.  

“You do not mix family with business. You have to treat them as separate entities. 

Business is business, family is family. I still contribute for family but when it comes to 

business I want business to run. I don’t want you to come around next year and find 

that the business is gone.” 

Interestingly, however, this firm distinction was not developed until after the third bad 

experience with employees who were relatives. Until that point Sioeli had involved family to a 

large extent. This suggests that for this entrepreneur business is embedded in family, and 

also that it is so deeply embedded that he continued to involve family after such negative 

experiences. Although he speaks so strongly about the need to separate family and 

business, he nevertheless mentions the help he frequently receives from his brother loading 

containers overseas. These findings are very much consistent with the literature which 

suggests that in Tongan culture, individuals and businesses are deeply embedded in non-

economic, social institutions (Cahn, 2008; Prescott, 2009) 

RECIPROCITY 

FAMILY AND CULTURAL COMMUNITY 

“I carry my Tongan culture; I have to be a part of it. This will help me in my business. 

For example when we have weddings and funerals I have to be there. I have to give. 

When you appear it lets them know that you are part of the family, part of the 

community and in the end, they will come to give you business.” 



For Sioeli reciprocity within family and community relationships is a given. In the above 

quote he refers to the fact that it is part of the culture. As such it is a trait he feels obliged to 

exhibit, and a trait that he expects in those who share his ethnic background. He indicates 

that Tongans ‘as Tongans’ should help one another, and support one another. When there 

are important events within his kainga he ‘has to be there’ and ‘has to give’(give in terms of 

ceremonial gift giving). These actions indicate that he is an active part of the network; that he 

offers support. In return the members of the network will support for him and his business. 

“He was a Tongan and I believed that he should help me as much as he can; that if 

he’s a Tongan why not help me, because I'm a Tongan” 

In the above quote Sioeli describes a time when he encountered another Tongan in a 

business situation. Sioeli expected help from this person because he was Tongan; he 

expected that because they were both Tongan, he should be helped ‘as much as possible’. 

This quote illustrates the extent to which Sioeli expects reciprocity within relationships with 

those he perceives to be part of his cultural community, and that that expectation extends 

into business settings.  

ENTREPRENEURIAL OPPORTUNITY 

Three opportunity points were identified from Sioeli’ story: the creation of EZI World, 

expansion into Tonga, and the creation of a joint venture.  

RECOGNITION, EVALUATION AND EXPLOITATION 

The first opportunity Sioeli acted on, and every subsequent opportunity for that matter, came 

about as a result of an active search for opportunity. Within the literature, active search for 

opportunity increases the chance of realising opportunity (Baron, 2006; Shane, 2003). 

Before starting EZI World, Sioeli was looking for opportunity which would allow him to be 

independent. He had “learned from the experience of working for the airline” and used these 

experiences as opportunities to gain knowledge and skills necessary to start a venture 

(Politis, 2005). And indeed he recognised the opportunity to start his own venture because of 



his experience in the airline industry (Shane, 2000). The literature confirms that the 

entrepreneur’s knowledge capital influences both their ability to perceive opportunity, and the 

type of opportunity they perceive. Therefore, entrepreneurs, like Sioeli, are likely to perceive 

opportunity related to their prior work and industry experience. The second opportunity, the 

expansion of Fast Freight into Tonga, was related to the cultural knowledge Sioeli 

possessed as much as technical knowledge. Establishing the business in Tonga was 

difficult; and would have been more so without his knowledge of Tongan culture.  The ethnic 

entrepreneurship literature acknowledges the role of culturally specific knowledge in serving 

ethnic enclaves (Swedberg, 2000) however, no link within this discussion has been made to 

opportunity theory.  

“It took us two years of looking around all our networks to find someone who could 

say ‘oh, going to (those countries) is viable, we will make money out of it’. But if these 

ships make it really profitable, why shouldn’t we do it”  

When active search led Sioeli to recognise opportunity in further expansions throughout the 

Pacific he turned to his networks in search of the information he needed to realise that 

opportunity. The value of networks as sources of information is acknowledged within the 

literature (Shane, 2003); the structure of one’s social network may increase, or conversely 

decrease, one’s ability to perceive opportunity (Shane, 2003).  

DISCUSSION  

ENTREPRENEURIAL OPPORTUNITY 

The findings of this study support several themes in the literature regarding entrepreneurial 

opportunity and suggest that ethnic culture may indeed affect entrepreneurial recognition, 

evaluation, and exploitation of opportunity in ways that have not yet been suggested in the 

literature.  Thus, the findings of this study both confirm and extend the extant literature on 

entrepreneurial opportunity.  What is offered in this discussion draws on the two 

entrepreneurial stories shared above while also referring to the wider study. 



The opportunity construct has been suggested within the literature as the central point of the 

entrepreneurial process (Kirzner, 1973, 1997; Stevenson and Jarillo, 1990; Shane and 

Venkatamaran, 2000; Shane, 2000, 2003; Tapsell and Woods, 2010), and certainly the 

opportunity points for each of the entrepreneurs included in this study engendered critical 

profitability and growth within their businesses. Stevenson and Jarillo (1990) define 

opportunity as a “future situation which is deemed desirable and feasible” (p. 163), and have 

suggested that “entrepreneurship is a process by which individuals - either on their own or 

inside organizations - pursue opportunities without regard to the resources they currently 

control” (p. 163). These definitions resonated with each of the entrepreneurs experiences, 

particularly in the start-up phases.  Both of the entrepreneurs profiled in this paper, as well 

as the other entrepreneurs in the wider research project, noted that they had very few 

resources during the initial phases of their businesses. They provide very rich descriptions of 

what it was like to start with “very little” or even, in some cases “nothing”.  They describe 

working from the kitchen, basement, or garage, and making their own equipment. Because 

of their perception of a desirable future state, whether that be employment, freedom, or the 

ability to give back to family and community, these entrepreneurs did ‘what it took’ to make 

the opportunity to eventuate.  

 

Several factors identified as influencing the recognition of opportunity were identified within 

the entrepreneurs’ stories. For example, prior experience, access to information through 

networks, and opportunity search, for example are considered to be the three key factors 

which lead to the recognition of opportunity (Baron, 2006). Not unexpectedly, each of these 

factors resonated in the entrepreneurial stories shared in this project. The entrepreneurs, for 

example, identified opportunities related to their prior industry experience. As noted by 

Shane (2003), entrepreneurs are more likely to perceive opportunity related to their prior 

work and industry experience. It is suggested that this experience not only effect the 

opportunities perceived, but also the manner in which the entrepreneur will exploit the 

opportunity (Shane, 2000). In the broader study, three of the entrepreneurs identified 



opportunity based on information that they received from network connections. Further, one 

entrepreneur noted that beyond recognising opportunity, his network was critical to the 

successful exploitation of a key opportunity in his business. Three of the entrepreneurs 

described an active source as the catalyst for the recognition of an entrepreneurial 

opportunity, which, as suggested by Baron (2006) is well established in the literature.  

In addition to those factors established in the literature, the findings of this study also 

suggest that cultural values affect the manner in which these entrepreneurs have reacted to 

opportunity. Three of the five entrepreneurs cited addressing a need in their community as 

an influence in the recognition, evaluation, and exploitation of opportunity. This was 

motivated by and connected to the entrepreneurs’ culture; specifically the Tongan notions of 

kainga, kinship, and tauhi vä, social reciprocity and generosity (Ka’ili, 2005). For example, 

Henry recognised the opportunity to offer work to Pacific youth, and eventually to open a 

nationally accredited learning institution because of his culturally influenced desire to help 

his community. Similarly, Toafa recognised an opportunity to create a venture because of his 

prior work experience, but evaluated the opportunities he saw based on their potential to 

enable him to give to his community and better the circumstances of Pacific people. In 

another example, Richard and his brother recognised and opportunity and created their 

venture based solely on their prior professional experience. However, the implementation (or 

exploitation) of this opportunity has been very much influenced by their cultural values.  

Richard and other directors base their decision making process around potential benefits to 

both the organisation and the community. This philosophy is grounded in Richard’s ‘Tongan 

upbringing’ and cultural values. While the concepts of reciprocity and social embeddedness 

are addressed in ethnic and indigenous entrepreneurship literature, this concept has not yet 

been linked to opportunity.   

From the review of the literature it was suggested that several streams of literature imply that 

a connection between culture and the opportunity recognition, evaluation, and exploitation of 

opportunity may be possible. It was further suggested that this connection could enrich both 



understandings of the opportunity construct and cultural and ethnic opportunity. A number of 

authors have urged that both economic and cultural approaches are necessary to building 

entrepreneurial knowledge (e.g. Ibrahim & Galt, 2003). Further, it has been suggested that 

the opportunity construct eases the frustrations between the two approaches (e.g. Murphy et 

al., 2009); yet few authors have made the connection to analysis of the opportunity construct 

in cultural and ethnic entrepreneurship (see for example Volery, 2007; Clydesdale, 2008; 

Tapsell and Woods; 2010). The notions of entrepreneurial cognition and social 

embeddedness in particular are relevant to understandings of how the opportunity construct 

could be understood through cultural lenses and vice versa.  

KAINGA AND TAUHI VÄ: THE IMPORTANCE OF SOCIAL EMBEDDEDNESS AND RECIPROCITY 

The entrepreneurs’ accounts of their business experiences support suggestions in the 

literature regarding the socially embedded nature of entrepreneurial processes. Findings 

suggest that the entrepreneurial process is, for these entrepreneurs, embedded in family and 

cultural community. Further, it is suggested that the relationships with family and cultural 

community are characterised by reciprocity. The Tongan notions of kainga and tauhi vä 

provide insight into the nature of these relationships.  

There is a growing body of literature which sees the entrepreneurial process as an integral 

part of the cultural and social context surrounding it (Anderson et. al., 2006; Cahn, 2008; de 

Vreis, 2007; Dana et. al., 2008), as such It has been suggested that entrepreneurship is 

closely tied to the entrepreneur’s culture, networks, religion, and other social activities and 

institutions with which they engage (Granovetter, 2005). These assertions are particularly 

salient In the Tongan context. Tongan culture is considered to be collectively oriented (Addo 

and Besnier, 2008); as such, individuals’ membership in family community groups 

represents a critical component of their self -understandings (Markus and Kitayama, 1991; 

Prescott, 2009).  The notion of kainga in Tongan culture represents kinship relationships with 

family and friends. Kainga is often referred to as a noun, something that a person has. For 

example, one may refer to the strength of one’s kainga, which is a source and social value. 



The notion of tauhi vä can further illuminate this aspect of Kainga. Tauhi vä, literally nurturing 

social space, refers to nurturing socio-spatial relationships. It is characterised by generosity 

and reciprocity within social relationships, and often manifest in the symbolic gifting of social 

and economic goods (Ka’ili, 2005). This relationship can also be explained in the notion of 

fua kavenga which describes ones material obligations towards kin (Churhward, 1959). 

These notions comprise what are considered to be some of the most fundamental values of 

Tongan culture (Ka’ili, 2005).  

Family is an important part of life for these entrepreneurs; one entrepreneur explained 

improving family as being the whole purpose in life for Pacific Islanders. The family was 

described as providing entrepreneurs with business and personal support, a centre for 

cultural learning, and a motivation for their business goals. Three of the five entrepreneurs 

described providing for their family and creating a legacy for their children to be the main 

motivator in their business. Consequently, all but one of the entrepreneurs describe their 

business as being a family business. As mentioned above, several of the entrepreneurs 

described their family as providing vital resources to the business, such as support and 

decision making capacities, but further analysis would be needed to establish these 

advantages as familiness.  

Cultural notions of family relationships, kainga, were pervasive; either defining 

entrepreneur’s relationship to family, or being the motivation for a conscientious and often 

explicit decision to redefine the notion of family. Similarly, the entrepreneurs’ stories were 

characterised by tauhi va - feelings of reciprocity and social obligation to both family and 

community. In fact, most of the entrepreneurs in this study described an expectation of 

reciprocity within both cultural community and family relationships, although that expectation 

is often directed inward (meaning entrepreneurs expect to give but not necessarily to 

receive). All but one of the entrepreneurs see ‘giving to the community’ as an important part 

of their business; three of the five entrepreneurs cite it as an explicit motivating aspiration.  



Distinctions between family members’ involvement, ownership, and management in many 

cases became blurred. And as a result three of the five entrepreneurs discussed the 

importance of maintaining strict boundaries between family and business, particularly when it 

comes to cultural notions of family. Without those boundaries, they feared, the business 

would be exposed to the pressures of family obligation and its performance would suffer.  

This is suggestive of negative aspects of social ties and corresponding obligations, however 

further exploration of this issue would be needed.  

CULTURAL IDENTITY 

As noted earlier, it is argued that cognitive approaches provide valuable understandings of 

the individuals who engage in entrepreneurial activities. Grounded in the opportunity 

construct, the entrepreneurial cognition research stream is interested understanding how 

entrepreneurs think. Particularly, it explores the knowledge structures which affect people’s 

ability to recognise, evaluate, and exploit opportunity (Mitchell, et al., 2007). It is recognised 

that these frameworks are developed, at least in part, through experiential learning (see for 

example, Baron, 2006; Politis, 2005; Shane, 2003). With a few exceptions, these notions 

have been little explored (see for example Mitchell et al., 2002) despite the fact that the 

influence of culture on individual’s cognition, emotion, and motivation has been well noted 

(Markus and Kitayama, 1991).  

The findings of this study suggest that the entrepreneur’s cultural identity may affect the 

entrepreneurial process, yet the degree to which actions are affected is likely to vary by 

individual (Danes et al, 2008). The entrepreneurs in this study did not all hold the same 

understanding of their culture or their relationship to it, but each of the entrepreneurs 

suggested that they had a strong Tongan identity. The entrepreneurs’ stories suggested that 

each had developed a strong Tongan identity which bore upon their motivations and 

decisions. Core values associated with Tongan culture, such as respect, hard work, 

generosity and love, were cited as drivers or motivating factors for entrepreneurs. In addition 

to the positive influence of culture entrepreneurs perceived, the findings of this study also 



highlighted incongruencies between best practice in business and certain attitudes and 

behaviours associated with Tongan culture. Some of the entrepreneurs acknowledged areas 

where certain attitudes and behaviours associated with their culture were incongruent with 

prudent business practice. In many cases, the entrepreneurs expressed that compromise or 

balance between the business and cultural mindsets was necessary to ensure sustainability 

of the business.  The extent of these incongruencies and suggestions of how to deal with 

them would require further exploration.  

Within the ethnic and immigrant entrepreneurial literature, there are suggestions that these 

differences in cultural identity constructions are related to histories of migration and 

socialisation. Aviram (2009) for example, suggests that variances in the socialisation 

received by first and second generation migrants affect the mindsets and entrepreneurial 

propensities of entrepreneurs. For those entrepreneurs who were born and raised in Tonga, 

culture seemed to be an inextricable part of the way they understand themselves.  The 

entrepreneurs who were born and or raised in New Zealand had a slightly different outlook 

on their identity; each cited being ‘Tongan’ as influential to their identity, but they tended to 

see that identity as more fluid. Their understanding of ‘Tongan culture’ was in large part 

reliant on the socialisation they received in the home growing up, and therefore very centred 

on a parent (or parents). Yet despite varying migration patterns and socialisation 

experiences each of the entrepreneurs views their culture as a source of strength, even 

motivation, and identified ways it influences their business practice and decisions.  

Tongan Culture as ‘Pacific Culture  

Some, though certainly not all, of the participants referred to their ‘Pacific culture’ as often as 

they referred to a ‘Tongan culture’; their interchangeable use of the terms is perhaps a 

reflection of the way these entrepreneurs make sense of their cultural identity. The 

entrepreneurs who referred to themselves and ‘their culture’ in terms of duality were born 

and raised in New Zealand, and had the opportunity to be socialised within a larger Pacific 

community. Within the cultural identity literature there are examples of the adoption of 



regional identities of younger individuals.  As noted by Ross and Zuzeviciute (2011) the two 

are not necessarily alternatives, but rather, are potentially complementary feelings which 

may be integrated into a single cultural identity. In a study of Pacific construals of cultural 

identity Franklin (2003) found the notions to be plastic, negotiable, terms. Individuals found 

the process of defining their cultural identity to be a product of interaction between various 

social, demographic, and historic factors such as migration, degree of blood ethnicity (having 

‘pure’ or mixed blood), and representation.  Following this discussion, it is here suggested 

that although Tongan culture is distinct, in many ways it can be thought of as part of a wider 

Pacific culture. In support of this notion, Evans (2001) suggested that many aspects of 

Tongan culture are “directly comparable” to other Pacific cultures (p. 5). It is therefore likely 

that the findings of this study are relevant to understandings of entrepreneurship in the wider 

Pacific community within New Zealand.  
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Abstract 

 

The history of Chinese migrants making their home in New Zealand extends over 140 years. 

Chinese permanent residents are currently the second largest ethnic minority in New Zealand 

and expect to be the largest within 10 years. One of the unique characteristics within New 

Zealand’s migrant receiving history has been the establishment of two distinct Chinese 

resident populations. The new Chinese immigrants have arrived since the mid-1980s and 

display salient differences to the New Zealand-Chinese who are descendants of the Cantonese 

immigrants that came to New Zealand as gold seekers in the late 1800s. This study 

researched entrepreneurial patterns within both groups, and through the voice of the 

entrepreneurs themselves identified: a disconnect between the two distinct populations, 

significant differences in business orientation and engagement, but similar entrepreneurial 

characteristics. 

 

Keywords: ethnic minority entrepreneurship, Chinese entrepreneurs, immigration,  



  2 

Introduction 

 

New Zealand is an immigrant nation on the Pacific Rim, similar to Australia, Canada and the 

United States (Selvarajah, 2004a). Its migrant receiving traditions have provided significant 

benefit to New Zealand’s economic development. It is argued that the temporary and 

permanent entry of people from other countries helps to attract global talent to address skill 

shortages (Fernandez & Kim, 1998) and bring capital, expertise, and international 

connections to build New Zealand’s workforce (Department of Labour, 2009). Nearly a 

quarter of New Zealand’s population is foreign-born and forty percent of these immigrants 

arrived in the past ten years (Mare, Morten and Stillman, 2007).  

 

The history of migrants from China making their home in New Zealand extends over 140 

years. The Chinese community in New Zealand is currently the second largest ethnic 

minority group with a population of 139,727 New Zealand residents as at the 2006 census, 

which is surpassed only by Pacific Peoples (265,974 residents). This is in the context of a 

New Zealand society of 4 million people of which European (2,609,589 residents) and Maori 

(565,326 residents) are the dominating cultures (Statistics New Zealand, 2006). Furthermore, 

within ten years the Chinese community is expected to become the largest ethnic minority 

group in New Zealand (Chen and McQueen, 2008). The level of connection the New Zealand 

Chinese community has with this country’s business sector is significant, and will impact on 

New Zealand’s ability to participate in Asia’s expanding ascendancy.  

 

One of the unique characteristics within the New Zealand migrant receiving history has been 

the establishment of two distinct Chinese resident populations, with the new Chinese 

immigrants showing several salient differences to the established New Zealand-Chinese. The 

first wave of Chinese between 1865 and 1900 came to New Zealand as gold seekers (Ng, 

2001) and faced significant hardship, discrimination and separation from their families in 

China. A second wave of Chinese migration occurred when there was a historical shift in 

New Zealand immigrant policy in the mid 1980s (Meares, Ho, Peace and Spoonley, 2010).  

The descendants of early Chinese immigrants live and work alongside those who have 

arrived in the last two decades. Within this broad community classification there are 

differences in terms of their place of origin, political inclinations, religion and language or 

dialect (Meares, et al., 2010). Hence, within the dominant host society, it is important not to 

become confused between birthplace and ethnicity (Bedford and Ho, 2008) although 
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traditionally in New Zealand, researchers have for comparative purposes labelled immigrants 

from regions such as China or the Pacific as homogeneous groups (de Vries, 2009; Duncan, 

Bollard & Yeabley, 1997; Dunstan, Boyd & Crichton, 2004; Elliott & Gray, 2000; Fletcher, 

1999; Nana, 2003).  

 

As part of the knowledge development and greater understanding of receiving countries and 

their ethnic minority communities, this paper attempts to understand the entrepreneurial 

behaviours of the Chinese in New Zealand. This paper supports the argument that 

entrepreneurial decisional and behavioural patterns have intragroup differences (de Vries, 

2012). Therefore, this paper offers insights into the unique characteristics of the Chinese 

people of New Zealand, from both migration eras, through the voices of the entrepreneurs 

themselves. 

 

Two waves of Chinese migration to New Zealand 

 

The first wave of Chinese immigrants arrived from 1865-1900. They came to New Zealand 

as gold seekers (Ng, 2001) and faced significant hardship, discrimination and separation from 

their families in China (Wong, 2002). These newcomers came to a new world in which a poll 

tax was imposed on them from 1881 (Friesen, 2009). They also faced restrictive legislation, 

and were excluded from mainstream society (Ng, 2001). For example, the Chinese 

Immigration Act 1881, the Aliens Act of 1891 and the Asiatic Immigration Restriction Act of 

1899 are all testimony to institutionalised race discrimination of that time (Selvarajah, 

2004b). This first wave of Chinese immigrants were predominantly male and almost 

exclusively came from the Cantonese-speaking Guangdong province of Southern China – a 

poverty-stricken region at that time (Meares, et al., 2010). They stuck together and retained 

their traditional ways as a means of overcoming language difficulties, discrimination and a 

lack of personal assets (Ng, 2001). After the gold rush, a core of these immigrants remained 

in New Zealand and established themselves through small businesses such as market gardens, 

laundries and fruit shops (Meares, et al., 2010). However, it was not until 1944 when the 

Immigrant Restrictions Act 1920 was abolished, that Chinese in New Zealand were reunited 

with their wives and children (Meares, et al., 2010). From the 1950s onwards, New Zealand 

society became more accepting of the Chinese community and there was a loosening of 

immigration regulations to allow the reunification of families before the new Communist 

government in China closed the gates on emigration in 1951 (Ng, 2001). The expectation 
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with New Zealand was that the Chinese would acculturate and eventually assimilate into the 

dominant western culture in the country. However, they could not fully assimilate because 

they were visibly different, retained strong ties to their traditional culture and adhered to 

strong family obligations (Ng, 2001). These challenges were not as prevalent for their New 

Zealand-born children as they grew up with free Western education and childhood 

friendships with their European and Pacific peers, and were not afraid of the loss of their 

Chineseness. Yet these young Chinese-New Zealanders could not wholly assimilate because 

of their adherence to the values and traditions handed down by their parents. They were 

generally more comfortable with the concept of multiculturalism which had its roots in the 

1960s New Zealand, although multiculturalism has never been formally adopted as official 

policy (Fletcher, 1999). They also saw their future in higher education and entered into most 

aspects of New Zealand life as confident New Zealanders of Chinese ancestry (Ng, 2001). 

 

A second wave of Chinese migration occurred when there was a historical shift in New 

Zealand immigration policy in the mid 1980s (Meares, et al., 2010). The passing of the 

Immigration Act 1987 changed the criteria for migrant entry into New Zealand substantially. 

Earlier immigration policy had been based on preferred source countries such as Australia, 

UK and Western Europe (Selvarajah, 2004b). However, the new policy was based on a points 

system of rating a migrant’s personal qualities such as age, educational levels, work 

experience, and the ability to bring investment capital into the country (Bedford & Ho, 2008). 

This abandonment of selective immigration opened New Zealand to all nationalities on 

equitable selection criteria (Selvarajah, 2004b), based on the point system qualification 

introduced in 1991 (Bedford & Ho, 2008). This change in policy coincided with changes in 

China’s internationalisation policy which gave its citizens the opportunity to trade and travel 

internationally and facilitated a new wave of Chinese migration to New Zealand. The second 

wave immigrants are no longer subject to the same level of discrimination as those from the 

first wave (Meares, et al., 2010), however de Bruin & Dupuis (2000) argued that the  media 

wrongly portrayed them as rich, lacking commitment to their new host society, exhibiting 

self-interest and keeping to their own. The second wave began with arrivals from Hong Kong 

and Taiwan but since 2000 the majority of arrivals have come from mainland China. The 

majority are well educated, skilled individuals with considerable business experience and/or 

investment capital (Ho & Bedford, 2006). They speak mainly Mandarin as opposed to the 

first wave who were Cantonese-speakers and come from a range of provincial origins in 

China (Bedford & Ho, 2008). It should also be noted that immigrants have come from 
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regions other than simply China, such as Britain, Korea and South Africa (Bedford & Ho, 

2008). After 2000 the Chinese migrants dominated arrivals in New Zealand - second only to 

those arriving as permanent arrivals from the United Kingdom (Meares et al., 2010). 

Furthermore, Chinese immigration numbers are forecast to reach 667,000 by 2021 (Chen & 

McQueen, 2008). Many of these immigrants have established businesses within New Zealand 

and have also invested personal capital from overseas (Chen & McQueen, 2008).  

 

The second wave immigrants have faced obstacles. Firstly, there is evidence to suggest that 

immigrant unique skills are underutilised in New Zealand (de Bruin & Dupuis, 2000; Watts 

& Trlin, 1999). Secondly language has been identified as a limiting factor for Chinese 

immigrants (Benson-Rea & Rawlinson, 2003). In support, Selvarajah (1998) highlighted that 

because of the language affinity between Malaysia and New Zealand, the business migrants 

of Chinese ethnicity from Malaysia have adjusted better than those from China itself. Thirdly, 

research has highlighted the importance of greater understanding of intercultural 

communication and diversity brought about by globalism (Cruickshank, 2007). For example, 

Chinese business culture is based on trust and places great emphasis on trustworthy sources 

((Benson-Rea & Rawlinson, 2003).  

 

Method 

 

This is a study of the experiences within an ethnic minority in New Zealand.  It uses case 

study analysis to extrapolate the ethnic minority intragroup differences in terms of the 

Chinese entrepreneurial behaviour in New Zealand. New Zealand has a dominant European 

culture with immigration trends and policies that are comparable to those of other major 

receiving countries. The country has a large small business sector with those in self-

employment contributing 17.2% of the country’s economic activity (Statistics New Zealand, 

2006).  

 

Two multiple case studies were developed. The first case study was that of ethnic minority 

entrepreneurs who were New Zealand-born descendants of the 1
st
 wave Chinese immigrants; 

and the second case study was that of the 2
nd

 wave of Chinese ethnic minority immigrant 

entrepreneurs. The first multiple case study (first wave) consisted of semi-structured 

interviews with five New Zealand-born Chinese entrepreneurs from: market garden, 

restaurant, clothing, hardware retail, and consultancy business backgrounds. One interviewee 
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was also heavily involved with local-body politics. The second multiple case study (second 

wave) consisted of semi-structured interviews with five overseas-born Chinese entrepreneurs 

from: fast food, immigrant services, retail, biotechnology and finance business backgrounds. 

These interviews consisted of narratives in which the respondents told their own story and 

expressed their own views – in essence the voice of the Chinese ethnic minority 

entrepreneurs themselves. The study then analysed their stories through comparative analysis 

to consider the phenomenon: to what extent the two waves of Chinese migration to New 

Zealand influence convergent or divergent entrepreneurial behaviours. 

 

Findings 

 

All Chinese immigrants, throughout the two eras of migration to New Zealand, have been 

confronted with the duel challenge of holding true to their cultural values whilst striving to 

find their place in a new society. A major element of their social and economic adjustment to 

life in New Zealand has been tied to the status attained through some form of employment - 

which impacts on factors such as their family viability, social acceptance and personal 

esteem. A prominent means of satisfying this need has been to engage in entrepreneurial 

activity in the New Zealand small business sector. Those who have chosen the self-

employment option constitute 24.1% of the Chinese community in New Zealand, whereas 

20.3% of Europeans and 18% of the total resident population are involved in some form of 

self-employment (Statistics New Zealand, 2006). These findings expand on the views and 

voices of current Chinese ethnic minority entrepreneurs from the two waves of migration to 

New Zealand. 

 

First Wave (1860s to early 1900s) 

 

Historical background: The respondents spoke of their historical roots in the Cantonese 

region of China. They outlined family migrant histories of discrimination, racism and hard 

times experienced by their grandparents and parents. As in, “he retired and returned to his 

wife in the Chinese village, dying four years later just 58, after 44 years of hard grind in 

Gore [New Zealand town].”  

 

Upbringing: The respondents were from New Zealand market gardening and restaurant 

family backgrounds. They had 2-4 siblings and stated that Cantonese was spoken at home. 
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They all spoke of parents that worked long hours and of working in family market gardens or 

restaurants as children, “we worked in the gardens after school and weekends until quite late 

at night.”  They stated that they had overcome prejudice and discrimination during their 

upbringing, and suggested it was far less than that experienced by their parents and 

grandparents. 

 

“Not anything that we can’t overcome. I mean there will always be prejudice and I guess 

prejudice will always be around it’s just that it’s a little bit more subtle. When my 

grandparents came to New Zealand it was like - the government would say we don’t like 

Chinese coming into New Zealand so we will whack a hundred pound poll tax on them. 

You know anyone else can come into New Zealand free of charge but if you are Chinese 

well you need to pay. So it was a lot more obvious in those days growing up. ........ If 

anything it makes you try to succeed more I guess subconsciously. You know if you get one 

or two people express racial prejudice then in the back of your mind you say well I’ve got 

nothing to worry about because I’m a lot smarter than that idiot anyway, and you show it 

in your performance – it make you more determined.” 

 

However, the respondents did highlight the challenge of living in two worlds. Backwards, in 

honouring their culture and traditions and forwards in making their way in New Zealand 

society, as in: “you retain some of the traditional or some of the critical cultural heritage 

obviously. But in terms of your thoughts and behaviour definitely more New Zealander than 

Chinese.” They also referred to their lack of acceptance because of physical differences. 

 

“I mean it wasn’t that long ago that I would go and speak somewhere and say ‘us Kiwis’ 

and people would laugh at me. So I think it is always going to be there because I think the 

stereotype of a Kiwi [term depicting a New Zealander] is still somebody who is white.” 

 

Education: Four of the five respondents had tertiary education although none had any 

business qualifications. They highlighted that parents and grandparents, who had been 

accustomed to hard manual labour, placed a great deal of emphasis on higher education for 

their children. 
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“Manual labour is quite hard work and while my parents didn’t have so much of a choice 

because of their language and their educational background, they certainly made sure that 

the children had a higher level of education.” 

 

Ethnic Connection: Generally there was not a strong affiliation to the New Zealand Chinese 

community among the first wave respondents. In fact there was a distancing from the Chinese 

who had arrived in the second wave. This was in part because of language: “Recent Chinese 

immigrants speak Mandarin which is the national language now. So you can imagine the old 

established Chinese community speaking Cantonese and don’t understand the Mandarin and 

vice-versa;” and a general unwillingness to associate with the new community: “Recent 

immigrants that have come here and imported a lot of problems as well. You know, we the 

more established Chinese community don’t really associate with all that sort of thing. 

Because we see ourselves as quite different and distinct from that part of the Chinese 

community.” So there is a definite disconnect between the two waves of immigration.  

 

“Now with many of them [new wave], their accent gives them away, there is a reluctance 

to get away from the groups from which they are comfortable and so that means that 

groups of Chinese stick together, they live together in the same suburbs. Their social 

behaviour is the same and their shopping is done in very Chinese areas now. And that is 

great for them but in terms of integration it is probably not hugely helpful.” 

 

Influence of Chinese traditions and values on business orientation: The respondents all spoke 

of working long hours and felt that their work ethic was galvanised through their 

understanding of the hardship that their parents and grandparents had endured, as in: “I think 

through that hardship that sort of galvanised a very strong will to survive and to succeed in 

business. And I think that has been passed on down the years, you know, it’s just the sheer 

grit and determination to succeed.” Therefore they often spoke of parents and grandparents 

being role models in their business success. Respondents also spoke of a strong family 

orientation influencing their lives: “I think the sense of family. The closeness of family, the 

support of family which I still believe is there in a way that perhaps other ethnicities don’t 

have as strong a focus on.” 

 

Homeland/ancestral connection: The respondents had no significant affiliation to their 

ancestral homeland but do feel a sense of connection, “I was born here, lived here for 65 
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years, I know no other home except [New Zealand city]; but when I went back to China to 

find my roots there, there was a feeling there that is very difficult to put into words.” 

However, another respondent commented on their time working in China, “ironically, I 

didn’t blend in as I dreamed I would. I wasn’t accepted as one of them.”  None of the 

respondents had homeland business connections, but did understand the importance of such 

relationships for New Zealand future prosperity. 

 

“That’s where I think the future wealth is going to come from. And when you look at it 

from the point of view of relationships, that if Chinese do business because of 

relationships and the building up of relationships. And the Chinese who are here say: OK 

we want to do something in China, I’ve got a cousin over there; they would far rather 

partner with their cousin than with Joe Blogs who they don’t know at all. So that’s the 

kind of - blood is thicker than water.” 

 

Business profile: The major business catalyst identified by the respondents was self-

determination, as in: “I wanted freedom, freedom to do what I wanted and follow ideas 

without the restrictions of working for someone else.” They measured success through 

growth and profitability. They used professional advice from accountants and lawyers, had 

growth expectations, and a customer focus, as in: “The way I market we have got everybody. 

It doesn’t matter what race you are, what age you are, we make sure we market it for 

everybody.” 

 

Family Business dynamic: Respondents spoke of a strong family business orientation and the 

importance of capital funding through the family. They also spoke of family involvement in 

the running of their businesses. As one respondent stated: 

 

“Because all members of the family have had some sort of equity in the business. And 

there are a number of us of the family that work in the business as well. In many ways we 

have resurrected the family business.” 

 

The respondents didn’t, however, display a preference for their children to be involved in the 

business. “I don’t have expectations about my son taking over my business when he grows 

up. But you know it may happen but I am not going to cry if it doesn’t.” They spoke of a 

preference for children to find their own opportunities.  
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“So if you look at it - what is the purpose of my life? The purpose of my life is to bring up 

my children so that they can do better than I have done. When I was growing up the 

number of Chinese market gardens were tremendous, but there are about three left now. 

And that has happened because we raise our children to go to University and buggered 

off. So the succession hasn’t come through that [the business], the succession has come 

through give me the opportunity to do other things and move into professions and other 

realms of business.” 

 

Second Wave (mid-1980s to current) 

 

Historical background: The respondents came from a variety of Chinese destinations: 

Northern and Central China, Hong Kong and Taiwan. They were generally from prosperous 

and/or entrepreneurial families in China, and had between one and four siblings. 

 

Migration and settlement: These respondents came to New Zealand for lifestyle and 

educational purposes rather than business opportunities, as in “mainly for the education 

system for our daughter and the better lifestyle.” They chose to reside in New Zealand’s 

largest cities and overall had limited knowledge about New Zealand and its society before 

migrating. In discussing their settlement in New Zealand they did still consider themselves to 

be Chinese, “I am still a Chinese but of course I am a New Zealand citizen ....... My English 

accent is not Kiwi and I don’t look like a Kiwi but of course I hold a Kiwi passport and I live 

in New Zealand.” They spoke Mandarin as their first language although one also spoke 

Cantonese. Furthermore, they were all conversant in English before arriving in New Zealand, 

but language integration was still a problem to varying degrees, for example “when I 

communicate with local people, sometime I can’t understand what they say...... and they make 

me very aware, you know, they can’t understand what I say.” The respondents also spoke of 

difficulties in career integration as several vocalised their frustration with the lack of job 

opportunities which suited their skill sets.  

 

“But the Chinese people have some ability and they have some knowledge, very good 

knowledge and high qualifications, high skills but very hard to find a job. So that is the 

reason why the majority of people start their own business.” 
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Education: All of the respondents had tertiary qualifications, with one having completed a 

Ph.D. Four had completed business qualifications. However all placed emphasis on the 

importance of constant learning and practical business experience; as in “everybody should 

keep on learning all the time and be open-minded. It’s not how many times you succeed, it’s 

how many times you fail and are able to come back. And you learn from your mistakes.” 

 

Ethnic Connection: Generally they had their Chinese community networks but no strong 

affiliation to the broader Chinese community. In part, this may reflect the respondents’ 

different geographic origins, as in “funny thing about the Taiwanese community in New 

Zealand is that it is quite small so everyone knows one-an-other.” Many of the respondents 

felt little or no connection to the first wave descendants: “Yes there is still a huge gap, 

Chinese born in New Zealand, most of them don't speak Chinese for start. There is a gap in 

thinking, as most NZ born has not experienced the culture in Asia.” Thus reinforcing the 

‘disconnect’ between the two waves of immigration. 

 

Influence of Chinese traditions and values on business orientation: The respondents all spoke 

of working long hours and coming from a hard working business culture: “Chinese people 

are hard working people. We don’t really want to work for somebody else, we want to make 

our own company, set up our own career. So probably that kind of cultural thing that 

influence me,” but did not speak of role models influencing their business activities. They 

referred to the importance of retaining their own identity whilst trying to ‘fit in’ to a new 

society and their integration, this was different from the New Zealand-born Chinese. 

 

“New Zealand Born Chinese are more towards the Kiwi ways of life. They want to be 

Kiwi, but their skin colour betrayed them. They will try to stay away the traditional value 

of being a Chinese and move more and more towards the western side. While immigrants, 

like myself, want to maintain our own identity of being a Chinese. But at the same time 

trying to adapt to the western way of life.” 

 

Having their own identity did, however, create its integration challenges, as in “our doing 

things back in other countries is sometimes totally different with New Zealand. A lot of things 

you have to learn and get used to it.” 
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Homeland connection: The respondent had strong homeland affiliations with respect to 

family connections, “yes, once a week, and also use MSN, you know, in the office I will open 

my MSN and I can chat with my family,” and business connections, “I am going back in July 

this year for some business trips, to have a look around the whole business market.” 

 

Business profile: The two major business catalysts identified by the respondents were the 

challenging job market in New Zealand, as in: “it is really, really hard to find a job here. So 

that’s why a lot of immigrants, if they have a lot of savings or whatever, they will go into 

business,” and the respondents opportunity orientation. They measured success through 

profitability, “profit one of the long term goals ..... If you can’t make the profit you will close 

anyway.” The respondents considered the major difficulties they faced were language 

barriers, a lack of local knowledge: “Business here in New Zealand is very, very difficult; 

especially for migrants which you don’t have extensive knowledge about the background. The 

way to do business and all those systems, rules and regulations,” and the small nature of the 

New Zealand market. Whereas, a major strength they highlighted was their strong Asian 

business culture. They used professional advice from accountants and lawyers, had growth 

expectations, and a customer focus, as in: “It’s not how much we know, it’s how much we 

care. So that is our differentiation from other companies.” 

 

Family Business dynamic: Respondents did not refer to a family business orientation as in, “I 

don’t see the family can bring me any more values in business for me to bring them in,” and 

displayed little interest in the prospect of children becoming involved in the business. As one 

respondent stated:  

 

“No, no, no, because we don’t want to interrupt my daughters studying. And I know some 

people who have the children work behind the kitchen or something while they doing 

homework and then help out with the counter, but we don’t want that.” 

 

With regard to the capitalisation of the business, respondents generally referred to personally 

funding the venture: “I come into the country through the business investment criteria, so we 

should have some sort of investment to bring along with us.”  
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Discussion 

 

This study considered the changing nature of Chinese ethnic minority entrepreneurship in 

New Zealand from the perspective of two migration eras. Firstly, the descendants of the 

1865-1900 immigrants who came to New Zealand as gold seekers, and secondly, the new 

wave of migration from China since the mid-1980s. Historically, the two waves have very 

different backgrounds with respect to region of origin, language, social status in China, and 

migration motivations. The first wave entrepreneurs were New Zealand-born and had a 

strong understanding of the New Zealand context, and considered themselves to be New 

Zealand-Chinese. However, the respondents did highlight the challenge of living in two 

worlds, in fitting into the current societal context and retaining their Chinese traditional 

values. They still struggled for complete acceptance in society but experienced less of the 

hardship and discrimination which plagued their parents and grandparents who had arrived as 

poverty-stricken immigrants in the early 1900s. Whereas the respondents from the second 

wave came to New Zealand for lifestyle and educational purposes, came from relatively 

affluent families, considered themselves to be Chinese living in New Zealand, and spoke of 

some discrimination based on language barriers and race.  

 

Respondents from both waves generally had tertiary qualifications, however, the second 

wave were the only ones to have business qualifications. They all spoke of the Chinese work 

ethic and role model influences of first wave but not second wave. Respondents from neither 

wave spoke of strong affiliation to the broader New Zealand-Chinese community. In fact, 

there was a disconnect between the first and second wave respondents because of language, 

values, and historical differences. Although first wave respondents spoke of the historical 

hardship creating a bound between the descendants of the first wave, the second wave were 

from diverse regions of China and felt less of a sense of Chinese community in New Zealand.  

With respect to business start-up, respondents from both waves identified self-determination 

as a major catalyst for starting their own business, whilst second wave also highlighted the 

challenging job market as influencing their business start-up decision. Both groups measured 

success through profitability, used professional advice, and had strong customer focus. The 

first wave respondents also indentified a strong family involvement in the business and the 

importance of family financing. Whereas, the second wave of immigrants had minimal family 

involvement in the business and referred to personal funding of the venture. 
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First wave respondents had no significant personal or business affiliations with Asia whereas 

the second generation had strong homeland affiliations and used these connections to benefit 

their business aspirations. Second wave respondents did identify language, the small New 

Zealand market and lack of local context as barriers to their business activity. 

 

Conclusion 

 

Is Chinese ethnic minority entrepreneurship in New Zealand changing? The answer is yes 

and no. Data collected from respondents of both waves identified two quite distinct groups 

with respect to social status, traditions and values, and suggested that it may be difficult to 

consider both waves as a homogeneous Chinese community in New Zealand. Respondents 

from both waves did, however, have tertiary education, strong work ethic, and similar 

business traits as in: growth expectation, profit orientation, capitalisation, and customer 

focus. Respondents from both waves never-the-less had a sense of disconnect from each 

other. In considering differences, the affiliations to China of the second wave offered 

significant international business opportunities through the greater understanding of and 

connection to the Asian business environment. On the other hand, the first wave descendants 

appeared to have a stronger family business orientation and a long-term commitment to New 

Zealand and its development. Therefore, although their entrepreneurial patterns are similar in 

many respects, the contrasting migrant history and behaviours inferred that there are 

significant differences in first and second wave business orientation and engagement. 
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Abstract 

 

Business dynasties are a contemporary social phenomenon that contribute significantly to the 

social, economic and political development of a society. This is particularly evident in 

Canada where business dynasties have dominated the relatively small national economy. 

These dynastic businesses have endured for generations and have perpetuated high levels of 

economic and political activity. The family names attached to the business dynasty have been 

synonymous with social prestige, as well as exceptional philanthropic endowment. A number 

of these iconic business dynasties were the creation of immigrant ethnic minority 

entrepreneurs. Some have continued to thrive and yet others have virtually disappeared. The 

literature on ethnic entrepreneurship, family business and dynasties intersect and yet contain 

significant inconsistencies when trying to explain the dissolution or continuance of ethnic 

entrepreneurship dynasties. This paper presents a literature review of the main issues related 

to the understanding of ethnic entrepreneurship dynasties originating within the Jewish 

community from Montreal, Canada. 
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INTRODUCTION 

 

  The significance of heredity has long been debated when trying to understand the 

success or failure of succeeding generations (Archer, 2009). Often through the creation of a 

family business, a dynast creates a legacy, an organization of wealth for descendants and 

institutions (Jaffe and Lane, 2004; Marcus, 1980, 1985; Nootens, 2007). Business dynasties 

produce traditions powerful enough to last generations (Hau and Stoskopf, 2005; Oonk, 

2009). They are a contemporary social phenomenon contributing to the social and 

economic fabric of society (James, 2007; Landes, 2008; McMurdy, 1992; Niosi, 1978). 

However, little is known about business dynasties (Dumas, 1992; Gibbon and Handekel, 

1990; Jennings, Cox and Cooper, 1994; Newman, 1978a, 1978b, 1981), many of which are 

the product of ethnic minority entrepreneurship (Abella, 1990; Abella and Troper, 1983; 

Anctil, 1992; King and Schumann, 2001; Marrus, 1991; Razin and Langlois, 1996; 

Tulchinsky, 1992, 1998, 2008), tracing their origins to family-run SMEs. Concepts derived 

from the fields of family business and ethnic entrepreneurship both support and contradict 

the emergence, sustainability and dissolution of these dynasties. 

 

CONCEPTUAL FRAMEWORK 

 

  The study of ethnic entrepreneurial dynasties is informed by the literature on 

entrepreneurship, where the term founder and entrepreneur are used interchangeably 

(Jennings, Cox and Cooper, 1994; Kraus and Harms, 2011). Much of the research on 

entrepreneurship has focused on the nascent entrepreneur and the particular characteristics 

of risk-taking, innovation and opportunity discovery, most commonly associated with 

entrepreneurial behaviour (Carter, Gartner, Shaver and Gatewood, 2003; Cunningham and 

Lischeron, 1991; Gasse, Diochon and Menzies, 2002, Gasse, 2011; Menzies, Gasse, 

Diochon and Garand, 2002). Research has also determined that conditions and 

environments inform the decision for ethnic minorities and immigrants to engage in 

entrepreneurial activities (Granovetter, 1973; Julien, 2011; Light and Gold, 2000; Light and 

Bonacich, 1991) and how ethnic minority businesses have contributed significantly through 

entrepreneurship to the economies (Brock and Evans, 1989; Carree and Thurik, 2000; Hitt 

and Reed, 2000; Kraus andWarner, 2011) and social development of a society (Aldrich, 
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1995,1999; Borjas, 1986; Dana and Morris, 2007; Davidsson, 2003; Kim, Aldrich and 

Keister, 2003; Levie, 2006). The importance of the family and the effects of social, cultural 

and human capital on entrepreneurship (Bourdieu, 1991, 2005; Bowey and Easten, 2004; 

Casson and Della Giusta, 2007; Crow, 2004; Dana and Morris, 2007; Light, 2005) and how 

entrepreneurial activities, and the propensity to engage in entrepreneurial activities, differ 

between cultures or ethnicities (Dana, 1997; Levie and Smallbone, 2009; Light, 1972) has 

also been well established. 

 

DEFINING ENTREPRENEURSHIP AND THE DYNASTY 

Entrepreneurship 

 

From its earliest introduction by Richard Cantillon in 1756, the accepted 

understanding of the term entrepreneur was that of a go-between, or someone who takes the 

risk of being self-employed (Hisrich and Peters, 2001). As early as 1921 Knight introduced 

the idea that entrepreneurship involved risk-taking and by the 1930’s, the concepts of 

entrepreneurship being an expression of cultural values (Weber, 1930), and innovation 

(Schumpeter, 1934), were added to the concept. By the 1960’s a more social understanding of 

entrepreneurship was introduced. These included the view that it was the expression of a need 

for achievement (McClelland, 1961), or as a compensation for marginality (Hagen, 1962) and 

as an agency of change (Barth, 1967). 

 

In the past, the study of entrepreneurship has largely focused on the nascent 

entrepreneur. It was believed that the innovations produced from the individual entrepreneur 

were due to particular personal characteristics, the entrepreneur being born, or stemming 

from particular attributes, cultural or personal (Aldrich, 1999; Carter, Gartner, Shaver and 

Gatewood, 2003; Cunningham and Lischeron, 1991; Gasse, 2011; Gasse and D’Amours, 

2000; Gasse, Diochon and Menzies, 2002; Menzies, Gasse, Diochon and Garand, 2002; 

Pollack, 2011; Reynolds, Carter, Gartner and Greene, 2004), the individual cognitive 

processing (Baron, 1998), the emotional (Goss, 2005; Cross and Travaglione, 2003; 

Shephard, 2004), and the historical and geographical context of the entrepreneur (Casson, 

2011; de Vries, 2008; Hamilton, Dana and Benfell, 2008; Julien, 2011). More recently, 

researchers have extended this view to include studies on the conditions, relationships and 

locale that inform decisions to engage in entrepreneurship (Dana, 1997; Granovetter, 1973; 

Julien, 2011; Light and Gold, 2000; Light and Bonacich, 1991; Staber, 2011).  
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Further studies have suggested that entrepreneurship may be learned (Gibb, 1986; 

Knight, 1987), or inheritable, especially if experienced at a young age (Gasse and D’Amours, 

2000; Gasse, 2011; Diochon, Gasse, Menzies and Garand, 2001). And studies have suggested 

that it is multidimensional contexts (Leighton, 1988) and environments (Shapero and Sokol, 

1982; Shapero, 1984; Peterson, 1988) that were the most important determinants of 

entrepreneurial activity. 

 

The term entrepreneurship has also frequently been used to describe activities that 

influence the economy by innovation, competition or restructuring (Kraus and Warner, 2011). 

It is often applied to the founding of new companies (Kraus and Harms, 2011) where the 

terms founder and entrepreneur are used to mean the same thing. The defining elements of 

entrepreneurship are considered to be the founding of a business, the self-employment that 

follows, leadership, coordination, new innovation and personal risk-taking (Hitt and Reed, 

2000; Kraus and Warner, 2011). Entrepreneurship is viewed as essential for regional 

development as well as growth and employment in the economy (Brock and Evans, 1989; 

Carree and Thurik, 2000). Most importantly, entrepreneurship is the driving force of the 

ethnic entrepreneurship dynasty. 

 

The dynasty 

 

Dynastic continuity may be based on political, intellectual, or artistic 

accomplishment, but it is the fortunes in the development of business dynasties that 

differentiates these from other types of dynasties (Marcus, 1985, p. 225). It is the formal 

organisation of mutually shared interests in collective wealth that separates the dynasty from 

other types of family businesses. According to Marcus (1980, 1985), this formal organisation 

of wealth is created by the authority of law in the form of trusts, foundations, corporations 

and holding companies. Business dynasties are, therefore, a distinctive type of private 

corporate and contemporary social organisation with the intent to conserve wealth against 

threats of devaluation or division for its distribution among descendants and institutions 

(Marcus, 1980, p. 227). 

 

The business dynasty is an organisation that consists of extended family relations held 

together by a strongly sustained collective memory, a tradition powerful enough to affect the 

lives of several generations of descendants (Nootens, 2007; Hau and Stoskopf, 2005; Rosa, 
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2006). Marcus (1980, 1985) has suggested that dynasties have an important long-term impact 

on society and that the dissolution phase of the business is as important as the previous 

periods of foundation and stabilisation with regard to this impact. A business dynasty is 

created through the business activities of an individual, the dynast, where the founder 

integrates a family and a fortune. In Canada business dynasties have dominated  the relatively 

small national economy (McMurdy, 1992), may of which began as ethnic minority 

entrepreneurial businesses and evolved into dynasties. Little is known about these dynasties, 

perhaps due to them being private and secret worlds (Dumas, 1992; Gibbon and Handekel, 

1990; Marrus, 2000; Newman, 1978, 1981), or due to what Litz (1997) described as an 

attitude of disdain for inherited wealth by researchers.  Although famous business dynasties 

have been the subject of popular literature on a case-by-case or anecdotal basis (Cooren, 

2004; Landes, 2006; Kets de Vries and Carlock, 2010; Niosi, 1978; Ward, 2004), there have 

been few comparative studies of business dynasties.  Few studies have concentrated on 

business dynasties from a particular ethnic group (Barjot, Anceau, Lescent-Giles and 

Marmot, 2003; Hougaz and Betta, 2008; Nootens, 2007; Rosa, 2006) and none are in 

evidence from the perspective of the descendent stakeholders. The link between ethnicity and 

business dynasties is also incomplete. 

 

  According to Nootens (2007), membership in a family business dynasty is a right unto 

itself that involved extensive use of notarised documentation in the form of marriage 

contracts, titles, deeds, stocks and inventories of family assets. He suggested that most of 

these, unless conflict and law cases ensued, were extremely private and confidential. 

Lawsuits between and involving members of business dynasties are, however, somewhat 

common occurrences (Nootens, 2007; International Directory of Company Histories, 1990). 

One of the accepted functions of membership in such dynasties is said to be the maintenance 

of rank in the social class. As seen by his study of the Rollands (a large French-Canadian 

family business dynasty in the paper industry), public opinion is of great importance to the 

founder of the company and the legacy left by dynasts often included an illustrious private 

and public name (Nootens, 2007).  

 

In his study of dynastic families in the United States, Marcus (1985) found that 

historical conditions were crucial to the creation of business dynasties in the United States. 

He found that conditions during the late nineteenth and early twentieth century led to wealth 

and power that was privately owned and organised and that certain of these accumulated 
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fortunes became family dynasties, organisations that preserved and created dynastic wealth 

(p. 224). He suggested that the organisation of wealth in the business dynasty is partly 

autonomous from the family it served (Marcus, 1985, p. 232) and that the dissolution of the 

family business is a natural sequent in dynasties where as members of the dynasty become 

clients of an organisational structure of wealth, they detach themselves from the functions 

related to the business and looked for other projects (p. 235). 

 

According to Marcus’s model, the second generation actively engaged in adding to or 

surmounting the wealth created by the dynast and that depending on the amount of wealth 

accrued, this stage lasted through further generations. He described how hopes for dynastic 

perpetuation and a type of independent self-confidence characterised the first and second 

generation transition (p. 235), saying that this is the period most focused on in popular 

literature. Subsequent generations are part of the organisation’s dissolution phase. To Marcus, 

it is in the phase of the dissolution of a dynasty’s business that long-term investment 

occurred, where projects are built and become enduring institutions, and the administration of 

wealth is turned over to professionals to be managed. 

 

In dynasties, long-lived founders are focal ancestors for future generations, the object 

of reproduction in the invention of traditions, on which dynastic families depend. To Marcus, 

the length of the dynast’s life was also of importance to the evolution of the business dynasty. 

A long-lived founder was found to forestall the shift from wealth creation to dynasty 

dissolution (Marcus, 1980, p. 251). Marcus also found that less concern with privacy and less 

reserve toward scholarly attention were created when dynasties, as organised entities, 

dissolved and less famous and financially more modest dynasties were more accessible than 

larger ones that were extremely secretive. As he noted, “Texas billionaires and Saudi princes 

are not in the habit of revealing their thoughts to the world” (p. 224). Marcus suggested that 

the study of smaller dynasties offered some systemic view of what motivated dynastic 

activity (p. 225) and that the climax and post-climax periods of dynastic dissolution were at 

least as important as the previous periods of foundation and stabilisation with regard to the 

long-term impact dynasties had on society (p. 234).  

 

In tracing the history of American business dynasties, Marcus (1985) found that 

generational transitions paralleled specific periods of transformation in American capitalism. 

He demonstrated that external assaults from government on what were considered 
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extravagant and perpetual private wealth organisations and internal challenges from cultural 

trends in mass society undermining the authority of the notion of tradition, something the 

dynasty counted on for its perpetuation, were significant factors in the evolution of American 

business dynasties. He found that the 1970s, in particular, were a time when the established 

rich as well as the affluent middle class in the United States faced a decline in their assets. 

Changes in tax laws closed loopholes especially in trust laws, leading to the strengthening of 

the formal organisation of dynastic wealth since they required aggressive, creative responses 

from legal experts and money managers to maintain their wealth (p. 242). 

 

  Marcus (1985) suggested that culturally and economically, the conditions that once 

gave rise to dynastic formation may no longer exist, or may exist in a radically transformed 

manner (p. 244). Dynastic families became institutionalised with outsider’s involvement and 

less familial autonomy over their financial decisions and dealings. The main advantages he 

found in the business dynasty were informational and related to its attached mystique. Marcus 

believed that, “the organisation of wealth is more durable that the organisation of the family” 

(p. 255). Marcus’s work may provide valuable insight for understanding ethnic 

entrepreneurship dynasties, however, it presents inconsistencies with the literature on family 

business where success is often equated with successful business succession. 

 

Dumas, (1992) Gibbon and Handekel (1990), Marcus, (1985), and Newman, (1978, 

1981), also described business dynasties as very private and secret worlds.  This view is 

substantiated by the limited research on business dynasties where only the most famous have 

been the subject of popular literature and mostly on a case-by-case basis. Further evidence is 

provided by the report that members of business dynasties expressed a sense of being unique 

and separate, a-one-of-a-kindness (Cooren, 2004; Landes, 2008; Kets de Vries, 1993; Kets de 

Vries and Carlock, 2010; Niosi, 1978; Ward, 2004). This itself may be considered a cultural 

self-perception that defines dynasties as distinct in contemporary social organisation.  Where 

entrepreneurship dynasties have been studied, it has been by way of collecting historical 

information (Anwar and Tariq, 2011; Hau and Stoskopf, 2005; Jones and Khanna, 2006; 

Witkowski, 2006) and secondary sources, such as the collection of previously documented 

biographies (Barjot et al., 2003).  Often, the purposes for examining the dynasties, has been 

in terms only of their historical significance or business organisation (Anwar and Tariq, 

2011).  
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One-of-a-kind or social phenomenon 

 

  At times, the study of dynasties has transcended that of historic moments, elevating 

them to an interest by scholars and historians. These occasions are rare and far between, 

and, in most cases, resulted in a relative deficit by historians to record only the actions of 

the few glowing examples. It is the largest dynasties, that are typically under investigation, 

as it is their rags to riches stories that are most remarkable (King and Schumann, 2001).  

 

  In the contemporary world of individualism, heredity may no longer guarantee the 

perpetuation of a business nor social status, and lineage seems to count for less than in 

previous generations. It is in this world that ethnic entrepreneurship dynasties now find 

themselves. Without these traditional guarantees, entrepreneurship dynasties may struggle 

to thrive, and perpetuating economic power, honor and influential social positions may be 

more difficult than ever. However, business dynasties continue to emerge, support and be 

supported by ethnic communities (Dana and Morris, 2011; Hougaz and Betta, 2008). 

 

THE ROLE OF ETHNICITY, IMMIGRATION AND RELIGION ON 

ENTREPRENEURSHIP 

Ethnicity and immigration 

 

Several concepts have surfaced and have contributed substantially to the 

understanding of ethnic entrepreneurship extending the subject to more than about immigrant 

individuals striving for a better life through small business creation.  According to Levie and 

Smallbone (2009) our knowledge of the nature of entrepreneurial activity among different 

ethnic minority groups is partial (p. 30). They argued that to understand ethnic and immigrant 

entrepreneurship, factors such as which ethnic minority an individual identifies with, the 

length of time they have been in the host country, from which country they came from, the 

circumstances which led to migration, personal attributes and opportunities that were 

available to them in the host country must be considered (p. 13). However, entrepreneurship 

must be interpreted in its social context as well (Davidsson, 2003). Light added that cultural 

differences are a key element in determining entrepreneurship activities, turning attention to 

the significance of co-ethnic resources to the initiation and sustenance of enterprises (Light 

and Bonicich, 1991; Levie and Smallbone, 2009). Ethnicity and the experience of 
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immigration influence the ethnic entrepreneurship dynasty and are therefore terms that 

require fuller explanation. 

 

A distinction is made between native-born, that is, those that live in the country of 

their birth, and immigrants, those who were born outside their country of residence. Ethnic 

minority individuals are distinguished from ethnic majority individuals on the basis of 

commonly accepted socially or culturally distinctive categories with which they identify 

themselves (Waldinger, Ward, Aldrich and Stanfield, 1990; Levie and Smallbone, 2009). In 

some countries these categories have labels that may refer to ancestral rather than personal 

geographical origin, skin colour or both. This is because in some countries members of ethnic 

minority groups may be second or third generation migrants, with the younger generations 

being born, brought up and educated in the host country but still identifying with their 

immigrant heritage (Levie and Smallbone, 2009, p. 2). Ethnic majorities and the 

characteristics of ethnic minorities are not static and vary between countries.  

 

The manner in which Chaganti and Greene (2002) distinguished between the terms 

immigrant entrepreneur, ethnic entrepreneur and minority entrepreneur, explaining that ethnic 

entrepreneurs are identified as such based on their affiliation with others of a similar 

background, while minority entrepreneurs are identified as such because they belong to a 

minority ethnic group (Waldinger, Ward, Aldrich and Stanfield, 1990). In practice, however, 

ethnic entrepreneurs are usually minority entrepreneurs (Levie and Smallbone, 2009). 

 

  Being an immigrant and coming from an ethnic minority community bring different 

perspectives to entrepreneurship, and influences business activities and behaviour (Dana, 

1997; Light, 1972, 2005; Morris, 2003, 2011). Our understanding of the nature of 

entrepreneurial activities of different ethnic groups is incomplete (Levie and Smallbone, 

2009; Light and Rosenstein, 1995; Ram and Jones, 1998). It has been suggested that the 

nature of goals and goal attainment, as well as the characterization of entrepreneurial action 

are contingent on a people’s history and on cultural context (Obrecht, 2011; Peredo, 

Anderson, Galbraith, Honig and Dana, 2004). Therefore, to provide a greater understanding 

of the processes operating and the social context in which particular ethnic and immigrant 

groups find themselves, and how these inform the function of dynastic enterprises, it is 

important to identify factors and behaviours that are distinct within immigrant and ethnic 

minority entrepreneurs.  
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The entrepreneurial record of immigrants and ethnic minorities remains mixed. 

Certain immigrant and ethnic minorities show a higher propensity for entrepreneurial 

activities and higher performance in these activities than others (de Vries, 2008, 2009; Levie 

and Smallbone, p. 5). To Light and Bhachu (1993) this depended on the reception context. 

That is, the conditions with which ethnic minorities and immigrants are received by the host 

or majority society differ. Another important point may be that some immigrants may be 

temporary, with the opportunity to return home while others have no choice but to remain in 

the host country. These points exemplify the fact that the influences of ethnicity and 

immigration on entrepreneurship are multidimensional and may be interrelated. Ethnicity and 

immigration are thus key areas of interest to the study of ethnic entrepreneurship dynasties 

where the nascent entrepreneurs, the dynast, share both the experience of immigration and 

membership in an ethnic minority group and their successors share the inherited experience 

of immigration. 

 

According to Dr. Anctil, the respected Québecois historian, there are many reasons to 

study immigrant and ethnic histories. In addition to the historical contribution of ethnic 

immigrants to Montreal, one cannot understand a region’s history without factoring into that 

general history the history of its minorities. “The study of minorities tells you a lot about the 

majorities, it’s like reversing the mirror” (P. Anctil, personal communication, February 16, 

2012). When you look at a group that is vulnerable, that is reliant on its own strength and 

how that group develops, is treated or perceives the majority, it is a very important measure 

of history. The study of ethnic minorities is a way of understanding history not from the point 

of view of the majority. “It is very useful, it produces a lot of interesting insights. The Jewish 

community was the largest and most important ethnic group to emigrate to Montreal in the 

twentieth century” (P. Anctil, personal communication, February 16, 2012). 

 

Ethnic entrepreneurship 

  

Ethnic entrepreneurship as a term means different things to different people. In one 

sense, it is used to describe the phenomenon in which some immigrant minorities begin and 

prosper in businesses in a host country. Of particular interest to researchers has been how 

some groups of minority immigrants, who have historically been the target of severe 

discrimination, have managed to overcome obstacles such as difficult economic 
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environments and prejudice to succeed in business entrepreneurship (Light and Bonacich, 

1991; Waldinger, Ward, Aldrich and Stanfield, 1990). These businesses have typically been 

in a small number of domains, for example, retailing, clothing manufacturing, food, and 

service industries (Light, 1972). Research has demonstrated that entrepreneurial activities and 

perceptions toward them differ between cultures (Dana, 1997; de Vries, 2012; Levie and 

Smallbone, 2009; Light, 1972, 2005). Research has also determined some of the conditions 

and environments that inform the decision for ethnic minorities and immigrants to engage in 

entrepreneurial activities (Granovetter, 1973; Julien, 2011; Light and Gold, 2000; Light and 

Bonacich, 1991). Several concepts have surfaced and have contributed substantially to the 

understanding of ethnic minority entrepreneurship and these concepts may contribute to 

understanding the role ethnicity plays on ethnic entrepreneurship dynasties.  

 

  The disadvantage theory rooted in Weber's (1930) work, suggested that those 

excluded from the dominant mainstream economy often choose self-employment over 

unemployment. Berger (1991), Light, Rosenstein (1995), and Valenzuela (2001), have used 

the disadvantage theory to explain the fact that immigrants and minorities have high rates of 

small-business ownership having embraced entrepreneurship as an economic survival 

strategy. While this may account for the initial founding of the family business at the root of 

the dynasty, of interest is the manner in which issues presented in disadvantage theory may 

influence the development of ethnic entrepreneurship dynasties. They may also help to 

explain the continued co-ethnic adhesion often observed in minority groups even after the 

business is successful. 

 

Interestingly, Dana and Morris (2011) found that immigrants and ethnic minorities are 

presently concentrating on long-term growth of their firms and the accruement of wealth for 

investments and to be dispersed to future generations. This point may illustrate that the 

creation of ethnic entrepreneurship dynasties is a contemporary social phenomenon that is not 

specific to one ethnic group but rather shared amongst different ethnicities and in different 

locations.  The study by Hougaz and Betta (2008) concentrating on modern Italian-Australian 

entrepreneurship dynasties in Victoria, Australia, supports this claim. 

 

The term ethnic entrepreneur may also describe inclusion and participation within an 

ethnic group. In this way, ethnic entrepreneurship describes the connectivity and interaction 

among individuals sharing migratory experiences or histories and cultural or national 
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backgrounds (Waldinger, Ward, Aldrich and Stanfield, 1990). Ethnic entrepreneurship, 

therefore, may refer not only to the phenomenon of immigration and entrepreneurship, but 

also to the particular context of the business environment and activities of co-ethnics. This 

may include business activities that take place within an ethnic enclave and/or associated 

with a particular ethnic group. Ethnic entrepreneurship may also refer to the use of 

stereotyped ethnicity, such as an ethnicity’s reputation, for entrepreneurship (Light and 

Rosenstein, 1995). For example, the owner of a restaurant may rely on his ethnicity to 

provide authenticity or individuals basing business decisions on stereotypical understandings 

of ethnicity (Light and Bhachu, 1993). Ethnic entrepreneurship may also describe 

philanthropic and other interests directed toward, and reserved for, the shared ethnic 

community (Light, 2005; Waldinger et al., 1990). 

 

From the Canadian context, ethnic entrepreneurship has been an important part of the 

country’s business history (Diochon et al., 2001; Gassé et al., 2002; Newman, 1978b; 

Tulchinsky, 2008). Eastern European immigrants arriving in the early to mid 1900’s were 

among those that started businesses (Newman, 1978b; Tulchinsky, 2008). Many of these 

ethnic minority entrepreneurial businesses begun by these immigrants evolved into extremely 

prominent dynasties (King and Schumann, 2001; Marrus, 1991; Newman, 1978a, 1978b; 

Tulchinsky, 2008; Weinfeld, 2001). Therefore, the phenomenon under investigation, that is, 

ethnic entrepreneurship dynasties, may be defined as such based on the dynast being both an 

immigrant and a member in an ethnic minority group. It is also expected that interaction with, 

and support of, the ethnic minority community may be of some significance in the business 

activities and behaviours of ethnic entrepreneurship dynasties. Concepts relating to ethnicity, 

therefore, are invaluable in understanding the emergence, development and demise of 

business dynasties. In addition to ethnicity, religion has been linked to business behaviours 

and more specifically to entrepreneurship. 

 

Religion and entrepreneurship 

 

Max Weber’s (1930) significant contribution that religious doctrines have an 

influence on seemingly non-spiritual things like economic behaviour may be significant to 

explaining ethnic entrepreneurship dynasties. It means that rooted in religious traditions are 

other aspects of life, for instance, choices of livelihood and political position. That in addition 

to ethnicity, religion plays a role in influencing business decisions and behaviours. 
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While a religion does not necessarily directly promote or prohibit entrepreneurship, 

religions teach, promote and propagate cultural value systems within a given society. Beliefs 

and cultural values derived from religion, therefore, influence both the social desirability and 

nature of entrepreneurship.  These value orientations, in turn, affect the individual and group 

propensity towards engaging in entrepreneurial activity (Dana and Light, 2011). Empirical 

evidence has suggested that the patterns of entrepreneurship are different in different 

religions and that while religions may provide opportunities for entrepreneurship, they may 

also hamper entrepreneurial spirit (Dana, 1995).  Religion is also important as it contains 

built-in mechanisms for the perpetuation of values that are expected to be fundamental to 

ethnic entrepreneurship dynasties. It has been argued that specialisation along religious lines 

worked toward shaping credit, employment, information and supply networks of co-

religionists that, in turn, affected entrepreneurship (Dana, 2009, pp. 87-99). This was 

demonstrated to be the case in Canada with the reference of Juteau and Paré (1996) to the 

credit networks of eastern European entrepreneurs sharing the same religion. Likewise, Dana 

(2006) noted that co-religionists relied heavily on each other for financing and provided loans 

when needed. Dana concluded that although sociologist Max Weber (1930) suggested that 

asceticism, frugality and thrift were religious values that encouraged successful 

entrepreneurship, these values were perhaps necessary but insufficient, and that the particular 

contexts within which religions operated were also important considerations in understanding 

the link between religion and entrepreneurship (Dana, 2009, p.96). Religion may therefore be 

an important link in understanding the role ethnicity plays in ethnic entrepreneurship 

dynasties. 

 

SOCIAL/CULTURAL AND HUMAN CAPITAL 

 

Important to the study of entrepreneurship is the ongoing debate in the literature on 

the differences and the effects of social, cultural and human capital on the perceptions and 

behaviours of individuals as they relate to business. Strong links between these different 

types of capital and the activities that are fundamental to ethnic business dynasties have been 

demonstrated (Bourdieu, 1991, 2005; Casson and Della Giusta, 2007; Crow, 2004; Dana and 

Morris, 2007; Davidsson and Honig, 2003; Granovetter, 1973; Light, 2005; Yoo, 1999). 

However, little is known of the specific social processes that enhance or deter the propensity 

to engage in business activities or recognise and exploit business opportunities (Davidsson 



 14 

and Honig, 2003). Therefore, a fuller understanding of the significance of these resources and 

their impact on the emergence and development of ethnic entrepreneurship dynasties is vital 

and expanded on in the following section. 

 

Social Capital 

 

There is a distinction made in the social science literature between cultural capital and 

social capital (Bourdieu, 1979, 1986). Social capital is described as consisting of “weak and 

strong ties that enable trust, and that inhere in social networks” (Dana and Light, 2011; 

Southerton, 2004, p. 97). Cultural capital is described as consisting of “cultural endowments 

that facilitate the formation and maintenance of social capital” (Dana and Light, 2011, p. 4). 

To Bourdieu (1979), sharing a common language demonstrated cultural capital, as does 

sharing folkways, mores, norms, and values. In this view, all people have cultural capital 

(Dana and Light, 2011).  Traditions, which are a large part of ethnic entrepreneurship 

dynasties, may be largely cultural in nature. 

 

Social capital may be seen as a currency, and money as an alternative currency (Dana 

and Light, 2011, p. 4). As such, social capital is a way in which entrepreneurs access 

economic resources (McElvily and Marcus, 2005; Mustafa and Chen, 2010) and other 

resources, like information (Yoo, 1999). Cultural and social capital, may not be for sale, 

which may explain the preference of co-religionists and co-ethnics doing business with each 

other (Light, 2010). Trust is important to entrepreneurship because it has been shown to 

lower costs and risks. It’s relevance to entrepreneurship is important because trust has been 

found to usually follow from a shared background and where that is not possible, may be 

informed by stereotyping (Welter, 2005, 2011). According to Sen (2007), one of the most 

basic instincts shared by humans is the attraction for familiarity, leading to what he termed 

the illusion of destiny (2007, p. 17). Sen argued that although identity may involve choice, it 

is nonetheless strongly linked to heredity and therefore social, cultural and religious 

influences. Identities from a relativist perspective are pluralistic and consist of a multitude of 

dimensions all of which are based on an individual’s rational choice to prioritise. He added 

that choices of identity are linked in a significant way to social context, to the durability of 

the traits over time, to relevance and whether free choice is constrained (Sen, 2007). 

Therefore, choices of identity made by non-visible minorities, is of interest in the 

understanding of ethnic entrepreneurship dynasties. 
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The role social capital plays in entrepreneurship has been a recent and important focus 

in business literature and the debate over whether it provides trust and reciprocity which 

support entrepreneurial success, as in its earliest understanding (Dana and Light, 2011; Light, 

2005, p.663), or whether it impedes innovation in its exclusion of outsiders (Crow, 2004, p. 

12; Dana and Light, 2011), its protection of mediocrity (Light, 2010) or in its imposition of 

conformity on members of the group (Dana and Light, 2011; Dana and Morris, 2007). These 

four dimensions of social capital have been reported as being demonstrated in family 

businesses and it is expected they will be evidenced to a greater extent in entrepreneurship 

dynasties where the stakes may be even higher. Where social capital builds upon and requires 

cultural capital, the opposite is not true (Dana and Light, 2011), and they both differ from 

human capital in that it may, in theory, be purchased.  

 

Social capital may be further distinguished as being entrepreneurial social capital, that 

is, possessed by the entrepreneur, family social capital (possessed by the family), or 

organisational social capital (possessed by the organisation). The literature suggested that 

social and cultural capital may be important to the informational and social resources as well 

as the business activities of ethnic entrepreneurship dynasties. The understanding of the 

effects of social and cultural capital on business also presents gaps in the understanding of 

business dynasties in that they are reported to present both an opportunity and a deterrent to 

dynastic business succession. Davidsson and Honig (2003) argued that as personal resources 

increased, reliance on strong ties decreased and weaker ties became more attractive. It is 

expected that the replacement of strong ties for weaker ties may be a characterising feature 

demonstrated with the development of family dynasties and acts as a distinction between 

them and family businesses. 

 

Bonded social capital 

 

However, on the other hand, where dense social networks exist, as in the case with 

ethnic entrepreneurship dynasties, bonding social capital may result. Bonding social capital is 

where social interactions take place within an exclusive and homogeneous group, as in 

families or with co-entrepreneurs. With bonding social capital people behave with each other 

as they would with themself, demonstrating unquestionable altruism and trust.  Bonding 

social capital is believed to be characteristic of family businesses since the individuals are 
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related (Kansikas and Murphy, 2011). Familiness was a term coined by Habbershon and 

Williams (1997) and used by Pearson, Carr and Shaw (2008). Familiness has been seen as a 

synonym for family social capital referring to a unique set of resources that families possess 

by way of their particularly close interactions. In a family business, to Kansikas and Murphy 

(2011), bonding family social capital is social capital between family members who are 

actively involved in the family business and refers to social interactions and bonds between 

the same family members (Coffe and Geys, 2007; Kansikas and Murphy, 2011). Research has 

suggested that size of family is related to bonded social capital. Having just a few members 

of the family involved in the business was found to help create family social capital, the 

nature of which was that it occurred between a small number of individuals (Sobel, 2002; 

Szreter, 2002, Edwards, 2004; Kansikas and Murphy, 2011). These individuals shared mutual 

understanding and a vision. The significance of family social capital and the size of the 

family, as they relate to the development of ethnic business dynasties has yet to be 

uncovered. 

 

Human capital 

 

 The concept of human capital was first developed in the 1960s by Shultz (1950; 1961; 

1963; 1964; 1971) and later expanded on by Becker (Becker, 1975). The concept of human 

capital posits that although humans possess tangible financial capital (like bank accounts and 

stock), they also possess knowledge, skills and qualities that may also be considered capital. 

According to Becker (1975), expenditures on education and training are investments in 

human capital. Where a resource is something that is transformed, used and exploited to 

derive benefits, human capital is owned, it possesses intrinsic value for individuals. Like 

physical capital, human capital can be acquired through education and preserved through 

continuing education. It has been argued that it yields dividends in productivity and wealth 

for the owner (Becker, 1975). Unlike other forms of capital though, human capital cannot be 

separated from its holder, and its value is largely dependent on the applicability of this 

knowledge. In the field of business and economics, the value of human capital is in how this 

knowledge is applied to economically profitable enterprises. 

 

As a macro-economic theory, human capital enables the view that human knowledge 

and creativity can be elements in the production of wealth, in much the same way as other 

economic factors.  Barnow and Smith (2005) argued that recent advancements in information 
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technology and the dominance of the service economy have meant that competence and a 

competitive edge is linked with productivity and with knowledge. According to Favreau and 

Levesque (1996), quality is replacing price as the main factor of competition and creativity 

and innovation are more important than ever.  Creativity and innovation that are the result of 

human capital may thus be seen as a substitute for the loss of other competitive capabilities in 

world markets. It is expected that human capital may also have significance in the evolution 

of ethnic entrepreneurship dynasties. 

 

Studies on the effects of human capital on entrepreneurship have found that it is 

considered to be one of the most important resources in small business (Liao and Welsh, 

2005; Kraus and Werner, 2011; Rauch, Frese and Utsch, 2005), that new businesses depend 

on it for survival, (Bates, 1990; Bruderl, Preisendorfer and Ziegler, 1992; Kraus and Werner, 

2011; Schoonhoven, Eisenhardt and Lyman, 1990), and that a higher level of education 

correlates with a higher tendency to start a business (Giannetti and Simonov, 2004; Kraus and 

Werner, 2011). However, Parker (2004) found there to be a negative correlation between 

education and the tendency to start a business. Davidsson and Honig (2003) argued that 

social systems may bias the over, or under-investment by individuals, and that investments in 

human capital influenced life and career choices with increased investment in human capital 

discouraging risk-taking. These contradictions beg the inquiry of the influence and 

significance of human capital on the activities and choices of both the decision-makers and 

successive members of dynasties and thus on the evolution of the business dynasty. Does 

human capital influence members of the ethnic business dynasty, and if so, in what way? 

 

Human capital has even been linked to the processes and decisions in business 

succession (Smynios and Walker, 2003; Wennberg, DeTienne and Wiklund, 2007). 

Wennberg et al. (2007) found that human capital variables such as education and experience, 

were related to the exit strategies of entrepreneurial firms. The literature demonstrated that 

human capital is also an element in business behaviour (de Vries, 2009) and wealth 

production.  Hence the expected significance of issues related to human capital on the 

evolution of entrepreneurship dynasties. 

 

FAMILY BUSINESS 

 

Family business and the business dynasty 
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Most major economies in the world are dominated by family businesses (Astrachan 

and Shanker, 2003; Heck and Stafford, 2001; Klein, 2000; Morck and Yeung, 2003; Shanker 

and Astrachan, 1996). They are reputed to be the first form of business (Wakefield, 1995) and 

are said to make up more than two thirds of all enterprises worldwide (Gersick, Davis, 

Hampton and Lansberg, 1997). The institution of the family is intrinsic to dynasties of all 

types. Many ethnic entrepreneurship dynasties began as simple family businesses where one 

generation created the enterprise and relations and successive generations participated in its 

operation (Newman, 1981). The family business, from this perspective, is the cornerstone to 

the business dynasty. Understanding something about family businesses is thus of paramount 

importance to understanding the ethnic entrepreneurship dynasty. 

 

The literature on family business reveals the complexity of the issues and factors 

affecting families and businesses. Understanding these issues is imperative to the study of the 

ethnic entrepreneurship dynasty as it is the family and the business that gives the dynastic 

family its notoriety, its ‘name’. Without this recognition of the name, members of the dynasty 

may be denied the status and prestige associated with the dynasty and may be considered 

anonymous among other affluent individuals. A point best illustrated in Mann’s (1993) 

Buddenbrooks, where the daughter declared that in her new city she was a nobody. This 

raises the issue of mobility in the family business and to what extent mobility affects the 

evolution of the ethnic entrepreneurship dynasty. 

 

It has, however, been suggested in the literature on business dynasties (Marcus, 1980, 

1985) that the dissolution of the family business is a requisite stage in the evolution of the 

business dynasty. This presents a conflicting paradigm and an inconsistency in the 

understanding of the significance of the continuance of the business to the evolution of the 

ethnic entrepreneurship dynasty. Probing the concepts of family business as they apply to the 

business decisions and activities of ethnic dynasty members will further elucidate the 

understanding of the relationship between families and businesses. 

 

Anwar and Tariq’s (2011) conclusions opposed empirical studies that demonstrated 

that family businesses performed more poorly than non-family businesses. Morck and Yeung 

(2003) concluded that this was due to the family’s desire for capital preservation, stability 

and risk aversion. Schulze, Lubatkin and Dino (2003a, 2003b) found that inefficiencies in the 

family would negatively impact profit, including the owner’s desire for family harmony, 



 19 

altruistic behaviour toward family members and ineffective controls. Habbershon, Williams, 

MacMillan, (2003) declared that familiness resulted in survivability and success (Habbershon 

and Williams, 1999, 2003; Kraus and Harms, 2011). While Anwar and Tariq felt the family 

bond is what led to success, others viewed the problems in a family outweighing the 

advantages. Rosa (2006) extended the argument by distinguishing between entrepreneurial 

and non-entrepreneurial families based on whether members of the family continued in 

entrepreneurial activities or restricted their business activities to preserving its accrued 

wealth. How these concepts relate to ethnic entrepreneurship dynasties and its members has 

yet to be determined. 

 

  The literature on family business is extensive and covers a wide range of subjects. 

Intergenerational relationships have been considered a strong source of data about social 

change. They have provided insight into the intersections of history and biography, in 

essence, they have been a barometer of social change (Anctil, 1992; Brannen, 2006; 

Brannen, Moss and Mooney, 2004). Intergenerational relationships have also been treated 

as the drivers of social change (Barth, 1967; Jamieson, 2009). Studying the evolution of 

business dynasties and collecting the stories of members of dynasties may provide insight 

into intergenerational relationships and it is expected will produce valuable information on 

social change. As the family business was generally the precursor to the ethnic 

entrepreneurship dynasty, to understand their evolution, the literature on family business is 

crucial.  

 

Exit from the family business 

 

Gimeno, Folta, Cooper and Woo (1997) found that the exit from family firms was 

affected by environmental factors. Exit was also affected by both firm and individual-specific 

factors related to income and also to factors that were not income-related. Wennberg (2011) 

recommended more research on the exit processes of entrepreneurs to help explain these 

differences. He also suggested few studies focused on the societal-level impact of 

entrepreneurial exit and that further investigations of the firm founders post sell-off were 

necessary to add to this understanding. He suggested research examine how individuals 

evaluated the selling of the firm, whether they considered it as a personal success or failure 

and what factors were associated with such evaluations. Aviad and Vertinsky (2006) studied 

3908 manufacturing firms from Canada and found that the exit of older firms increased the 
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entry rates of new firms. Wennberg (2011) explained that the goals and motivations at the 

time of founding the business affected the likelihood and process of exit. Questions of how 

the exit of older ethnic business dynastic firms affects successive generations and what the 

individual and societal level outcomes are of these exits in Canada beg the investigation as to 

whether membership in a business dynasty increases involvement in new firm development 

or entrepreneurial activities of other kinds. 

   

Succession in the family business 

 

Earlier economists and business theorists have wrestled with the idea of how to keep 

businesses thriving, from Adam Smith explaining the roots and role of capitalism, to Weber’s 

(1930) discussion of the protestant ethic of delayed gratification, asceticism and frugality. 

The idea of culture and the role of economic capital on social position have been detailed by 

Bourdieu (1991) and earlier by Marx (Wheen, 2001), Weber (1930) and Wittgenstein 

(McGuinness, 1988). These ideas have greatly shaped western views and practices in 

business. The Chinese adage, great wealth doesn't last beyond three generations (daifu bu guo 

sandai) may be widely held and seen, in many cases, to carry some validity. It seems that the 

idea of dropping the ball, or failing to have the family business succeed to a new generation, 

has, until recently, been commonly regarded as failure (Smyrnios and Walker, 2003). 

 

Succession is fundamental to ethnic entrepreneurship dynasties. The leaders of family 

firms as well as researchers studying family business are usually concerned with the 

continuity of the business. In the literature on family business, the leading topic has been 

succession (Dyer, 2003; Jaffe, and Lane, 2004) where the passing of the leadership of the 

firm from one generation to the next is viewed as the most critical and important issue facing 

family firms (Handler, 1994; Morris, Williams, Allen and Avila, 1997). Succession is 

considered so important that the family firm has often been defined in terms of its ability to 

successfully complete succession (Ward, 1987). It is claimed that a family’s inability to 

successfully pass-on the business represents a loss of productivity to the economy (Handler, 

1994; Lansberg, 1988). This deviates from, and contradicts, the business dynasty model 

proposed by Marcus (1980, 1985), where it is the dissolution of the business that begets long 

term planning and investment by successors. Literature on succession in the family business 

presents both important information and gaps in understanding dynastic business succession 

and the process of evolution in dynasties. 
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The very nature of succession in the literature on family business has been examined 

in terms of the characteristics of the business owner, the business environment, and the 

gender of the children (Handler, 1994), in particular daughters (Dumas, 1992, 1996; 

Marshack, 1995). Recent studies have turned attention to the question of why some business 

owners decide to sell instead of pass-on the family business to heirs. This has also been 

investigated in terms of the personal characteristics of the owner, the business and economic 

environment as well as the gender of the offspring (Smyrnios and Walker, 2003). The neglect 

or resistance to succession by the entrepreneur, (Hershon, 1975; Lansberg, 1988; Rosenblatt, 

de Mik, Anderson, and Johnson, 1985; Tashakori, 1980; Trow, 1961), has also been seen as a 

key factor in succession. 

 

The view of success 

 

The view of success in ethnic entrepreneurship has more recently been under 

investigation. What is success in ethnic entrepreneurship and family business? Is it passing on 

the business to future generations? Is it selling the business for a profit? Or is there more? It 

is expected that there are causal variables informing the decision to remain, pass on, sell or 

close the business that have yet to be discovered. Concepts of success, as it is defined in the 

fields of family business and entrepreneurship, have yet to be fully unravelled. For example, 

it is expected that to the decision-makers, and perhaps other stakeholders, closing the family 

business may not necessarily equate with failure. A broader understanding of the concept of 

success in family business is needed and may be achieved by examining dynastic businesses 

from Montreal where the decision-maker has stayed in the business, passed it on, sold or 

closed it. Issues worthy of further consideration include whether growth equates with success 

as commonly postulated by financial institutions, or whether consistency and participation in 

the community are most significant reference points to contemporary views of success. 

Perhaps it is philanthropic activities that may be viewed as most evident of success. In 

addition, does the selling or closing of the dynastic business solve the problems that may 

have contributed to the decision not to continue? 

 

THE CANADIAN CONTEXT 

 

Many of the products and services that exist today are the outcome of ethnic 

entrepreneurial activities that began long ago, owing their points of origin to immigrant 
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ethnic minority entrepreneurs, in some cases to even before the dynast’s arrival in Canada 

(Abella, 1990; Rosenberg and Weinfeld, 1993; Weinfeld, 2001). These entrepreneurial 

activities have continued, in some instances, for centuries, creating dynasties that have been 

passed on from generation to generation, surviving economic, political and social upsets 

(Rosenberg, 1970; Tulchinsky, 2008). The law defined by Mann’s Buddenbrooks (1993), 

where the father created the business, the son developed it, and the grandson lost it is as 

commonly held as the ancient Chinese adage referred to earlier. While this adage may hold 

true in most areas, not in Montreal. Several dynasties begun by great entrepreneurs have 

endured for generations, perpetuating through these generations a high level of social prestige 

and philanthropy (Anctil, 1992; Conseil du Patrimoine Religieux de Québec, 2011; Newman, 

1978a, b). These dynasties have not only contributed to the city, province and nation’s 

industry but to its social, economic and political development as well (Abella, 1990; Newman 

1978a, b; Tulchinsky, 1992, 1998, 2008).  

 

In Canada, family business dynasties have dominated the relatively small national 

economy (McMurdy, 1992) and Montreal has been home to several of the most prominent of 

them. In addition to local notoriety, a few have attracted the attention of researchers, 

Bronfman (Marrus, 2000; Newman, 1978, 1981; Tulchinsky, 1981; Weinfeld, 2001) 

Steinberg, (Gibbon and Handekel, 1990) and Pascal, (Dumas, 1992), while others have 

remained under the radar (e.g. Cummings, Brown, Reitman, Eltes, Paperman). The more 

famous of these studies have focused on the nascent entrepreneur and his rags to riches story 

and have not examined successive generations, or their business activities and decisions 

(King and Schumann, 2001). 

 

The city of Montreal, Québec has been a port of entry for immigrants for more than 

five generations. It has welcomed Irish (Burns, 1998), Greek, Jewish (Abella, Troper and 

Martin, 1983; Abella, 1990), Italian (Boissevain, 1970), Haitian, Arabs and Ukrainian 

(Bourne and Ley, 1993), immigrants amongst other ethnicities. In the last twenty years the 

province of Quebec has increasingly opened its immigration policy, highlighting the 

significance of Montreal as an area for study in immigrant ethnic studies. In addition, the 

activities of ethnic Montreal businesses have been studied by sociologists, (Tulchinsky, 2008; 

Weinfeld, 2001), anthropologists, (Anctil, 1992) and business leaders, (Bronfman, E, 2008; 

Bronfman, C, 2009), creating a large body of literature from which to draw. Most recent 

interest in the Jewish community of Québec has included work done by Kariv, Menzies and 
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Brenner (2009) on bi-national investments of ethnic entrepreneurs from Montreal and 

attention by the Conseil du Patrimoine Religieux de Quebec (translation: The Council of 

Quebec Religious Heritage, 2012), dedicated to chronicling and preserving the religious 

history of Québec. 

 

The story of Jews immigrating to Canada began in the 1760’s and has spanned some 

250 years. There have been several waves of Jewish immigration from Europe and Africa 

continuing today with new Jewish immigrants, most noticeably, from South Africa, Israel and 

Russia (Klein and Dimant, 2001; Rosenberg, 1970; Rosenberg and Weinfeld, 1993; 

Tulchinsky, 1993; 2008), leading to the view of Jews as important amongst ethnic 

immigrants to Canada. This literature has documented the prominent role of Jews as ethnic 

immigrants in family business and entrepreneurship in Canada both from the particularized 

Jewish context, (Tulchinsky, 1993, 2008; Weinfeld, 2001) and in the context of the larger 

Canadian society (Abella, 1990; Anctil, 1992; 2012).  

 

Entrepreneurial dynasties from Montreal are iconic.  They have been depicted in 

artwork (Spandau, 2010), in novels (Deutsch, 1959) and on screen (Richler, 1975). They 

include participation in a large range of retail, manufacturing and service sectors. Generations 

of Jewish entrepreneurs have been involved in the garment, automotive and construction 

industries, as well as the restaurant and food industry. They have founded, built and 

supported organizations and institutions that have served their own, in addition to the greater 

community and society at length, including hospitals, churches, schools, community centres, 

shopping centres, synagogues, in addition to serving in the political arena (Marrus, 1991; 

Weinfeld, 2001). Montreal has also been home to several large family dynasties that have 

been studied and written about, most prominently, Bronfman (Newman, 1978; Newman, 

1981; Marrus, 2000; Tulchinsky, 1981; Weinfeld, 2001), Steinberg, (Gibbon and Handekel, 

1990) and Pascal (Dumas, 1992).  Many others have not, for example, Reitman’s (Who owns 

whom, 1975) an ethnic entrepreneurial dynasty that continues to thrive. In addition, these 

studies have not examined successive generations but have focused on the nascent 

entrepreneur, namely Samuel Bronfman, Jacob Pascal and Sam Steinberg. 

 

The story of immigrant Europeans fleeing persecution and arriving in Montreal to 

display their entrepreneurial aptitude by starting dynastical family businesses is well 

documented. Most recently and prominently by historians Anctil (1992) and Tulchinsky 
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(1992; 1998; 2008), author Peter Newman (1978a; 1978b; 1981), and sociologist Morton 

Weinfeld (2001). The greatest of these success stories being related in books in their own 

right and including the stories of the Bronfman (Newman, 1978a; 1978b; 1981) and Steinberg 

(Cooren, 2004; Kets de Vries, and Carlock, 2010; Niosi, 1978; Schein, 2010; Ward, 2004) 

families. These studies largely focused on organizational and psychological aspects of the 

family and their business. These studies have done little to add to the understanding of the 

variables leading to the decisions of the dynasty leaders to stay in business, pass-on the 

business, close or sell it. Waves of immigrations of Jews to Canada have persisted over the 

last two hundred years and continue today, most recently from Russia (Krausz and Tulea, 

1998) and Israel (Kariv, Menzies and Brenner, 2009).  

 

According to Anctil, (personal communication, February 16, 2012), the Jewish 

community from Montreal is a group which has been most influential in Québec and Canada. 

It has been prolific in its production of literature and art. It has been proven both successful in 

participating in the mainstream society and preserving its ethnic community. “Yiddish was 

the third language in Montreal for fifty years so that tells you that the Jewish community 

produced a model of integration which is used by other minorities today and the fact that they 

were not Christian crystallized a difference into separate institutions” (Anctil, 2012). 

 

In addition, there is reportedly little Québec history that has focused on the middle-

class or its urban heritage (Nootens, 2007). While it is agreed that prominent ethnic minority 

business dynasties from Montreal, like Bronfman, Pascal, Reitman and Steinberg, to name 

just a few, have endured for generations and have perpetuated high levels of economic 

activity, social prestige and philanthropic involvement and there is little question to their 

contributing to the city, province, and nation’s social, economic and political development 

(Dumas, 1992; Gibbon and Handekel, 1990; Marrus, 2000; Newman, 1978, 1981; 

Tulchinsky, 1981; Weinfeld, 2001), information on these dynasties has largely focused on the 

nascent entrepreneur and the creation of the business. There are few studies aimed at 

understanding the role of ethnicity and religion on them and no agreed upon model of ethnic 

minority entrepreneurship dynasties that aims to understand the development processes these 

dynasties have undergone (James, 2007; Landes, 2008). 

 

CONCLUSION 
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  The literature on ethnic entrepreneurship, family business and dynasties intersect 

and yet contain significant inconsistencies when trying to explain the dissolution or 

continuance of ethnic entrepreneurship dynasties. There is little research on ethnic minority 

dynasties in Canada from the perspective of the decision-maker or members of the dynasty. 

Little is known of the factors informing the continuance or dissolution of the dynastic firms. 

Further research on this topic would help fill the reported lacuna on the history of Québec’s 

middle class (Nootens, 2007), the dearth of studies on the societal level impact of 

entrepreneurial exit, and the lack of information on firm founders post sell-off (Wennberg, 

2011).  

 

Jews from Montreal have been an integral part of the fabric of Québec for centuries, 

contributing substantially to social, economic and political domains. Although they belonged 

to a minority group that faced prejudice (Abella and Troper, 1983; Weinfeld, 2001), Jews in 

from Canada gave rise to several prominent dynasties, many from Montreal. These were 

ethnic entrepreneurial dynasties. Some continue to this day; others stopped thriving. The 

question one would ask is, why?  

 

This work takes the approach that social phenomena, and thus entrepreneurship, and 

business dynasties are located within broader social, political, economic, cultural and 

religious contextual dimensions (Davidsson and Wiklund, 1997; Hamilton and Dana, 2008). 

It is expected that their emergence and development are not representative of a one-of-a-kind 

phenomenon but are part of a sociological process embedded in these larger contexts 

(Clifford, Nilakanto, and Hamilton, 1991; de Vries, 2007; de Vries and Dana, 2012; Rosa, 

2006).  

 

It recommends further research to provide methodologically sound empirical insights 

leading to a better understanding of variables that may be influential to the emergence, 

development and demise of ethnic entrepreneurship dynasties. 

 

It recommends further research in order to provide insight on: 

1. What factors contribute to the emergence, development and dissolution of these    

dynasties?  

2. Why do some dynasties continue to evolve and others cease to exist? 
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The purposes of this research should aim to chronicle the development of 

entrepreneurship dynasties that have emerged from within one ethnic group in one 

geographic location, and to provide insight and an explanation, in other words to generate 

substantive theory (Corbin and Strauss, 2008) on why some have thrived while others have 

ceased to exist.  Through the use of a  comparative framework whereby the experiences and 

activities of the decision-makers of ethnic minority entrepreneurship dynasties and an 

examination of the factors informing their decision to close, sell, stay-in or pass-on the 

business would result in the development of a model of ethnic entrepreneurship dynasties. 

This substantive theory may then be compared against other ethnic entrepreneurship 

dynasties that have emerged within various ethnic groups and geographical locales.  

 

The information resulting from this study would be helpful in informing business 

dynasty members and stakeholders as to factors affecting the development of dynasties and 

affirming their value to society.  This information would also be of value to family-owned 

SMEs with aspirations to establish themselves as dynasties. It would provide further 

information on what factors inform ethnic minority entrepreneurship dynasty emergence and 

development, whether entrepreneurship is inheritable, how social, cultural and human capital, 

minority ethnicity, the experience of immigration, and religion inform entrepreneurship 

activities and behaviours and whether and how this is passed on to subsequent generations, 

and whether values and behaviours related to business are ethnically or culturally endemic. 

Most importantly, it would provide information on the dynasty as an organisation of accrued 

wealth, and what affect this may have on dynastic familial and business relationships. 
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SUMMARY 

 

Several recent studies demonstrate that Indian American immigrant entrepreneurs play an 

increasingly important role in the economic growth in the United States. There is a renewed 

interest among policy makers in the StartUp Visa Act proposal which aims to drive job 

creation by helping immigrant entrepreneurs secure visas to the United States. The new 

proposal will allow an immigrant entrepreneur to receive a two year visa if he or she can 

show that a qualified U.S. investor is willing to invest in the venture. The findings of our 

study point to important gaps that need to be addressed to make the StartUp Visa proposal 

yield results. 

 

INTRODUCTION 

 

Several recent studies demonstrate that Asian American immigrant entrepreneurs 

have been playing an increasingly important role in the economic growth in the United 

States. According to Fairlie (2008), Asians have the highest self-employment rates and 

highest rate of business ownership among all minority groups. In a pioneering study on the 

contributions of skilled immigrants in Silicon Valley to the economy of California, Saxenian 

(1999) noted Chinese and Indian entrepreneurs founded and managed 24% of the technology 

start-ups between 1980 and 1998 and concluded foreign-born scientists and engineers were 

generating new jobs and wealth for the California economy. Further extensions of Saxenian’s 

study reported that companies with a foreign-born key founder produced $52 billion in sales 

and employed over 450,000 (as of 2005), finding “a pattern of skilled immigrants leading 

innovation and creating jobs and wealth had become a nationwide phenomenon” (Wadhwa, 

Saxenian, Rissing, & Gereffi, 2007, p. 4). 

 

There is a broad recognition among policy makers, researchers and the media about 

the importance of immigrant entrepreneurs to the economy of the United States. Per Hart, 

Acs, and Tracy (2009, p.4), “United States policymakers are focused as never before on the 

linkage between foreign-born talent and high-tech entrepreneurship.” Similarly, the 

Organisation for Economic Co-operation and Development (OECD), which represents 34 

member nations including the United States, the United Kingdom, and Germany, reported in 

2010 that immigrant entrepreneurs have a distinct advantage with regard to globalization and 

exploiting foreign markets because the entrepreneurs have an understanding of their country 



1 

 

of origin. In 2011, British Prime Minister David Cameron established a new entrepreneurs 

visa for immigrant entrepreneurs. 

 

The recession of 2007-2009 is characterized by a significant shortfall in net job 

creation. While gross job losses were painful, entrepreneurs were creating remarkably few 

gross new jobs yielding record deficits in net job creation. Entrepreneurial job creation is thus 

critical to economic recovery (Stangler & Litan, 2009). We thus look at a subpopulation that 

created jobs through the recession. 

 

The StartUp Visa was proposed in 2010 by Senators John Kerry and Richard Lugar, 

calling for a new, less restrictive visa for immigrant entrepreneurs who can create jobs in the 

United States (Haniffa, 2010). Immigrant entrepreneurs would receive a 2 year visa if a 

qualified US investor is willing to invest a minimum of $250,000 in the startup. Under the 

Kerry-Lugar bill, if after two years of securing the initial investment the immigrant 

entrepreneur can generate a minimum of 5 full time jobs in the U.S. and generate a revenue 

of $1 million or above or attract additional $1 million in additional capital he/she will be 

eligible to receive permanent resident status in the United States. Despite its broad support 

among researchers, venture capitalists, the media, and the Kauffman Foundation the Kerry-

Lugar proposal was derailed by the mid-term elections and other legislative priorities during 

2010. 

 

Senators Kerry, Lugar and Udall reintroduced the StartUp Visa Act of 2011 to drive 

job creation by helping immigrant entrepreneurs secure visas to the United States. 

Interestingly, the 2011 proposal independently confirmed the initial recommendation of the 

researchers (Kumar, 2011) that pools of eligible immigrants include highly skilled workers 

holding H1 visas and foreign students with advanced degrees. While the 2011 proposal is an 

improvement over the 2010 proposal, the findings of the current study shows that it does not 

go far enough and there are several important gaps that would enhance the program results. 

This paper provides empirical evidence on the changes needed and contains specific 

recommendations for the StartUp Visa proposal.  

 

The Principal Topic 

 

Empirical evidence shows Asian American immigrant entrepreneurs of Indian origin 

have been playing an increasingly important role in the economic growth in the United 

States, especially in the high technology industry. Despite the extraordinary success achieved 

by Indian American immigrant entrepreneurs in the high-tech industries (Hart et al., 2009; 

Saxenian, 1999, 2006), the cognitive, behavioral, and situational factors that undergird their 

success remain largely unexplored.  Qualitative studies on successful Indian American 

immigrant entrepreneurs are underwhelming: Why they take up entrepreneurship, the 

challenges they face and the foundations of their success. The current study thus involved a 

holistic qualitative exploration of entrepreneurial cognitions, behaviors, and situational 

factors involved with the seeing of and acting upon opportunities for this population. Using a 

multiple-case study research design, the study takes into account the call by experts that the 

domain of entrepreneurship must focus on high-growth entrepreneurs by the use of in-depth, 

descriptive, and theory-building approaches (Davidsson, 2008; Bygrave, 2007).  
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Significance 

 

The current study is significant from two perspectives. First, with the focus on 

successful growth entrepreneurs who are immigrants from a specific ethnic and cultural 

background, the findings of the current research study could be of significance to important 

policy areas such as immigrant, minority and transnational entrepreneurship. We show how 

understanding the social and cultural factors that drive the success of Asian American 

immigrant entrepreneurs of Indian origin might offer a valuable framework for the 

development of policy and guide future research. Second, the most recent global economic 

crisis of 2007-2009 presented a unique opportunity to study successful high-growth Indian-

American immigrant entrepreneurs under severe resource constraints and high economic 

uncertainty.  

 

RESEARCH DESIGN AND METHODOLOGY 

 

A qualitative method with a multiple-case study research design used in the current 

research study is necessary given (a) complexity of the process under study, (b) the need for 

new perspectives, and (c) need for better fit between data and the situation (Yin, 2009).  

Entrepreneurship is a complex socioeconomic phenomenon that calls for investigation using 

diverse tools and qualitative methods (Neergaard & Ulhoi, 2007). Among the different case 

study designs, exploratory theory-building approaches are justified when a need exists for 

new perspectives (Hitt, Harrison, Ireland, & Best, 1998).  Given the nature of the current 

research study, which was on the complex social phenomenon of entrepreneurship and 

involved exploring a special under-studied population, a qualitative methodology with a 

multiple-case study design was appropriate (Lechner & Leyronas, 2009).  The multiple-case 

design helped to enhance validity and stability of the results and to eliminate any accidental 

similarity between the theory and result (Neergaard & Ulhoi, 2007). 

  

Population 

 

The cases were selected from those that met the following criteria: (a) the 

entrepreneur, who was one of the key founders, was an immigrant (foreign born) of Asian 

Indian origin, (b) the business had a revenue growth rate of 20%  per year over a 5 year 

period and had a minimum of 20 full time employees, (c) the business was between 5 and 10 

years old on December 31, 2009, (d) the main activity of the business is related to one of the 

services sectors of the high-tech industries, (e) the company did not receive startup capital 

from nontraditional sources such as venture capital or an IPO, and (f) the head office of the 

business was located on the East Coast of the United States. Additional criteria used for case 

selection included the researcher’s access to the business site and the entrepreneur’s 

willingness to cooperate with the extensive data collection and review process required by the 

case study design. As each case in the study was carefully pre-screened and selected taking 

into account multiple delimiting factors and after incorporating findings from the pilot study, 

data saturation was achieved after 5 cases. 
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Data Collection and Analysis 

 

The data collection was done on five entrepreneurs of Asian Indian origin who were 

affiliated with the Indus Entrepreneur (TiE) and also featured on national ranking of high-

growth firms such as the INC 500 and the Deloitte and Touche Fast 500. Data were collected 

from multiple sources using a triangulation strategy, including in-depth interviews with the 

entrepreneurs and key informants, public sources, and company documents.  Data analysis 

involved identifying common themes of thinking and acting reported by the entrepreneurs as 

well as repeated iterations between the data and existing literature. 

FINDINGS, DISCUSSION AND IMPLICATIONS 

 

For the purpose of this paper, we present the data relevant to the discussion on the 

StartUp Visa and related immigration issues. To maintain confidentiality the five 

ventures/entrepreneurs are identified as Case A, et al.  

 

Company Demographics 

 

Demographic data on the ventures are shown in table1 below. 

Table 1: Company Demographics 

Data type Case A Case B Case C Case D Case E 

Year 

established 

2005 2002 2000 2003 2000 

Breakout year 2009 2008 2004 2007 2003 

Location Northern VA Northern VA New York 

City 

South NJ Central NJ 

Activity IT strategy 

services 

IT program 

management 

Online 

advertisement 

IT project 

management 

IT 

consulting 

Primary clients Government Government Commercial Commercial Commercial 

2009 revenue  $20.5 

million 

$13.6 million $27.1 million $5.1 million $26.5 

million 

2009 

employees  

155 105 120 42 245 

Majority equity 

(Start-up year) 

Entrepreneur 

A 

Entrepreneur B Entrepreneur 

C 

Cofounders 

equally 

Cofounders 

equally 

Majority equity 

(2010) 

Founding 

team 

CEO/cofounder Founding 

team 

Cofounders 

equally 

Cofounders 

equally 

Effective 

control 

Entrepreneur 

A 

Entrepreneur B Entrepreneur 

C 

Entrepreneur 

D 

Entrepreneur 

E 

 

Discussion on Company Demographics: Four of the five businesses were initially 

established between 2000 and 2003, which was either during or immediately following the 

U.S. economic recession of 2000-2002.  In all five cases, the firms exceeded the high-growth 

criteria of the current research study in terms of revenue growth as well as by number of full-

time employees.  A common factor for all five businesses was that although they started off 

relatively well, it took on average approximately 4 years for the business to experience the 

first significant growth year measured in terms of absolute revenues. The year is indicated as 

the breakout year in Table 1. Two of the five businesses were located in Northern Virginia 

(Cases A and B) and provided IT services to the U.S. federal government and its various 

agencies.  Geographical proximity to federal government offices and the prior experience of 
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Entrepreneurs A and B in working with government business helped the growth of the 

businesses.  The three other cases (C, D, and E), located in New Jersey and New York City, 

provided services primarily to commercial clients in the private sector.  

 

Entrepreneur Demographics 

 

Demographics of the 5 entrepreneurs are displayed in table 2 below.  

Table 2:  Entrepreneur Demographics  

Data type Case A Case B Case C Case D Case E 

Place of birth India Zambia India India India 

Age (9/2010) 54 37 37 42 36 

Gender Male Male Male Male Male 

Citizenship 

(2010) 

USA USA India USA USA 

Education BS (India) 

CA (UK) 

BS (USA) 

MS (USA) 

B.Tech. 

(India) 

BS (India) 

MS (USA) 

MBA (USA) 

B.Tech. 

(India) 

M.Tech 

(India) 

Family history 

in business 

No No No No Some 

First U.S. entry 1980 1989 1997 1991 1997 

Reason for 

immigration 

Employment Higher 

education 

Employment Higher 

education 

Employment 

Visas held H1 F1, H1 H1 F1, H1 H1 

Prior work 

experience 

(years) 

UK (2) 

USA (15) 

USA (5.5) 

 

India (4) 

USA (4) 

India (1) 

USA (10.5) 

India (1) 

USA (2.5) 

Prior ventures 1 0 1 0 0 

Job title used President & 

CEO 

President Chairman & 

founder 

CEO & 

cofounder 

Founder & 

co-CEO 

Primary reason 

for 

entrepreneurshi

p 

Exploiting 

opportunity 

Control over 

own destiny 

Control over 

own destiny 

Control over 

own destiny 

Exploiting 

opportunity 

 

Discussion on Entrepreneur Demographics. A majority of the entrepreneurs started 

their ventures young.  Of the five entrepreneurs, three started in their early to mid-30s and the 

youngest was 26 years old.  Entrepreneurs C and E had decided to try their entrepreneurial 

journey early, as they both believed that in case they did not succeed it was better to fail early 

on in life.  All five entrepreneurs were male, and two of the five key informants interviewed 

were female. Possessing an advanced degree in technology or a science field was a common 

factor among all five entrepreneurs in the current study.  Four entrepreneurs completed their 

bachelor’s degree in India, and one did so in the United States.  Two entrepreneurs had a 

master’s degree from the United States, and one had a master’s degree from India. 

 

Of the five entrepreneurs, three came to the United States on an H1 visa for 

employment purposes and two came as students on a F1 visa to pursue higher education.  

Due to their temporary non-immigrant visa status, all five entrepreneurs had to take up 

employment with an employer in the United States willing to sponsor their H1 visa. The two 

entrepreneurs who came as students reported delays and difficulties in finding an employer 
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willing to sponsor the H1 visa. The period of employment in the United States prior to 

starting their entrepreneurial venture averaged 7.5 years.  This period roughly represented the 

average time taken for the entrepreneurs to settle into their jobs and apply for and obtain their 

permanent residency in the United States.  As of mid-2010, four entrepreneurs had become 

naturalized citizens of the United States, while the fifth (Entrepreneur C) was considering it 

seriously. 

 

All five entrepreneurs who participated in the current research study possessed high 

human capital and initially came to the United States to pursue either higher education or 

employment.  In a majority of the cases, the entrepreneurs had intentions to start an 

entrepreneurial venture sometime in the future even before they arrived in the United States.  

Shortly after starting to work, the entrepreneurs asked their employers to start the application 

process for permanent residence in the United States.  

  

The lengthy process to obtain permanent residency delayed the start of the 

entrepreneurial journey of the entrepreneurs by several years.  All the five entrepreneurs in 

the current study effectively used the work experience in the United States prior to starting 

their ventures to gain valuable work and industry experience, to enhance their technical 

knowledge, and to develop business and sales skills.  The learning that took place while 

working in the United States prior to their entrepreneurial venture proved to be valuable to 

the success of every entrepreneur in the current study. 

 

The work experience in the United States helped the entrepreneurs in the current 

study assimilate culturally with their American coworkers and clients, develop their social 

skills, enhance their communication skills, and build their confidence.  One of the most 

important findings was that during the period when they were employed under the H1 visa, 

the entrepreneurs gained valuable insights about problems and potential opportunities related 

to their clients and industry.  These insights, in a majority of the cases, turned out to be the 

foundational ideas for their entrepreneurial ventures. 

 

Two of the five entrepreneurs, Entrepreneurs A and C had prior entrepreneurial 

experience.  Both of them had leveraged their prior entrepreneurial experience to grow their 

current firms rapidly.  Their firms had showed high rates of growth in revenues as well as in 

employment during the years 2005 to 2009.  In both these cases, the ventures had senior 

management teams composed mostly of people who were not co-ethnics. The primary reason 

given by three of the entrepreneurs for starting a new venture was to have better control over 

their own destiny.  On closer examination, control over own destiny translated to having the 

freedom to do what they wanted to do, the freedom to work with people they liked, and the 

freedom to be creative.   

 

The Role of Human Capital 

 

All five entrepreneurs had high levels of human capital represented by advanced education, 

work experience, technical skills, and managerial expertise.  All five entrepreneurs used the years 

spent working in the United States under an H1 visa very effectively to gain valuable real-world 

business and industry experience.  The H1 employment period afforded the entrepreneurs in the 

current study the opportunity to learn how to conduct business in the United States.  A majority of 

the entrepreneurs in the study reported that their learning when working under the H1 visa was 

enhanced due to demanding employers entrusting them with diverse and challenging assignments 

with large corporations and the federal government in the United States.  All five entrepreneurs 
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faced situations that required technical skills, sales skills, and social skills when working under the 

H1 visa. Indian American immigrant entrepreneurs in the study invested in enhancing their human 

capital further by taking advantage of their easy access to ethnic professional networks to gain 

knowledge of industry trends, markets, and regulations and by mentoring relationships with their 

managers.   

 

As the entrepreneurs in the current study represented their employer at the client site, many 

of the work assignments afforded them opportunities to think and act like an entrepreneur.  

Entrepreneur C recalled, “My job was quite entrepreneurial.  I was given independent charge of my 

business unit and it helped me learn how business was done in the United States.  In many ways, it 

prepared me for my entrepreneurial venture.”  Similarly, Entrepreneur B recalled having the 

opportunity to learn from government clients about gaps in existing services.  Some of the gaps 

were large enough to present Entrepreneur B with the foundational ideas for his venture. 

 

The entrepreneurs in the current study went beyond these traditional measures of human 

capital and worked to develop their social, communication, and managerial skills. During the 

period they were employed under the H1 visa, entrepreneurs in the current study often had 

opportunities to think and act in an entrepreneurial manner. This finding in general agrees with 

some of the existing studies that have reported that the majority of the foreign-born students join 

the labor force in the United States and their work experience combined with their education 

equip them well for immigrant high-tech entrepreneurship (Hart et al., 2009; Wadhwa, et al., 

2009).  

  

Entrepreneurs who had longer and more diverse work experience in the United States had 

larger ventures and experienced higher rates of growth.  A case can be made for encouraging 

entrepreneurship among Asian American immigrant entrepreneurs of Indian origin who might 

have had their higher education either in their home country or in the United States but who also 

has a rich and varied professional work experience in the United States early on in their 

professional careers. 

 

Entrepreneurial Intentions 

 

A majority of the entrepreneurs in the current study had intentions to start their own 

ventures before or soon after they took up employment in the United States. Two of the 

entrepreneurs had entrepreneurial intentions even prior to immigrating to the United States. A 

majority of the entrepreneurs had vivid vision of starting their own ventures and growing it 

successfully. Entrepreneur C explained his intentions as follows: 

 

“I wanted to come to the United States to become an entrepreneur.  But the problem I 

faced was that the United States immigration rules did not allow me to do this.  So I took an 

employment under the H1 visa as a path to my green card, which I knew would allow me the 

freedom to pursue my goal of entrepreneurship.  The day I got my green card, I quit.”  

 

This finding on entrepreneurial intentions supports the observation of Krueger (2000, 

2010) that that intention to act is the most consistent predictor of planned behavior. Krueger’s 

model built on the model proposed by Shapero where entrepreneurial intent was driven by 

entrepreneurs’ perceptions of the desirability and feasibility of launching a new venture combined 

with some propensity to act on opportunities, and triggered by some precipitating event. Shapero 

argued that displacement (such as immigration) was a very common trigger. Moreover, a 

displacing event such as immigration would likely give individuals new and often very different 
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opportunity sets. Finally, in the intentions model we know that social/cultural influences affect 

perceived desirability and probably perceived feasibility (eg, Krueger 2000, 2010). 

 

    The primary reason given by a majority of the entrepreneurs in the current study for 

starting a new venture was to have better control over their own destiny. Control over one’s own 

destiny translated to having the freedom to do what they wanted to do, the freedom to work with 

people they liked, and freedom to be creative. The exploitation of a known opportunity was given 

as a second reason. 

 

Exposure to Entrepreneurship 

 

The entrepreneurs here typically reported experiencing specific events during their prior 

professional careers in the United States that either exposed them to the idea of starting their own 

businesses or helped solidify the idea. Four of the five entrepreneurs in the current study recalled 

specific experiences and incidents when they were employed where they were exposed to the 

fundamental ideas of entrepreneurship such as recognizing opportunities, problem solving, 

mobilizing resources, managing projects, and teamwork. The events reported by the entrepreneurs 

in this study included mentoring by their manager or company owner, feedback from clients about 

the products and services, sharing of ideas with coworkers, participation in a strategy development 

process, crisis management, and professional training programs. 

 

The entrepreneurs in the current study reported gaining valuable experience in problem 

solving, identifying potential opportunities, working with limited resources, decision making, and 

working with teams, increasing their perceptions that a growth venture was both desirable and 

feasible.  The positive work experiences of all five entrepreneurs in the current study seemed to 

trigger the entrepreneurial intentions of the entrepreneurs.  Entrepreneurs with more varied work 

experience in the United States and those who experienced diverse opportunities at work prior to 

starting their ventures did create firms that were larger and grew at a faster rate.  This finding 

supports Shane (2003), who reported that individuals exposed to entrepreneurship and 

entrepreneurs are more likely to start businesses themselves and that the specifics of that exposure 

merit closer examination. 

 

Triggering Events 

 

Entrepreneurs of the current study experienced one or a series of micro-entrepreneurial 

events that put them firmly on the path to entrepreneurship.  These triggering events included one 

or more of the following: (a) being given challenging independent assignments, (b) working on 

special projects with senior client managers, (c) being given greater managerial responsibilities, 

and (d) mentoring relationships with the founder and other senior executives of their firms.  

Obtaining permanent residency was seen by a majority of the entrepreneurs in the current study as 

a precipitating event for entrepreneurship as it gave them freedom to start their own ventures. 

 

The entrepreneurs made plans to work toward their goals at a very early stage by seeking 

out employers who would process their H1 visa and then process their applications for permanent 

residency.  Typically, the entrepreneurs in the current study paid the high fees involved in the 

permanent residency processing as the complicated, time-consuming immigration processes 

risked delaying and in some cases even ending the entrepreneurial intentions. 

 

Opportunity Recognition 
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The Indian American immigrant entrepreneurs in the current study showed distinct 

patterns of cognition and behaviors involved with seeing and acting upon opportunity (Table 3).  

In all five cases, the entrepreneur saw and recognized an opportunity by virtue of a prior 

professional association or work experience in the United States.  Of equal importance to prior 

work experience was ethnic professional networks. All the five entrepreneurs in the current study 

saw and recognized opportunities by virtue of ethnic professional networks represented by 

professional organizations such as The Indus Entrepreneur and various other alumni associations 

that represented the educational institutions in India where the entrepreneurs had studied. None 

reported stumbling across their opportunity. 

 

Table 3: Sources of Opportunity for Current Venture  

 

 Case A Case B Case C Case D Case E 

Education/training No Yes Yes No No 

Prior work experience Yes Yes Yes Yes Yes 

Friends and family No No No No Yes 

Coworkers Yes No Yes Yes Yes 

Research Yes No Yes No No 

Professional networks (ethnic) Yes Yes Yes Yes Yes 

Professional networks (non-

ethnic) 

Yes Yes Yes Yes No 

Accidental discovery No No No No No 

 

Following prior work experience and ethnic professional networks, coworkers from prior 

jobs played an important role with respect to the recognition, evaluation, and exploitation of 

opportunity.  Education in the United States, recommendations from friends and family, and 

research or information search played lesser roles in the recognition and exploitation of 

opportunity. 

 

The work experience of the entrepreneurs in the current study in the Unites States prior to 

starting their ventures played the most significant role in opportunity recognition.  Entrepreneurs in 

the current research study initially saw and recognized opportunities when they were employed.  In 

a few cases, the entrepreneurs in the current study, when working prior to starting the ventures, 

identified problems and took the problems to their managers. However, their ideas were often 

overlooked or not acted upon, prompting them to think in terms of starting their own venture.  The 

entrepreneurs in the current study typically recognized the opportunity when they were employed 

as consultants under the H1 visa as they interacted with clients in providing services.  A majority 

of the entrepreneurs refined and validated the initial idea during the early part of their new venture. 

 

Except for one case, the opportunities can be considered an incremental innovation that 

represented an improvement over an existing product or service by combining new technologies 

and processes with existing ones.  This finding supports that of Ko and Butler (2003), who studied 

Asian high-tech entrepreneurs and concluded that the bisociative thinking ability of an 

entrepreneur, which is the ability to combine seemingly unrelated matrices of information mediates 

the relationship between alertness and the discovery of opportunity. 

 

The implication of this finding is that Asian American immigrant entrepreneurs of Indian 

origin in the current study showed a distinct preference for opportunities that they have an intimate 

knowledge about through their previous work experience and ethnic professional networks. This 

finding supported existing literature that past work experience (Shane, 2003) and strong social ties 
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(Katz 2007) play critical roles in stronger performing ventures. Contrary to popular belief, none of 

the entrepreneurs reviewed multiple business ideas and then made a decision to go with the one 

that made the most business sense.  Rather than maximizing the list of potential opportunities, 

successful Indian American growth entrepreneurs in the current study preferred to eliminate 

choices and focus on the single most-informed opportunity. 

 

Resource Mobilization: Start-up Capital 

 

The predominant source of the initial start-up capital was personal savings; funding from 

cofounders, friends, and family; and bootstrapping (Table 4).  All five entrepreneurs in the current 

study used personal savings to meet start-up expenses.  The entrepreneurs used their friends and 

family very selectively to raise funds, approaching only a small circle of trusted people who the 

entrepreneur knew very closely. 

Table 4: Sources of Start-up Capital 

 Case A Case B Case C Case D Case E 

Person savings Yes Yes Yes Yes Yes 

Friends and family No Yes Yes Yes Yes 

Cofounders and partners Yes Yes Yes Yes Yes 

Bootstrapping Yes Yes Yes Yes Yes 

Loans from banks No No No No No 

 

In all five cases, bootstrapping was a preferred method used by the entrepreneurs for 

generating capital and meeting cash flow needs. The most widespread form of bootstrapping 

during the start-up period was savings from the cash flow generated by the professional services 

the entrepreneur and other cofounders provided to their clients.  In a majority of the cases, the 

entrepreneurs knew the clients from their days as consultants when working under the H1 visa.  

The payment for the consulting services was routed through their business, from which the 

founders took a nominal salary and used the balance to meet the expenses of the business and fund 

product development.   

 

Contrary to existing literature (Baum, 2003), all the five entrepreneurs in the current study 

preferred to avoid borrowing, institutional loans, and leveraged financing at the start-up stage. 

Although none of the entrepreneurs used bank loans for start-up capital, it was not because they did 

not need capital.  In a majority of the cases, entrepreneurs made attempts to obtain bank financing 

at the start-up stage but were unsuccessful.  The reasons given by entrepreneurs for not using bank 

loans for start-up included the following: (a) uncertainty about approval given their limited 

personal credit history, (b) lack of understanding of they perceived to be a complex application 

procedures, (c) the legal requirements for providing sweeping personal guarantees, and (d) the 

requirement of banks to demonstrate a business track record, which was nonexistent for a new 

business.  

 

ADDITIONAL FINDINGS 

 

All five entrepreneurs in the current research study experienced the most recent economic 

recession (2007-2009) in the United States, considered by some experts to be the worst ever in 

terms of net jobs lost (Stangler & Litan, 2009).  Of the five ventures in the current study, three had 

been being through two major economic downturns, which presented a good opportunity to gain 

insight into the patterns of thinking and action that helped the entrepreneurs survive lean periods.  

A discussion on some of the additional findings related to patters of thinking and acting reported 

by the entrepreneurs follow. 
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Self-efficacy versus Collective Efficacy 

 

An interesting finding that did not have precedent in existing literature was that when it 

came to evaluating and acting upon opportunities, high-growth Indian American entrepreneurs in 

the current study gave greater importance to the collective efficacy or the collective ability of their 

team to execute the opportunity.  The entrepreneurs engaged with opportunities that they had 

confidence their key team member possessed the knowledge and skills to take on and execute. One 

of the reasons for this was that as entrepreneurs got busy with the general management issues of 

their firms, they found it difficult to keep abreast of the rapid pace of the technological changes. 

Entrepreneurs had to rely on their executive teams for the evaluation and selection of opportunity. 

Perhaps this inclusive view made the opportunity viable as the entrepreneurs in the current study 

made a more objective assessment of the ability of their team to execute and deliver on the 

opportunity.  The emphasis on collective efficacy also resulted in a greater sense of team 

ownership of the idea. 

 

Strategies for Survival during Recessionary Periods 

 

Entrepreneurs in the current study used a wide range of strategies and tactics to survive the 

economic crisis.  Many of the strategies had cultural roots and some had links to prior experiences 

and learning.  The common survival strategies included the following: (a) during the period marked 

by severe resource constraints, the entrepreneurs in the current study due to their prior experience 

and deep industry knowledge remained optimistic and committed to their vision of getting their 

business off the ground, (b) the entrepreneurs current study helped them display extraordinary 

patience in rolling out their plans without an overcommitment of resources, (c) formal planning 

was kept to a minimum, but was masked by a deep knowledge of the industry and markets that 

allowed entrepreneurs in the study to avoid an overcommitment of scarce resources and to take 

advantage of unexpected opportunities, (d) the willingness to make personal sacrifices, especially 

during the early years, to help ease the financial burden on the company, which was critical to the 

survival of the business, (e) entrepreneurs in the current study reported a disciplined lifestyle that 

included a strict financial discipline for themselves and their ventures giving them in the words of 

Key Informant E, “the ability to go long distances even on a near empty tank.”, (f) displaying 

confidence and commitment to shareholders, employees and clients, (g) avoidance of exit planning 

due to the deep emotional ties to their venture,  (h) the ability to retain key employees through 

period of economic uncertainty by using nonfinancial incentives, and (i) successful Asian 

American entrepreneurs of Indian origin in the current study demonstrated the ability to convert 

their human capital such as education, skills, and experience into social capital such as trust, 

loyalty, goodwill, and strong professional and social relationships. 

 

Views on Challenges to Continued Growth 

 

When asked about their views on challenges to continued growth of their businesses, a 

majority of the entrepreneurs reported high levels of federal, state, and local taxes, availability of 

highly skilled workers, excessive regulations, the high cost of doing business, and economic 

uncertainties as their primary challenges.  Entrepreneurs in the current study reported uncertainties 

related to the availability of highly skilled workers due to increased restrictions, delays, and cost 

escalation related to H1 visas and the permanent residency process as major hurdles to continued 

growth. 
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Some of the other common challenges to continued growth reported by a majority of the 

entrepreneurs in the current study included (a) the slow pace of economic recovery in the United 

States, which inhibited spending by large firms; (b) excessive regulations and the high cost of 

doing business due to rapid escalation in the cost of medical insurance and business insurances; (c) 

difficulties in securing lines of credit for working capital needs from banks and other financial 

intuitions; (d) the high cost of legal fees; (e) the increased preference of large corporations to work 

with very large offshore business process outsourcing firms; and (f) the complex procedures for 

doing business in multiple states within the United States. 

 

RECOMMENDATIONS 

 

This study involved a holistic qualitative exploration of the personal backgrounds, 

situations, cognitions, and behaviors involved with the seeing of and acting upon 

opportunities among high-growth Indian American immigrant entrepreneurs. The 

entrepreneurs in the study reported distinct patterns of cognition and behavior that enabled 

them to exploit opportunities, survive during economic downturns, and thrive during periods 

of growth. This section contains our recommendations. 

 

Modifying the StartUp Visa Proposal 

 

The first set of policy recommendations relate to enhancements to the StartUp Visa Act that 

was proposed the United States Congress, first in 2010 and reintroduced again in 2011. The 

proposal has broad bipartisan support due to its important economic implications to the United 

States. The focus of the original proposal was to find a way for foreign entrepreneurs to enter the 

United States by offering them a special visa for starting a new venture that can attract capital and 

create jobs. The findings of the current study indicated that in all the cases the entrepreneur had 

come to the United States either as students to pursue higher education or as highly skilled workers 

for employment. The factors critical to the success of the entrepreneur included professional work 

experience in the United States, ties to ethnic professional networks in the United States, and 

relationship with coworkers in the United States.  

 

Without the advantage of work experience and ethnic professional network ties in the 

United States and without the critical social and cultural skills to cope with their new environment 

in the United States, these transplanted entrepreneurs are severely disadvantaged unless they are 

closely connected. We recommend that the focus of the StartUp Visa proposal be shifted from 

foreign entrepreneurs to skilled professionals and students who are already in the United States. To 

enhance the probability of success, it would be prudent for the StartUp Visa to be suitably modified 

to be a StartUp Green Card and targeted to Asian Indian and other immigrants with high human 

capital already in the United States who have professional work experience and are tied into the 

ethnic professional networks. 

 

Foreign Entrepreneurs vs. Skilled Immigrants 

 

 As the current study did not include the population that the StartUp Visa proposal had 

originally targeted - foreign entrepreneurs who are not currently in the United States – a 

comparison between them and the participants of the current study, immigrant entrepreneurs who 

are currently in the United States was not possible. The researchers are not suggesting that foreign 

entrepreneurs be completely excluded from applying for the StartUp Visa. The results do indicate 

that there has to be better support structures for foreign entrepreneurs to enhance their chances of 

success. In order to improve the chances of the success for foreign entrepreneurs entering the 
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United States, it may be required to provide them with training and mentoring that will help get 

them up to speed with the way business is conducted in the United States and to develop their ties 

with ethnic and professional networks within the United States. 

 

Requirement for Raising Capital 

 

The insistence on a capital funding from qualified U.S. investors as a necessary criteria for 

the StartUp Visa seems misplaced. While access to capital is an important factor for some ventures, 

all the five entrepreneurs in the current study bootstrapped through their initial years and rapidly 

grew their ventures without any outside capital or loans. Entrepreneurs in the study accessed bank 

loans only after they achieved high-growth. These entrepreneurs have in effect developed a lean 

startup model that is not dependent on professional investors or institutional loans. Given that 

highly skilled immigrant entrepreneurs in the study successfully established and grew high-growth 

ventures that create hundreds of jobs without outside funding we recommend that the criteria for 

securing capital from accredited investors be removed. However, we do recognize that this 

requirement provides an opportunity for expert vetting of the entrepreneur and built-in mentoring 

support from a Venture Capitalist or a super-angel. Could this vetting and mentoring be done 

differently? 

  

Based on the discussion above we summarize our specific recommendation for the making 

the StartUp Visa Act of 2011 more effective. 

 

a) Shifting the Focus to Skilled Non-Immigrant Workers and Foreign Students Already in the 

United States: Based on our finding that founders of high-growth firms in the current study 

came to the United States either as skilled workers under the H1 visa or as foreign students 

under the F1 visa, we recommend that a majority of the total visas under the StartUp Visa 

be reserved for these 2 groups not just foreign entrepreneurs. A relatively simple way to 

encourage H1/F1 visa holders to start new venture is by fast tracking their permanent 

residency application (green cards). Remember that entrepreneurs delayed starting their 

ventures until after they obtained their permanent residency, which was an important event 

that seemed to trigger the entrepreneurial intentions leading to the startup. The eligibility 

criteria for the fast-track to permanent residency under the StartUp Visa act should be based 

on the indictors of entrepreneurial potential, including entrepreneurial intentions, richness 

of prior work experience in the United States, and the extent of professional, social and 

financial embeddedness in United States. Evidence argues that those who successfully 

navigate being embedded in two cultures reap disproportionate results (Galbreath, et al. 

2007; Leung 2001; Pare, et al. 2008). 

 

b) Selection Criteria for Foreign Entrepreneurs: For those coming to the United States for the 

first time, weight has to be given to those who have a proven track record as serial 

entrepreneurs and those who are currently providing products and services to client in the 

United States. Due consideration has to be given to other factors that are critical to their 

eventual success in the U.S. including knowledge of technology tools, social media 

marketing, familiarity with the English language, and contacts with ethnic/professional 

networks in the United States.  

 

c) Mandatory Training for Foreign Entrepreneurs: Our findings argue that work experience in 

the United States was the most critical factor in entrepreneurial success; we recommend 

that the Startup Visa Act has to have provisions wherein it be mandatory for foreign 

entrepreneurs to get specialized training that will help them quickly understand the socio-
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political, economic, legal, policy, and strategy framework for startups in the United States. 

Equally important is training that will help connect them with the entrepreneurial 

ecosystem of the United States, which includes vibrant ethnic and professional networks 

that support entrepreneurs. An easy way to implement this is via pre-existing training and 

mentoring programs such as those developed by organizations like the Kauffman 

Foundation, Startup Weekend, et al. 

 

d) Revision of the Benchmarks for Measuring Startup Success: The requirement of the StartUp 

Visa Act of 2001 for raising capital from qualified investors in the United States has to be 

reconsidered. Raising capital is a time consuming and daunting task even for seasoned 

entrepreneurs and will be even more so for foreign entrepreneurs with limited exposure to 

the U.S. As was discussed previously all the entrepreneurs in the current study were able to 

grow high-growth ventures without reliance on capital from qualified investors or 

institutional loans. Instead of reliance on capital from qualified investors, we recommend 

that the benchmark of success for the entrepreneurs be the number of jobs created in the 

United States over a 5 year period. Our study shows that in every case, the new venture 

started slow and after about 4 years achieved rapid growth in terms of both revenues and 

number of employees. Based on this finding we recommend a lower target for years 1 thru 

3, with an increase in years 4 and 5. In addition to job creation goals, we recommend a 

multi-dimensional scale to measure the success of the startup that includes the ability to 

attract experienced co-founders, the ability to attract corporate and government clients, and 

the ability to bootstrap, and the ability to build network ties with ethnic and professional 

networks. 

General Immigration Reform 

 

 We discuss below some recommendation related to immigration reforms in the H1 visa 

program for skilled workers that are in need of urgent policy intervention. Based on these findings 

and empirical evidence (e.g., studies including those supported by the Small Business 

Administration and Kauffman Foundation) showing that even ‘temporary’ immigrants who arrive 

as students and skilled workers have a high propensity to establish high-growth firms. A decrease 

in H1 visas will mean lower numbers in the pool of potential high-growth entrepreneurs in the 

United States.  

 

Impact of Current Immigration Policy on Startup Ventures: The restrictions on H1 visas and delays 

in processing applications for permanent residency in the United States are especially severe on 

small entrepreneurial startups that need the services to provide highly skilled technology workers at 

a reasonable cost to exploit opportunities, innovate, and compete equally with mega-corporations.  

Faced with an immigration policy climate characterized by uncertainty, red tape, unreasonable 

delays, errors, and high cost, many high-growth entrepreneurs have no choice but to send work that 

could have been done by tax-paying workers in the United States to offshore locations. 

Entrepreneurs in the current study reported having to resort to sending work overseas since 2009 

due to the steep increase in costs and the uncertainties involved in the H1 visa process. This short-

sighted policy has resulted in high paying and tax generating jobs leaving the United States for 

offshore locations and had compounded the problems faced by the U.S. economy. 

 

High Tech Industries:  Entrepreneurs face numerous risks and uncertainties on a daily basis. This is 

even more so in the case of immigrant entrepreneurs starting their new ventures in the rapidly 

changing high-tech industries during periods of economic recession. Due to the limited economic 

visibility and tight margins entrepreneurs due not have the luxury to staff their teams in advance of 
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getting client orders.  As they develop their business strategies, make plans to bid for projects, and 

pitch their services to clients, it is critical entrepreneurs have access to a reliable, on demand 

supply of highly skilled technology workers. The findings of this study argue that the processes 

and issuance of these visas are full of uncertainties, unreasonable delays, and high costs. These 

challenges adds to the risks and uncertainties that entrepreneurs who need the services of highly 

skilled technology workers face. Immigration policy should be reformed to support entrepreneurs. 

   

Training of Immigration and Consular Officials: Currently the immigration regulations related to 

H1 visas are heavily tilted in favor of larger and established corporations with lengthy financial 

track records. It will help if government officials who adjudicate visas in the United States and 

those who are involved in issuing the visas at U.S. consulates overseas are given training from the 

perspective of the strategic planning and flexible manpower needs of a new entrepreneurial 

venture. Such training will help the USCIS and U.S. consular officers see the bigger picture of how 

skilled immigrants with high human capital help grow the U.S. economy by starting new ventures 

with little capital and limited resources. Rather than focus on the past financial performance of the 

new venture, which in the case of a startup venture is usually weak or in many cases non-existent, 

while making decisions on visas, consular officials should focus on the potential of the 

entrepreneur to bootstrap, leverage their human capital and prior work experience to exploit 

opportunities, grow and create jobs in the United States. Given experiences such as the EB-5 

program, this should be easily implemented.  

 

Economic Downturns and Immigration Policy  

 

The current study found that high-growth firms owned by immigrant entrepreneurs provide 

critical services to the U.S. federal government and larger U.S. corporations (Kumar, 2011). Other 

studies have reported that skilled immigrant entrepreneurs create jobs and play the role of catalysts 

in enhancing productivity of the U.S. economy. The findings of the current study support the view 

that the influx of large numbers of youthful and skilled workers through immigration has been 

advantageous to the growth of entrepreneurial capitalism in the United States (Baumol, Litan, & 

Schramm, 2007) and will remain central to its ability to invent the future (Zakaria, 2008).  

 

Despite the evidence of the economic contributions of immigrants, during the recent 

economic downturn and the resultant higher rates of unemployment, a protectionist mindset has 

developed among the general public in the United States and many European nations (Organisation 

for Economic Co-operation and Development, 2010). As a consequence, politicians, regardless of 

their party affiliation, are reluctant to address the issue of immigration reform. To take advantage 

of the job creation potential of immigrant entrepreneurs, the U.S. government has to design 

immigration policies that are friendly to highly skilled workers and foreign students seeking higher 

education in the United States. Policy makers should separate the debate on highly skilled legal 

immigrants from the debate on illegal immigrants.  

CONCLUSIONS AND SUGGESTIONS FOR FUTURE RESEARCH 

 

An urgent need exists for an immigration policy focused on skilled information technology 

workers that will address the problems currently faced by entrepreneurs in need of skilled workers. 

A simplified, fast, inexpensive, and efficient mechanism that will help skilled immigrant workers 

already in the United States become permanent residents and start new ventures could give a much-

needed boost to economic growth and job creation in the country.  Studies indicate that many of 

the highly skilled immigrants, who come to the United States for employment or higher education, 
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take on the challenge of entrepreneurship. Many of them establish new ventures that become high-

growth firms that create large number of jobs. 

 

The importance of the topic of high-growth immigrant entrepreneurship from a policy 

perspective justifies a larger quantitative study informed by the results of the current study. The 

quantitative analysis could allow us to confirm our findings in a larger Indian American immigrant 

entrepreneur population and also to provide a much-needed comparison set of non-Indian 

American 'gazelles'. Combined with the qualitative analyses, this research should offer significant 

insights into the factors that undergird the success of immigrant entrepreneurs. Not just a 

fascinating research question, many of these ventures could grow to scalable businesses and give 

the much-needed boost to economic growth and job creation in the United States.  
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In this study differences and similarities were examined in human capital, social capital, 

financial capital, self-efficacy, motivation, and strategic planning between two groups starting or 

growing their businesses in Northwestern United States:  immigrant Latino women and 

immigrant Latino men.  Based on the data, several differences were identified.  Regarding social 

capital, women versus men attended fewer business group events.  Further, in terms of financial 

capital, women contributed less money to start their businesses than men.  Women also scored 

lower on entrepreneurial self-efficacy, a person’s belief in his/her ability to be a successful 

entrepreneur.  With regard to motivations, women were less driven to seek entrepreneurship for 

career and independence reasons.  Finally, when examining start-up planning processes, women 

versus men considered to a lesser degree their knowledge and resources when selecting among 

possible businesses and, also, used to a lesser degree pre-commitments from customers and 

suppliers to reduce uncertainty.   
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INTRODUCTION 

 Entrepreneurship has been a frequently pursued and studied activity over the past several 

decades, at least in more advanced, market-driven economies.  It has grown into a discipline and 

subfields have emerged—e.g., corporate entrepreneurship, women entrepreneurship, minority 

entrepreneurship, and immigrant entrepreneurship.  During this period, the conducted studies and 

shared experiences have resulted in a greater understanding of the discipline. 

  According to Kloosterman and Rath (2003), the first major immigrant entrepreneurship 

publications began appearing in North America in the 1970s, followed by studies in the United 

Kingdom.  Shortly after, research appeared in Australia and European countries besides the 

United Kingdom.  Immigrants, of course, had started businesses in these countries many years 

earlier than the late twentieth century.  What stimulated the initial research thrust in North 

America was an expanding service sector with its many small-sized businesses (and 

corresponding job decline in the manufacturing base).  Further, it was initially assumed that this 

service sector start-up expansion was attributed to native-born (indigenous) entrepreneurs.  

Interestingly, however, start-up increases were also linked to immigrant entrepreneurs.  A 

predominate view of immigrants for years prior to the 1970s, especially for immigrants from 

less-developed countries, was they were primarily workers or providers of cheap entry-level 

labor in the US.  This change in view from immigrant worker to immigrant owner stimulated 

several questions:  What are the differences between immigrants from less-developed countries 

who become entrepreneurs (start their own businesses or became self-employed) and those who 

become workers?  How do immigrant entrepreneurs differ from non-immigrant (indigènous) 

entrepreneurs?  Also, are there differences between immigrant women and men entrepreneurs?  

 In this study differences and similarities are examined in resources (e.g., human, social 

and financial capitals), self-efficacy, motivation, and strategic planning between two groups 

starting or growing their businesses in Northwestern United States:  immigrant Latino women 

and immigrant Latino men.  Immigrant Latinos are typically people who recently migrated to the 

area from Mexico or a country south of Mexico. 

LITERATURE REVIEW 

 A number of entrepreneurial studies have examined gender differences with regard to 

human, social and financial resources.  The evidence from this research is mixed; some studies 

conclude women have more resources while others favor men.  It has been reported, for example, 
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that female entrepreneurs when compared to men have less managerial and self-employment 

experiences (e.g., Boden & Nucci, 2000; Kalleberg & Leicht, 1991).  In other studies, female 

entrepreneurs were found to have the same or even more education than men (e.g., Cowling & 

Taylor, 2001).  Regarding social capital, Buttner (1993) stated that women when compared to 

men may not be as well connected to sources of information and advice in their communities, 

resources that are often needed to be successful.  Further, Lerner, Brush & Hisrich (1997) 

reported that a key reason gender differences exist in entrepreneurial performance is that women 

often have fewer human and financial resources when compared with men.  This is due, perhaps, 

to different role expectations and job/career paths.  Differences in roles and careers, however, 

may be influenced by culture.  As such, gender differences regarding resources when starting 

businesses need to be investigated in Latino and other cultures. 

 Different cultures may also impact gender differences with regard to self-efficacy.   

According the Bandura (1997), self-efficacy is an individual’s belief (a subjective assessment) in 

his/her ability to muster and implement the necessary resources, skills, and competencies to 

attain a certain level of achievement on a given task. Consequently, entrepreneurial self-efficacy 

refers to the strength of an individual’s belief in his/her ability to successfully perform as an 

entrepreneur (Shane, 2003).  Although self-efficacy is tied to resources, it has a link with 

motivation in that people with high self-efficacy in a task are more likely to make more of an 

effort and persist longer--i.e., be more driven--than those with low efficacy (Bandura, 1997).  

That is, people will be more inclined to take on a task if they believe they can succeed.  People 

generally avoid tasks where their self-efficacy is low, but will engage in tasks where their self-

efficacy is high. 

 Gender differences may also exist with regard to motivations to start a business.      

Historically, many women who started businesses were divorced or widowed or a single parent 

and they were “pushed” into this activity due to financial necessity (Pearce, 2005; Buttner, 

1993).  

 In addition, gender differences may extend to strategic planning approaches.  Again, 

historically, women enterprises were often small, slow-growing, labor-intensive operations in the 

service or retailing fields (Buttner, 1993).  The early planning process used by women for such 

ventures may differ from those used by men, especially for women with lower levels of financial 

capital.  It has been suggested that individuals faced with low capital levels will try to 
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compensate for this situation by employing creative capital solutions/approaches like using 

friends as free labor (Baker and Nelson, 2005).    

 The propositions for the study are that US immigrant Latino entrepreneurial women and 

men differ with regard to:  P1) capitals: a. human, b. social, and c. financial; P2) self-efficacy; 

P3) motivation; and P4) strategic planning. 

METHODOLOGY 

 A sample of immigrant Latino women men was examined for the study.  These 

individuals are participants in a new program located in the state of Oregon designed to provide 

Latino immigrants with services to overcome barriers in starting or growing a business.  Program 

services include:  a small business development class; one-to-one business coaching; access to 

capital; English tutoring; and networking opportunities.  Program entrance requirements are that 

an immigrant Latino person needs to have a business idea and be dedicated.  

 A survey questionnaire was designed and completed by nine women and nine men 

participants who had been enrolled in the program at least one-half year. Participant 

demographic frequency information is presented in Table 1.  As evident, Latino women when 

compared to men tended to:  be older, have a similar marital status, have obtained a higher 

education level, and have lived longer in the US. 

 Survey items covered four broad research questions.  The first question’s focus was:  

What are the resource differences and similarities between the two groups?  To examine this 

issue, survey items linked to the literature were used covering the following resources:  human 

capital (measured as formal education and industry experience (Cooper et al., 1994) and English 

language skills); social capital (measured as involvement in social and business networks 

(Davidsson & Honig, 2003) and family firm background and experiences during upbringing (Kim et 

al., 2006)); and financial capital (measured by self-investment and capital obtained from other 

sources, Shane 2003).  Also, the survey included an entrepreneurial self-efficacy item based on 

Shane (2003) to answer the question: Are there self-efficacy differences?   

 The third question was, what, if any, are the differences in motivation levels between the 

two groups?  To examine this issue, three survey items addressing entrepreneurial career, 

independence, and financial success (e.g., Carter et al., 2003) were employed.  The fourth 

question was what are the differences in strategic planning approaches?  Here, survey items 
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which examine type of entrepreneurial activity, including entry and competitive strategies were 

developed based on Chandler et al. (2009). 

 

Table 1:  Sample Demographic Frequencies 

Demographic Information Women 

Frequencies 

Men 

Frequencies 

1.  Gender 9 9 

2.  Age 

       Less than 30 years 

       30 but less than 35 years 

       35 but less than 40 years 

       40 but less than 45 years 

       45 years or older 

       Missing responses 

 

0 

0 

3 

3 

3 

0 

 

0 

1 

4 

1 

1 

2 

3.  Marital status 

       Married 

       Single 

       Missing responses 

 

5 

4 

0 

 

6 

2 

1 

4.  Education years/grades 

       Less than 7 years/grades 

       7 but less than 10 

       10 but less than 13 

       13 years/grades or more 

 

2 

1 

1 

5 

 

1 

1 

5 

2 

5.  Years lived in the US 

        Less than 5 years 

        5 but less than 8 

        8 but less than 12 

        12 years or more 

 

0 

1 

0 

8 

 

0 

0 

4 

5 
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RESULTS 

 Sample survey item means and frequencies are reported for Latino women and men in the 

following tables.  Because of the study’s small sample sizes for the two groups, inferential 

statistics are not employed.  Instead, arguments that either support or refute the study 

propositions are based on the size of the differences between the two groups.  As such, this study 

should be viewed as providing preliminary (pilot) data to promote additional research in the area.  

 Human capital, social capital, and self-efficacy results are presented in Table 2.  Latino 

men assessed their human capital to be at a higher level than women.  That is, for both English 

language skills items, men’s mean values were larger than women’s.  Further, for item 3, “years 

worked in the industry in which my start-up is located,” men tended to have more experience 

when compared to women.  But the differences were not great for any of the three items.  Hence, 

these sample findings do not appear to support a difference between the two population groups 

(proposition P1a).  

 Regarding social capital, the men’s mean values exceeded the women’s for two of the 

five items, the women’s mean values exceeded the men’s in two, and the two group scores were 

tied for one item.  One item of interest is “I attend business group or network events regularly” 

where there was a .89 mean difference in favor of the men.  On the other hand, item “I have 

contacts with agencies or organizations that can assist me in my business” result was a .76 mean 

difference in favor of the women.  These differences, somewhat larger than those for human 

capital, may well provide support for P1b, the proposition that social capital differences exist 

between Latino women and men.   

 The ninth table item, covering self-efficacy, generated a mean difference score of 1.41 in 

favor of Latino men.  Hence, men versus women were stronger on average in their belief that 

they could succeed at entrepreneurship.  Given the size of the difference score, this result is 

believed to provide support for proposition P2. 

 Table 3 contains financial capital results.  For survey item 10, “the amount of money I 

contributed or will contribute to start my business,” Latino men provided more than women.  

Four of the men provided at least $4,000 while none of the women who answered the question 

contributed more than $3,000.  It is argued that this response probably provides supportive 

evidence for P1c, Latino women and men differ on financial resource contributions for their 

businesses.    
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Table 2:  Human Capital, Social Capital, and Self-Efficacy Results 

Survey Item Women*  Men*  

Human Capital   

1.  I have good English language speaking skills 3.67 3.78 

2.  I have good English language writing skills 3.22 3.44 

3.  Years worked in the industry in which my start-up is located 

          A.  Less than 1 year 

          B.  1 year but less than 2 years 

          C.  2 years but less than 4 

          D.  4 years or more 

          E.   Missing responses 

 

5 

1 

0 

2 

1 

 

3 

1 

2 

3 

0 

Social Capital   

4.  I have family and/or friends who can assist me in my business   3.56 3.11 

5.  I attend business group or network events regularly 3.33 4.22 

6.  I have contacts with agencies or organizations that can assist me 

in my business  

3.89 3.13 

7.  When I was growing up, my parents or other close family 

members (for example, grandparents) helped me understand what it 

is like being a self-employed business owner 

2.22 2.44 

8.  When I was growing up, I gained experiences about being self-

employed by working in a business my parents or another family 

member owned 

2.11 2.11 

Self-Efficacy   

9.  Given my skills, family, friends, and business contacts, I have 

what it takes to start a business 

3.22 4.63 

*All but survey item 3 employed a 5-point Likert response scale ranging from completely 

disagree (1) to completely agree (5) and mean values are reported.  Survey participant 

frequencies are reported for item 3. 
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Table 3:  Financial Capital Results 

Survey Item Women* Men* 

10.  The amount of money I (including my spouse and children) 

contributed or will contribute “to start” my business 

 A.  Less than $2,000  

 B.  $2,000 but less than $3,000  

 C.  $3,000 but less than $4,000 

 D.  $4,000 or more 

            E.  Missing responses 

 

 

7 

1 

0 

0 

1 

 

 

3 

2 

0 

4 

0 

11.  The amount of money other family members (not including 

myself, my spouse and children) and friends contributed or will 

contribute “to start” my business 

 A.  $0.00 

 B.  More than $0.00 but less than $500 

 C.  $500 but less than $1,500 

 D.  $1,500 or more 

            E.  Missing responses 

 

 

 

6 

2 

0 

0 

1 

 

 

 

8 

0 

0 

1 

0 

12.  The amount of money various federal programs, state programs, 

and bank loans contributed or will contribute “to start” my business 

 A.  $0.00 

 B.  More than $0.00 but less than $2,000 

 C.  $2,000 but less than $6,000 

 D.  $6,000 or more  

            E.  Missing responses 

 

 

3 

4 

1 

0 

1 

 

 

5 

2 

1 

0 

1 

13.  I had or will have available a total amount of money (from all 

sources) “to start” my business that exceeded or will exceed the 

business’ needs until it reached or reaches the break-even point.  That 

is, the start-up business was or will be in a good financial position 

3.00 3.44 

* Survey participant frequencies are reported for items 10-12.   Item 13 employed a 5-point 

Likert response scale ranging from completely disagree (1) to completely agree (5) and mean 

values are reported.   
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 Motivation and strategic planning results are presented in Table 4.  Regarding motivation, 

Latino men’s mean values exceeded the women’s for all three measured motivation types 

(career, independence and financial).  That is, women were less driven than men to seek 

entrepreneurship for these three reasons.  The largest mean differences were for career 

motivation (2.01) and independence motivation (.99).  These findings are believed to provide 

support for P3, Latino women and men differ on motivation. 

  Six strategic planning process items were included in the survey.  Latino men’s 

scores exceeded the women’s scores on four of these six items, of which two are noteworthy.  

For item 14, men versus women considered to a higher degree their knowledge and resources 

when selecting among possible businesses, by a mean difference score of 1.06.  For item 16, men 

when compared to women used to a higher degree pre-commitments from customers and 

suppliers to reduce uncertainly for their businesses, by a mean score of 1.00.  These two findings 

probably provide support for P4, Latino women and men differ on strategic planning approaches. 

 

DISCUSSION 

 Based on the data, it appears that immigrant Latino women and men entrepreneurs share 

certain resource, motivation, and business planning process characteristics.  However, several 

differences were also identified.  Regarding social capital differences, women versus men 

attended fewer business group events.   Women also scored lower on entrepreneurial self-

efficacy, a person’s belief in his/her ability to be successful in the entrepreneurship field.  

Further, in terms of financial capital, women contributed less money to start their businesses than 

men.  With regard to motivations, women were less driven than men to seek entrepreneurship for 

career and independence reasons.  Finally, when examining start-up planning processes, women 

versus men considered to a lesser degree their knowledge and resources when selecting among 

possible businesses and, also, used to a lesser degree pre-commitments from customers and 

suppliers to reduce uncertainty for their businesses.  Hence, it is argued that the study provided 

support for all propositions except human capital, P1a.  
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Table 4:  Motivation and Strategic Planning Results 

Survey Item Women* Men* 

Motivation   

14.   To what extent is the following reason important to you in 

establishing your business:  “I would rather have my own business 

than work for someone else” 

2.88 4.89 

15.   To what extent is the following reason important to you in 

establishing your business:  “To have considerable freedom to 

adapt my own approach to work”  

3.57 4.56 

16.  To what extent is the following reason important to you in 

establishing your business:  “To give myself, my spouse and 

children financial security” 

4.67 5.00 

Strategic Planning   

17.  In creating my business, my consideration when selecting 

among possible businesses to start was my knowledge and 

resources 

3.50 4.56 

18.  In creating my business, I analyzed long-run opportunities and 

selected what I thought would provide the best returns 

3.75 3.78 

19.  In creating my business, I researched and selected target 

markets (customer groups) and performed a meaningful 

competitive analysis 

4.00 3.44 

20.  I am careful not to commit more resources to my business than 

I can afford 

4.67 4.33 

21.  I am continuously adapting my business idea to the resources I 

have 

4.17 4.44 

22.  I use pre- commitments or pre-agreements from customers and 

suppliers for my business as often as possible to reduce the amount 

of uncertainty 

3.00 4.00 

*Survey items employed a 5-point Likert response scale ranging from completely disagree (1) to 

completely agree (5) and mean values are reported.   
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 At least two reasons exist concerning why support was not found for Latino gender 

differences in human capital (P1a).  First, perhaps the study’s samples did not reflect reality; they 

did not mirror the true situation.  Second, possibly other human capital survey items, covering 

different skills and experiences, from those included in the current study should have been 

incorporated into the survey.  

 Another unexpected finding concerned the link between business financing levels and 

planning approaches.  Given women in the study contributed less money to start their businesses 

than men, it was thought that they would compensate for this situation by using creative planning 

approaches, an idea mentioned by Baker and Nelson (2005).  As such, it was believed women 

would report larger mean values than men on:  item 20 (I am careful not to commit more 

resources to my business than I can afford); item 21 (I am continuously adapting my business 

idea to the resources I have); and item 22 (I use pre- commitments or pre-agreements from 

customers and suppliers for my business as often as possible to reduce the amount of 

uncertainty).  Of these three items, women scored higher than men on only item 20 (see Table 4) 

and their mean score was just .34 higher.  Perhaps, as with the human capital area, the study’s 

samples did not represent reality.  Or maybe the survey should have included other measures 

such as “I use friends as free labor to reduce costs” to capture the link between financing levels 

and planning approaches.  There could also be an industry effect.  Women in the sample may 

have businesses in industries that don’t require as much capital as those started by the men in the 

sample.  Additional studies are needed on the relationship between financing levels and business 

planning approaches. 

 Although the study has limitations, including small sample sizes due to the study 

participants being part of a new training program, the pilot findings are still noteworthy for 

immigrant Latino entrepreneurship training, policy and research reasons.  For training programs, 

one implication is that possible Latino gender culture differences need to be explained to training 

participants so they can prepare appropriately.  Regarding policy issues, governmental bodies 

focusing on economic growth (job creation) at the local, state and federal level can use gender 

differences when designing financial loan programs that promote Latino entrepreneurs starting 

and growing their businesses.   

 In terms of entrepreneurial research, while some of the identified differences serve to 

reinforce/validate prior research results, others extend entrepreneurial knowledge about the 
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Latino culture (e.g., specific gender resource, self-efficacy, and motivation differences).  Further, 

some findings are useful for purposing future research topics (e.g., gender differences involving 

a linkage of financing levels to business planning approaches). 
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                                            Abstract  

Poverty reduction is key to development challenges confronting emergent nations like Nigeria, 

where majority of the population is considered poor based on poor showings on globally 

acceptable human development indices inspite of enormous natural resources. In turn, as a 

poverty reduction measure, the federal government of Nigeria has set up Entrepreneurship 

Development Centres as a social protection strategy to combat the twin-issue of poverty and 

unemployment, while facilitation job and wealth creation. Thus, this study seeks to investigate 

the impact of entrepreneurship training and availability of ancillary credit using a combination 

of qualitative and quantitative data. The research sample size is 647 and the data is sourced 

from the Entrepreneurship Development Centre (EDC), Lagos. The results showed that 

availability of credit and early exposure of educated young persons to entrepreneurship training 

holds huge potential for increased job and wealth creation through business idea generation and 

ownership… 
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INTRODUCTION 

Despite the enormous natural resources, Nigeria ranks low on the human development Index 

with 160 percent income distribution gap at the household level that suggests a bias against rural 

and uneducated households (Human Development Report 2010). This is consistent with rising 

poverty data, which increased from 54.4% (in 2004) to 69% in 2010 according to official 

government report in “the Nigeria Poverty Profile 2010”. According to the National Bureau of 

Statistics (NBS) more than 100 million citizens earn less than $1 per day, thereby further 

widening the inequality gap. Following the increasing rate of poverty, majority of citizens, 

mostly unskilled and poor, with low level of education and lack of asset control are therefore 

confined to the informal sector for survival due to necessity. The informal sector, which largely 

comprises trade, agricultural businesses and services related to repairs, is estimated to provide 

80% of non-agricultural employment and 60% urban jobs. Unfortunately, this category of 

business remains at the subsistence level, constrained to the poverty corridor due to poor 

motivation.  

The importance of the informal sector in boosting employment generation and consumption 

activities in a developing country like Nigeria cannot be underestimated. The informal sector, 

which is characterized by informal activities and absence of government regulation, is inclusive 

of transactions not accounted for in the Gross Domestic Product (GDP) of the country. Though 

the informal sector, to a larger extent provides jobs to a great number of households in Nigeria, 

the main policy challenge according to Ajayi and Ademokun (2010) is supporting the informal 

sector to promote more employment opportunities, productivity, and income for the poor. 

Akintoye (2008), also suggested that poverty and unemployment be reduced through a well 

managed and supported informal sector.  

Having recognized the contributions of the informal sector to the economy, additional measures 

were taken to espouse an entrepreneurial revolution through entrepreneurial skills development. 

It is from this perspective, given the growing size of the sector and its undoubted contribution to 

the national economy that the assessment of the Federal government of Nigeria entrepreneurship 

development project to improving the informal sector is considered relevant (see table 1 below). 

The assessment of the Entrepreneurship Development Centre (EDC), Lagos, contribution to 

improved livelihoods for Southwest, Nigeria is considered necessary following the complexities 
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of Nigeria’s recent poverty profile. With 59% poverty rate, the southwest improved two steps on 

the NBS poverty ranking of Nigeria’s six zones, as the least poor. However, the 16% increase on 

the 2004 poverty rate of 43% remains indicative of the increasing poverty level in the country.  

Table 1: Entrepreneurship Development Project Comparative Outputs  

Outputs Jan – Dec 2011 2008 till date 

Number trained 1,570 15,291 

Number Counseled 1,868 16,492 

Number of Jobs Created 792 1,957 

Start-ups businesses 

Expanded businesses 

35 

147 

158 

681 

Clients linked to credit 208 543 

Draft Business Plan                 807 2,849 

Business Plan certified                  280                   960 

Source: EDC Lagos, 2011 

Paper Objective(s) 

Based on the recognition of entrepreneurial capital and small business formation as necessary 

ingredients for economic growth (Audretsch and Keilbach 2004), this paper seeks to: (i) measure 

the impact of entrepreneurship training on the transition from business idea generation to 

ownership, and the quality of entrepreneurial actions, and (ii) assess the relevance of 

entrepreneurship training and financial support services to business choices and ownership, on 

the basis that capacity building efforts are critical to increased socioeconomic impact.            

 

 In specific terms the study will assess business choices on account of trainees’ exposure to 

entrepreneurial skills and the collaboration between EDC Lagos and the National Economic 

Reconstruction Fund (NERFUND), Abuja. NERFUND is a financial institution created by the 

Federal Government of Nigeria to provide credit for Small and Medium Enterprises (SMEs) in 

the production sector.  

                          

Paper Relevance 

The relevance of this research is implicitly based in its ability to assist policy makers to 

formulate policy supportive of informal sector operators especially against the background that 

knowledge acquired from entrepreneurship training sharpens the business ideas of the informal 
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sector operators thereby leading to increased job creation. This paper is also indicative of the 

effect of credit on the idea generation and business ownership environment 

Secondly, this research demonstrates the importance of entrepreneurship training in business 

ideas generation by small and medium business operators in Nigeria since most business 

operators tend to run their businesses without requisite entrepreneurial skills.  

The research is also relevant in the sense that it demonstrates the significance of entrepreneurship 

training in bridging the gap between business creativity and actual performance.   

                                       

BRIEF LITERATURE REVIEW 

Theoretical Review 

An Entrepreneur is defined as an innovative individual who has developed an ongoing business 

activity where none existed before by Bukola, (2011). Meredith (1983) defined it as a person or 

persons who possesses the ability to recognize and evaluate business opportunities, assemble the 

necessary resources to take advantage of them and take appropriate action to ensure success. 

Entrepreneurs are people who constantly discover new markets and try to figure out how to 

supply those markets efficiently and make a profit. S/he is a person that searches for change, 

responds to change, and exploits change by converting change into business opportunity.  

 

On the other hand, Commission Communication “Fostering entrepreneurial mindsets through 

education and learning” COM (2006) defined entrepreneurship as an individual’s ability to turn 

ideas into action. It includes creativity, innovation and risk taking, as well as the ability to plan 

and manage projects in order to achieve objectives. This supports everyone in day-to-day life at 

home and in society, makes employees more aware of the context of their work and better able to 

seize opportunities, and provides a foundation for entrepreneurs establishing a social or 

commercial activity. Meanwhile, Johnson (2001) states that entrepreneurship attitude and 

behavior entails openness to new information and people, motivation, making independent and 

self directed decisions, the ability to see opportunities in a rapidly changing and uncertain 

environment, persistence, the motivation to achieve, technical know-how, personal integrity, 

taking ownership and being accountable, the capacity to manage and organize as well as specific 

categories of cultural characteristics.  
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Business idea generation is the starting point for most entrepreneurs and beside finance it is one 

major challenge confronting aspiring entrepreneurs, the challenge entails generating ideas for 

new businesses that spark excitement, hold promise, and drive action. When aspiring 

entrepreneurs drown in a sea of empty ideas one of two things usually happens. They see a 

business opportunity and are willing to take the risks necessary to try and achieve the rewards 

they think they can achieve (Business Studies Report 2011). 

 

The report argues further that entrepreneurs identify business opportunities. For example, they 

see that there is room in the market for a new product – something that they think would be in 

demand and that they could provide, that is not already being offered. Therefore, they see a 

business opportunity and seize the chance. The product may be a completely new item, or a new 

way of doing things. It may be something that exists already but that could be aimed at a new 

market, or at a part of a market (known as a ‘market niche’). Furthermore, in many cases, a 

business idea will be linked to an entrepreneur’s own experience or expertise, either at work or in 

their personal lives. For example, they may have been working in a particular industry and seen 

an opportunity for a new product, or they may have a hobby and can see how to turn it into a 

business. However, in some cases entrepreneurs see something offered elsewhere (perhaps in 

another country) and decide to imitate it. They may have been looking for a particular product 

themselves, and when they found it was not readily available, saw this as a market opportunity. 

An entrepreneur may buy the rights to sell an existing product which he refers to as a franchise. 

 

Hisrich et al, (2005) maintained that the process of starting a new venture is embodied in the 

entrepreneurial process, which involves more than just problem solving in a typical management 

position. An entrepreneur must find, evaluate, and develop an opportunity by overcoming the 

forces that resist the creation of something new. According to them, the process has four distinct 

phases: (1) identification and evaluation of the opportunity, (2) development of the business 

plan, (3) determination of the required resources, and (4) management of the resulting enterprise. 

Although these phases proceed progressively, no one stage is dealt with in isolation or is totally 

completed before work on other phases occurs. They gave example that, to successfully identify 
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and evaluate an opportunity (phase 1), an entrepreneur must have in mind the type of business 

desired. 

 

They argue further that opportunity identification and evaluation is a very difficult task for most 

entrepreneurs. Most good business opportunities do not suddenly appear, but rather result from 

an entrepreneur’s alertness to possibilities, or in some case, the establishment of mechanisms that 

identify potential opportunities. They offered an example of one entrepreneur who asks at every 

cocktail party whether anyone is using a product that does not adequately fulfill its intended 

purpose with intention of looking for a need and an opportunity to create a better product. 

Another entrepreneur always monitors the play habits and toys of her nieces and nephews. This 

is her way of looking for any unique toy product niche for a new venture. Although most 

entrepreneurs do not have formal mechanisms of identifying business opportunities, some 

sources are often fruitful: consumers and business associates, members of the distribution 

system, and technical people. Often, consumers are the best source of ideas for a new venture. 

Usually, the idea for an enterprise will come first and then the people concerned have to decide 

whether to set up in business or not.  

 

However, sometimes individuals know that they want to be entrepreneurs even if they are not 

sure what they actually want to do. In this case, they may ask friends or brainstorm to find the 

‘right ‘idea. So, some ideas are genuinely new. Others adapt something that already exists: in the 

case of a franchise, the entrepreneur uses the approach and products of an existing business or an 

existing process. Some ideas will be the entrepreneur’s own. Some entrepreneur’s have a 

conviction that their ideas will work and are determined to go ahead. This is known as a product-

led approach. Other ideas come from an analysis of the market. This is a market-led approach. 

Someone has ownership of a particular product or a unique way of doing business and others 

cannot copy it, it means that they may have more customers because there won’t be any 

substitutes, be able to charge more because customers won’t be able to switch to something 

similar and be able to earn money letting others use their idea. 

 

Hinterhuber (1992) points out a special relationship between the entrepreneurial vision and the 

person. According to him, entrepreneurial ideas are an expression of one’s own life and 
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professional experience. He went further to speak about the “feeling of a mission.” This sense of 

mission according to him must be present to set free the energies needed to market a product 

successfully. The researcher gave several examples of entrepreneurial ideas that have marked the 

society more than others, because their originators had” an idea in the Platonic sense” and were 

imbued with a sense of mission. 

 

On the other hand, Shane, (2001) and Beckman, (2006) stressed that developing the initial 

venture idea and structuring resources for commercialization success are central challenges 

facing entrepreneurial firms and they have also been important topics in the entrepreneurship 

literature, which has frequently examined the characteristics of innovative venture ideas and of 

the founding teams who seek to commercialize those ideas. In this regards, the findings of 

Vesper (1993) shows that successful business ideas usually are a natural outgrowth of an 

individual's background. 

 

Liang (2011) provides a novel explanation for why young and middle-aged workers are less 

likely to become entrepreneurs in a country where the cohort size is shrinking. To be successful 

entrepreneurs, in addition to having a great idea, one needs to have two kinds of abilities: human 

capital and adapt- ability. Human capital in this context includes industry knowledge, people 

skills, connections, etc. The level of human capital is primarily determined by the rank/position 

in the firm. A worker with a higher position in the firm typically has more responsibilities, more 

interactions with people both inside and outside of firm, and a broader and deeper understanding 

of the industry. Such knowledge and connections acquired on the job are essential to building a 

new company. In addition to human capital, a successful entrepreneur needs to be highly 

adaptable. Adaptability in this context refers to the ability to learn new skills, to adjust to new 

working environment, and to handle unexpected situations, etc.  

 

He argues further that in general, younger people are more adaptable, and adaptability decreases 

with age. The key assumption is that entrepreneurial capability is a function of two kinds of 

abilities, first: human capital which increases with the rank in the current firm, and second: 

adaptability which decreases with age. This assumption is equivalent to having two hypotheses: 

first, with the same rank, a younger person will be a better entrepreneur; and second, at the same 
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age, a person with a higher rank will be a better entrepreneur. Both hypotheses are quite natural, 

and can potentially be tested empirically. An early middle-age worker (around age 30) typically 

has accumulated the necessary human capital and is still highly adaptable to be a successful 

entrepreneur. In a country with a declining cohort size, middle-aged workers have lower 

positions, lower human capital, and thus lower entrepreneur capability compared to a country 

with a balanced cohort size. Liang (2011) builds a model which formalizes the above 

mechanism. The model predicts that as the cohort size shrinks, overall entrepreneurship 

decreases. Moreover, entrepreneurship probabilities of all age groups decrease and the middle-

aged workers are more affected than the old workers.  

 

Faltin (2001) presents techniques for generating entrepreneurial ideas. Its goal is to show that in 

the present age, which is marked by rising levels of education, growing consumer sophistication 

and increasing opportunities for comparing values, ideas that are developed in harmony with 

society's values have good and growing chances for success in the marketplace. Ultimately, a 

culture of innovative entrepreneurship is envisioned, which is able to incorporate economic, 

artistic, and social activities as parts of one coherent spectrum of human creativity. 

 

Berglund and Wennberg (2006) conducted a study on creativity among entrepreneurship 

students. The study uses a personality test and open-ended interviews to explore creativity 

between two groups of entrepreneurship masters’ students: one at a business school and one at an 

engineering school. The findings indicate that both groups had high creative potential, but that 

engineering students channeled this into practical and incremental efforts whereas the business 

students were more speculative and had a clearer market focus.  

Eesley et al (2011) address the question of when initial venture idea assets versus founder 

contracting experience are more important for venture performance. One view of new venture 

performance emphasizes the importance of innovative ideas, while others argue that founders 

with knowledge of how to structure the venture’s assets is a key to performance. Using unique 

survey data, they advance an integrated perspective by showing that new ventures perform better 

when they both identify innovative ideas and also assemble human assets with expertise in 

structuring organizational arrangements to commercialize those ideas. An important implication 
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is that organizational resources have a range of potential values, and that realizing the upper 

range of value capture involves the additional ability to structure organizational relationships. 

 

Biais and Perotti (2008), studied how early stage new ideas are turned into successful businesses. 

They argues that promising ideas can be unprofitable if they fail on one dimension, such as 

technical feasibility, correspondence to market demand, legality, or patentability. To screen good 

ideas the entrepreneur needs to hire experts who evaluate the idea along their dimensions of 

expertise. Sharing the idea, however, creates the risk that the expert would steal it. Yet, the idea-

thief cannot contact any other expert, lest he should in turn steal the idea. Thus stealing leads to 

incomplete screening and is unattractive if the information of the other expert is critical and 

highly complementary. In such cases the entrepreneur can form a partnership with the experts, 

thus granting them the advantage of accessing each other’s information. Yet, very valuable ideas 

cannot be shared because it is too tempting to steal them. Clearly, some expertise and technical 

knowledge is required to progress opportunities to business entities. This paper recognizes that 

where properly coordinated such knowledge acquired through training can become a vital tool to 

a potential or existing entrepreneurs and for the overall economic direction of the nation. 

 

Empirical Review 

Baldacchino (2009) explores ways in which start-up entrepreneurs are creative and innovative. 

Data was collected by means of a combination of in-depth interviews and telephone 

questionnaires with entrepreneurs who started up an enterprise in Malta between January 2002 

and June 2007. Results indicate that the start-up entrepreneurs in the study display high levels of 

creativity and innovation and these reflected in several ways. The entrepreneurs generate, 

develop and implement new ideas for their start-ups, foster a climate that is conducive to 

creativity and innovation, provide top-down support for creativity and innovation in their 

organizations, and offer innovative products and services through innovative methods of 

production and delivery. 

 

Keat et, al (2011) investigates the inclination towards entrepreneurship among university 

students in the northern region of the Peninsular Malaysia. Specifically, he examines the 

relationship between entrepreneurship education and inclination towards entrepreneurship. The 
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influence of demographic characteristics and family business background on university students’ 

inclination towards entrepreneurship was also examined. An empirical test carried out on the 

data gathered from questionnaires demonstrates that two entrepreneurship education variables 

are found to have statistically significant relationship on the inclination towards 

entrepreneurship. The study shows that two demographic variables and a family business 

background variable have an effect on university students’ inclination towards entrepreneurship.  

 

Liang (2011) conducted a study on entrepreneurship and demographics in Japan. The study 

shows why young and middle-aged workers are less likely to become entrepreneurs in a country 

where the cohort size is shrinking. The study found that the size of the young workforce relative 

to the old is positively linked to entrepreneurship activity. The entrepreneurial rates or 

probabilities of all the age groups decrease as the relative size of the young cohorts shrinks, with 

the middle-aged group showing the largest decline. 

 

METHODOLOGY 

The research used a combination of qualitative and quantitative data. The quantitative aspect 

captures the response of the respondents in term of ‘yes’ and ‘no’ basis, while the qualitative 

aspect captures the perception of the trainees which is not quantifiable. The sample size of this 

research is 647 and the data is sourced from Entrepreneurship Development Centre (EDC), 

Lagos. The study used 674 sample sizes because the sample covered only trainees who have 

completed their training and produced certified business plan from inception in 2008 to 

December 2011 out of a total 15,074 trained. The data was disaggregated into pre and post 

NERFUND
1
 in order to determine if the establishment of NERFUND influenced the trainee’s 

business choice since it was established with the purpose of supporting trainees with loan facility 

particular trainees with business plan written on production activities. The sampling design uses 

multistage approach, which first sampled the opinion of trainees on intended businesses prior to 

the training and latter to investigate the actual business they are into after the training.  

To achieve this, two sets of questionnaires were used to collect trainees’ socioeconomic and 

business plan baseline information. While the former captures information on variables such as 

                                                            
1 National Economic Reconstruction Fund 
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gender and trainees’ intended business prior to the training, the latter captures other variables, 

which include business status, intra and inter-business sector changes. The multi-stage stratified 

sampling method was used to select trainees who have who have completed their training 

programme, produced viable business plans, and/or have commenced business operations. The 

research used descriptive approach for its analysis. This approach is adopted because it is best 

suited for data generated.  

 

PRESENTATION OF RESULTS 

This section presents the result of the analysis. To eliminate bias, the analysis was run separately 

on start up and existing businesses under two different scenarios. The first scenario is pre 

NERFUND and the second scenario is post NERFUND. The essence of this is to investigate if 

availability of credit complements training and also influences trainees’ choices of business.  

 

Start up businesses 

The result of the analysis as indicated in table 2 revealed that a total of 456 (70.5%) out of 647 of 

the trainees that have finalized their business plan are promoters of start up businesses. A 

breakdown of the startups data suggest 255 and 201 are classified under pre NERFUND and post 

NERFUND periods respectively. In the pre NERFUND period, 49 (19%) changed the type of 

business they chose at the inception of the training, while 201 (81%) did not.  Similarly, during 

post NERFUND, 37 (18%) of the trainees changed the type of business they had chosen at the 

inception of the training, while 164 (82%) retained their initial business preferences. Overall, 

19% of the trainees changed the type of business they had chosen at the inception of the training 

while 81% of the trainees held on to the initial business of interest at the startup level.  

 

The study also interrogate trainees’ business changes within and outside of sector. The result 

show that 76% and 78% of the trainees who changed their businesses during the pre NERFUND 

and post NERFUND periods respectively migrated to a different business sector entirely, while 

24% and 22% changed business within the initial business sector during pre NERFUND and post 

NERFUND respectively.  
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The gender distribution of trainees that changed their business either to different business sector 

or within same business sector among the start up business in both period shows that 69% are 

males, while 31% are females, suggesting more males than females are likely to undertake 

changes in their choice of business. 

Table 2: Distribution of business change among trainees in start up businesses 

S/n Indicators  Pre NERFUND Loan Post NERFUND Loan  

Freq  % Freq  % 

1 Total start up businesses 255 54 201 46 

2 
Trainee that change business 49 19 37 18 

Trainees that did not change business 206 81 164 82 

3 
Trainee that change business (male) 29 59 21 57 

Trainee that change business (female) 20 41 16 43 

4 
Inter business sector change 38 76 29 78 

Intra business sector change 11 24 8 22 

 

 

 Existing Business 

The result of the analysis as indicated in table 3 revealed that a total of 191 out of 647 of the 

trainees that have finalized their business plan are existing businesses. 

 

A comparative analysis of this category of trainees revealed that 12% of the trainees diversified 

into businesses other than the business they intended to do prior to the training in the pre 

NERFUND era. While 10% of the trainees diversified into other businesses other than the 

business they intended to do prior to the training in the post NERFUND era, indicating a linkage 

between improved entrepreneurial skills, business diversification / expansion may result in 

change of business choices. This category of trainees suggest enhanced entrepreneurial skills due 

to exposure to training. Overall, 22% of the trainees changed the type of business they had 

chosen at the inception of the training while 82% of the trainees held on to initial business 

interests.  

Similarly, business intra and inter-sector changes reveal that 78% of the trainees who changed 

their businesses, migrated to another business sector entirely, while 22% changed business 
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within the initial business sector in the pre NERFUND era. Similarly, 71% of the trainees who 

changed their businesses, changed to another business sector entirely and 29% changed business 

within the initial business sector in the post NERFUND era.    

The gender distribution of trainees that changed their business either to different business sector 

or within same business sector in both period shows that 62% are males, while 38% are females. 

Table 3: Distribution of business change among trainees in existing businesses 

S/n Indicators Pre NERFUND Loan Post NERFUND Loan  

Freq  % Freq  % 

1 Total Existing business 118 69 73 31 

2 
Trainee that changed business 14 12 7 10 

Trainees that did not change business 104 88 66 90 

3 
Trainee that change business (male) 9 62 4 57 

Trainee that change business (female) 5 38 3 43 

4 
Inter business sector change 11 78 5 71 

Intra business sector change 3 22 2 29 

 

Percentage Change Between Trainees’ Initial and Final business Choices in Pre & Post 

NERFUND Era 

Further analysis on the percentage distribution of trainees’ business categories before and after 

training in the pre and post NERFUND era in table 4 indicates that most trainees preferred 

service related businesses before and after the training in both NERFUND periods. Incidentally, 

percentage change between the initial and final business choices in both periods reflect both 

negative and positive changes depending on specific business sector. For instance while 2% 

change was observed in favour of business choices in the service sector at pre NERFUND, 

trainees’ business preference for the service sector plummeted to -14% in the post NERFUND 

era, suggesting that businesses in the service sector may have lost their attraction for trainees 

prior training based on the awareness of NERFUND’s preference for production based 

businesses. While the survey indicated a 19% decrease between the initial and final business 

choices by trainees in trade during  pre NERFUND, no change was observed during post 

NERFUND, as trainees initial and final business choices remains the same.  
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On the other hand, trainees’ preference for production based business before training jumped 

from 3
rd

 place (after service and trade) during pre NERFUND to 2
nd

 place (after service) at post 

NERFUND. However, preferences for production based businesses after training indicate 2
nd

 

place and 1
st
 place ranking during pre NERFUND and post NERFUND periods respectively. The 

62% and 35% preference increased for production based business after completion of training 

suggest a shift by businesses in Nigeria from promoting consumption activities to producing 

based on increased knowledge and capability  

Meanwhile, choices for agricultural based business suffered with 28% and 61% reduction 

between the initial and final business choices in both pre and post NERFUND periods 

respectively.   

Table 4: Percentage change between initial and final business chosen by trainees in Pre & Post 

NERFUND Era 

Sector           Pre NERFUND % 

Change 

          Post NERFUND % 

Change Bus. chosen 

before training 

Bus. Chosen 

after training 

Bus. chosen 

before training 

Bus. chosen 

after training 

 Freq Freq Freq Freq 

Service  185 188 2 105 90 -14 

Trade  91 74 -19 38 38 0 

Production  59 96 62 79 107 35 

Agriculture  57 41 -28 33 13 -61 

 

 

Overall Trend In Percentage Change Between Trainees’ Initial and Final business Choices. 

On aggregate, the pre and post NERFUND summary shows a reduction in preference for 

businesses in the service, trade and Agricultural sectors. As shown in figure 1 below, trainees’ 

preference for service based business dropped by 6%. Similarly trade and agriculture based 

businesses declined by 13% and 42% respectively. However, production sector recorded 56% 

increase as trainee’s first choice of business. The reason for this increment has been explained 

above.  
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Figure 1: overall percentage change in business sector change 

 

 

Reason for Change in Business Choices  

Investigations on the reasons trainees change from pre-training business choice revealed a 

variety of explanations. 40% changed their business choices due to their awareness of 

NERFUND funding preference for production based businesses. This is consistent with earlier 

finding, which shows 35% increase in production based activities particularly in the post 

NERFUND era where others businesses categories such as service, agriculture and trade either 

dwindled or remain stagnant by (-)14%, (-)61% and 0%  respectively. 

 

Likewise, 30% of the trainees migrated from initial business choices due to the entrepreneurial 

skills acquired from the training. Following business ideas generation sessions during the 

training, this category of trainees were able to identify and seize the opportunity to provide 

services needed in their immediate enrolment.   

 

In addition, 20% of the trainees change their business type due to the need for business 

diversification into new areas discovered in the course of the entrepreneurship training. This 

category of trainees who incidentally are mostly in existing business sees the need to push their 

business beyond the status prior to training.   
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Lastly, 10% of the trainees changed their business type as a result of the constraint associated 

with capital requirements to finance their initial business choice. This category of trainees prefers 

to make use of the capital available at their disposal to run their business rather than endure 

prolonged wait for NERFUND loan that was not readily available.  

 

Gender Classification of Trainees According To Business Plan Submission 

The data indicate that out of the 647 trainees who have completed their training and have 

produced certified business plan, majority (65%) are male while the rest 35% are female. 

However, as shown in figure 2, out of the 192 trainees business owners who have produced a 

business plan, majority (52%) are females, while 48% are male, suggesting females possess 

higher capability than male to own a business if they were able to address the challenges linked 

with business plan writing and submission. The low rate of business plan submission by women 

however, suggests the need to create the enabling environment for improving the technical 

capability of aspiring and existing female entrepreneurs in writing business plans. 

 

Trainees with a Business Plan and In Business 

Out of 647 trainees who have completed their training and produced certified business plan, 

majority (455) are currently not in business while 192 are currently operating varying business 

ventures. 

 

Age and Business Plan Production 

As shown in Figure 2, out of the 192 trainees who are currently operating a business and have 

produced a business plan, majority (43%) are in the age bracket of 30 and 39. While 29% are in 

the age bracket of 20 and 29, 17% are in the age bracket of 40 and 49 and 7% in the age bracket 

of 50 and 59. Meanwhile, 4% are above 60 years of age. This result indicates the drive for 

entrepreneurship and business ownership is higher from ages 20 to 39. 
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Figure 2: Age, Business operation and business plan production 

 

 

 
Marital status, Business operation and Business Plan Production  

It is observed that among the 192 trainees who are currently operating a business and have 

produced a business plan, majority (66%) are married while 34% are singles. The need to 

generate sufficient income for household needs may have informed business ownership choices 

by married persons. 

 

Education, Business operation and Business Plan Production 

As indicated in figure 3, among the 192 trainees who are currently operating a business and have 

produced a business plan, majority (69%) are graduates while 31% are non graduates. This 

finding suggests that there is a positive correlation between education and business plan 

production. 
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Figure 3: Marital status and business plan production 

  

 

 

Distribution of Business Owners without a Business Plan 

Data from the field regarding trainees who are currently operating a business and have not 

produced a business plan indicate that out of 238 trainees, majority (53%) are females and the 

rest 47% are males. Major reasons offered by this category of trainees differ by gender. In the 

female category, 70% of the trainees indicate time constraint (resulting from attending to a 

combination of household chores, business operations with training schedule) as the major 

reason they have not completed their business plan, while 20% and 10% pointed to the business 

plan technicality and lethargy respectively, as reasons for not completing their business plans. 

 

Similarly, among the males who are currently operating a business and have not produced a 

business plan, 58% indicate time constraint due to the “short” duration of the training as the 

major reason they have not completed their business plan, while 35% indicate their non 

availability and 7% pointed to the technicality of producing the business plan. 
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SUMMARY OF KEY FINDINS AND RECOMMENDATIONS 

The result of the comparative analysis shows that: 

a. This paper suggests that entrepreneurship training is undertaken by trainees to enhance 

their business management skills and not necessarily to generate new business ideas. This 

submission was arrived at following the migration of only 19% of trainees to new 

business ideas after enrollment for training.  

b. Trainees who made new business choices are likely to migrate into another sector as 76% 

and 78% of the trainees (in startup businesses) who change their businesses during the 

pre NERFUND and post NERFUND intervention respectively, were observed to change 

to another business sector entirely, while 24% and 22% business changes were within the 

initial business sector during the pre NERFUND and post NERFUND respectively.  

c. 78% of the trainees who changed their businesses, changed to another business sector 

entirely, while 22% changed business within the initial business sector during pre 

NERFUND. This varies slightly (71%) at post NERFUND 

d. More males (69%) than females (31%) are likely to change/diversify their businesses 

(either to a different or within same business sector among the start up business category 

in both period). 

e. Targeted credit is likely to boost development of specific business sector as indicated by 

the increased preferences for businesses in the production sector (with 56% increase) 

based on trainees’ awareness of NERFUND scheme at the onset of training but not 

necessarily at the finalization stage. The introduction of NERFUND however, impacted 

negatively on other business sectors from commencement of training. For instance, the 

number of trainees that chose service based business dipped by 6% following the 

announcement of NERFUND. This trend was observed also in the agricultural and trade 

sectors, which recorded 42% and 13% decrease respectively.  

f. Majority (40%) of trainees who changed their business type in the course of training did 

so due to their awareness of NERFUND preference for funding production based 

business, 30% change their business type as a result of the exposure gotten from 

entrepreneurship training, 20% change their business type due to the need for business 

diversification purposes, and 10% changed their business type as a result of financial 

difficulties associated with raising adequate capital for their initial business choices.  
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g. 16. Majority (43%) of the trainees who are currently operating a business based on 

finalized business plans are in the age bracket of 30 and 39. While 29% are in the age 

bracket of 20 and 29, 17% are in the age bracket of 40 and 49 and 7% in the age bracket 

of 50 and 59. Meanwhile, 4% are above 60 years of age. This correlates Liang (2011) 

assertion that in general, younger people are more adaptable, and adaptability decreases 

with age.  

 

h. The low rate of business plan submission by women suggests the need to create the 

enabling environment for improving the technical capability of aspiring and existing 

female entrepreneurs in writing business plans 

 

 

Recommendations 

To harness fully the gains of entrepreneurship development training in Nigeria, it is hereby 

recommended that; 

i. Government should integrate credit as a key component of entrepreneurial skills 

development as over 50% of trainees who completed training were unable to commence 

business operation due largely lack of credit 

ii. Government should harness properly all programmes on poverty alleviation and 

economic development to develop a common platform for sharing key messages on the 

economy. For instance, the awareness created by the Entrepreneurship Development 

Centre (EDC) on NERFUND boosted trainees’ preferences for businesses in the 

production sector during post-NERFUND.  

iii. For the purposes of increased job and wealth creation, there is need for increased 

government investment in entrepreneurship development at both secondary and tertiary 

levels of education, following the findings that persons between ages 20 and 39 (with 

higher education) utilise business ownership as a form of employment more than older 

persons with lower education 
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CONCLUSIONS 

This study evaluates the impact of the entrepreneurship training on business perception. In 

specific terms the paper compares the impact of entrepreneurial exposure to business ideas and 

ownership prior and post entrepreneurship training. The result shows that trainees’ choices are 

largely predetermined by exposure to entrepreneurial information at the commencement of 

training. Findings indicate that while an aggregate 19% of trainees in start up business changed 

the type of business they had chosen at the inception of the training, 22% of the trainees among 

those in existing business category migrated from their initial business choices. A breakdown of 

post-NERFUND findings indicate that 40% of trainees changed business type due to their 

awareness of NERFUND preference for funding production based business, 30% changed 

business type as a result of the entrepreneurship training exposure, 20% changed business type 

due to business diversification need and 10% changed business type as a result of inadequate 

funding for initial business choices. 

 

In the light of the above findings, it is suggested that policy makers should formulate policy that 

support the entrepreneurial activities in Nigeria especially when it is observed that 

entrepreneurship activities lead to more jobs creation. Similarly, this paper demonstrates that 

entrepreneurs require appropriate environment for the transition of business idea to ownership. 

Therefore, there is need for cohesiveness of related economic programmes as revealed by the 

impact of NERFUND on the enrollment of trainees in the entrepreneurship training. Thus, there 

is need for policy to be gears towards promotion and creation of awareness on 

entrepreneurship training in Nigeria. However, this must be consistent to ensure 

full optimization of programme goals 
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ABSTRACT: 

This paper addresses how educators can apply transformative learning theories to catalyze social 

entrepreneurial behaviour amongst undergraduate business students. Transformative learning theory suggests 

that such transformation often begins with a ‘disorienting dilemma’, followed by cycles of critical reflection, 

which ultimately lead to perspective transformation. While transformative learning is not a new concept, its 

utilisation in the arena of social entrepreneurship education is less-developed. Indeed it is arguable that the 

deeper social and community-oriented purposes underlying social entrepreneurship make this an area of study 

uniquely well suited to facilitating such a transformative shift in outlook and perspective among business 

students as such courses seek to get to learner to understand how entrepreneurship can be adopted in a wide 

variety of economic and social circumstances. This paper uses case studies from the United States and Ireland 

to explore how transformative learning pedagogies can be applied to enhance entrepreneurial cognition, 

cultivate an entrepreneurial mindset, and achieve deeper social and personal impacts specifically amongst 

students of social entrepreneurship, although the article will also offer insights on its application to other 

educational programmes. 

KEYWORDS: 

Transformative learning; social entrepreneurship; entrepreneurship pedagogy; social enterprise; 

disorienting dilemma; USA, Ireland  

  

mailto:cbenson@elon.edu
mailto:gpalin@elon.edu
mailto:thomas.cooney@dit.ie
mailto:kathleen.farrell@dit.ie


-2- 
 

Agents of Change:  Using Transformative Learning Theory to Enhance  

Social Entrepreneurship Education 

 

Introduction 

This paper addresses how educators can apply transformative learning theories to catalyze social 

entrepreneurial behaviour among undergraduate business students. By developing engaging pedagogies rooted 

in transformative learning theory, educators can better facilitate cognitive processes through which students 

achieve a significant transformation of deeply rooted habits of thinking into a new entrepreneurial mode of 

critical reflection, analysis, and problem solving. Through this process, students must learn to continually 

challenge assumptions and literally structure their knowledge differently. A central role of the educator in this 

context is to serve as an ‘agent of change’ by creating an active learning environment that facilitates such 

personal and cognitive transformation. 

Transformative learning theory is based on a relatively recent stream of scholarship that can be traced 

to the work of Jack Mezirow in the 1970s and 1980s, with more recent scholars offering additional trajectories 

to Mezirow’s initial formulations (e.g. Kitchenham, 2008). While transformative learning theory highlights 

the importance of ‘experience’ in the learning process, it goes a step further by seeking to facilitate a 

transformational shift in the learner’s perspective and frames of reference. Transformative learning has been 

described as “learning that induces more far-reaching change in the learner than other kinds of learning, 

especially learning experiences which shape the learner and produce a significant impact, or paradigm shift, 

affecting the learner's subsequent experiences” (Clark, 1993). Proponents generally suggest that such 

transformation often begins with a ‘disorienting dilemma’, followed by cycles of critical reflection, which 

ultimately lead to perspective transformation. There are a range of views on how various educational 

pedagogies may help facilitate such a process. 

 Also in recent times, Social Entrepreneurship courses, materials, and assignments are increasingly 

being incorporated into higher education curricula. Social enterprise is also increasingly the subject of 

qualitative and quantitative scholarly research and analysis (Short, 2009). It is widely recognized that a 

primary difference between social entrepreneurship and traditional entrepreneurship is that social enterprises 

reinvest the surplus income or utilize it for additional social purposes, and that the motives behind the venture 

are socially or community driven (Martin and Osberg, 2007). These deeper social and community-oriented 

purposes underlying social entrepreneurship make this an area of study that is uniquely well suited for 

facilitating a transformative shift in outlook and perspective among students.    

The research methodology used in this paper to assess the impact of transformative learning on social 

entrepreneurship education was through comparative case studies from two universities, one in the United 

States and the other in Ireland. In the United States, the Doherty Center for Entrepreneurial Leadership at Elon 

University cultivates entrepreneurial leaders among students, and positions its alumni for success in the 

pursuit of exceptional economic and social progress on a global scale. The core pedagogy of the Doherty 

Center focuses on training students to think entrepreneurially. Integration into the global entrepreneurial 

community, experiential learning, and personal growth and development are cornerstones of this program.  

The curriculum is based on four key pillars: (1) developing a deep understanding and knowledge of 

opportunity recognition; (2) identifying and gathering necessary resources; (3) creativity in planning; and (4) 

execution for success. The Elon program uses a variety of pedagogies that are consistent with transformative 

learning theory, as they are designed to confront students with ‘disorienting dilemmas’ early in the semester, 
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followed by facilitating entrepreneurial thinking and problem solving using cycles of critical reflection to 

implement the above four pillars. The paper describes specific case examples of projects and activities 

through which this process unfolds, resulting in meaningful social progress in areas such as child obesity, 

human trafficking, animal cruelty, environmental sustainability and drunk driving. In Ireland, a program at the 

Dublin Institute of Technology (DIT) has facilitated transformative learning by eliminating the need for 

students to take an end-of-semester examination, instead requiring them to organise an event for the benefit of 

a charity of their choice. The primary objective of this assignment is to give the student the experience of 

behaving in an entrepreneurial manner while also contributing to society.  The assignment requires students to 

generate their own ideas, run the event, and then write a paper reflecting upon their experiences. There are 

many risks to this exercise, most notably the possibility of the event being unsuccessful, but this is considered 

part of the learning process for the student.  

The researchers followed the progress of students through their experiences in the selected U.S. and 

Irish programs, tracking shifts in their thought processes, attitudes, and perspectives towards social 

entrepreneurship as a result of those experiences. The research further explores how the pedagogies applied 

helped catalyse such transformative changes. From the knowledge gained in this comparative case research, 

the authors have begun to analyse how transformative learning theory can be applied to further enhance social 

entrepreneurship education and the lessons that it might have for other educational programmes.   

Transformative Learning Theory 

While there has been much debate over the past four decades regarding the nature of transformative 

learning, much of its theory has focused on the relationship between personal change and learning. McAteer 

(2010) suggested that this approach primarily involves shifts in one’s perspectives and frames of reference by 

challenging prior habits of mind, old assumptions, and established patterns of behaviour. Similar to 

experiential education theories, transformative learning theory is also ‘learner-centered’ and highlights the 

importance of ‘experience’ and active engagement in the learning process. Clark (1993) described 

transformative learning as “learning that induces more far-reaching change in the learner than other kinds of 

learning, especially learning experiences which shape the learner and produce a significant impact, or 

paradigm shift, affect[ing] the learner's subsequent experiences”. However, a more recent understanding of 

transformative learning has incorporated both psychological and societal elements as O’Sullivan (2003) 

highlighted that transformative learning involves “experiencing a deep, structural shift in the basic premises of 

thought, feelings, and actions. Such a shift involves the understanding of ourselves and our self-locations; our 

relationships with other humans and with the natural world; our understanding of relations of power in 

interlocking structures of class, race and gender; our body awareness, our visions of alternative approaches to 

living; and our sense of possibilities for social justice, peace, and personal joy”. This approach suggests that 

transformative learning is not viewed as an ‘add on’ to traditional forms of education, but rather as being the 

very essence or purpose of  education: “to help the individual become a more autonomous thinker by learning 

to negotiate his or her own values, meanings, and purpose rather than uncritically acting on those of others” 

(Mezirow, 1997). Taylor (1998) argued that at its core, transformative learning theory seeks to explain the 

processes through which learners can come to revise deeply ingrained frames of reference and meaning 

structures that are developed over time through socialization and acculturation. As explained by Taylor, these 

deep-rooted meaning structures help to support people by providing a familiar filter through which a person 

can more readily explain and understand their daily lives, but at the same time, they are a reflection of one’s 

cultural and psychological assumptions that constrain people by making their views of the world highly 

subjective. When new learning experiences (whether in an educational setting or through life events) are 

assimilated into existing meaning structures and frames of reference, such experiences typically either 

reinforce an existing perspective or may stretch its boundaries. Taylor (1998) contended that when a radically 
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different and incongruent experience cannot be assimilated into the meaning perspective, it is either rejected 

or the meaning perspective must be transformed to accommodate the new experience. This latter process is at 

the heart of achieving the type of shift in world view and deeper self-actualization that is associated with 

transformative learning theory.   

Proponents of transformative learning theory emphasize that deep shifts often begin with a 

‘disorienting dilemma’, followed by cycles of critical reflection, which ultimately lead to a lasting perspective 

transformation. One of its earliest thinkers was Mezirow who in 1996 defined perspective transformation as 

being characterized by “a more fully developed (more functional) frame of reference . . . one that is more (a) 

inclusive, (b) differentiating, (c) permeable, (d) critically reflective, and (e) integrative of experience”. 

Mezirow added that such deep rooted shifts in frames of reference can occur either from the cumulative 

impact of  a series  of transformed meaning schemes, or sometimes after experiencing an acute personal or 

social crisis or milestone (such as the death of a loved one, divorce, medical diagnosis, natural disaster, 

conflict, a debilitating accident, retirement, or job loss). More specifically, Mezirow divided such perspective 

transformation into 10 stages, which emerged from a number of research studies, starting with a national 

longitudinal study and in-depth interviews of 83 students at 12 universities who participated in an academic 

re-entry program following long absences from educational programming. The data from these studies led 

Mezirow (1995) to identify the following common steps or factors typically involved in meaningful 

perspective transformation:  

1. A disorienting dilemma 

2. Self-examination, often with feelings of guilt, shame, or confusion 

3. A critical assessment of one’s previous epistemic, sociocultural, or psychological assumptions 

4. Recognition that one’s discontent and process of transformation are shared, and that others have had 

to negotiate a similar path of change when faced with such disorienting events or experiences 

5. Exploration of options for new roles, relationships, and actions 

6. Planning of a course of action to resolve the disorienting dilemma 

7. Acquisition of the knowledge and skills needed for implementing one’s selected plans 

8. Provisionally trying out new roles and reorienting one’s sense of identity 

9. Building a sense of competence and self-confidence in these new roles and relationships 

10. A reintegration into one’s life on the basis of new conditions necessitated by the new perspective 

Mezirow suggested that this process is differentiated from socialization because adults are capable of being 

consciously critical or critically reflective of new group relationships rather than simply transferring 

identification to a new reference group. Taylor (1998) later highlighted that the learning environment can be 

characterized by four broad topics that are necessary steps in the educational process to facilitate 

transformation through the above ten phases. The topics identified were (1) centrality of “experience; (2) 

cycles of critical reflection; (3) reflective/rational discourse; and (4) taking action. However, there are a range 

of views on how various specific educational pedagogies may help facilitate a progression by students through 

the above transformational steps.    

As transformative learning theory was developing, a variety of empirical studies were conducted to 

explore the practice of fostering transformative learning in a range of educational settings, and thus some 

common pedagogical practices began to emerge from the literature (e.g. Pierce 1986; Cusack 1990; Dewane 

1993; Saavedra 1995, 1996; Bailey 1996; Gallagher 1997; Kaminsky 1997). Following a comprehensive 

review of the literature, Taylor (1998) identified five common themes that characterised the nature of 

transformative pedagogy as: (1) experiential and group situated; (2) time consuming; (3) aided by a 

predisposition or openness to change; (4) dependent on affective learning through critical reflection; and (5) 

involving both educator and students as transformative learners. 
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(1)  Experiential and Group-Situated Pedagogies 

Studies by researchers such as Saavedra (1996), Dewane (1993), Gallagher (1997), and Kaminsky (1997) 

emphasised that transformative learning typically requires pedagogies that are both experiential and group-

situated. These studies emphasised that experience, followed by deconstruction and reflection on the 

experience, provided the initial foundations for the transformational process. Taylor explained that the most 

effective pedagogies involve creating experiences that can help facilitate understanding among the 

participants involved, and that experiential, hands-on, learning activities offer a powerful medium for 

promoting transformative learning. Transformative pedagogies also require exploration of group dynamics 

and relationships in order to engage in communicative learning and rational discourse. For example, Saavedra 

(1996) emphasised the importance of openly discussing issues of background, prior experience, and 

positionality (e.g. race, class, gender, ethnicity) of each group member relative to the overall objectives of the 

group in order to create an open, trusting, and democratic environment within in the group. In addition, 

pedagogies that embraced dissonance or conflict among group members were found to create real learning 

opportunities for participants, provided instructors facilitated respect for differing viewpoints. Pedagogies that 

provided opportunities for groups to actually act upon, validate, and explore the impact of their newly 

developed ideas were also found to be more effective in facilitating transformation.  

(2) Time consuming nature of transformative pedagogies 

Some studies determined that frequently the greatest practical hurdle to implementing transformative 

learning pedagogy was the substantial amount of time required to implement it effectively. Taylor (1998) 

explained that “the very conditions that foster transformative learning, a democratic process, inclusiveness of 

agendas, striving for consensus, critical reflection, dialogue, etc. [are what] create such a necessity for time”. 

Time constraints may require educators to allocate time more creatively by breaking down the learning 

process into a series of phases or projects that can be rolled out to build the learning experience over an entire 

semester, or even integrate the pedagogy into a larger curriculum that is designed to build up over a one-to-

three year process while completing a particular study programme.   

(3) Recognizing a predisposition towards change 

Several studies have emphasized that some students may have a predisposition to be more open to 

perspective change (e.g. Bailey, 1996; Neuman, 1996). A learner’s degree of readiness for change may vary 

depending on their life experiences, and whether or not they have recently faced a disorienting dilemma or 

critical event in their lives that led to deeper self-reflection.  Thus, it may be useful to consider ‘readiness for 

transformative learning’ or identification of different learner stages (e.g. conventional, threshold, and 

emancipated), and tailor pedagogies to better suit such learning stages, or to position learners who are in a 

more experienced or advanced stage to be able to take on greater responsibilities or serve as role models for 

other learners in a group setting. 

(4) Pedagogies to promote affective learning through critical reflection 

In today’s high-tech society, educational systems have tended to elevate cognitive and skills-oriented 

learning over affective learning. In such systems, there is a danger that thinking and learning may be viewed 

primarily as information processing, thereby marginalizing the importance of affective learning as “complexly 

intertwined with cognition in guiding rational behaviour, memory retrieval, decision-making, creativity, and 

more” (Picard et al., 2004). Transformative learning pedagogies emphasize the importance of fully integrating 

affective learning as essential for critical reflection, self-identification, and ultimately transformation (e.g. 

Pierce 1986; Dewane 1993; Neuman 1996; Gallagher 1997). For example, a two-year longitudinal study of 

leadership program students by Neuman (1996) concluded that affective learning had an important and 
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multidimensional impact on students’ capacity to learn from experience. Taylor (1998) propounded that 

pedagogies that embrace affective learning can help participants more readily identify their own assumptions, 

preconceptions, and emotional responses underlying their meaning structures and perspectives, which in turn 

can be a necessary precursor to shifting those meaning structures and perspectives. Neuman (1996) argued 

that the processing of feelings and emotions related to experiences that were both enabling (by expanding the 

scope and intensity of critical self-reflection) and therapeutic (facilitating the ability to work through negative 

feelings as essential for personal development), and therefore the outcome of affective learning was often a 

greater sense of insight, self-confidence, and self-worth. The process of letting go of old meaning structures 

and embracing new ones can be an emotional experience, and it is often one’s feelings, emotions, and value 

systems that provide the impetus for critical reflection. 

(5) Involving both educator and students as transformative learners 

The most important pedagogical aspect of the transformative learning process is not found in the tips, tools, or 

tricks used by the instructor, but rather in the participation of the instructor in seeking to become a 

transformative learner oneself. Following his extensive review of the empirical literature, Taylor (1998) 

concluded that: “The most significant aspect to the role of the educator seems not to be the various techniques 

and strategies that they employ; instead it is becoming a transformative learner themselves.” According to 

Cranton (1994), this means that educators should have a deep awareness of their practice, making explicit 

their underlying assumptions about teaching and learning, developing a critically reflective practice, 

networking and dialoguing with other educators, and taking an active role in their own professional 

development. 

Transformative pedagogies must place responsibility upon the learners to take an active role in 

shaping their own educational process and creating conditions that support the group as a whole, rather than 

depending primarily on an outside force to structure their learning environment. Thus, pedagogies may 

include open and frank discussion with students about the importance of their role in the learning process.  

While the instructor may guide and facilitate the process, instructor and students alike must share the 

responsibility for establishing the trusting, caring, and empathetic relationships that make constructive critical 

reflection and rational discourse possible within each learning group. If the class is not willing to 

collaborate and share the responsibility, the likelihood of fostering transformative learning is null and 

void. Furthermore, if the teacher uses their power to push transformative learning on the class, it is 

arguable that they are tampering with the ‘world view’ of the participants without their permission. 

In the final analysis, transformative learning is a collaborative process that requires the shared experiences and 

active engagement of both the student and the educator.    

Social Entrepreneurship 

The field of entrepreneurship is a relatively recent addition to the business school curricula, particularly 

when compared to the teaching of traditional functional areas in business such as finance, accounting, and 

marketing. Indeed, social enterprise has more recently become the subject of increasing qualitative and 

quantitative scholarly research and analysis (Short, 2009). Furthermore, Social Entrepreneurship courses, 

materials, and assignments have gradually been incorporated into higher education curricula, whether centered 

in the business school, or in other departments or interdisciplinary programs. However, while the term ‘social 

entrepreneurship’ has gained popularity over the past two decades (both inside and outside of educational 

institutions), there is still no universally accepted definition of the term. Dees (2001) suggested that the term 

implies a blurring of the lines between for-profit entrepreneurial ventures and those that are not-for-profit (or 

at least they integrate a social responsibility mission into their operations). Dees highlighted that social 

entrepreneurs are one species in the genus ‘entrepreneur’ (since they are entrepreneurs with a social mission), 
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but it is because of their difference in mission that they face a distinctive set of challenges. Similarly, Martin 

and Osberg (2007) recognized that a primary difference between social entrepreneurship and traditional 

entrepreneurship was that social enterprises reinvest the surplus income or utilize it for additional social 

purposes, and that the motives behind the venture are socially or community driven. This presents a unique set 

of challenges to the social entrepreneur as markets do not do a good job of valuing social improvements, 

public goods and harms, and benefits for people who cannot afford to pay, and these elements are often 

essential to social entrepreneurship. As a result, it is much harder to determine whether a social entrepreneur is 

creating sufficient social value to justify the resources used in creating that value and the survival or growth of 

a social enterprise is not proof of its efficiency or effectiveness in improving social conditions (arguably it is 

only a weak indicator, at best). However, Dees (2001) argued that market mechanisms will not automatically 

weed out social ventures that are not effectively and efficiently utilizing resources in the same way as 

commercial enterprises.  

In seeking to understand the term social entrepreneur, Dees (2001) suggested that social entrepreneurs 

play the role of change agents in the social sector by:  

 Adopting a mission to create and sustain social value (not just private value),  

 Recognizing and relentlessly pursuing new opportunities to serve that mission,  

 Engaging in a process of continuous innovation, adaptation, and learning,  

 Acting boldly without being limited by resources currently in hand, and  

 Exhibiting a heightened sense of accountability to the constituencies served and  

for the outcomes created. 

More recently, Martin and Osberg (2007) built upon Dees’ definition of Social Entrepreneurs, while 

incorporating additional elements of social justice theory to identify three essential components of social 

entrepreneurship: 

 Identifying a stable but inherently unjust equilibrium that causes the exclusion, marginalization, or 

suffering of a segment of humanity that lacks the financial means or political clout to achieve any 

transformative benefit on its own;  

 Identifying an opportunity in this unjust equilibrium, developing a social value proposition, and 

bringing to bear inspiration, creativity, direct action, courage, and fortitude, thereby challenging the 

stable state’s hegemony; and  

 Forging a new, stable equilibrium that releases trapped potential or alleviates the suffering of the 

targeted group, and through imitation and the creation of a stable ecosystem around the new 

equilibrium ensuring a better future for the targeted group and even society at large.    

Austin et al (2006) propounded that most definitions of social entrepreneurship in popular discourse, as well 

as in the academic literature, focus primarily on social entrepreneurship within and across the non-profit and 

business sectors. To undertake an effective comparative analysis of the different approaches to social 

entrepreneurship, they used identified four variables as the basis for their comparative work: 

 Market failure 

 Mission 

 Resource mobilisation 

 Performance measurement 

Austin et al found that the distinction between social and commercial entrepreneurship is not dichotomous, 

but is more accurately conceptualized as a continuum ranging from purely social to purely economic.  
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Figure 1 – Social Entrepreneurship Framework 

 

Source: Austin et al (2006) 

Austin et al argue that Figure 1 helps to identify the various challenges that the social entrepreneur faces and 

that the greatest of these is continually sourcing the resources to keep the organisation in existence, frequently 

causing the organisation to lose sight or focus on its key objective which is to bring social value to a target 

population.  

In seeking to understand what is meant by social entrepreneurship, the question inevitably arises as to 

how one should teach it and how such this might differ from delivering classical entrepreneurship courses. In 

considering what pedagogies may be most effective in social entrepreneurship education, it should be noted 

that the above definitions of social entrepreneurship do incorporate some key elements such as opportunity 

identification, continuous innovation, adaptation, and the creation of targeted social value.  

Developing an ‘Entrepreneurial Mindset’ in Higher Education 

A number of scholars have defined an ‘entrepreneurial mindset’ as “the ability to rapidly sense, act, 

and mobilize, even under uncertain conditions” (Haynie et al., 2010: 218). Haynie et al. (2010) further 

explained that “to sense and adapt to uncertainty characterizes a critical entrepreneurial resource and extant 

conceptualizations of an entrepreneurial mindset indicate that this resource is, at least in part, cognitive in 

nature.”  Other entrepreneurship scholars (e.g. McMullen and Shepherd, 2006) also found that cognitive 

research aids in understanding how individuals identify entrepreneurial opportunities and successfully act 

upon them. Over the past decade, some scholars have emphasized that these cognitions are formed through an 

individual’s perception and interpretation of information, which, in the context of entrepreneurship, includes 

any information (e.g. about the marketplace, the technology, social, political, regulatory, and economic 

changes, etc.) that ultimately enables the discovery and exploitation of new business opportunities (Shane & 

Vankataraman, 2000). A growing number of researchers have therefore postulated that a better understanding 

of such cognition has the potential to make a significant contribution to the study of entrepreneurship (e.g., 

Allinson & Hayes, 1996; Allinson, Chell, & Hayes, 2000; Baron, 1998; Busenitz & Barney, 1997; Mitchell et 

al.). 
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Recently, significant advances have been made towards demystifying the role of cognition in 

entrepreneurship, particularly with respect to identifying key cognitive traits of individuals who embody an 

‘entrepreneurial mindset’  (e.g. Shane, 2000; Ardichvilli, Cardozo, & Ray, 2003; Corbett, 2005, 2007). This 

recent explosion of research on cognition and entrepreneurship is generally rooted in psychology literature on 

individual cognition where researchers such as Mitchell et al. (2002) build toward a theory that links specific 

mental processes with entrepreneurial behaviours, stating that: “entrepreneurial cognitions are the knowledge 

structures that people use to make assessments, judgments, or decisions involving opportunity evaluation, 

venture creation, and growth” (p. 97). In addition, recent empirical research examining the connection 

between entrepreneurial cognitions and new venture creation has demonstrated that entrepreneurs across many 

different national cultures do, in fact, use similar ‘cognitive scripts’ (e.g. Mitchell et al., 2000). This stream of 

research, in turn, built upon previous studies finding that entrepreneurs across cultures hold similar 

perceptions about what it means to be an ‘entrepreneur’ (McGrath & MacMillan, 1992). Mitchell et al. (2002) 

took this common notion of entrepreneurial identity an important step further by specifically connecting the 

cognitive schemas of individuals to their propensity for successful venture-creation decisions and behaviours.  

More recent cognitive research in entrepreneurship draws upon literature from social cognition to 

describe the entrepreneur as a ‘motivated tactician’, who can be characterized as a “fully engaged thinker who 

has multiple cognitive strategies available” (Haynie et al., 2010: 18), and the ability to shift and  choose 

rapidly from among them based on specific goals, motives, needs  and circumstances, leading to the ability to 

act (or not) in response to perceived entrepreneurial opportunities (McMullen and Shepherd, 2006). This 

research is significant, because it explains in part the cognitive skills that help entrepreneurs engage in so-

called ‘adaptable decision-making’, or the ability to shift rapidly from one mode of thinking and analysis to 

another in making decisions under unpredictable and rapidly changing circumstances (Schraw and Dennison, 

1994). Several scholars have actually focused specifically on the importance of ‘metacognition’ (most simply 

described as “thinking about thinking” - Flavell, 1979, 1987) to the adaptable decision-making processes of 

entrepreneurs.   As explained by Haynie et al. (2010: 218):  

[M]etacognitive processes are important in dynamic, uncertain environments like those that 

entrepreneurs typically face. When environmental cues change, individuals adapt their cognitive 

responses and develop strategies for responding to the environment (Earley et al., 1989; Shepherd et 

al., 2007). Researchers have found that metacognitive awareness is positively related to adaptable 

decision-making (Schraw and Dennison, 1994). Individuals who are metacognitively aware are more 

likely to formulate and evaluate multiple alternatives to process a given task, and are also highly 

sensitized and receptive to feedback from the environment that can be incorporated into subsequent 

decision frameworks (Melot, 1998). Given the dynamism and uncertainty surrounding entrepreneurial 

action (Knight, 1921; McMullen and Shepherd, 2006), metacognition facilitates studying how 

entrepreneurs adapt to their evolving and unfolding context and explains why some adapt while 

others do not. 

Similarly, Batha and Carroll (2007) demonstrated that persons with limited metacognitive capabilities are less 

likely to identify and engage alternative strategies, and therefore have more difficulty adapting when a 

decision-context changes, or when a situation is new, novel, uncertain, or rapidly changing. These studies on 

metacognition also emphasize that it is not a dispositional trait, but rather it is argued that metacognition is a 

learned process (Nelson, 1996) that can be improved through training (Schmidt and Ford, 2003; Nietfeld and 

Schraw, 2002; Mevarech, 1999). This finding is especially significant for entrepreneurship and social 

entrepreneurship programs in higher education, because it means that educators should seek to design 

effective pedagogies for enhancing the metacognitive skills of our students (Haynie et al, 2010:  218). 
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Finally, another significant stream of cognitive research relating to an entrepreneur’s ability to readily adapt to 

uncertain and rapidly changing circumstances focuses on the interplay between intuitive and emotional modes 

of cognition on the one hand, as compared with logical and analytical modes of thinking on the other.    

Scholars find that both styles of cognition play important roles at various stages in the entrepreneurial process, 

but that affect or intuitive cognition is especially significant for adjusting to rapidly changing or unpredictable 

circumstances. As explained by Baron (2008): 

[T]he environments in which entrepreneurs function are often highly unpredictable and filled with 

rapid change (e.g., Lichtenstein, Dooley, & Lumpkin, 2006). As a result, such environments are not 

ones in which individuals can follow well-learned scripts or prescribed sets of procedures.  Rather, as 

many entrepreneurs put it, they must often “make it up as they go along.”  Research on the influence 

of affect suggests that it is most likely to exert powerful effects on cognition and behavior in precisely 

this type of situation. In contexts involving high uncertainty and unpredictability, affect can readily tip 

the balance toward specific actions or decisions—effects it might not produce in environments that 

are more certain and predictable (Citing Forgas, 1995, 2000; Forgas & George, 2001).  

This stream of research on entrepreneurial cognition further relies on evidence from the neurosciences, 

explaining that two distinct systems for processing information appear to exist within the human brain (e.g. 

Cohen, 2005). One system is concerned with what might be termed reason (or logical thought), while the 

other deals primarily with affect or emotion.   Growing evidence suggests that these two distinct systems of 

neural functioning interact with one another in complex ways during problem solving, decision making, and 

other important forms of cognition.  (e.g. Sanfey, Rilling, Aronson, Nystrom, & Cohen, 2003; Cohen 2005; 

Baron 2008). 

This paper adds to the literature on entrepreneurial cognition and transformative learning by exploring 

potential intersections between the two theories. As indicated in Table 1 below, there are several specific 

thematic overlaps between the theories of entrepreneurial cognition and transformative learning: 

Table 1 – Entrepreneurial Mindsets and Parallels in Transformative Learning Theory 

 Key Characteristics of  

Entrepreneurial Mindset and Cognition 

Parallels in Transformative  

Learning Theory 

 

1 

Ability to adapt rapidly to unexpected and 

changing circumstances 

Transformation process often begins with a 

“disorienting dilemma,” such as an unfamiliar 

situation or unexpected change 

 

2 

Ability to engage in meta-cognition and critical 

reflection 

Transformation process requires meta cognition 

through cycles of critical reflection, and self-

examination., and questioning of assumptions  

 

3 

Development of skills for opportunity 

recognition, gathering of resources, planning, 

and execution/implementation  

Participants must then plan of a course of action 

to resolve the disorienting dilemma and acquire 

the knowledge and skills needed for 

implementing the selected plans 

 

4 

Ability to shift rapidly between logical/analytical 

modes of thinking on the one hand & 

intuitive/emotional modes of cognition on the 

other 

Employs pedagogies based on affective learning, 

as feelings, emotions, and value systems play an 

important role in gaining deeper personal insights 

needed for transformative shift in perspective   

 

The above parallel themes reflect that these two distinct lines of research can be mutually reinforcing.   

In other words, entrepreneurship education may be a discipline area that is particularly well suited for helping 

students achieve transformative shifts in perspective; and similarly, the types of pedagogies found to be most 
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effective through studies of transformative learning may be particularly appropriate for use in 

entrepreneurship education. In addition, social entrepreneurship provides a natural bridge between elements of 

transformative learning and the goals involved in developing an entrepreneurial mindset.  Figure 2 further 

illustrates this relationship, reflecting that building social value can reinforce personal values and thereby 

serve as an important path to personal transformation.   

Figure 2 – Intersection Between Entrepreneurial Mindset and Personal Perspective 

 

 

 

 

 

 

 

 

Key features of social entrepreneurship as identified by Dees (2001) and Martin & Osberg (2007) include 

the following traits: (1) the importance of recognizing social injustice or suffering; (2) defining a social value 

proposition to address the social problem; and (3) creating and sustaining social value by efficiently utilizing 

limited resources to address the social issue. Very often, social entrepreneurs choose to address a particular 

issue or cause with which they have some type of personal affinity or identification that increases their desire 

to make a difference. Thus, these conceptions of social entrepreneurship may help participants in social 

enterprise engage in greater critical reflection and meta-cognition to achieve personal transformation more 

rapidly through a deeper commitment to a cause that ties directly into deeply held personal values or beliefs.   

As a result, the pursuit of a social enterprise is arguably even more likely to require critical reflection and 

affective learning, utilizing both logical/analytical and intuitive/emotional modes of cognition.  

Comparative Analysis from U.S.A. and Ireland 

In order to better explain the intersection between transformative learning, entrepreneurial cognition, and 

social entrepreneurship, the paper provides case examples of pedagogies employed at two different higher 

education institutions in the United States and Europe.  In each case, instructors utilize pedagogies that draw 

upon transformative learning principles and pedagogies to more fully engage students, help students cultivate 

and entrepreneurial mindset, and to encourage students to add value in a way that addresses a social issue or 

problem. 

A. Examples from The Doherty Center for Entrepreneurial Leadership at Elon University, NC 

In the United States, the core pedagogy of the Doherty Center for Entrepreneurial Leadership at Elon 

University focuses on training students to think entrepreneurially. Integration into the global entrepreneurial 

community, experiential learning, and personal growth and development are cornerstones of this program. As 

described in the examples below, the Elon program uses a variety of pedagogies that are consistent with 

transformative learning theory, as they are designed to confront students with ‘disorienting dilemmas’ early in 
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Cognition 
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the semester, followed by facilitating entrepreneurial thinking and problem solving using cycles of critical 

reflection to implement the ‘four pillars’ of entrepreneurship that form the central goals of the course.  

1. Elon’s “Four Pillars” Final Exam/Project 

The Doherty Center curriculum covers both traditional and social entrepreneurship principles, and is 

centered around four key pillars of entrepreneurial success:    

a) developing a deep understanding and knowledge of opportunity recognition;  

b) identifying and gathering necessary resources;  

c) creativity in planning;  

d) execution for success.    

Throughout the program, in each of the above four categories, students are urged to clearly define and focus 

on ‘value creation’, and they are encouraged to frame ‘value’ not only in terms of financial value, but also in 

using resources efficiently and effectively to build and sustain social value. 

The above themes are first introduced in the Entrepreneurship Skills Course (ENT 350), when the 

students receive their ‘final exam’ on the first day of class. The exam asks them to: “identify a social issue of 

interest to your team and directly apply the four pillars of knowledge and skills covered in this course to add 

value in addressing the social issue you have identified.” The goal is for students to gain experience in 

applying opportunity recognition skills, and debate and refine their concept of ‘adding value’ to a social issue 

about which the students are passionate. The project unfolds across the course of the semester through a series 

of activities that incorporate a number of transformative learning inspired pedagogies. For example, this ‘four 

pillars’ assignment emphasizes the ‘centrality of experience’ and ‘cycles of critical reflection’, that are 

hallmarks of transformational learning theory. The project involves active and experiential learning by groups 

of learners, as each group is sent out into the local community to identify a social issue or problem, and 

actively engage with local organizations and community leaders to identify and ‘add value’ to address a social 

problem. Moreover, the structure within the classroom is based on cycles of critical reflection, because 

students must not only must create a shared learning experience within their own group, but every day in 

class, each group must also share their experiences, explain their plans moving forward, and provide 

rationale/justification for how those plans will ‘add value’ in the context of the overall social purpose of the 

project. As each group presents its ideas, experiences, and proposals during each phase of planning and 

implementation, they are questioned and critiqued by every other group, and thus the class collectively 

‘deconstructs’ each project to use it as “the grist for critical reflection” (Taylor, 1998). 

This latter vetting by groups in the classroom also serves the function of ‘reflective/rational discourse’ 

which Mezirow describes as the process of “identifying problematic ideas, values, beliefs, and feelings, 

critically examining the assumptions upon which they are based, testing their justification through rational 

discourse and making decisions predicated upon the resulting consensus” (Mezirow 1995, p.58). It is 

important to note that the instructor serves as facilitator of this critical reflection process, by modelling the 

types of questioning that will lead students to question their assumptions, and pushing them to fully justify the 

efficacy and value created by their proposed courses of action before the group actually moves into the 

implementation phase. In addition, the instructor’s lines of questioning ideally will model a respect for 

differing viewpoints, while also sharing examples of similar issues the instructor has addressed in his/her own 

entrepreneurial experience to show his/her own transformative learning process. These techniques help to 

build the sense of trust and collaboration needed for more open discussion and deeper reflection. 

Finally, the last stage of the ‘Four Pillars’ project is ‘execution for success’, which helps to facilitate 

the ‘taking action’ step identified in transformative learning theory, which Taylor (1998) describes as the 
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process of making decisions and planning a course of action that is predicated upon the consensus resulting 

from reflective/rational discourse, and then building competence and self-confidence in one’s new roles. In 

other words, once the students have had opportunities to fully vet their plans and ideas within their group and 

through cycles of presentations and justifications to the class, they must then engage in implementation. As 

part of that process, each group must seek to implement their solution in a manner that will create value in the 

community.    

The following are a few examples of the types of social issues addressed and implementation efforts 

made by student teams on the ‘Four Pillars’ projects: 

o Child obesity – students created lesson plans and materials to teach students at local schools about 

the causes and prevention of childhood obesity, including videotaped sessions and accompanying 

materials posted on the web that can be accessed by teachers as educational resources. 

o Human trafficking – Created flyers targeted at hotels to educate staff about human trafficking and 

help them identify signs of trafficking activities;  Provided contact information for organizations 

to which signs of trafficking can be reported so that they can provide assistance.  

o Preventing Animal Cruelty - Tied into a local animal protection organization; creating a “reduced 

tension” zone during exams where students could pet and play with rescued puppies and kittens, 

hear information, and receive flyers on how to prevent and report animal cruelty; some animals 

adopted as a result, and raised awareness. 

o Environmental impact - Project to provide students with reusable shopping bags and educate 

about problems caused by plastic grocery bags.  

o Reducing Drunk Driving – Presented comprehensive proposal to administration to create after 

hours runs of the Elon Bio Buses after hours on weekends.  

The actual ‘final exam’ work product for the ‘four pillars’ project consists of a report and presentation that is 

judged by three entrepreneurs who serve as mock investors or mock social enterprise venture funding 

organizations, who provide an independent evaluation of whether the project has accomplished each of the 

‘four pillars’ while ‘adding value’ in relation to the social issue selected by the team.  

2. Elon Assignments Evoking “Disorienting Dilemmas” 

One of the pedagogical hallmarks of transformative learning theory is to facilitate a shift in student 

perspectives and frames of reference by creating a so-called ‘disorienting dilemma’. It is often quite 

challenging to accomplish such ‘disorientation’ of students in the classroom, but instructors can start by 

utilizing various creative means of disrupting students’ typical expectations. A simple example of this concept 

has been utilized by one lecturer to create an unexpected interpersonal dynamic on the first day of class. In 

order to assign students randomly to the ‘four pillars’ project groups discussed above, Palin has students draw 

cards from a stack, each of which pictures an animal that will serve  as the mascot of each group. The students 

are then required to locate their other group members by walking around the classroom making the ‘sound’ of 

the animal depicted. This process works quite well for the groups assigned a dog, cat, horse, or cow, but 

proves to be more difficult (and humorous) for the students who draw a ‘whale’ as their assigned animal. This 

is an initial means of breaking the ice, creating humor among the teams, and creating friendly bonds among 

students in the class. But it also starts the semester by immediately challenging students preconceptions or 

assumptions about what they consider to be a ‘normal or typical’ classroom and group experience.  

As the semester progresses, additional short assignments are designed to throw students off balance, and 

force them to analyze situations from multiple perspectives that may require them to frame a problem in a 

different and usual way. Several of these assignments are specifically aimed at helping students gain new 
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insights about themselves and others through the use of ‘disorienting dilemmas’.   For instance, one lecturer 

uses a ‘Meyers Briggs’ assessment in an extremely unconventional manner. First, all students are sent to 

complete a full Meyers Briggs assessment, and then asked to bring their Meyers Briggs Type Indicators® 

(MBTI®) report results with them to class for discussion purposes. On the first day after taking the test, the 

entire class shares their type indicator results and discusses whether they feel they in fact personally display 

the traits/characteristics of the type from their results. Students engage in debate over the accuracy and value 

of the test, and consider what it would be like to live as one of the other primary personality ‘types’ described 

in the test materials. At the end of this first day, the students are given the assignment: for the next four days, 

each student must model what they believe would be the likely behaviors of four other Myers Briggs 

personality types that are most different from their own type indicator. An essential rule of the exercise is that 

the students are not permitted to reveal to their roommates, friends, family members, teachers, or others that 

they are intentionally behaving in a manner completely opposite from their own usual Myers Briggs profile. 

On each of these four days, students must write reflection papers describing their experience, including 

providing examples of specific behaviors and why those behaviors seem to model a specific Myers Briggs 

type indicator. They also are asked to describe whether their change in behavior provoked any reactions from 

others who know them well, and to explain how they felt about the experience (e.g. whether it was 

disorienting, liberating, humorous, stressful, etc.).  

Following this four day process, students reconvene in class to share their experiences of attempting to 

walk in the shoes of these other Myers Briggs personality types. For example, in the past one student who was 

typically rather introverted attended a party to which he wore unusually ‘loud’ clothes and made a point of 

talking to every person he met. He concluded that it was very stressful at first, but liberating in many ways as 

well. Another student’s mother thought she sounded very depressed, and sent her money to do something nice 

for herself.  She felt this was humorous in some ways, but it also made her feel a little guilty, so she called her 

mom at the end of the assignment to explain her behavior. Many students agreed that this assignment was 

‘disorienting’, and discussion then centered on being able to “walk a mile in others’ shoes”, which included 

literally trying to structure one’s thoughts and priorities differently to understand other perspectives and the 

ways someone else might analyze the same situations or problems. The journaling process involved in 

drafting reflection papers during each day of their experience, along with the rounds of discussion at the end 

of the process, helped to facilitate the types of self-examination and critical reflection that are at the heart of 

transformative learning theory. During the experience, students often spoke of feelings of confusion, guilt, 

liberation, or even gaining new insight insights regarding why certain friends or family members of a different 

Myers Briggs category might exhibit certain patterns of behavior. Some spoke of having to try and ‘re-wire’ 

the way their thought processes worked in order to be able to play the ‘role’ of another personality type. The 

class discussions afterwards also reflected ‘exploration of new roles, relationships, and actions’ as encouraged 

in transformative learning theory, and seemed to lead to at least an initial level of ‘re-assessment of one’s 

previous epistemic, socio-cultural, or psychological assumptions’ (Mezirow 1995, p.50; Taylor 1998 p.8). 

These types of ‘disorienting dilemmas’ not only seemed to facilitate changes in student perspectives, but also 

challenged students to think in creative, unconventional, and innovative new ways that helped encourage 

development of an ‘entrepreneurial mindset’ by expanding frames of reference and breaking down traditional 

boundaries that can limit problem solving. 

 

B. Examples from the Dublin Institute of Technology, Ireland 

Dublin Institute of Technology (DIT) is one of Ireland’s largest and most innovative university-level 

institutions. As a comprehensive, dual-sector doctoral-awarding institution, DIT combines the academic 

excellence of a traditional university with professional, career-oriented learning, preparing graduates for 
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productive leadership roles. The core values reflected in its mission emphasize student-centred learning, 

useful knowledge, rigorous processes of discovery and critical enquiry, and support for entrepreneurship and 

diversity. DIT has a distinctive approach to teaching and learning that is underpinned by a strong commitment 

to quality enhancement. It incorporates practice-based learning, research using real-life issues, internship in 

the community or industry, volunteerism, study abroad opportunities, and promotes inter-disciplinarity 

through modularisation. Graduates are prepared for global citizenship, and capable of adapting to a changing 

international environment. Within the overall range of socially-orientated activities offered by DIT, the 

Students Learning With Communities (SLWC) initiative involves DIT staff and/or students working with 

underserved community partners (local groups, not-for-profit organisations, etc) to develop real-life projects. 

This is known as community-based learning, community-based research, and also service-learning. 

SLWC is a way of taking the students’ learning out of the class-room or lecture hall, and getting them 

to work with communities on projects that will be of mutual benefit. This community might be a voluntary 

organisation, a charity, a club, a school – in fact any organisation that could use assistance but is not in a 

position to pay for it. They are usually one-off pieces of work which have a defined starting and a finishing 

point to fit into the normal academic timetable. They are designed to have real, practical outcomes which will 

directly benefit the community, as well as clear personal and academic learning outcomes for students. 

Community-based learning is very different from volunteering which is usually part of the ongoing work of 

the community, and also from work placement, which is primarily designed to benefit the student.  

Participation in SLWC allows the students to see that their programmes of study are not just some 

theories that lecturers provide from books but can be combined and applied to real-life problems to help 

provide solutions. The projects challenge the students to go beyond what they might have imagined 

themselves being able to do and give them a focus for their course-work studies – their learning comes alive 

when they realise that a real client outside the college will use and benefit from their work. In this way this 

work improves students’ confidence and motivation and has been shown to impact positively on their well 

being and college experience, and improves retention. From a staff point of view, research shows that it 

enhances the achievement of curricular goals of the course, facilitates deeper [staff]-student connections and 

better understanding of student learning styles, provides more meaningful engagement with and commitment 

to teaching, and promotes a greater sense of connection to staff and the university. When the students are 

given the chance to work on a project to benefit an organisation its makes them realise that all work is not 

necessarily done for financial gain – the benefits of real work are much broader. It engages their critical 

thinking and also develops their social awareness. 

From their first contact with the community, students often become more actively engaged in their 

learning, often giving over and above what is expected on the course in order to meet the community’s needs. 

Typically a lecturer can expect to see their interpersonal skills, confidence, theoretical understanding of their 

subject and problem-solving skills improve as they work with, and learn from, the community. Often the 

initial project definition is very adventurous, challenging and broad in scope, and needs to be scaled down to 

make it more achievable. Experience shows that in most cases the students make a relevant contribution, and 

often want to continue working on the project the following year, and can decide to involve new students in 

the year behind them in the project. This is when longer-term project planning can really start to happen. The 

initial project gets completed and more, new projects are identified. In this way the mantle passes from student 

project team to project team and the benefits accumulate as a stream of projects are defined and completed. 

Within the overall SLWC initiative, one particular activity is the charity event assignment. As part of 

the Business and Management Degree Programme, students are offered an elective entitled ‘New Venture 

Creation’ in Year 3 of their four year degree programme. As part of this course students are asked to organise 

an event for the purposes of raising money for a not-for-profit organisation. The primary objective of this 
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assignment is to give students the experience of behaving in an entrepreneurial manner while also contributing 

to society. The assignment requires students to generate their own ideas for an event, run the event, and then 

write a paper reflecting upon their experiences.  The event must be organized as a team of no more than three 

students, but the reflective paper is submitted on an individual basis. Each student group can choose which 

charity it wishes to support and what type of fundraising event they wish to organise. They receive no seed 

funding and any losses incurred must come from their own resources. The reflective paper must include a 

letter of certification from their chosen charity stating that they gave permission to the students to undertake 

the event and confirming the amount of money that they received from the students. In the seven years that 

this assignment has been part of the course, over €350,000 has been raised for charitable causes by the various 

student groups and hundreds of students have benefitted so much from the experience that their reflection 

have stated that their future behaviour in terms of entrepreneurial activity and making a contribution to society 

has been positively altered.  

Conclusions  

Prior transformative learning research compiled by Cooper (2001) has found that the instructor plays 

an important role in catalysing transformative learning, and concludes that the following types of 

transformative learning goals and pedagogies encourage deeper understanding and shift in perspective among 

students: 

 Cultivate conditions that may facilitate a “disorienting dilemma” in the minds of students. 

 Encourage students to reflect on and actively share their feelings, ideas, and thoughts in class. 

 Be holistically oriented, aware of body, mind, and spirit in the learning process. 

 Establish an environment characterized by trust and care. 

 Encourage students to become transcendent of their own beliefs and open to the views of others. 

 Cultivate self-awareness of alternate ways of discovering and learning. 

 Demonstrate ability to serve as an experienced mentor reflecting on his/her own journey. 

 Help students question reality, premises, and assumptions in ways that promote shifts in their 

worldview. 

According to Cooper (2001), transformative learning pedagogies can be very different than what many 

students are accustomed to in the classroom, and are especially effective for students who are open to new 

ways of becoming active participants in their own learning experience. For example, students must be 

encouraged to determine their own reality, as opposed to allowing social realities being defined by others or 

by cultural institutions. Students must be willing and able to integrate critical reflection into their school work 

and personal life, and cultivate the ability to transcend past contexts of learning and experience. 

This research reinforces many of the above findings, but also adds whole new dimensions by focusing 

specifically on social entrepreneurship education, and by relating findings from transformative learning theory 

to recent research on entrepreneurial cognition and pedagogies for cultivating an entrepreneurial mindset. The 

paper therefore offers fresh insights regarding the relationship between transformative learning and social 

entrepreneurship education, thereby adding new perspectives to the body of knowledge that already exists 

regarding entrepreneurship education. 
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PRINCIPAL TOPIC 

In 2007, four medical students founded the B.R.I.D.G.E. Clinic (B.R.I.D.G.E. stands 

for “Building Relationships and Initiatives Dedicated to Gaining Equality”) at the University 

of South Florida Morsani College of Medicine (USF MCOM)
1
. Being creative, innovative 

social entrepreneurs (although as medical students, probably not recognizing it at the time), 

these four individuals envisioned that the BRIDGE Clinic would provide healthcare for an 

underserved population in the Tampa Bay area near USF
2
.  

From its inception, the BRIDGE Clinic achieved its goal of providing high-quality 

medical care without charge to patients, and now has served over 500 adult patients in its five 

years of existence. However, the success of the BRIDGE Clinic, like many social ventures 

and non-profit organizations, has not come easily.  

This paper will present and discuss how the BRIDGE Clinic, a student-developed and 

student-managed social entrepreneurial venture, focused on delivery of healthcare services 

and educational opportunities, has faced and managed the challenges of an evolving start-up 

social venture, while maintaining and delivering the original social vision of its founders.  

 

METHODS 

The study of this case example was developed through interviews and data collection 

from the BRIDGE Clinic students and faculty and discussions with the students of the 

Business of Medicine Bootcamp at the USF MCOM. 

This study was developed to analyze the critical success factors necessary for the 

development of a sustainable and successful social venture conceived and managed by a 

group of healthcare students and the comparison of this example to other similar situations. 

Further, identification and analysis of those factors affecting the short- and intermediate-term 

results of the venture, both positively and negatively, have assisted our group in appropriate 

strategic and operational planning and will assist other groups who seek to develop this type 

of organization.  

  

RESULTS AND IMPLICATIONS 

 

Background of the B.R.I.D.G.E. Healthcare Clinic 

 

 There are thousands of individuals, “effectively” with too few financial resources or 

whose financial situation places them below the federal poverty level, simply unable to be 

seen regularly by a physician.  The BRIDGE Healthcare Clinic was founded in 2007 by a 
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group of four senior medical students at the USF MCOM with the principle mission of 

working towards providing a local solution to this problem of appropriate access to 

healthcare for the underserved, while also providing students the opportunity to gain 

“experiential learning” in clinical care.
1
 The main goal of the BRIDGE Clinic has been to 

serve the underprivileged population of a portion of the Tampa Bay community (Zip Codes 

33612 and 33613) by providing free healthcare services to individuals who could not 

otherwise afford healthcare.  

 The BRIDGE Clinic was conceived as an organization that would provide healthcare 

services through students’ service under the guidance and mentorship of faculty. However, 

the responsibility of development and management would remain with the students and not 

controlled by the faculty or administration. While there are many student clinics across the 

United States, the BRIDGE Clinic is one of very few fully student-managed and student-

governed clinics. Additionally, the BRIDGE Clinic has unique educational, training, and 

practice methods to train medical students (and other healthcare professional students) in 

clinical medicine and care as well as the business of healthcare
3
. In essence, the BRIDGE 

Clinic serves as a “learning laboratory” for students to not only to practice and develop 

clinical skills, but also to begin to learn and develop the skills needed to manage healthcare 

organizations and to start and manage a social entrepreneurial venture. With growth and 

expansion, other professional students have been made a part of the BRIDGE Clinic to 

expand the services provided and the educational opportunities.  

The BRIDGE Clinic first opened its doors at a local county health facility, with the 

space donated free-of-charge by the Health Department of Hillsborough County. The facility 

consisted of six exam rooms with the use of paper charts by the staff to maintain the health 

records of the patients. This proved to be adequate for the clinic in 2007, where it had a 

patient population of about 40, but would rapidly become a challenge due to a number of 

factors outlined below. The BRIDGE Clinic operated once a week to provide medical 

services to adults who earn below 200% of the federal poverty line and do not have 

healthcare insurance.  All services and functions have been provided by students under the 

guidance of faculty mentors. The services and functions are inter-professional in nature 

including students from the professions of medicine, public health, pharmacy, physical 

therapy, nursing, and social work.  
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The BRIDGE Clinic not only started growing in the number of patients seen and 

treated, but also in the services it provided. Soon after its establishment, the BRIDGE Clinic 

became a site for physical therapy and social work students to volunteer and practice their 

skills. The BRIDGE Clinic quickly transformed into a multi-disciplinary healthcare 

organization, and soon the students of the College of Medicine, College of Public Health, 

School of Physical Therapy, and School of Social Work were seeing patients at the BRIDGE 

Clinic. In 2011, the College of Nursing and College of Pharmacy expressed interest in joining 

the organization.  

As the number of patients started to rapidly increase each year, and with the 

expansion of services and professions providing the services also increased, the clinic 

struggled in trying to operate in a facility too small for the number of patients and faculty and 

staff required to care for them.  

Operationally, this proved to be a challenge, as many patients are under the care of 

more than one provider, and an efficient clinic flow had to be maintained to make sure each 

patient could be seen in a timely and effective manner. Additionally, the management 

structure of the clinic had to be reassessed, as each involved group of students at the 

BRIDGE Clinic had needs and concerns to maximize their educational experience and role 

within the organization.  

The student directors of the BRIDGE Clinic (all medical students since the 

organization was founded by medical students) have upheld the values and fulfilled the goals 

set forth by the founders, but, in the effort to advance and grow the organization, they 

identified areas where the BRIDGE Clinic could, and had to, improve. With the growth of the 

clinic, the directors saw that its sustainability needed to be addressed both organizationally 

and financially, formalized bylaws and a Board of Directors needed to be created, and the 

size and efficiency of the workplace needed to be assessed and optimized.  

 

Direct Outcomes and Results 

 

The BRIDGE Clinic has demonstrated significant community and social impact, 

which continues to increase during the time of its existence. Metrics for the 2009 – 2010 and 

2010 – 2011 academic years are shown below: 

 1,000+ patients served (since October 2007) 

 Total number of patient visits (2009 – 2010): 467 

 Total value of services provided by billings (2009 – 2010): $265,000  
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 Total number of patient visits (2010 – 2011): 525 

 Total value of services provided by billings (2010 – 2011): $305,000  

 Total volunteer hours faculty, students, staff (2009 – 2010): 4,700 

 Medical student volunteers (2009 – 2010): 100+ 

 Volunteer attending faculty physicians (2009 – 2010): 8 

 Volunteer physical therapy attendings (2009 – 2010): 6 

 Volunteer social work students (2009 – 2010): 6 

 Volunteer social work faculty (2009 – 2010): 3 

 Volunteer public health students (2009 – 2010): 3 

 Volunteer public health faculty (2009 – 2010): 3 

 Employed ARNP (2009 – 2010): 1 

 Value of medical faculty salary [hours donated: 4 hours per week x 2 providers 

(Internal Medicine & Family Medicine) x 4 weeks per month x 12 months = 384 

hours donated x $80.00 per hour]: $31,000 annually 

 Value of faculty administrative time donated (200 hours per year x $80.00 per hour): 

$16,000 

 Value of physical therapy, social work, and public health faculty salary: $50,000 

annually 

 Total direct value provided by the BRIDGE Clinic to the Tampa Bay community 

(2009 – 2011): $770,000 

 

The Challenges of a Social Entrepreneurial Start-Up – The BRIDGE Clinic 

 

Limited resources and the struggle to achieve sustainability are common realities that 

afflict many non-profit and social entrepreneurship organizations, such as the BRIDGE 

Clinic, especially in the current economic climate.  

Serving as a free healthcare clinic, the BRIDGE Clinic embodies the characteristics of 

a social and community entrepreneurial venture where the entrepreneur(s) is/are 

organizationally and fiscally constrained and have to marshal and manage the existent 

resources for the venture, while concomitantly always seeking more resources. This was 

especially true for the BRIDGE Clinic since it had functioned for four years with student 

leadership that had changed every year and leadership that had minimal, if any, operational 

and financial business experience. With the continued growth in the number and needs of the 

patients and the increasing numbers and types of students, the organization was under 
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significant stress from many factors. Typical mechanisms used by social entrepreneurs to 

reach needed resources to offset the organizational and financial stressors include 

collaborations and partnerships. 

In order to achieve their stated goals for improvement, in 2011 the BRIDGE Clinic 

leadership sought the collaboration of the Business of Medicine Bootcamp (BOMB) of the 

Innovation, Entrepreneurship, and Business Scholarly Concentration in the College of 

Medicine. This is a classic example of the leaders of the social venture leveraging resources 

outside itself to add value to the organization at the lowest possible cost and seeking to 

concomitantly provide added value to the partner to further embed the partner in the 

relationship. 

The USF MCOM Business Scholarly Concentration was created in 2006 to allow 

medical students to explore their interests in innovation, entrepreneurship, and business while 

continuing their medical curriculum. The program teaches entrepreneurial and business skills 

and expertise through didactic, case-based, and experiential models, as a co-curricular 

program within the MCOM. The Scholarly Concentration included a unique program within 

a medical school known as the Business of Medicine Bootcamp
4
. The engagement with the 

BRIDGE Clinic provided an opportunity and mechanism for the Bootcamp graduates, 

through the experiential learning opportunity with the BRIDGE Clinic to apply, practice, and 

refine their newly gained skills and expertise
5
. The students of the Business Scholarly 

Concentration who participated in the Business of Medicine Bootcamp (BOMB) used 

entrepreneurial and business principles to provide creative and innovative solutions for the 

challenges faced by the BRIDGE Clinic. This provided significant benefit and value-added 

for both organizations so that all of the students of the BRIDGE Clinic and the Bootcamp 

could learn and benefit.  

 

A Business Plan for BRIDGE 

 

The Business Scholarly Concentration worked with the BRIDGE Clinic directors to 

develop a formal business plan, something the clinic never had, to address the identified 

challenges, to enhance the sustainability of the organization, and to create strategic and 

operational plans for the BRIDGE Clinic to achieve objectives and goals of the organization 

to successfully continue its mission.  

 

Governance  
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A critical need identified within the BRIDGE Clinic was an improved and formalized 

governance structure. With the additional Colleges and Schools involved, a transition to a 

formal Board of Directors (BOD) was recommended to improve the inter-professional 

collaboration and provide all Colleges and Schools within the BRIDGE Clinic input into 

organizational decision-making.  

 

Operations 

By the beginning of 2011, the directors of the BRIDGE Clinic had determined that the 

facility at the county health department was too small to host the ever-growing clinic and 

worked with USF Health to secure a new clinic site at the Morsani Center for Advanced 

Healthcare on the USF campus. The students of BOMB devoted critical parts of the 

Operations Plan to assist and guide the move of the clinic.  

Issues addressed by the Board of Directors included “bottlenecking”, minimizing 

patient wait times, and maximizing student-patient interactions. Since the clinic is multi-

disciplinary, a system so that several teams could see the patient in a reasonable amount of 

time had to be devised. Two of the major changes included expansion of clinic space from 6 

to 14 rooms and the implementation of a new Electronic Health Record system (EHR).  

The EHR was also devised for use as a communication tool between the front desk in 

the waiting room and that part of the clinic where patients were being seen. Its 

implementation would succeed in reducing the amount of paperwork that the clinic accrued, 

as well as streamline each patient’s information into one electronic chart. Implementation of 

the EHR was completed in an incremental manner due to electronic security issues and the 

known tendency of implementation of an EHR to result in decreased productivity for a 

significant period of time. An industry partner supported the implementation through a 

$35,000 philanthropic grant, another example of leveraging resources to accomplish goals 

and objectives without “money out of pocket.” 

 

Marketing  

A marketing plan to increase faculty and student recruitment was developed to help 

the BRIDGE Clinic meet the growing demand for physician and student volunteers to serve a 

larger volume of patients. A brief presentation detailing the benefits of volunteering at the 

clinic and a video demonstrating the clinic were created to increase awareness and foster 

more interest in the clinic among physicians in the MCOM and the Tampa Bay community. 

The patient population was also targeted in the marketing plan through a presentation of the 

BRIDGE Clinic at various health fairs throughout Hillsborough County.  
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Finance  

Funds for the BRIDGE Clinic were spread across a host of USF Foundation accounts 

with many different regulations for each account. The finance plan included formal 

accounting and financial systems to consolidate and streamline the fiscal management of the 

organization. Revenues were analyzed to determine the sources and amounts that the clinic 

was spending each year and from where the money originated. The historical spending 

patterns of the clinic were analyzed to develop an operating budget template for current and 

future use as well as future projections. A full investment policy for the management of 

future endowments was developed. The overall goal was a more organized structure for better 

management, more enhanced transparency, and better organization of the assets to ensure the 

sustainability of the organization and to eliminate any compliance issues. 

 

Philanthropy Plan 

As a not-for-profit venture philanthropy was critical to develop sustainable funding 

for the BRIDGE Clinic in its current state, as well as in the future. Although efforts had been 

made in the past to raise funds for the clinic, and in excess of $100,000 had been raised over 

the course of the clinic’s four-year lifetime, there had not been a unified effort to recruit and 

retain donors. To maximize the credibility and transparency of the clinic in the eyes of 

donors, a multifaceted effort was undertaken to acquire, analyze, and organize information 

about the clinic’s operations into a format that would easily provide donors with a picture of 

the clinic accomplishments each year, utilization of funds, and the monetary value of 

donations made to the clinic both in the form of services rendered and financial contributions. 

A donor list and an annual listing of the total financial donations to the clinic were created to 

better understand the profile of the donors and quantify the funds raised annually.  

 

Implications 

 

The BRIDGE Clinic has been able to function as a non-profit entity due to the 

assistance of donations and support from the University of South Florida, healthcare 

organizations, and local physicians and businesses. This support has come in the form of 

direct financial support and services-in-kind such as facilities, equipment, personnel, 

imaging, and laboratory tests. The financial status had always been tenuous and has only 

gotten more difficult in the current economic climate.  

Apart from financial resources, the clinic depends on volunteers – faculty and 

students – in the various healthcare professions to provide services. Thus far, the student 
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support and enthusiasm for volunteering at the BRIDGE Clinic has been successful and 

sustained. However, the clinic has found it increasingly difficult to recruit physician 

volunteers each year. The students of the other healthcare professions are also easily 

recruited, and the faculty in the other healthcare professions are engaged in relatively larger 

numbers, because in other Colleges and Schools engagement at the BRIDGE Clinic is likely 

considered a more formal part of the faculty assignment than in the MCOM. Furthermore, as 

the clinic’s patient population has grown each year, meeting the patients’ needs for these 

physician volunteers has become more and more critical and the recruitment of additional 

physicians has taken on an even larger focus.  

Other critical resources often in short supply have been facility space (resolved with 

the relocation to the Morsani Center for Advanced Healthcare), equipment, and access to the 

newer technologies that have become necessary for state-of-the-art healthcare delivery such 

as electronic health records, access to advanced imaging services, access to tertiary level 

consultants, and surgical procedures for patients. All of these needs carry significant costs for 

care of the patients of the BRIDGE Clinic.  

The BRIDGE Clinic has undergone a considerable metamorphosis during its growth, 

but the deep-seated values and commitment from student and faculty volunteers has allowed 

the organization to provide health services in excess of $250,000 per year for the last two 

years to those most in need in the Tampa Bay area.  

Engagement of the Business of Medicine Bootcamp has formalized the business 

aspects of the BRIDGE Clinic and the joint efforts of these two entities have led to increased 

community awareness, a greater number of donors, and more value provided to the 

community each academic year.  The business plan will provide structure and guidance to the 

BOD, the Directors, and the faculty mentors in the on-going management and evolution of 

the BRIDGE Clinic. In this situation of a series of leaders with minimal business and 

entrepreneurship experience, this is critical for success and sustainability. The creative 

solutions provided by the Bootcamp have allowed for more underserved individuals to 

receive high-quality healthcare and for additional educational opportunities for more students 

of all healthcare professions.   

The BRIDGE Clinic has stayed true to its mission: delivering community service, 

providing educational opportunities for students, and creating a collaborative environment 

between student health professionals (e.g., medicine, physical therapy, public health, social 

work, pharmacy, and nursing).  Over the past five years, the BRIDGE Clinic has managed to 

grow the patient population of the clinic from 40 to over 500 patients with over 1000 patient 
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visits since its initiation. Such significant growth often leads to chaos and inefficiencies, yet 

the Business Scholarly Concentration, in the form of the Bootcamp, has used innovative 

applications of standard entrepreneurial and business principles to help maintain efficiency 

and effectiveness within the BRIDGE Clinic.    

In founding a social enterprise, there is a considerable amount of evolution that takes 

place due to a variety of factors.  The maintenance of a collective goal from all parties 

involved is critically important to the success and sustainability of a social venture. It is 

suggested that social mission is the social entrepreneur’s key driver, and features commonly 

held by social entrepreneurs include applying imagination and vision, seeing opportunities, 

risk-taking, securing resources, and persistence; all typical entrepreneurial characteristics and 

seen in abundance within these medical students and the other healthcare professional 

students
6
. This has been especially true in the creation of the BRIDGE Clinic.  While the 

administrative structure, clinic location, and number of patients served all differ from what 

the founders originally imagined, the BRIDGE Clinic has not strayed from its social mission 

of providing high-quality healthcare to an underserved population. 

“Cross-pollination” between sectors is desirable if sustained progress toward health 

for all is to be a reality according to Drayton, et.al, and this is precisely what has occurred at 

the BRIDGE Clinic, between the various healthcare disciplines and the business of healthcare 

students
7
. The partnership between the BRIDGE Clinic, the Business Scholarly 

Concentration, and the Bootcamp has resulted in tremendous synergy, and the relationship 

has demonstrated the power of social entrepreneurship focused on the delivery of healthcare 

to the needy in the community and the ability to train students in these entrepreneurial 

concepts.   

Furthermore, the BRIDGE Clinic provided the Business Scholarly Concentration with 

an opportunity to promote sustainability, generate innovative solutions, create efficient and 

effective organizational growth, and allow students an opportunity to build, re-engineer, and 

manage a start-up healthcare venture with maintenance of all governance, executive, 

management, and business functions as student-directed under faculty mentorship. 

While the benefits to each organization and the students are more than enough to 

warrant a continued partnership, perhaps the greatest beneficiary is the ever-growing 

community of patients that have received excellent healthcare from the BRIDGE Clinic, an 

organization that will assuredly become a model for student-run clinics across the United 

States and encourage other medical and healthcare student social entrepreneurs to serve their 

communities with the “entrepreneurial perspective” noted by Kuratko
8
. 
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The Future 

Plans for the future include further integration of the health professions within the 

structure of the BRIDGE Clinic with expectations that the evolution of the direction and 

management of the organization will continue to evolve, probably in ways that cannot be 

anticipated at this time. This will also begin to set the future relationships between the 

healthcare professions in actual clinical practice.   

Additional technology solutions to continually improve patient safety, quality, and 

satisfaction are being developed and implemented including a patient database for more 

complete collection of all data from the clinic interactions to enable easier research and 

analysis of outcomes of the clinic, clinical, operational, financial, and community-focused. 

Additional grants continue to be sought from healthcare funding agencies including 

health insurance payors and agencies supporting the evolution of the United States’ 

healthcare delivery system to target specific projects within the BRIDGE Clinic and the 

Bootcamp and assist with the costs of general operations.  

It is our hope and expectation that the skills, expertise, and experience developed at 

the BRIDGE Clinic will make our patients healthier and happier, make our students more 

astute clinicians, and focus them on the most efficient and effective delivery of healthcare for 

all members of society regardless of their socioeconomic position.   
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Abstract 

The Hong Kong higher education has been going through a transition from a process-oriented 

approach to an outcome-based approach to teaching and learning since 2004, under the call 

from Hong Kong University Grants Committee. The Hong Kong Polytechnic University took 

a leading position in such a move. We adopted an outcome-oriented model to curriculum 

design by incorporating clear articulation of intended learning outcomes, designing teaching 

and assessment methods which align with the intended outcomes. Effective university 

education does not only provide students with the opportunities to acquire subject knowledge, 

but personal skills for lifelong development in the society. The need to foster students’ 

personal skills has been stipulated at the institutional, faculty and department level. In 

tackling with such need, the Faculty of Business adopted two approaches in fostering 

students’ personal skills. The first approach was by means of introducing specific and 

separate mandatory subjects into the curriculum, such as personal skills development course. 

The other approach was to embed the development of personal skills integrally into the 

subjects of the mainstream curriculum by introducing new curricular emphases, teaching 

methods and educational technologies. Out of the entire thirteen intended programme 

learning outcomes embarked, four of them have been aligned at the credit-bearing personal 

skills development course. These included English communication, creative thinking, 

self-evaluation and teamwork. These intended learning outcomes were clearly communicated 

to students at the start of the semester. Students were exposed to a variety of interactive 

learning environment in group and individual setting. Formative and summative assessment 

activities were organized. Attainment of learning outcomes was reflected through students’ 

submission of work, such as group report and presentation, peer assessment and reflective 

essay.  The experience of implementing the course and students’ feedback for programme 

improvement are shared in this paper.  

 

Keywords: personal skill, life skill, generic learning outcome, outcome-based education, 

alignment of learning outcomes.



 
2 

Introduction 

 

The Hong Kong higher education has been going through a transition from a 

process-oriented approach to an outcome-based approach to teaching and learning 

since 2004, under the call from Hong Kong University Grants Committee. The 

Committee has the mandate to advise the Hong Kong Government about the 

development of higher education institutes and its funding needs. The University 

Grants Committee works with institutions to promote excellence in their teaching, 

learning and research.  

 

The curriculum revision exercise was launched under the call for assuring and 

improving student learning outcome in 2004 at the Hong Kong Polytechnic 

University (PolyU). All undergraduate programmes were revised to articulate learning 

outcomes and enhance alignment of teaching, learning and assessment with outcomes. 

The process of curriculum revision was vigorous and involved faculty members at 

subject, programme level and school level. It was not merely a process of 

documentation, but a review among teaching staff on the syllabus, teaching 

approaches and assessment methods. The revised programme documents were 

endorsed by Faculty Boards so that the revised programmes were implemented 

starting 2005/2006 academic year.  

The Hong Kong Polytechnic University aspires to produce graduates with the attributes 

of responsible citizens and leaders of tomorrow. The University believes that by 

adopting an outcome-based approach to curriculum development, teaching, learning, 

assessment and quality assurance, the University will be able to improve the quality of 

its educational provision to ensure students’ attainment of the desired learning 

outcomes. The pioneer proponent of outcome-based education encompassed a strong 

notion of constructive alignment (Biggs, 1999 & 2003). The focus is on what students 

can learn, and align teaching and assessment to those outcomes.  

PolyU’s model of outcome-based approach has gradually taken shape over the years, 

as the PolyU community constantly reviews its good practices, makes reference to 

sound educational theories, and learns from international experiences in student 

learning outcomes assessment.  

 

 

A Stand-alone Course on Personal Skills  

 

In this great century, the growth of information is exponential and the nature of and 

skill requirements for work are changing. Hence, the development of personal skills 
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has become a more prominent focus in education. Effective university education does 

not only provide students with the opportunities to acquire subject knowledge, but 

personal skills for lifelong development in the society. The label of ‘personal skills’ is 

named differently around the world.   

 

Table 1 

Countries Inter-changeable Terms 

Australia  Generic competencies, Key 

competencies, employability skills, 

generic skills 

Canada  Employment skills 

Germany  Key qualifications 

U.K.  Core skills, key skills, common skills 

U.S.  Basic skills, necessary skills, 

workplace know-how 

Singapore  Transferable skills 

 

The meaning of it varies in philosophical positions (Barrie, 2004, 2006).  Many 

universities also produced curriculum maps which demonstrate the development of 

personal skills within existing curricula (Barrie, 2005; Hager, Holland & Beckett, 

2002), but the effectiveness also depends on its approach of implementation and 

active engagement of teaching staff.  

 

 

Within the Faculty of business, the credit bearing mandatory course on personal skills 

development was introduced since 2005/2006. This is a stand-alone approach to the 

development of personal skills. The outcome-based model of teaching and learning 

has been an integral focus at this subject. It embodies four dynamically related 

features:  

 

 Articulation of desired learning outcomes  

 Alignment of educational provision with desired learning outcomes 

 Assessment of student learning outcomes  

 Continuous improvement based on outcome evidence 

 

 

The experience of implementing the Personal Skills Development course by aligning 

programme outcomes with subject outcomes is discussed in this paper. A number of 
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teaching and learning activities was adopted to facilitate the development and learning 

of desired outcomes. In this paper, we focus on discussing the blended learning 

approach.  

 

 

Align Programme Outcomes with Subject Outcomes 

 

Like many other universities, the Hong Kong Polytechnic University asked 

programme leaders to review their curriculum to ensure that the personal skills being 

stipulated at the university level were embedded at the curriculum.  

 

Subject leaders of Faculty of Business were asked to name several core elements from 

their subjects with the focus on the skills trained in the subject context. Learning 

outcomes and assessment methods were also named. They attend the group review 

sessions by sharing with other subject leaders with the information mentioned above. 

They read through each other’s syllabus to identify gaps, repetitions, meaningful 

assessment and see how these can be matched with the curriculum standards on 

personal skills attainment at the programme level.     

 

 

The curriculum map showing the core subjects of the Bachelor of Business and 

Administration Programme is shown at Table 2.  

 

Table 2: curriculum map 

 

Core Subjects 
Programme Outcomes for the BBA (Hons) Scheme 

1 2 3 4 5 6 7 8 9 10 11 12 13 

Management & Organization         

Personal Skills Development           

Information Technology for 

Business 
            

Introduction to Marketing        

Strategic Management       

Corporate Social 

Responsibility 
         

              

Programme Outcomes              
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Outcome 1: Communicate verbally in English and Putonghua at a level of effectiveness 

sufficient for a business presentation or general conversation with a mono-lingual 

speaker of each language. 

Outcome 2: Communicate in writing in English and in Chinese, at a level of 

effectiveness sufficient for general business communication. 

Outcome 3: Demonstrate a global outlook and an understanding of cultural diversity, as 

evidenced by an understanding of globalization, the dimensions along which cultures 

vary and the implications of both for business. 

Outcome 4: Identify and invoke mechanisms for the stimulation of creative thinking in 

the business setting. 

Outcome 5:  Identify and resolve ethical issues as they arise generally and in the 

specific business settings for which they are being prepared. 

Outcome 6:  Use current information technology effectively and evaluate new 

technologies as they emerge. 

Outcome 7:  Analyze business situations and problems by applying conceptual 

frameworks drawn from Accounting, Finance, Economics, Behavioural Science, Law 

and Quantitative Methods. 

Outcome 8:  Carry out and act upon self-appraisal and reflective thinking, in the areas 

of creativity, teamwork, leadership, career selection and learning to learn. 

Outcome 9:  Apply basic financial theories, analyze financial reports and understand 

the operation of financial markets. 

Outcome 10:  Identify and analyze the means by which value is created in goods and 

services and delivered to users. 

Outcome 11:  Conceptualize and act upon the group and individual dynamics that exist 

within organizations. 

Outcome 12:  Identify and analyze those aspects of the domestic and global business 

environment that set the ‘parameters of choice’ within which business organizations set 

objectives and take actions.  

Outcome 13:  Have sufficient professionally-specific skills and knowledge to make an 

immediate contribution to the organization in which they are first employed; and Have a 

foundation of professionally-specific skills and knowledge, on which to base the process 

of continuous professional development. 

 

 

Out of the thirteen intended learning outcomes listed at the programme level, the 

personal skills development course tapped into four of those outcomes. These 

included English communication, creative thinking, self-evaluation and teamwork.   
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Table 3: Exemplary Outcomes at Different Levels 

 

Programme Level Subject Level  

(Personal Skills Development Course) 

Identify and invoke mechanisms for the 

stimulation of creative thinking in the 

business setting. 

Be aware of, and able to draw on, 

methods for the improvement of creative 

thinking. 

 

Carry out and act upon self-appraisal and 

reflective thinking, in the areas of 

creativity, teamwork, leadership, career 

selection and learning to learn. 

Be able to appraise their own approach to 

learning and development, and to propose 

actions for improvement, where 

necessary 

 

 

In the table above, the intended learning outcomes at the Personal Skills Development 

Course relate to the programme level outcomes. The skills described in the 

programme level outcomes are put in the context of respective subject. Since the 

personal skills development course is a generic course at an open context, the creative 

thinking skills described was put in general context. This subject level outcome did 

not represent the entire programme level outcomes, but by a complete list of related 

subject outcomes.  

 

 

Implementation of outcome-based education at Personal Skills Development 

Course 

 

During the start of the course, students are distributed with the course outline. Subject 

syllabus containing clear statements of the learning outcomes to be achieved was 

stated at the course outline. The lecturer went through all the learning objectives with 

students, ensuring common understanding regarding university’s expectation on their 

performance. The assessment guidelines were also communicated and distributed to 

all students of the personal skills development course.  

 

Students were given enough formative feedback during the subject, and before the 

final summative assessment, to provide them with a basis for improvement as they 

proceed through the semester. For instance, they receive instant feedback from the 

eFace Survey, telling them about their status of their well-being. They also receive an 

instant report with interpretation on their performance level of personal skills after 
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they finished the generic competencies questionnaire online.  

 

Before students carry out an assessment task, they were told, and should understand, 

the criteria against which they would be assessed. They should understand the level of 

achievement required to get an ‘A’, ‘B’ or ‘C’. This expectation is now built in to the 

Student Feedback Questionnaire. 

 

Assessments were set appropriate for the learning outcomes for the subject. Please 

refer to Table 4 for details of the assessment tasks.   

 

 

Table 4 

Personal Skills 

Trained 

Teaching and Learning 

Activities 

Assessment Tasks 

Oral English 

Communication 

Group Discussion English Presentation 

Creative and Critical 

Thinking 

Debate Analysis of Business Case 

Reflective Essay 

Self Evaluation Learning Games 

Generic Competencies 

Questionnaire  

eFace Survey 

Reflective Essay 

Teamwork Group Discussion 

Group Project 

Group Assignment  

Confidential Peer Appraisal 

 

 

Students were exposed to a variety of topics on personal skills. They were given the 

chances to practice these skills by engaging at the teaching and learning activities 

described in the above table. Teaching staff from the English for Language and 

Communication Department and Student Affairs Office took up the workshop on 

English Presentation and ePortfolio respectively.   

 

Blended Learning Approach - A visualized outcome-based Learning System  

 

A website was established to facilitate integration, rethinking and dissemination of 

holistic visualized learning materials for the class.  The site contains material, instant 

interactive feedback and content based on the idea of Visual Holistic blended learning, 

which refers to the combination of different modes of delivering e-content in a 
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holistic system, including diagrams, graphs, words, video & cartoons in two e-Modes: 

e-Homework and You-tube video demonstration.  

 

e-Homework - An online exercise (link: https://www2.polyu.edu.hk/edc/authws/obp/) 

is a major element of the homework. The exercise was conducted in the mode of 

instant interactivity. 

 

You-tube Video – A video was created in YouTube to promote the importance of 

Whole-life Well-being and implications of its index in the context of business 

planning as a demonstration. (http://www.youtube.com/watch?v=uv7m5xscO0I). This 

video was shown to the classes. Students can review it at any time. They can share it 

with other students. We encouraged them to form collaborative teams to promote the 

concept to the community at large. 

 

According to our e-learning survey, an average student spends 10-15 minutes to 

complete the exercise. After submitting the results, respondents can see their 

individual faces which are the visualization of his or her well-beings with various 

numerical results for all three dimensions of well-being, namely psychological 

well-being, physical well-being and financial well-being. The results also include 

short explanations about their current situations. They can compare their faces and 

results with others. This exercise aims to get students’ involvement on their 

well-being and requires them to apply the concept to real-life business setting. 

 

The students had to answer several questions about the comments on their results and 

how could they apply their results to their managerial implications in their homework 

which is a part of their continuous assessments.   

 

Approaches to assessment which reflect a blended learning approach  

 

Two major tasks for evaluating the outcome of our blended learning approach were a 

focus group discussion and follow-up survey. The purpose of these tasks is to evaluate 

the visualized holistic conceptualizations of major perspectives and comments on the 

efficiency and effectiveness of the blended learning experience and process.  

 

 

Feedback e-Survey  

 

The e-survey with a total of 152 questionnaires returned (response rate: 49%). In 

general, the students have positive perceptions about the project and believe it is 

https://www2.polyu.edu.hk/edc/authws/obp/
http://www.youtube.com/watch?v=uv7m5xscO0I
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useful for their blended learning as the process is integrated with well-designed links 

between face-to-face teaching and self independent learning in a dynamic e-context 

incorporating team’s collaboration in implementing project in both classroom & real 

business settings. They also appreciated the value of e-Learning survey so all of them 

can contribute to the further improvement of the e-tool.  

 

Focus Group  

 

The purpose of the Focus Group Discussion was to meet students in person and to ask 

them what they really had learnt from the process of the Face e-exercise. Total 30 

students were invited to take part in the focus group. They were divided into 5 groups, 

led by 5 interviewers. Students appreciated the useful elements of the exercise (e.g., 

user-friendly and funny feedback) and suggested areas for further improvement (e.g., 

some questions are too direct). They were keen in giving some recommendations (e.g. 

including a new dimension of Social well-being for future measurement). This Focus 

Group helped us to understand the needs of students and their perceptions of the 

learning process. 

 

The feedbacks provided us with precious ideas for improvement and also helped to 

identify some of the shortcomings of the e-exercise.  

 

The useful findings from our blended learning assessments of above eSurvey and 

focus group discussion reflects two major good practices as: 

 

Independent Re-discovery of Individual Well-being -Through several blended 

activities, students had chances to discover their own well-beings! Almost 13% of 

students enjoy high levels of their well-beings. Nevertheless almost 8% of students 

were discovered to have poor lifestyles and more than 6% of students are evaluated to 

be below the standard. The assessment of their well-beings and distribution of faces 

areas summarized in Appendix 7. These statistics show that the project has a potential 

to help all those students to learn together in sorting out similar problems.  

 

 

Our focus group and survey brought positive responses from students. Majority of 

them agreed that e-exercise was easy to access and comprehensive. Most importantly 

they agree that the exercise has stimulated their interest in particular subject as well as 

their creativity and innovation. It also helped them to understand real self (such as 

weakness & strength, competence & hidden personal problems). Most of the students 

agree that e-exercise assists them to apply the concepts of well-beings to real-life 
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settings. They are indeed collaborators of this blend learning process in the future. 

When they graduate from PolyU, they can still use the e-tool for updated assessment 

of their well-being. The learning experience is beyond PolyU. 

 

Implication from the eSurvey and Focus Group  

 

The blended exercise with various e-modes has adopted multi-approaches of 

communicating information to students and really getting involved all of them by 

providing unique one-to-one instant feedback. This approach enables the blended 

activities (from watching a video to collaborating team interview jobs in a business 

context) to be more enjoyable and interesting.  

 

In other words, several multi-sensor teaching techniques and active learning strategies 

have been used. Students have gone through e-exercise and real-life face-to-face 

interviews which adopts the idea of blended holistic teaching and independent 

self-learning to help them to conceptualize their skills and knowledge. The students 

needed to apply selling and marketing skills in their assignments. 

 

In short, the interactive exercise enhances students’ learning through instant response 

in a funny way. The notion of visual faces aligns with the use of multi-sensory 

teaching techniques to promote active learning. It also aims to promote students’ 

creativity and involvement in solving their problems.  

 

 

Conclusion 

 

The experiences of conducting a separate mandatory core subjects on personal skills 

development raises students’ awareness of these skills. It provided a more 

collaborative and collegial form of creative hurdle assessment. Consultant staff from 

different offices taught the course in which they brought novelty and diversity to 

content and its delivery. Students were exposed to a variety of relevant and interesting 

teaching and learning activities which articulate the desired learning outcome and 

reinforce their participation in practicing their creativity, English presentation skills, 

teamwork and self evaluation.  

 

Alignment of learning outcomes at programme level and subject level ensures that 

students develop their personal skills more effectively and coherently. The 

outcome-based model of teaching and learning involves many different kind of 

teaching and learning activities, which all work in line with the desired learning 
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outcomes. The syllabus was ability-based where students received formative feedback 

during their course of learning. The evaluation results collected from the eSurvey and 

the focus group helped the course leader to improve and to refine learning system and 

to better adjust the blended learning approach in the future.  
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ABSTRACT 

This paper uses a quasi experimental study to determine if knowledge transfer, using the 

Synectics approach, influences the stickiness of team and individual creative skills over time.  

Stickiness is considered inhibitors in the knowledge transfer process. The four stickiness 

stages namely initiation, implementation, ramp-up and integration, in the knowledge transfer 

process is used as a frame work to determine how and where losses occur during creative 

competency transfers. It considers the fact that both team and individual creative and 

competencies and skills influence the creative process. There are three main conclusions. The 

first is that a knowledge transfer process based on the Synectics approach is effective in 

transferring team and individual creative competencies. Secondly, significant improvements 

of both team and individual creative and competencies and skills were reported immediately 

after the workshops and also three months later. Lastly, the outcome of the study contributes 

to theory, educators and managers.   
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INTRODUCTION 

 

This paper is concerned with determining the “stickiness” of team and individual creative skills 

over time, in a knowledge transfer process by using the Synectics approach. Creativity is 

becoming an increasingly sought-after competency in management graduates in today’s turbulent 

business environment.  Innovation, entrepreneurship and growth, among the top concerns of 

CEOs (Teece, 2009), require teams and individuals to think and act creatively. The beneficial 

effects of employee creativity and innovation on long-term firm performance have been shown 

empirically (Wiklund, 1999; Erasmus & Scheepers, 2008). Since individual creativity provides 

the basis for team and organizational creativity and innovation, firms should rise to the challenge 

to unlock the creative potential of employees (Shalley & Gilson, 2004) and invest in developing 

the team creative potential of their staff (Hirst, Van Knippenberg & Zhou, 2009). 

 

Creativity and innovation competencies are at odds with the traditional scientific paradigm of 

management education (Bennis & O’Toole, 2005; Ghoshal, 2005), where emphasis is placed on 

left hemisphere brain activities of rational reasoning, mathematics and economics (Maranville, 

2011).  Entrepreneurship education has been criticized for following this scientific paradigm 

(Chia, 1996; Wiltbank, Dew, Read & Sarasvathy, 2006; Ucbasaran, 2008), in a field which 

requires both right-hemisphere brain activities (intuition and creativity); as well as left-

hemisphere activities (analysis and implementation) for the explorative and exploitative stages of 

the entrepreneurial process. Maranville (2011) encourages management educators to incorporate 

both scientific and artistic paradigms to develop students in meeting the challenges in the 

business environment. He calls on educators to use innovative teaching methods to provide 

students with the opportunity and direction to exercise their creative competencies. 

 

Prior work on improving creativity skills through training interventions, seem to focus 

predominantly on individual creative skills (Mathisen & Bronnick, 2009; Robbins & Kegley, 

2010), neglecting the influence and skills required to be creative in a team (Hirst, van 

Knippenberg & Zhou, 2009). Furthermore it seems that while knowledge about innovation and 

creativity may be easier to transfer, team creative skills, like other organizational knowledge 

creation and transfer processes are complex, messy and unpredictable, because new ideas emerge 
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as a result of intricate, cultural and interactive processes (Blackman & Benson, 2010). Normally 

losses occur in the transfer process, one such loss emerges through ‘stickiness’ within the system 

(Jensen and Szulanski, 2004). ‘Stickiness’ refers to inhibitors to the transfer of knowledge and 

competencies within the process (Szulanski, 2003). In this paper we use the stickiness stages 

(initiation, implementation, ramp-up and integration) in the knowledge transfer process as a 

framework, to understand how and where losses occur during team creative competency 

transfers.  Thus the purpose of this paper is to observe competency transfer through ‘stickiness 

stages’ by examining how team and individual creative skills are transferred over time, using the 

Synectics approach. 

 

THE STICKINESS PROCESS OF KNOWLEDGE AND SKILLS TRANSFER 

 

The transfer of knowledge and skills to participants in an organization is often erroneously seen 

as a simple process that should be costless and instantaneous, however Szulanski (2000) and 

several other scholars (Benson & Blackman, 2010; Tsai, 2001) have shown this not to be the 

case.  The transfer of knowledge and skills is a complex process, rather than a single event and is 

often laborious, time consuming and difficult, therefore Szulanski (2000) characterized the 

process as ‘sticky.’ Von Hippel (1994) defined stickiness as ‘the incremental cost of transferring 

a given unit of information in a form usable by the recipient’ emphasizing that information 

described as ‘sticky’ is tougher to move. Szulanski (2003) uses the notion of sticky transfer to 

denote transfer where attention and exertion are required to identify and overcome challenges. 

 

Nine predictors of stickiness may influence the transfer process during the various stages, as 

summarized in Table 1. The nine predictors of stickiness do not all feature at every stage of the 

knowledge creation and transfer process, but awareness of the predictors can lead to mitigation 

in the knowledge transfer process. 
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Table 1:  Predictors of stickiness at different points of knowledge transfer 

 

Predictors of stickiness Description of Predictor 

Knowledge and Skills 

1. Causal ambiguity Clarity of given ideas and practices:  How well understood 

is the relationship between an action and the given result? 

2. Unproven knowledge How solid is the proof that something is useful to an 

organization? 

Source (Facilitator) 

3. Motivation of source The source sees the benefit in transferring the knowledge 

4. Credibility of source The reliability of the source will influence how the message 

from this source is interpreted 

5. Arduous relationship between 

source and recipient 

The nature of the relationship between the source and 

recipient.  The more tension involved in the relationship, 

the stickier the knowledge transfer will be. 

Recipient (Participants) 

6. Recipient motivation The benefit the recipient perceives the transferred 

knowledge will bring 

7. Recipient absorptive capacity The recipient’s ability, based on language, extant 

knowledge, readiness, or skills to implement the potential 

transfer. 

8. Recipient retentive capacity The recipient’s ability to recall, keep and implement the 

newly transferred knowledge, supported by organizational 

systems and mechanisms. 

Context (Climate) 

9. Barren organizational context 

(Climate) 

The extent to which the organizational context is supportive 

of new idea sharing, development and implementation. 

 

Adapted from: Szulanski (2000); Elwyn, Taubert and Kowalczuk (2007) 

 

Table 1 shows predictors of stickiness can be divided into four categories namely, knowledge, 

source, recipient and context. 

 

Firstly, predictors influencing knowledge and skills in the transfer process involve causal 

ambiguity and unproven knowledge. Causal ambiguity exists where the reasons for the success 

or failure of knowledge transfer are unknown, making the best practice difficult to reproduce. 

Transferring complex and causally ambiguous knowledge requires reconstruction and adaptation 

by recipients to successfully implement skills and knowledge in a new environment (Szulanski, 

2000). This would be the ‘know-why’ of the knowledge.  The greater the causal ambiguity, the 

more difficult or stickier the knowledge would be to replicate a particular practice (Elwyn et al, 
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2007). Unproven knowledge also results in stickiness, since the knowledge has an unproven 

track record, or may lack an evidentiary basis, making recipients skeptical of the value there-of. 

 

Secondly, the source or facilitator in the transfer process also influences stickiness, through their 

motivation, credibility and the relationship with recipients. In an organization, a source may not 

be motivated to share knowledge, since their superior knowledge could be their base of power. In 

such a case a source may be reluctant to share knowledge, as that may result in loss of personal 

advantage. This has been described as knowledge-hoarding, where groups, such as innovators 

are weary of sharing best practices, given that it would lead to a loss of control (Elwyn et al, 

2007).  Should a firm bring in an external facilitator some of these problems could be overcome.  

The credibility of the source also influences the stikiness of the transfer.  Recipients need to 

perceive that the source is trustworthy and has the required expertise to help them problem-solve 

when difficulties occur. A capable and trustworthy source is more likely to influence the 

behavior of recipients (Zander & Kogut, 1995). In addition the nature of the relationship between 

the source and recipient also impacts stickiness, as well as the nature of the relationship. An 

arduous relationship increases the effort needed to resolve transfer-related problems (Szulanski, 

2000). 

 

Thirdly, recipients or participants in the knowledge transfer represent fertile or infertile ground, 

depending on their motivation, absorptive and retentive capacity.  Unmotivated recipients would 

be critical of new knowledge and may also engage in procrastination, passivity, sabotage or 

outright rejection during the implementation phase (Szulanski, 2000). Recipients also vary in 

their absorptive capacity that is their ability to exploit and assimilate knowledge and ideas from 

outside sources (Tsai, 2001). A lack of absorptive capacity leads to increased costs, delayed 

completion and may harm the transfer process (Elwyn et al, 2007).  A transfer can only be 

considered successful if there is a long-term transfer of knowledge and skills and new practices 

become part of participants’ behavioral routines.  New practices need to be used often that they 

lose their novelty value and become a way of life for recipients. 

 

Finally the organizational climate or context where the transfer is embedded also influence 

stickiness.  Ultimately, the organizational climate (context) affects the willingness and ability of 
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subunits to complete transfer-related tasks.  Its influence occurs through norm and value setting, 

incentives and management support (Szulanski, 2000). Fertile organizational climates are 

supportive of new practices and ideas.  Organizational climates which support creativity 

encourages innovation and risk-taking, through supportive values, beliefs, stories and traditions 

(Scheepers, Hough & Bloom, 2007), explicit and implicit recognition and rewards for innovators 

(Antoncic & Hisrich, 2001; Amabile, 1996), tolerance of mistakes and top management support 

(Hornsby et al., 2002). Such a climate creates a place where employees feel psychologically safe 

knowing that blame or punishment will not be assigned for questioning the status quo or 

suggesting new ideas (Shalley & Gilson, 2004). If creativity is a valued outcome, employees 

tend to be more likely to experiment with new ideas, are more open to communicating and 

seeking input from others and overall behave in ways that will lead to creative outcomes (Shalley 

& Gilson, 2004:45). Mumford (2000) argues that creativity training can be used to provide 

employees with guidelines for appropriate behavior and actions to enhance creativity and is 

effective in producing changes in attitudes. 

 

In this study we are especially interested in how team members can effectively gain knowledge 

and skills to enhance their creativity and innovation performance.  Prior research indicate that 

while abstract knowledge and theories can be successfully transferred in lectures (Phillips, 2005), 

behavioral skills such as creativity, idea generation and supportive team behaviors are more 

difficult to transfer in this way. Szulanski and Capetta (2003) point out that knowledge transfer 

in social contexts is normally ‘eventful’, meaning it requires significant effort to be invested in 

time, planning and tailored communication strategies to increase the chances of success. Benson 

and Blackman (2010) agree that ‘sticky’ knowledge transfer is likely to be the rule rather than 

the exception. In the social context of teams where knowledge is shared and created among 

different individuals, predictors of stickiness should be identified in the transfer process to 

enhance team and individual creative practices. The next section discusses the creative process 

and climate required for creativity to flourish showing the relevance of predictors of stickiness, 

especially the organizational context, and then proceeds to discuss the team and creative skills to 

be transferred in this study. 
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CREATIVE COMPETENCIES AND SKILLS 

Creative process 

 

A creative product can be described as being novel, original, appropriate and useful (Amabile, 

1996; Reiter-Palmon and Illies, 2004). Although individuals can independently generate and 

produce creative products (Weisberg, 1993), organizations are increasingly using teams to 

develop and implement innovative initiatives, requiring creativity and collaboration (Kennedy, 

Loughry, Kammer & Bayerlein, 2009; Paulus, Levine, Brown, Minai & Doboloi, 2010). Despite 

the premium placed on creativity and innovation today and the potential benefits that can result 

from these processes, organizations still struggle to institutionalize creative processes.  One of 

the reasons for this is the context-specific nature of the environment in which creativity occurs 

(Shalley & Gilson, 2004), making creative skills ‘sticky’ or difficult to transfer to other contexts, 

since creative action can be hindered by a barren organizational climate. 

 

The creative process has been described by various authors (for example McFadzean, 1997; Kao, 

1991; Miller, 1999) and most models identify at least five key stages: 1) problem definition, 2) 

preparation and information search, 3) generation of alternatives, 4) idea evaluation, and 5) 

decision on the solution and implementation (Amabile, 1996; Reiter-Palmon and Illies, 2004; 

Wynder, 2008).  The first three stages of the process make use of divergent thinking, while the 

last two require convergent thinking.  Divergent thinking utilizes associative thought patterns to 

shift between mental categories and perspectives and facilitates the generation of incongruent, 

loosely connected ideas (Ashton-James and Chartrand, 2009). Convergent thinking is related to 

the use of mental categories, enabling individuals to see similarities, patterns and links between 

seemingly disparate pieces of information (Cropley, 2006). Both these thinking processes are an 

essential part of the creative problem-solving process.  Each stage is described in more detail 

subsequently. 

 

Creative problem solving is typically suitable for complex, unstructured, reoccurring problems. 

Ill-structured problems are associated with several potential alternative solutions, multiple goals 

and ways of doing things (Elsspermann, Evans and Basadur, 2007). During the problem 

definition stage time spent on constructing and defining the problem is related to the quality of 
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the solution (Rostan, 1994; Kobe, 2001). Specifically the ability to identify and define the root 

cause, rather than the symptoms of the problem represents success in this first stage (Wynder, 

2008). Preparation, the second stage, involves collecting relevant information from external and 

internal sources. Individuals typically organize concepts by connecting them to the memory of 

existing knowledge structures, and therefore often attempt to resolve a problem by firstly 

drawing from initial ideas that closely resemble old ideas (Ward, Smith & Vaid, 1997). To 

generate novel ideas additional idea development is thus required in the third stage. Generation 

of alternatives involves divergent thinking, encouraging team members to produce numerous, 

diverse ideas, through the use of creative techniques such as brainstorming or forced association 

(Kuhn and Holling, 2009). After a sufficient quantity of ideas is generated, the fourth stage 

entails more convergent thinking. The idea evaluation process requires the creative team to 

compare generated ideas using relevant criteria to identify a set of feasible alternatives (Reiter-

Palmon and Illies, 2004).  The convergent thinking process is useful here where participants see 

links and patterns between alternatives and reduce the number of alternatives to a smaller, more 

feasible group that could potentially present a solution (Mumford, 2001). In the last stage a 

decision should be made about an attractive solution, an action plan formulated and 

implemented. 

 

The creative problem-solving process is underpinned by knowledge, skills and behavior resulting 

from personal characteristics and cognitive abilities of individuals, team skills and the social 

environment (Amabile, 1996; Taggart, 2002). Both team and individual creative skills drive and 

sustain the creative process. 

 

Team creative skills 

 

A team is composed of individuals who form a social entity, embedded in a larger social context 

such as an organization or community, and are interdependent because of the tasks they perform 

(Guzzo & Dickson, 1996; Kennedy et al, 2009). Since organizational creativity is often enacted 

in team settings, team creative skills are crucial to reduce stickiness in transferring creative skills 

(Taggart, 2002; Hirst et al., 2009). Team creative skills relevant for this study are teamwork, 

problem-solving skills and supportive communication. 
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Teamwork 

 

Team members are interdependent, and need to navigate social processes in order to achieve 

team task objectives. While some social behaviors inhibit creativity, other supporting processes 

can encourage ideas and novel solutions. Knowledge transfer processes should focus on 

increasing supportive behavior through teamwork. 

 

Social processes in teams influence the creative performance of teams. Three major social factors 

tend to inhibit idea generation in groups.  Firstly, the competition for speaking time in face-to-

face groups limits the way in which individuals can express their ideas (Paulus et al., 2010). 

Secondly, uncertainty in the creative process and the psychological risk of having ideas rejected 

by others may limit participation (Mumford, 2000). Thirdly, team members may also observe 

others and decide to lower their performance to match that of other members, which could result 

in creating a low performance group norm (Paulus & Dzindolet, 1993). These potential inhibitors 

of creativity can lead to stickiness and inhibit knowledge and skills transfer, therefore the source 

or facilitator in the knowledge transfer process should be aware of these factors and aim to be 

overcome them through instructions and focusing on positive social processes. 

 

Social processes that support teamwork and effective team performance include group goals, 

skills, collaborative processes and learning. Group processes such as leadership, communication, 

cooperation, cohesion and strong group norms increase group effectiveness (Kennedy et al., 

2009). Caldwell and O’Reilly (2003) find that group norms strongly influence innovation.  Four 

norms, namely support for creativity, risk-taking, teamwork and tolerance of mistakes are 

positively associated with the innovation in the groups they studied. Hoegl and Gemuenden 

(2001) agree and argue that collaborative work processes of teams involve balanced 

contributions of members, mutual support, effort and cohesion.  High-performing teams ensure 

that all team members have the opportunity to make contributions, mutually support and build on 

team discussions, establish and maintain norms of high effort and encourage high levels of team 

cohesion to sustain the team.  Furthermore, Hirst et al. (2009) show that team-contextual factors 

influence creative performance, in their study of 25 R&D teams in a large pharmaceutical 
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company. The team-context effects individuals’ goal orientation, learning as well as creative 

contributions. Thus supportive team behavior enables team members to perform well.  

Supportive team behavior could be modeled through team leadership, thereby providing a 

psychologically safe environment for experimentation, exploration and creative action. 

 

Taggar (2002) warns that groups who are inadequately trained in team process behavior and 

team creativity-relevant processes can stifle creativity. He adds that these processes are not just 

important for group leaders, but for all members of the group. Team creative behavior reflects 

collective commitment to the process, contributing and seeking clarification as well as providing 

constructive feedback (Hirst et al., 2009). Behaviors such as willingness to change perspectives, 

receiving suggestions from team members, evaluating ideas positively and listening to others 

foster teamwork (Kennedy et al., 2010). Team members can observe their peers engaging in 

supportive team behaviors to see which actions are valued and supported. 

 

Problem-solving skills 

 

Creative problem-solving in teams involve a set of social challenges, as well as creative skills.  

Solving problems as a team can be very rewarding for the individual members involved and 

strengthen teamwork and cohesion among team members (Amabile, 1996; Taggar, 2002).  

 

The team-context serves as a source of social information and provides cues to guide members to 

appropriate action.  Team members’ reactions to ideas, behavior and feedback can either serve as 

rewards or criticisms, thus individuals should be sensitive to how their behavior influences the 

reactions of other team members (Taggar, 2002).  Social neuroscience explains biologically how 

and why people relate to each other and themselves in collaborative situations (Rock, 2008). 

Individuals are programmed to avoid threats and maximize rewards (Gordon, 2000) and social 

behavior is driven by this same principle. So when team members encounter a positive stimulus, 

they will seek to maximize rewards, however a negative stimulus would lead individuals to 

disengage from the stimulus and avoid the task (Rock, 2008). Team behavior is based on 

contextual, external cues which activate responses to receive rewards or avoid criticism and 

negative feedback (Hirst et al, 2009). The creative process is inherently ambiguous (Mumford et 
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al., 2007) and the development of creative solutions for work problems is filled with obstacles, 

mistakes and failures (Hirst et al, 2007). For this reason team members’ problem solving-

behavior should be supportive and reduce the psychological risks associated with such 

uncertainty. 

 

Teams can reduce ambiguities in the creative process by following a predetermined problem-

solving process, like Synectics, which provides certainty for group members and increases 

positive responses among team members (Rock, 2008). The group leader as well as team 

members’ behavior should encourage sense making and joint problem-solving (Taggar, 2002). 

Group members should model appropriate behavior and encourage participation through 

appropriate social skills (Mumford et al, 2007). Idea generation is part of the divergent phase of 

the creative process and ideas suggested and selected during the initial stages should be put into 

practice in the convergent stage.  Implementing creative ideas is inherently difficult due to their 

novelty and can be very time consuming (Mumford, 2000). For this reason, team members as 

whole should have the skills to make effective use of time during the creative problem-solving 

process (Mumford, 2000). When a creative problem-solving session turns into a discussion, time 

is wasted.  Rather team members should facilitate the effective use of time, by managing the 

process well.  Creative problem-solving skills will therefore be a function of problem-solving 

ability, effective use of time, motivation and management and a focus on action implementation. 

 

Supportive communication 

 

Creativity in team settings is facilitated through effective communication (Mumford, 2002). 

Messages and feedback which supports the creative process, reduces the chances of process 

stickiness and losses resulting from errors in communication. A loss of motivation could occur, if 

group members’ efforts are not integrated in the creative problem-solving process (Taggar, 

2002).  Supportive communication also builds the creative climate within teams, where 

associative thinking can result in expanded sources of knowledge and thinking along new lines. 

Communication behaviors can facilitate creativity through group members building on each 

other’s ideas (Robbins and Kegley, 2010), thereby increasing the motivation and engagement of 
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individuals in the process (Taggar, 2002) and improving team members’ absorptive and retentive 

capacity. 

 

Communication, similar to teamwork plays an important part in creating a psychological safe 

environment for team members (Rock, 2008). Hoegl and Gemuenden (2001) find that teams’ 

performance improved where team members openly communicate relevant information and 

coordinate their activities. Supportive communication should focus on building consensus and 

support for alternative ideas, assertive sharing, eliciting feedback, idea development and 

generative revision feedback (Mumford et al., 2007). Supportive communication also builds 

team relations and trust. 

 

Trust can be defined as a ‘psychological state involving a willingness to be vulnerable based on 

confidence in the positive expectations of others' intentions or behaviors’ (Sommer and Pearson, 

2007). In uncertain situations, such as the creative process, trust in team members and 

knowledge of the creative process, can facilitate participation.  Furthermore trust supports the 

expression of novel ideas, without fear of ridicule (McFadzean, 2002). This in turn creates a 

cooperative climate where the sharing of ideas and information is promoted (Sommer and 

Pearson, 2007), enhancing the quality of communication. A training situation provides a safe 

environment where supportive communication can be fostered. 

 

In summary supportive communication behavior is manifested in synthesis of the team’s ideas, 

participation, effective communication, the involvement of others and providing constructive 

feedback (Taggar, 2002). Furthermore gaining and building trust, motivating others, building 

consensus (Sommer and Pearson, 2007) and assertive communication all contribute to providing 

a psychologically safe climate for the creative process, promoting individuals’ willingness to 

engage.  

 

Individual creative skills 

 

Team members also need individual creative skills to function well within teams.  Amabile’s 

(1996) theory of componential creativity holds that task motivation, domain-relevant skills and 
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creativity-relevant processes are important components for individual creativity. Creative self-

efficacy reflects individuals’ task motivation to solve problems, while knowledge and learning of 

the creative process indicates creativity-relevant processes.  This study focuses on creative self-

efficacy and learning and knowledge of the creative process as individual creative skills. 

 

Creative self-efficacy 

 

Creative self-efficacy is the perception an individual holds about their own ability to generate 

creative outcomes (Shalley, Zhou & Oldham, 2004). Creative self-efficacy is linked to creativity 

among individual employees (Tierney & Farmer, 2004), as well as in work teams (Shin & Zhou, 

2007) and across many different industries. Tierney and Farmer (2011) find that increased 

creative self-efficacy is related to higher levels of creative performance within a complex, 

challenging work environment. It is important to understand how to increase individuals’ 

creative self-efficacy, as organizations attempt to increase their levels of innovation. Mathisen 

and Bronnick (2009) find that creative self-efficacy can be increased over time through training 

courses. University courses seeking to transfer creative skills tend to use lecturing styles or 

workshops where information is shared, but participation from students, especially in large 

classes, are often not possible.  In smaller groups cognitive modeling may be used where thought 

patterns are demonstrated for example if brainstorming is chosen, the facilitator will behave in a 

way that correspond with the guidelines of brainstorming, such as not criticizing ideas, building 

on other team members’ ideas and free association.  While both lectures and cognitive modeling 

increase creative self-efficacy, cognitive modeling is more effective (Gist, 1989). 

 

Early studies on creative self-efficacy narrowly focused on an individual’s belief that they had 

the ability to produce numerous ideas (Mathisen & Bronnick, 2009). More recent models of 

creative self-efficacy acknowledge broader attitudes such as confidence in solving problems in 

new ways, as well as supporting team members in idea development (Tierney & Farmer, 2002).  

In addition creative self-efficacy is not just relevant for the divergent phase of the creative 

process, but also for the convergent phase (Mathisen & Bronnick 2009). Individuals should 

therefore have confidence in their ability to generate novel ideas, as well as the ability to choose 

from these alternatives, combine ideas and formulate a creative solution. Gong, Huang and Farh 
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(2009) in their study of a Taiwanese insurance company find that creative self-efficacy mediates 

the relationship between employee learning orientation, transformational leadership and 

creativity. This finding builds on Amabile’s (1996) componential model by showing creative 

self-efficacy reflects knowledge and skills as well as intrinsic motivation to be creative. 

Individuals high in creative self-efficacy may set higher creativity goals for themselves. Creative 

self-efficacy is reflected by individuals’ perception of their own personal creative abilities, idea 

generation capacity, talents for coming up with new ways to solve problems and providing new 

perspectives (Tierney and Farmer, 2002). Individuals with lower levels of creative self-efficacy 

may resist participating in the creative process, due to a lack of motivation, absorptive and 

retentive capacity, resulting in stickiness in the process. During the knowledge transfer process a 

facilitator should therefore identify individuals with lower creative self-efficacy levels and 

encourage and support these individuals. 

 

Learning and Knowledge of creativity and innovation 

 

Domain relevant skills refer to the specialized knowledge and technical skills participants hold 

which is related to the problem at hand (Amabile, 1996). Domain-relevant skills are acquired 

through education, training, experience and knowledge within a specific context (Shalley & 

Gilson, 2004) and are particularly relevant in the preparation and information search and idea 

evaluation stages of the creative process. During the preparation stage domain-relevant 

knowledge helps individuals develop an understanding of the problem, which could stimulate the 

generation of alternative ideas. Furthermore during the response validation phase when it is time 

to discriminate between different ideas and their likely consequences domain-relevant skills 

come into play again and aids in selecting suitable alternatives for implementation (Wynder, 

2008). However searching and retrieving of domain-relevant knowledge alone, is not sufficient 

for creative problem solving (Reiter-Palmon & Illiers, 2004). Divergent thinking could be 

constrained if only existing knowledge in its current form is used to generate alternatives. 

Creativity requires breaking away from established solutions (Osborne, 1963; Guilford, 1950). 

The cognitive ability to create new concepts and make new links is a crucial part of the creative 

process, facilitated by creativity-relevant skills. 
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Creativity-relevant skills are described as the ability to generate alternatives, think of novel 

ideas, engage in divergent thinking, and suspend judgment (Shalley & Gilson, 2004). These 

skills are needed because divergent thinking requires a mental style which enables individuals to 

collect, keep and apply incongruent concepts together during creative problem-solving (Ahston-

James & Chartrand, 2009). Participants exert considerable cognitive efforts in generating a 

variety of alternatives, which subsequently requires them to make connections between 

seemingly unrelated concepts (Amabile, 1996). Through this process novel solutions can be 

generated. Wynder (2008) demonstrates that creativity relevant skills can be developed through 

training and instruction during the knowledge transfer process. 

 

Training and instruction in domain- and creativity-related skills enable participants to reduce 

feelings of uncertainty in the creative process, by using their knowledge of rules and strategies 

during both the divergent and convergent phases, thereby reducing ‘stickiness’ in the 

implementation and integration stages. Specifically training courses should focus on providing 

team-related and individual creative skills. Such courses increase individuals’ self-confidence 

and creative self-efficacy (Mathisen & Bronick, 2009). 

 

CREATIVE COMPETENCY TRANSFER AND STICKINESS STAGES 

 

Szulanski (2000) identified four phases in the knowledge transfer process, where different 

predictors of stickiness (refer Table 1) impacts the knowledge transfer process differently. The 

four stages of stickiness in the knowledge transfer process, namely initiation, implementation, 

ramp-up and integration, is depicted in Figure 1. These four stages can also be used to 

understand how stickiness can influence creative competency transfer in this study. 

 
Formation of the 

transfer seed 

Decision to transfer First day of use Achievement of 

satisfactory performance 

 

    

Initiation Implementation Ramp-up Integration 

Figure 1:  Four stages of ‘stickiness’ in the knowledge transfer process 

Source: Szulanski (2000) 
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Initiation stickiness 

 

Initiation stickiness is the difficulty in recognizing opportunities to transfer knowledge and skills, 

and acting upon them.  An opportunity for transfer exists as soon as the seed for that transfer is 

formed, i.e. as soon as a shortcoming such as lack of innovation and creative skills is identified. 

The discovery of a deficiency may trigger a search for suitable solutions, or slack search may 

uncover superior practices, thus revealing a previously unsuspected shortcoming or creating a 

new one (Szulanski, 2000).  

 

In order to determine exactly what the transfer should achieve, considerable work is involved to 

determine the scope of the transfer, select the timing, perform cost estimates and determine the 

responsibilities of participants (Benson & Blackman, 2010). Although this stage of the process 

may be ambiguous, uncertainty can be reduced by showing the knowledge and skills to be 

transferred has worked elsewhere and the source is credible (Szulanski, 2000:14). In 

organizations the creative knowledge transfer process should be planned before training courses 

are conceived and scheduled, since the organizational climate has a significant influence on 

creativity. For management educators working with undergraduate or post-graduate students, 

evidence of the success of the creative process followed should be shared with students. 

Assessment of team and individual creative skills during the initiation phase can provide a 

benchmark to determine how the knowledge transfer process impact on the team and individual 

skills.  

 

Predictors of stickiness influencing the transfer of creative competencies can be linked to 

recipient motivation, more specifically recipients’ confidence of their own knowledge and skills 

in this area. Usually people overestimate their knowledge on a set of general knowledge 

questions, indicative of overconfidence (Lichtenstein et al. 1982). Overconfidence, also called 

hubris, refers to gratuitous, elevated self-assurance, where a person’s confidence is higher than 

subsequent events bear out. In other words, it is only in retrospect, after knowledge and 

outcomes are measured that we can determine how over-confident a person actually was (Forster 

& Sarasvathy, 2007). Overconfidence is influenced by the complexity of the task, uncertainty of 

a situation (Hayward, Shepherd & Dale, 2006), and is positively correlated with education and 
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maleness (Bhandari and Deaves 2006). Recipient hubris may lead to a perceived higher skills 

assessment, than actual skills levels, especially for male students with previous education and 

knowledge of innovation and creativity (Forster & Sarasvathy, 2007). Thus, it is hypothesized 

that: 

H1a: Participants assessment of their team creative skills (teamwork, problem-solving and 

communication) will be more favorable during the initiation stage (O1), compared to 

reflection at the integration stage (O3 before). 

H1b: Participants assessment of their own individual creative skills (creative self-efficacy and 

learning and knowledge) will be more favorable during the initiation stage (O1) 

reflection at the integration stage (O3 before). 

H2a: Male students, who have previous education in innovation and creativity, are expected to 

assess their team creative skills (teamwork, problem-solving and communication) more 

favorably than other participants 

H2b: Male students, who have previous education in innovation and creativity are expected to 

assess their own individual creative skills (creative self-efficacy and learning and 

knowledge) more favorably than other participants. 

 

Implementation stickiness 

 

The implementation stage focuses on the exchange of information and resources between the 

source and recipients. Information flows may peak during this time as a relationship develops 

between the source and recipients.  Therefore recipients often assess knowledge transfer as 

favorable straight after an event (Mathisen & Bronwick, 2009). Challenges which could arise 

during this stage are identifying communication gaps; building on recipients’ previous 

knowledge; time commitment from both parties due to the time-consuming nature of the process; 

and the roles and responsibilities of both. While planning and coordination may reduce some 

uncertainties, the relationship and attitudes of the source and recipient will also influence the 

stickiness of knowledge and skills during this stage. When transferring team and individual 

creative competencies during a training session, the source or facilitator should be aware of these 

predictors of ‘stickiness’ and design the process to overcome these barriers to competency 

transfer. 
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Ramp-up stickiness 

 

Once a recipient uses newly acquired knowledge and skills, for example using the creative 

process to generate innovative ideas, the main concern becomes identifying and resolving 

unexpected problems that keep the recipient from matching or exceeding set expectations of post 

transfer performance. The ramp-up stage offers a short time period, during which unexpected 

problems can be resolved and where the recipient is likely to use new knowledge and skills 

ineffectively ramping-up gradually toward a satisfactory level of performance, often with 

external assistance (Elwyn et al, 2007). Therefore creative training interventions should ideally 

be structured in the form of workshops, where recipients are given an opportunity to practice 

their newly acquired skills and competencies.  The facilitator or source can then observe 

recipients and identify and clarify unexpected problems that may arise. Stickiness during this 

stage may result from applying new knowledge and skills in an environment, which may not be 

supportive; adapting new knowledge to fit in with an old dysfunctional way of working; as well 

as the absorptive capacity of the recipient, i.e. the ability to employ new knowledge, depending 

on existing intellectual capital and skills (Benson and Blackman, 2010). Therefore it is 

imperative that recipients develop creative self-efficacy during the knowledge transfer process 

and the facilitator (source) debriefs the group by clarifying ambiguities to decrease stickiness. It 

is hypothesized that: 

 

H3a:  Team creative competencies (teamwork, problem-solving and communication) will be 

highest after the implementation and ramp-up stages. 

H3b:  Individual creative competencies (creative self-efficacy and learning and knowledge) will 

be highest after the implementation and ramp-up stages. 

 

Integration stickiness 

 

Once satisfactory results are achieved, the use of new knowledge becomes a habit.  Habitual 

knowledge and practices should therefore be assessed after some time has passed, for example 

three months.  This period is sufficient to develop social patterns within organizational units. 
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Social patterns are constructed based on habitual skills (Elwyn et al, 2007). When all goes 

smoothly new practices intermingle with the objective reality of the firm. However when 

problems are encountered new skills and practices could be discarded and if feasible, a 

transposition to the former status quo may occur. Stickiness in this stage may result from 

unresolved obstacles or other subunits within an organization, who may resist new knowledge 

and practices (Szulanski, 2000). Creative competencies are particularly vulnerable to the 

prevailing organizational climate and if a supportive climate is not in place, creative behaviors 

may wane (Shalley & Gilson, 2004). Also some losses (stickiness) are expected over time, 

however creative transfer process can lead to significant competency increases, if stickiness 

predictors are adequately dealt with. Therefore it is hypothesized: 

 

H4a:  Team creative competencies (teamwork, problem-solving and communication) will decline 

after the integration stage. 

H4b:  Individual creative competencies (creative self-efficacy and learning and knowledge) will 

decline after the integration stage. 

 

METHOD 

 

Quasi-experimental design and sample 

 

A quasi experimental research design was used to determine retention of team and individual 

creative skills over different stickiness stages by using the Synectics approach. While a full 

experimental design was initially envisaged, attrition of the control group was problematic after 

the three month period and participation in the study was voluntary. Training over time was the 

independent variable in the design. 

 

Data were collected from 75 final year undergraduate students who participated voluntarily in 

the study through attending a one day SynNovation workshop, called “Toolbox for Brainwaves” 

during 2009 and 2010. From the 75 students who started, only 54 students completed all the 

questionnaires. Szulanski (2000) emphasizes that recipient motivation, absorptive and retentive 

capacity predicts the stickiness of knowledge transfer. These factors may have contributed to 
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attrition over the course of the study. While on the one hand the choice of a student sample 

increased control over the training conditions, student samples also seem to provide a suitable 

context for this kind of workshop, since Mathisen and Bronnick (2009) found no significant 

differences between creativity skills of employees, compared to students, who underwent a 

creativity training intervention. 

 

The student sample consisted of two thirds of students, studying Business, majoring in 

Innovation and Entrepreneurship, while another third were studying Food Science. Sixty five 

percent were female. The average age of the sample was 20.89 years. Participants were diverse 

in terms of language, with 59% Afrikaans speaking, 31.6% English speaking and the rest of the 

participants spoke French, German, Sepedi, Sesotho and Setswana as their mother tongue. 

 

Synectics approach 

 

Four workshops were presented over four separate days, which could accommodate a maximum 

of 20 participants per workshop, based on the Synectics approach. This section provides an 

overview of the Synectics approach, including knowledge and content shared with participants 

and then describes how the workshop was run (see Appendix A for more detail). 

 

Overview of the Synectics approach 

 

Synectics can be viewed as a psychological process of creative problem-solving developed from 

action-orientated research and reflective practice (Nolan and Williams, 2010). Synectics meaning 

‘bringing together diverse concepts,’ is ideally suited to small group creativity. The process is 

governed by a set of principles to facilitate human interaction, collaboration and innovation. 

Nolan and Williams (2010:11) describes Synectics as a process of innovation articulated in the 

form of practical tools and application models. Creative tools can be used as part of the process, 

or independently, depending on situational requirements.  

 

In the Synectics process participants learn the value of supportive behavior for creativity, such as 

accepting ideas, assuming others in the group have positive intentions, building on ideas, and 
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providing early support for ideas (Prekel, 2009). These types of behaviors create a co-operative, 

facilitating climate where team members can channel their energies towards the creative task. 

This climate provides a psychologically safe place, where participants can express themselves 

freely, encouraging divergent thinking (Mumford, 2000). Synectics build on three dimensions for 

task performance; firstly facilitating a creative climate through supportive behavior, secondly 

stimulating creative thinking by using tools to generate new ideas and finally by focusing on 

creative action which drives the implementation of ideas (Nolan and Williams, 2010). 

 

The Synectics process includes the five stages of the creative problem-solving process, namely 

problem definition, preparation, generation of alternatives, evaluation and implementation, but 

expands certain stages to increase the likelihood of novel outcomes. Figure 1 illustrates the 

simplified creative process shared by SynNovation. Both divergent (the top triangle) and 

convergent processes (the inverted triangle) form as part of the creative problem solving process, 

indicated in Figure 2. Group members are assigned specific roles. Each role carries expectations, 

for example the problem owner guides the process and is the individual sharing the problem with 

group members (Nolan and Williams, 2010). The problem owner typically possesses domain-

relevant skills (Amabile, 1996), while most group members act as resources by generating and 

developing ideas and overcoming concerns (Prekel, 2009). All group members should be 

familiar with creativity-related skills and motivation to ensure task success. Finally one group 

member acts as a scribe and records all ideas of group members verbatim, without participating 

actively in the process (during knowledge transfer). 

 

After the problem owner briefly shares the task to be addressed by providing a brief history of 

the problem, why it is a problem, what has been tried, authority to make needed changes and the 

possible dream solution, the initial idea generation commences (Nolan and Williams, 2010). The 

problem definition and preparation stages are contracted in Synectics; since the problem owner 

should have already completed these stages before the group process starts. Synectics differs 

from traditional brainstorming in that it does not stop after the groups’ initial ideas are exhausted, 

but further divergent thinking is stimulated by using a variety of creative tools (e.g. excursions, 

metaphors, lateral thinking, forced association). This process results in a higher number of ideas 

and a richer divergent process. Only after this stage does the process move to the problem owner 
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selecting a number of promising ideas. Ideas should be selected on the basis of intrigue and 

absurdity to result in novel outcomes (Prekel, 2009), since ideas which may at first seem absurd 

often lead to breakthrough solutions (Nolan and Williams, 2010). 

 

Synectics process Conventional creative 

problem-solving process 

 

Divergent processes 

 

 

 

 

 

 

 

 

 

1. Problem definition 

2. Preparation 

 

 

 

3. Generation of 

alternatives 

 

 

 

 

 

 

 

Convergent processes 

 

 

 

 

 

 

4. Evaluation of 

alternatives 

 

5. Implementation 

Figure 2: Overview of the simple Synectics process (Nolan and Williams, 2010) 

 

As shown in Figure 2 selected ideas are further developed by combining promising concepts and 

linking these back to the problem. Selected alternatives are then filtered through a constructive 

feedback process (itemized response), where the positive aspects of the alternatives are put forth, 

while potential negative aspects are listed as concerns and the group brainstorms on how these 

aspects can be overcome. After the problem owner is satisfied that the main obstacles to 

implementation is addressed, the group moves onto the next step to formulate an action plan. The 

Synectics process is therefore a comprehensive process, which expands the idea generation and 

evaluative stages of the traditional creative problem-solving method. 

 

Four elements of the Synectics process make it unique and powerful, namely the problem owner 

concept, the use of metaphors and excursions, idea development and constructive evaluation 

(Nolan and Williams, 2010:16-19): 

Problem definition is presented to the 
group as a task goal, specifying a brief 
history of the problem, what has been 

tried, their authority and the dream 
solution. 

Exploration and springboards 

Idea generation through creative tools 

Selection based on intrigue and absurdity 

Idea Development 

Evaluation through itemised response 

Choice and action plan development 
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 Problem owner concept: The problem owner role provides direction to the creative 

process by describing the problem, selecting the avenues to be pursued, evaluating the 

developing ideas, specifying direction for improvement and deciding when the idea is 

sufficiently developed to be implemented. This person thus becomes the champion 

(Howell & Boies, 2004) for the new solution and has the means to implement it.  

 Use of metaphors and excursions: Metaphors and excursions are creative tools which 

facilitate lateral thinking and helps make connections between previously unrelated 

concepts, often with humorous results. Excursions consist of putting the problem out of 

one’s mind, and concentrating on the excursion. Irrelevant material is generated, based on 

a metaphor, image or other activity. Participants stay aware of the problem, while busy 

with the excursion process. After the excursion is over the irrelevant material can be used 

to generate novel ideas that might start to solve the problem. 

 Idea Development: Idea development is facilitated by the selection of initial promising 

ideas and developing these from ideas to possible solutions, linking the divergent and 

convergent stage of the process. 

 Constructive feedback: Constructive feedback, also known as itemized response is a 

simple way of providing useful feedback by first focusing on the positive aspects of an 

idea, then addressing negatives or disadvantages. The Synectics process aims to retain the 

attractive features of the idea and develops and changes the idea to overcome its 

disadvantages. 

 

Running of the workshop 

 

The SynNovation workshop commenced with an ice breaker to set the initial tone and create an 

open, enjoyable climate, focused on collaboration. The facilitator then proceeded to stimulate 

learning and knowledge by explaining the principles on which Synectics is built and the role and 

need for innovation and creativity in organizations. 

 

The group of twenty was then split in half for experiential learning exercises. One of the groups 

was divided into smaller groups of five people each to creatively solve problems they personally 

experienced and apply the skills they had just learnt. The other larger group was taken to an 
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observation room (fitted with a television) where they watched the first group’s interactions, 

behavior and problem-solving skills. There-after a debriefing took place where the active groups 

shared their experiences, while the observation group contributed what they saw. Then the 

groups exchanged roles: the observation group got the chance to creatively problem-solving, 

while the other group had the opportunity to learn by observation. In this way, learning was 

enhanced by participants being able to view each other and recognize and identify the various 

roles and behaviors of group members interacting. 

 

After the initial experiential exercise, participants were exposed to various creative techniques, 

such as brainstorming, lateral thinking, excursions and metaphors, allowing them to expand their 

creative repertoire. All creative techniques presented were used by participants to generate ideas. 

Finally the Synectics process (depicted in Figure 2) was explained to participants, and 

opportunities were provided where participants could practice these skills, combining the 

implementation and ramp-up stickiness stages, while the facilitator was available. 

 

Measures 

 

Scale items were developed, in line with the objectives of the SynNovation workshop and the 

creativity literature to capture salient creative skills as constructs (Kumar & Holman, 1997; 

Tierney & Farmer, 2002; Oldham & Cummings, 1996; Sethi, Smith & Park, 2001). By using a 

questionnaire it was possible to gain quantitative insight into students’ perceptions of their own 

skills on various factors. A 5-point scale was used where participants rated their satisfaction with 

their own skills and abilities in terms of various statements, where 1 represented very dissatisfied 

and 5 very satisfied. The following skills/constructs were assessed: 

 Teamwork: Participants had to rate their team skills, ability to work with others, evaluate 

ideas in a positive manner, and to receive suggestions from team members. 

 Problem-solving skills: Participants were asked to rate their ability to solve complex 

problems, while maintaining high energy levels and their ability to turn creative ideas 

into action plans. 
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 Supportive communication skills: Items in this section referred to personal abilities to 

communicate; provide constructive feedback; time management when being creative; 

ability to build consensus and ability to trust others. 

 Creative self-efficacy:  Several items pertaining to their abilities to solve problems 

creatively and innovatively; effective decision-making and to look at problems from new 

perspectives. 

 Learning and knowledge of creativity and innovation: Participants were asked to rate 

their knowledge in terms of how positive behaviors stimulate creativity, tools for 

creativity and application of these to personal and work (study) problems; the use of 

creativity techniques in a group setting; and their innovation skills. 

 

Procedure and Analysis 

 

The quasi-experimental pre-, post- and post-post test design is shown in Figure 3. The stages of 

measurement are aligned to the stickiness stages of Szulanski (2000).  

 

Participants rated their team and individual creative competencies four times at three different 

time intervals; more specifically, as indicated in Figure 3: 

 Time O1: This represents the initiation stage of knowledge transfer, therefore 

participants were asked to rate themselves before participating in the workshop. 

 Time O2: This represents knowledge and competencies transferred after the 

implementation and ramp-up stages.  This measurement was done immediately after 

completing the workshop (X), where participants again rated themselves on the same 

factors.  Implementation and ramp-up stages are incorporated, since the workshop 

allowed participants to practice newly acquired competencies during the workshop. 

 Time O3: Three months after the workshop a final questionnaire was administered. 

This questionnaire had two main sections.  Participants were asked to think back to 

their initial skills level before the workshop and rate their skills at that stage (O3 

before) and also rate their current skills level (O3 after) on the same factors. 
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O3 

Before 

 

O3 

After 

 

 

 

 

Experimental group O1 X     O2  

 

X = workshop 

 

 

 

    Initiation  Implementation & Integration 

       Ramp-up 

 

Figure 3: The quasi-experimental design: representation of the times of measurement 

 

Investment in creativity training is of little use, unless the effects endure over time. Studies that 

only measure participants immediately after a workshop may have biased results since 

participants could have highly positive feelings and be enthusiastic, after an enjoyable day only 

to discover after a period of time that no real skills transfer has taken place (Mathisen and 

Bronnick, 2009).  Therefore this study assessed creative skills immediately after the workshop 

(O2), but also three months later (O3). 

 

Data were statistically analyzed using SPSS 19 (IBM SPSS Statistics 2011). Construct validity of 

the questionnaire was assessed using exploratory factor analysis and reliability was assessed by 

calculating Cronbach alpha coefficients. Repeated measures analysis of variance (ANOVA) and 

least square post-hoc test was computed to determine if the mean scores of the skill constructs 

differed significantly over the time periods and differences between groups were assessed with in 

dependent t-tests and one way ANOVAs between groups.  The relationship between constructs is 

assessed using correlation analysis. 

 

RESULTS 

The results section first presents reliability and construct validity results; second descriptive 

statistics provide an overview of the data; third the hypotheses relating to team creative 

competencies and individual creative competencies over the stickiness stages are assessed and 

finally differences in these competencies, related to gender, major and age are determined. 
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Reliability and Construct Validity 

 

The internal reliability of the sub-scales for each construct was assessed using Cronbach’s alpha 

coefficient, which provides an indication of the extent to which a set of items (for example, six 

items measuring teamwork) are interrelated and internally consistent (Pallant, 2006). The values 

in Table 2 indicate that the instrument used to capture the constructs has acceptable reliability, 

since all scores exceed the 0.70 value (Nunnally, 1978).  

 

Table 2: Reliability results 

 

Factors No of items Cronbach alpha coefficient 

1. Teamwork 6 0.810 

2. Problem solving skills 5 0.751 

3. Supportive communication 8  0.804 

4. Creative self-efficacy 4 0.737 

5. Learning and Knowledge 7 0.971 

Total (n)  54 

 

Factor analysis was used to assess the uni-dimensionality of the five creative competency factors, 

since the sample was too small to conduct more stringent statistical tests. The factor loadings and 

variance explained by the items of each construct is shown in Table 3.  
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Table 3: Uni-dimensionality of constructs using factor analysis and variance explained per factor 

Items 

Factor 1 Factor 2 Factor 3 Factor 4 Factor 5 

Teamwork 

 

Problem-solving 

skills 

Creative 

self-efficacy 

Supportive 

communication 

Learning 

and 

Knowledge  

 

Make decisions (Item 5) 0.598     

Listen to others (Item 7) 0.568     

Teamwork (Item 12) 0.716     

evaluate ideas positively (Item  13) 0.673     

Change perspective (Item 22) 0.637     

Receive suggestions from team 

members (Item  23) 

0.749     

Problem-solving ability (Item 4)  0.712    

Motivate myself (Item 11)  0.636    

Maintain energy during problem-solving 

(Item 15) 

 0.703    

Time use creative problem-solving 

(Item 32) 

 0.717    

Turn creative ideas into action plans 

(Item 33) 

 0.720    

Personal time management (Item 3)   0.638   

Assertive (Item 8)   0.689   

Motivate others (Item 10)   0.551   

Gain trust (Item 17)   0.712   

Trust others (V18)   0.631   

Communicate (Item 19)   0.745   

Influence or persuade others (Item 20)   0.820   

Build consensus (Item 21)   0.615   

Personal creative ability (Item 1)    0.828  

New way to solve problems (Item 6)    0.797  

Creative ideas (Item 9)    0.801  

New perspective (Item 14)    0.664  

Positive behaviours creativity ( Item 26)     0.669 

Creative tools (Item 27)     0.789 

Creativity for personal problems 

(Item 28) 

    0.799 

Creativity to solve work problems 

(Item 29) 

    0.790 

Creativity to solve group problems 

(Item 30) 
    0.805 

Innovation skills (Item 31)     0.680 

Items explaining variance in construct 43.53% 48.74% 44.25% 60.10% 57.38% 

 

The items of the five creative competency constructs shown in Table 3 all explain more than 

43% of the variance in each construct and shows evidence of construct validity. 

 

  



28 
 

Descriptive statistics 

 

The descriptive statistics for team and individual creativity competency constructs are shown in 

Table 4 for the different stickiness stages, indicated by the four time periods of measurement. As 

shown in Table 4 the study did have an attrition rate of 28% as the third wave of data collection 

took place three months after the first wave. The mean scores for all team and individual 

creativity skills increased over time, while skills at the initiation stage (O1) compared to the 

reflection of these skills at the integration stage (before O3) suggest that most participants 

overestimated their knowledge of creativity at the initiation stage (O1).  

 

Table 4: Descriptive statistics for creativity skills  

 
Factors Time N Mean SD Range Min-max 

Teamwork Initiation(O1) 75 3.871 0.527 2.67 2.17 – 4.83 

Implementation & Ramp-

up (O2) 
55 4.340 0.447 2.00 3.00 – 5.00 

Reflection (before O3) 54 3.535 0.443 2.00 2.50 – 4.50 

Integration (after O3) 54 4.136 0.369 1.83 3.17 – 5.00 

       

Problem-solving  Initiation(O1) 75 3.381 0.627 2.80 2.00 – 4.80 

Implementation & Ramp-

up (O2) 
55 3.975 0.526 2.40 2.60 – 5.00 

Reflection (before O3) 54 3.120 0.512 2.60 1.60 – 4.20 

Integration (after O3) 54 3.793 0.418 1.60 3.00 – 4.60 

       

Supportive 

communication 

Initiation(O1) 75 3.607 0.572 2.75 2.13 – 4.88 

Implementation & Ramp-

up (O2) 
55 3.969 0.444 2.13 2.88 – 5.00 

Reflection (before O3) 54 3.353 0.4897 2.13 1.88 – 4.00 

Integration (after O3) 54 3.836 0.374 1.88 2.63 – 4.50 

       

Creativity Self-

efficacy 

Initiation(O1) 75 3.520 0.606 3.50 1.50 – 5.00 

Implementation & Ramp-

up (O2) 
55 4.196 .50847 2.25 2.75 – 5.00 

Reflection (before O3) 54 3.1308 .59920 2.75 1.75 – 4.50 

Integration (after O3) 54 3.940 .56674 2.75 2.25- 5.00 

       

Learning and 

Knowledge 

Initiation(O1) 75 3.156 0.594 3.33 1.00 - 4.33 

Implementation & Ramp-

up (O2) 
55 4.270 0.552 2.43 2.57 – 5.00 

Reflection (before O3) 54 2.890 0.563 2.43 1.57 – 4.00 

Integration (after O3) 54 3.923 0.423 2.17 2.67 – 4.83 
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The relationships between the creativity constructs were assessed using Pearson’s product 

moment correlation coefficient. Table 5 shows the strength of the correlations between team and 

individual creative competencies of medium strength (r = 0.30-0.49) to large (<0.50) and 

significant. During the initiation stage (O1) it seems no significant correlations exist between 

teamwork and learning and knowledge as well as teamwork and creative self-efficacy, this can 

be ascribed to recipients’ original perceptions at the initiation stage differing from their 

perceptions later on, after they completed the workshop. The significant correlations are to be 

expected, since all the team and individual creative competencies are needed to ensure success in 

the creativity process. 

 

Table 5: Pearson product moment correlations over time 

Constructs and Stages   

Initiation n Teamwork PS Skills Comm Creative 

self-efficacy 

1. Teamwork 75 1    

2. PS skills 75 0.438** 1   

3. Comm 75 0.432** 0.558** 1  

4. C Self-efficacy 75 0.123 0.432** 0.343** 1 

5. Learning 75 0.139 0.501** 0.328** 0.402** 

Implementation & 

Ramp-up 

n     

1. Teamwork 55 1    

2. PS skills 55 0.625** 1   

3. Comm 55 0.650** 0.707** 1  

4. C Self-efficacy 55 0.639** 0.711** 0.669** 1 

5. Learning 55 0.663** 0.696** 0.636 0.708** 

Reflection (before O3) n     

1. Teamwork 54 1    

2. PS skills 54 0.606** 1   

3. Comm 54 0.554** 0.604** 1  

4. C Self-efficacy 54 0.330* 0.514** 0.525** 1 

5. Learning 54 0.465** 0.626** 0.461** 0.582** 

Integration (O3 after) n     

1. Teamwork 54 1    

2. PS skills 54 0.650** 1   

3. Comm 54 0.495** 0.589** 1  

4. C Self-efficacy 54 0.422** 0.555** 0.483** 1 

5. Learning 54 0.450** 0.550** 0.328* 0.613** 

** p <0.01 

*   p<0.05 
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Assessment of hypotheses 

 

The hypotheses were assessed using repeated measures analysis of variance (ANOVA), enabling 

us to determine if the differences between means over the different stickiness stages were 

significant. Time was the repeated-measures factor for three measurements of the stickiness 

stages and the Fisher’s least significant difference (LSD) post-hoc test was used to determine if 

the difference found between two means is due to the intervention or simply due to random 

chance. A value of 0.05 was used to determine the level of significance. In the plots that follow 

letters are assigned to the means to show its relationship to other treatment means.  In cases 

where means have one or more letters in common, it is probable that the difference between 

them is not significant but the result of random chance (Pallant, 2006). Team creative 

competencies over the stickiness stages are first assessed and then individual creative 

competencies are evaluated. 

 

Team creative competencies 

Team creative competencies refer to teamwork, problem-solving and supportive communication 

were assessed using one-way repeated measures ANOVA to determine if the Synectics 

workshop could overcome stickiness predictors over the stages in the knowledge transfer 

process. 

 

Teamwork was assessed using one-way repeated measures ANOVA over time.  The descriptive 

statistics in Table 4 show that there are differences in the mean scores over the stickiness stages 

[Wilks Lambda=0.30, F3, 44) =36.580, p<0.0005, multivariate partial eta squared=.70], which 

were significant. Figure 4 shows the means plot of the Fisher LSD post-hoc test. 
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Figure 4:  Post-Hoc Fisher LSD Test: Teamwork 

Vertical bars denote 95% confidence intervals 

 

Figure 4 shows significant differences between the means for measures of teamwork over the 

stickiness stages. Participants were relatively confident of their teamwork competencies prior to 

the knowledge transfer process at the initiation stage (Time O1, mean = 3.933, b), perhaps 

somewhat unaware or unsuspecting of possible shortcomings in this area (Szulanski, 2000). 

After their participation in the workshop at the implementation and ramp-up stages participants 

competencies increased significantly at Time O2 (mean = 4.337, a) as expected. Three months 

later at the integration stage teamwork skills were rated slightly lower than after the workshop 

(Time O3 after mean = 4.157, a), however this difference was not significant compared to skills 

measured just after the workshop (Time O2). Although we see a slight decline after three months, 

participants were still of the opinion they retained skills gained during the knowledge transfer 

process. When they were asked to reflectively indicate their knowledge of teamwork 

competencies before the workshop, a lower mean score is evident (Time O3 before, mean = 

3.5367, c) compared to their rating at the initiation stage (Time O1, mean = 3.933, b). The 

difference between the means is significant suggesting that participants reflectively perceived 

shortcomings in their skills at the initiation stage and only realized after the workshop that they 

were perhaps overconfident of their competencies 

 

Problem-solving skills: The descriptive statistics for problem-solving skills are presented in 

Table 4. The results of the one-way repeated measures ANOVA indicate a significant effect for 
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time on the problem-solving constructs of participants for the different stickiness stages [Wilks 

Lambda=0.31, F3, 46)=34.521, p<0.0005, multivariate partial eta squared=.69]. The means plot, 

shown in Figure 5 displays the result of the LSD post-hoc test for problem-solving competency 

over time.  

 

 

Figure 5:  Post-Hoc LSD Test: Problem-solving 

Vertical bars denote 95% confidence intervals 

 

Figure 5 shows significant differences between the means for all three measures of problem-

solving competency over the stickiness stages. At the initiation stage participants on average 

were self-assured of their problem-solving skills (Time O1, mean = 3.400, b), their skills 

increased significantly after the intervention at the implementation and ramp-up stages (Time O2, 

mean = 3.988, a) and did not decline significantly three months after the knowledge transfer 

process (Time O3 after mean = 3.820, a). This could be due to very specific processes and 

guidelines shared and practiced during the workshops, making these skills easier to retain, 

compared to teamwork skills. Considering participants reflections on their skills at the initiation 

stage (Time O3 before, mean = 3.110, c), it seems they perceive the shortcomings in their 

problem-skills significantly greater, compared to time O1. 

 

Supportive communication, the last component of team-related creativity skills, was also 

assessed using one-way repeated measures ANOVA (see Table 4 for descriptive statistics). The 
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mean scores are significantly different over time [Wilks Lambda=0.44, F 3, 47) =20.780, 

p<0.0005, however the effect size was not as strong as those for the other constructs 

(multivariate partial eta squared=.57). The post-hoc LSD test’s results in shown in Figure 6. 

 

 

Figure 6:  Post-Hoc LSD Test: Teamwork 

Vertical bars denote 95% confidence intervals 

 

Figure 6 shows significant differences between the means for three measures of supportive 

communication over time, similar to the changes for teamwork and problem-solving 

competencies over the stickiness stages. Prior to the workshop at the initiation stage (Time O1, 

mean = 3.593, b) participants were satisfied with their supportive communications skills, 

however their rating of their skills in this area improved significantly at the implementation and 

ramp-up stages, at Time O2 (mean = 3.978, a). The perceived improvement of this competency 

endured till three months after the workshop at the integration stage (Time O3 after mean = 

3.8600, a). Again when participants reflected on their supportive communication competency at 

the initiation stage (Time O3 before, mean = 3.366, c) their overconfidence in this area only 

becomes apparent after the knowledge intervention.  

 

The results from Figures 4 to 6 enable assessment of the hypotheses. Hypotheses 1a is accepted 

for all teamwork competencies, since teamwork, problem-solving and communication were 

assessed more favorably at the initiation stage (O1), compared to reflection at the integration 

stage (O3 before). Hypothesis 3a is accepted, since teamwork, problem-solving and supportive 
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communication competencies were at their highest after the implementation and ramp-up 

stickiness stages. Hypothesis 4a which states that team creative competencies will decline after 

the implementation stage cannot be accepted, since the decline in these three competencies after 

three months was not significant, with most competencies being retained at high levels.  

 

Individual creative competencies 

Individual creative competencies refer to creative self-efficacy and learning and knowledge of 

creativity and the creative process. These competencies were assessed using one-way repeated 

measures ANOVA to determine if the Synectics workshop could overcome stickiness predictors 

over the stages in the knowledge transfer process. 

 

Creative self-efficacy: A one-way repeated measures ANOVA was conducted to compare the 

means of creative self-efficacy over the stickiness stages. The means and standard deviations are 

presented in Table 4. There was a significant effect for time [Wilks Lambda=0.27, F3, 46) 

=40.590, p<0.0005, multivariate partial eta squared=.73]. The means plot, shown in Figure 7 

displays the result of the Fisher least square difference (LSD) post-hoc test for creative self-

efficacy over time.  

 

 

 

 

 

 

 

 

 

 

Figure 7:  Post-Hoc LSD Test: Creative self-efficacy 

Vertical bars denote 95% confidence intervals 

 

Creative self-

efficacy 
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Figure 7 shows significant differences between the means for all three measures of creative self-

efficacy over the stickiness stages. At the initiation stage participants were very confident in their 

own creative abilities prior to the knowledge transfer process at Time O1 (mean = 3.520, b), their 

efficacy increased significantly after the workshop at the implementation and ramp-up stages 

(Time O2, mean = 4.196, a). Three months after the workshop at the integration stage their 

creative self-efficacy remains high (Time O3 after mean = 3.940, a) and is not significantly 

different compared to Time O2 just after the knowledge transfer process. Mathisen and 

Bronnick’s (2009) study find that creative self-efficacy endures over time, supporting the 

findings of this study. 

 

Upon reflecting on their creative abilities at the initiation stage, participants indicated that they 

had lesser efficacy levels (Time O3 before, mean = 3.1308, c) before the workshop. The reason 

for rating their efficacy levels higher could hubris, the tendency of people to overestimate their 

knowledge (Lichtenstein et al. 1982), especially in uncertain situations and complex tasks. 

 

Learning and Knowledge of creativity: A one-way repeated measures ANOVA was conducted to 

compare the scores on Learning and Knowledge for the stickiness stages, with means and 

standard deviations presented in Table 4. There was a significant effect for time [Wilks 

Lambda=0.20, F3, 46) =61.516, p<0.0005, multivariate partial eta squared=.80]. The means plot, 

shown in Figure 8 displays the result of the LSD post-hoc test for learning and knowledge over 

time.  

 



36 
 

 

Figure 8:  Post-Hoc LSD Test: Learning and Knowledge 

Vertical bars denote 95% confidence intervals 

 

Figure 8 shows significant differences between the means for all the stickiness stages. Examining 

the results more closely it appears that learning and knowledge increased significantly from the 

initiation stage (Time O1, mean = 3.156, a) to the implementation and ramp-up stages after the 

workshop (Time O2, mean = 4.270, b). However at the integration stage, three months after the 

workshop (Time O3 after, mean = 3.923, d) there is a significant decline in learning and 

knowledge, compared to just after the workshop. It is interesting that this decline is shown in a 

competency that is more abstract and conceptual than the other four competencies. This could be 

due to recipients’ retentive capacity, representing a stickiness predictor. 

 

Comparing participants’ mean scores of their learning and knowledge of creativity reflectively 

three months after the workshop (Time O3 before, mean 2.89, c) with their scores prior at the 

initiation stage shows that they initially perceived their level of learning and knowledge 

regarding creativity and innovation more favorably (mean = 3.156, a), than they did three months 

after the intervention. This finding suggests that participants are often not aware of their lack of 

skills, before knowledge transfer takes place, confirming overconfidence.  

 

The results from Figures 7 and 8 enable assessment of the hypotheses. Hypotheses 1b is accepted 

for the individual competencies, since creative-self-efficacy and learning and knowledge of 
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creativity were assessed more favorably at the initiation stage (O1), compared to reflection at the 

integration stage (O3 before). Hypothesis 3b is accepted, since creative self-efficacy and learning 

and knowledge competencies were at their highest after the implementation and ramp-up 

stickiness stages. Hypothesis 4b which states that individual creative competencies will decline 

after the implementation stage can only be accepted for the learning and knowledge competency; 

however for creative self-efficacy it is rejected. The decline in creative self-efficacy was not 

significant, however for learning and knowledge it was.  

 

Significant differences between groups 

 

The sample groups were compared in terms of gender, study major and for the different age 

groups for team and individual creative competencies across the different stickiness stages. 

 

Independent samples t-tests were conducted to compare the team and individual creative 

competencies for males and females. There was no significant difference in the scores for males 

and females (p>0.05). Independent samples t-tests were also conducted to compare the team and 

individual creative competencies for Business and Food Science students, again no significant 

differences were found for these groups. Furthermore one way analysis of variance was 

conducted to compare three age groups (group 1, aged 20 years and younger, group 2, aged 21 

and 22; and group 3, aged older than 23 years) for the team and individual creative 

competencies. No significant differences were found across the age groups. Therefore 

hypotheses 2a and 2b which expected male, business students to obtain higher team and 

individual creativity scores cannot be accepted. 

 

DISCUSSION AND IMPLICATIONS 

 

This paper observed competency transfer through ‘stickiness stages’ by examining how team and 

individual creative skills are transferred over time, using the Synectics approach. Team creative 

competencies in this study are reflected by teamwork, problem-solving and supportive 

communication skills, while individual creative competencies are captured by creative self-

efficacy and learning and knowledge of the creative process. The process of transferring team 
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and individual creative skills is expected to be complex, messy and unpredictable, since intricate, 

interactive social processes underlie the knowledge transfer and as Jensen and Szulanski (2004) 

point out losses normally occur during the transfer and there are several inhibitors over time 

which makes it difficult to transfer this type of knowledge. While the Synectics process focuses 

on addressing many of the inhibitors, the stickiness stages (initiation, implementation, ramp-up 

and integration) in knowledge transfer provided a valuable framework to understand how and 

where losses occur during the stickiness stages of team and individual creative competencies.  

The findings of this study show that Synectics is an effective approach to transfer both team and 

individual creative skills over time, overcoming ‘stickiness’ in different stages, through the 

methodology and tools employed in the approach.  

 

The initiation stage requires an organization to be aware of the need for knowledge transfer, 

recognizing that the current skills level is not adequate (or can be improved) to achieve a set 

goal. Therefore an organization or group who require knowledge transfer first needs to admit a 

deficiency or that there is a superior way to do things. In this study participation was voluntary 

and students were used as participants, since Mathisen and Bronnick (2009) find no significant 

difference between employees and students in creativity interventions. Most students 

participated, since they were interested in improving their creativity and innovation skills, thus 

they were motivated recipients. In general participants perceived their team and individual 

creative competencies as favorable at the initiation stage prior to the workshop, indicative of 

hubris. Particularly teamwork and supportive communication were competencies participants 

considered themselves to be strong in, while creative self-efficacy, an individual level construct 

was also high. Participants in this study were thus relatively confident in their abilities and did 

not perceive themselves as being weak in team or individual creative competencies. 

 

The implementation stage centers on the knowledge transfer, while the ramp-up stage allows 

recipients to use their newly acquired skills in a safe environment to determine unexpected 

problems to be solved or misunderstandings to be clarified. The Synectics workshop was 

structured in such a way that it allowed time for both knowledge transfer and practical 

application of skills. Participants reported a significant increase in their skills after the workshop 

at the implementation and ramp-up stages (Time O2) for all the team and creative competencies, 
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supporting the arguments of Szulanski (2000) and the findings of Mathisen and Bronnick (2009). 

Information flows and perceptions of improved competencies peaked at these stages. 

 

During the integration stage newly acquired competencies should become part of habitual 

knowledge and practices of individuals, teams and organizations. Particularly within 

organizations the climate should be supportive of creative behaviors, since these behaviors can 

be particularly vulnerable to harsh, barren organizational climate. The nature of this study did not 

allow for assessing the integration stage within an organization, but only allowed assessment of 

whether individuals and teams perceived their competencies to have improved over time. The 

findings confirm that the team and individual creative competencies increased significantly even 

three months after the knowledge transfer process, confirming Mathisen and Bronnick’s (2009) 

study where the effect of training on creative self-efficacy showed a longer-term effect, 

specifically for individual creative self-efficacy. This study extends their work by showing that 

both team and creative competencies can improve over time, due to an effective knowledge 

transfer process, where an awareness of stickiness predictors, can result in designing an 

intervention to minimize the effect of these predictors.  

 

Learning and knowledge of the creative process and competencies provide the foundation of 

achieving successful task outcomes. The workshop focused on transferring knowledge in the 

following areas: the role the creative climate plays in the process, each individual’s role in 

creating that climate, the creative process, and creative tools to encourage divergent thinking as 

well as convergent processes and creative action to implement new ideas. The one way ANOVA 

indicated that learning and knowledge of participants increased significantly after the workshop 

at the implementation and ramp-up stages (Time O2), and that there was longer-term retention of 

this knowledge, however was a significant decline in retention of these competencies when 

comparing the mean score straight after the workshop (Time O2) to the mean at the integration 

stage (Time O3). Some of this can be ascribed to lack of retentive capacity or another reason for 

this could be is that the creativity process requires not only knowledge, but practical skills as 

well. The Synectics process involves a number of intricacies in developing and selecting ideas 

and practicing the process with colleagues within an organizational context, applied to work 
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problems would be more beneficial than a one day student workshop, where participants can 

only apply the process individually or with others who have received Synectics training. 

 

However when they were asked three months later to reflect on their skills prior to the workshop 

and on their current skills (at Time O3), mean scores showed initial skill levels much lower than 

they evaluated themselves prior to the workshop at Time O1. This finding suggests that students 

(similar to other individuals) may be more confident of their knowledge and skills prior to 

attempting a new project or skill, since they are unaware of the requirements of that project 

and/or their own shortcomings in certain areas. The study did not find any significant differences 

in the team and individual creative competencies for gender, major or age groups 

 

This study has implications for theory, educators and managers. Theoretically this study 

contributes in three ways. Firstly it extends the concept of stickiness (Szulanski, 2000) from an 

organizational context and shows it has value for the entrepreneurship educational context too, 

when teaching undergraduate students. Many entrepreneurship education courses only focus on 

the knowledge transfer implementation stage and fail to focus on the ramp-up and integration 

stages. Secondly this study finds that a workshop, based on Synectics principles, where efforts 

are made in the design, planning and method to overcome the predictors of stickiness, can be 

effective in transferring creative competencies up to the integration stickiness stage. The 

assignment of group roles, providing guidelines for several creative behavioral processes and 

reflective practice enhance the effectiveness of the workshop. Thirdly, creative competencies 

within the organizational context require management graduates to be skilled in team and 

individual creative competencies as well as the creative process (Taggar, 2002; Hirst et al, 2009). 

Team creative competencies include teamwork, creative problem-solving process and supportive 

communication skills. Individual creative competencies confirm Amabile’s (1996) componential 

model of creativity showing the relevance of creative self-efficacy and knowledge of the creative 

process. Therefore both team and individual competencies contribute to organizational 

innovation outcomes. The design of the study also demonstrates that knowledge transfers should 

be assessed over several stickiness stages, since investments in creativity interventions need to 

produce enduring effects. 
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For educators it is important to take note of the stickiness predictors and design management 

education courses to address stickiness in the four categories of stickiness predictors namely, 

knowledge, the source (themselves), the recipients (their students) and the context. Firstly while 

most educators are typically skilled at overcoming causal ambiguity, they should also address 

unproven knowledge by providing proof to students of where the theories, frameworks and skills 

they share are successfully used in practice. Secondly educators should realize the role they play 

in influencing students’ motivation, skills and beliefs to engage in the creative process, through 

their own credibility, but also developing a relationship with students. Thirdly the importance of 

students’ motivation, absorptive capacity and retentive capacity should be taken into account. 

Finally the importance of class context (organizational climate), especially for creativity and 

innovation cannot be ignored. The findings of this study confirm that educators should use an 

experiential learning approach within a supportive environment to transfer creative skills. Small 

group activities, within tutorial settings should provide an ideal setting for transferring creative 

skills, where educators see themselves more as facilitators and allow students to practice skills 

they have learnt and reflect on their level of development. The framework of the predictors of 

stickiness and stickiness stages provide a valuable lens for educators to reflect on course design 

and delivery. 

 

For managers the implications of the study are three-fold. Firstly the study emphasizes that 

transferring creative and innovative competencies are a complex process, therefore awareness of 

stickiness predictors and stages are valuable to identify and remedy losses. Especially the 

creation of a supportive organizational climate, which starts with top management commitment 

to the innovation process, as well as middle management support is critical at all stickiness 

stages, however crucial at the integration stages, after recipients have acquired the needed 

competencies to ensure that these competencies become accepted, ingrained and habitual within 

an organization. Secondly the study shows that both team and individual creative competencies 

contribute to the generation of ideas and proposal of solutions. The Synectics process is 

effective, since it builds on the creativity and stickiness theories by providing practical guidelines 

and processes for successful creativity and innovation within organizations, as well as 

developing competencies of participants.  The development of these competencies aid in the 

divergent and convergent process involved in creativity and innovation. Finally the study shows 
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that the competencies sought in the knowledge transfer process should be tracked and made 

measurable (Mumford, 2001) providing evidence of achievement of key training performance 

areas. It is anticipated that creativity initiatives in firms will increase over time, as innovation 

pressures grow to create and build sustainable competitive advantage, as well as the need to track 

investments made in developing staff. Human resource managers and organizations like 

Synectics focused on offering creativity workshops can develop measurement instruments from 

the literature and refine these to assess creative competencies over the stickiness stages and track 

the outcomes of the knowledge transfer process. 

 

As with quasi-experimental studies, this study has several methodological limitations. Firstly, 

this study did not utilize a control group against which the results of the experimental group 

could be compared. Secondly there was a substantial reduction in sample sizes from the initiation 

stage (Time O1) to the integration stage (Time O3), since participation was voluntary. Finally the 

student sample used for this study have been criticized in some cases (Gordon, Slade & Schmitt, 

1986), however Mathisen and Bronnick (2009) did not find significant differences between the 

creative self-efficacy of working and student participants after a knowledge transfer intervention. 

It is expected that there could be a similar effect for other creative skills, yet future research 

should test whether the same results would be applicable in firm-level settings as well. 

 

CONCLUSION 

 

In conclusion this study shows the stickiness stages of knowledge transfer (initiation, 

implementation, ramp-up and integration) are a valuable framework to examine how team and 

individual creative competencies and skills are transferred over time. A knowledge transfer 

process based on Synectics principles is effective in transferring team and individual creative 

competencies, with significant improvements reported in these competencies after the 

implementation and ramp-up stages, enduring up to three months later at the integration stage. 

Since creativity in organizations often take place in team-settings, the workshop also showed 

how teamwork, creative problem-solving and supportive communication skills significantly 

improved over time through the knowledge transfer process students participated in. Individual 

creative skills, namely creative self-efficacy and learning and knowledge also improved 
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significantly, although there a decline was reported in learning and knowledge of the creative 

process, three months later. Experiential learning and an awareness and mitigation of stickiness 

predictors, used in the workshops seem to be an effective pedagogical method to transfer creative 

competencies and overcome ‘stickiness,’ allowing team and individual competencies to stick in 

the minds of participants. 
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ABSTRACT 

This is a conceptual pit stop after five years of entrepreneurship education at a Paris Elite 

Business School. Doubts about extant often highly predictive deterministic curricula 

have yielded radically novel approaches in terms of content, form, time, space and 

participant mix. Artists, fashion creators, rap musicians, but also little-educated small 

business owners, informal entrepreneurs, nano-scientists, geeks, hackers, philosophers 

and many more – were invited to set out, with our students, to find, create and accelerate 

entrepreneurial worlds: in the cities, in business, in life. Such creative process views that 

draw from a broad range of relevant and seemingly irrelevant perspectives originally 

aimed at complementing – and sometimes escaping from – classical equilibrium-based 

understandings. They have yielded much more: a radically different pedagogy that favors 

the unleashing of entrepreneurial potential and behavior. An unexpected collateral effect 

was that these experimentations transformed in many ways the entire business school. 

This is work in progress. 

 

Keywords: entrepreneurship education, action learning, entrepreneurial mindset, 

effectuation, emergence, subversion, serendipity. 
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TEACHING THE – UNTEACHABLE? 

 

 

 

Entrepreneurship is considered by many as a principal remedy to a world facing social, 

economic, and ecological challenges that are no longer manageable within the boundaries of classical 

structures and increasingly stifled by institutions and their bureaucracies. Our schools, that are 

teaching entrepreneurship, are no exception to this classicism. What is the essence of 

entrepreneurship? Is it the “pursuit of opportunity” beyond available resources (Stevenson 2000) … 

Or is it “ away of thinking and acting, that is opportunity obsessed (…) with the purpose of value 

creation” (Timmons 1994) a “…a subversive activity (that) upsets the status quo, disrupts accepted 

ways of doing things, and alters traditional patterns of behavior” (Smilor 1997)? What opportunity? 

What value? What behavior? And how can entrepreneurship be learned or, for that matter, taught? 

And there is a new and powerful phenomenon: Internet. This impacts both as a facilitator of 

institutional control (every move we make leaves an electronic spoor behind that renders our agency 

and therefore our whole individual and social being increasingly transparent) and as a liberator, in 

which individuals and small groups can freely create purposeful networks, raise consciousness and 

eventually change societal structures. This requires new teaching, self-organized climates of learning, 

co-created in open networks. Free actors gain control over their learning and shared ownership over 

knowledge.  

We seek to theoretically and empirically apprehend, explore, explain and exploit such 

learning spaces and their potential to change society. We believe that there is a key in the construct of 

subversion. Schumpeter’s creative destruction must be the most cited term in entrepreneurship 

literature and yet we tiptoe around all elements of de(con)struction, failure, rule-bending and snares. 

We are interested in the heuristic potential of subversion, in general and for entrepreneurship and shall 

advance that interest.  

Grounded in this reality, we multiply hands-on pedagogic inquiries on entrepreneurial 
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mindset in graduate and executive classrooms, in popular evening classes with little educated small 

business CEOs and/or outside in the real world.  One of these exercises, briefly conceptualized in Fig. 

1 here below, we are proposing to share at ICSB. Contributions include evidence: 

 

i) that such experiential programs create a much needed exposure to societal and managerial 

complexity, including a chance to fail safely, and  

ii) that such programs can go much further, and be pioneering in contributing to actually 

changing business school paradigm, to become less individual-centered, less elite, more 

open and value creating for its students and the outside world, and   

iii) that good pay-offs are achieved from strongly and regularly involving entrepreneurship 

students in radical, often subversive experiential moments with mixed, non-business 

audiences, and in diverse business and life realities ( eg. informal businesses, problematic 

immigrant suburbs, etc.),  

iv) last but not least, that best results are achieved when diversely mixed audiences are 

addressed and simultaneously, community-building is ensured (physically, by organizing 

matchmaking events, and contests; and virtually, by making systematic, sophisticated use 

of the Internet). 

 

METHODOLOGY: ACTION RESEARCH, EXPERIMENTATION 

We have developed a passion for “cognition in the rough”: action research, action learning, action 

teaching.  Action learners combine individual and organizational change of practical knowledge by 

getting involved in everyday organizational challenges (Boland & Collopy, 2004; Romme, 2003a, 

2003b; Romme & Endenburg, 2006), Brooks, 2004; Dick, 1997; Revans, 1991, 1998) through 

different types of action learning (Yorks & Marsick, 2002): scientific, experiential and critical 

reflection (Marsick, 1988; O'Neil & Marsick, 1994; Pedler, 1991). (Etc.) 

 

RESULTS AND IMPLICATIONS: LEARNING, COPING, COMMUNITY-BUILDING 

Over the years, our research body and our practice as educators have strongly converged, especially 

concerning curricula for entrepreneurship teaching, and known doubts about extant teaching contents 

and forms in this field. Radically novel teaching curricula, be in terms of content, or form or the 

mixing of participant profiles, have seen the light. 1200 hours of entrepreneurship teaching 

(‘teaching’ in very, very many senses, but always constructed with rigor and intellectual probity) have 

been created in five years. Art, design, fashion, but also little-educated small business owners, 

informal entrepreneurs, nanoscientists, geeks, hackers, philosophers and many more– and to set out, 

with our entrepreneurship students, to find such worlds: in the cities, in business, in life. Art and 

artists can help us entrepreneurs to emulate their very different ability to see the world, to project, feel 
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and draw inspiration from the heart as well as the mind and enable what Weick calls ‘disciplined 

imagination’, and what Chia dubs, more radically, ‘entrepreneurial imagination’. In this vein, we have 

designed, implemented and conceptualized a number of experiential pedagogic experimentations, e.g. 

- To stimulate both faculty and students, and to force an opening of mind from the analytic, 

problem-solving thought patterns toward discovery and new relationships of apparently disparate 

facts, we fully associate artists to our programs. This diversity in faculty and student population is 

trying, but worth every effort as it greatly increases our capacity for vision and paradigm 

discovery 

- Similarly, we propose short, evening programs to small business owners, in a very pragmatic, 

experiential style. We associate our final year graduate students to these “hands-dirty” programs, 

were they must work very concretely, and together with the small business owners, on the 

advancement and scaling of their business.  

- Grounded in these experiential programs we build sustainable communities that permit the 

extension, repetition and long-term transformation of the learning experience 

- We give formal assignments to students to express their experience of entrepreneurial becoming 

in poems, essays, collages, foods, sounds, etc. This brings with it a whole series of problems to 

solve regarding comprehension first of all, and then in terms of “correction” and grading. It forces 

faculty to learn and apply new languages.  

- We assign students to early-stage entrepreneurial ventures (usually ventures created by graduates 

of preceding classes), for interviews and for different types of consulting missions. We ask the 

students to translate their experiences in short video sequences and debrief during workshops. 

Such exercises help us complement – and sometimes escape from – the rational, predictive, 

deterministic entrepreneurial toolbox of business plan writing and so on, go beyond the capacity of 

this synthesis and shall be developed and published further. Many of these classes figure today among 

the most coveted of our institution.  

REFERENCES 

(230 references, some are listed in the table below, all are available from author) 

* Full paper forthcoming * 
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THE CONCEPT OF UNIVERSITY ENTREPRENEURIAL CLIMATE AND ITS 

IMPACT ON STUDENTS’ VIEW ON BUSINESS CREATION 

Mario Geissler, Markus Schacht, Cornelia Zanger, Chemnitz University of Technology, Sandra 

Kaminski 

Abstract 

University spin-offs are one of the most visible forms of research commercialization. 

Little is known about how the entrepreneurial environments and activities within the 

academic system influence academic audiences without concrete entrepreneurial plans. To 

overcome this gap, we integrated the university entrepreneurial climate within the 

entrepreneurial pre-launch phase. Furthermore, we divided this process into three stages - 

opportunity identification, entrepreneurial intention creation and nascent entrepreneurial 

behavior. To test our model among the three stages empirically we conducted an online 

survey among students at two German universities and employed regression analyses. In sum, 

results suggest that the perception of a positive university entrepreneurial climate influences 

opportunity identification and helps to translate entrepreneurial intentions into observable 

entrepreneurial behavior. By contrast, the entrepreneurial climate does not directly impact 

intention creation. Thus, it seems that this process is detached from the university 

environment and part of individual engagement in an entrepreneurial career. 
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INTRODUCTION 

Over the past decades, the role of universities within industry and society has changed 

in most of the developed countries. Today, universities are seen as one of the main drivers of 

the national and international innovation system. As a result, a variety of new policies and 

measures has been introduced to strengthen the universities’ role in the innovation system and 

to foster the commercialization of research results. Thereby the wide range of policies and 

measures aim to establish supportive environments for venture creation and wider technology 

transfer activities within universities and their surroundings (e.g., introduction of public funds, 

incentive systems, technology transfer offices, incubators or technology parks, specific 

education offers). While these measures support academics’ nascent entrepreneurship and 

help to fulfill their plans to take their business ideas from vision to reality, they focus on 

academics, i.e. faculty members and/ or students, with established entrepreneurial intentions. 

To understand as well as to capture the effectiveness and efficiency of these activities, 

a rich body of academic literature has emerged during the last two decades (see Rothaermel et 

al. 2007, for a review). Thereby, studies dealing with entrepreneurship in an academic 

environment mainly focus on the observable ends of a long entrepreneurial process. In so 

doing, they mostly explain variance in objective data like spin-off rates (Di Gregorio, Shane 

2003; Gulbrandsen, Smeby 2005; O'Shea et al. 2005) or income from licenses (Friedman, 

Silberman 2003; Link, Siegel 2005; Markman et al. 2004). While these efforts shed some 

light on factors related to the successful survivors of the entrepreneurial journey with an 

already established entrepreneurial mindset, they do not help us to understand the 

entrepreneurial process in more detail. For example, little is known about how the 

entrepreneurial environments and activities within the academic system influence academic 

audiences without concrete entrepreneurial plans (Djokovic, Souitaris 2008; O'Shea et al. 

2008). Deepening our understanding of this gap seems promising since universities act as a 

hub for their members – i.e. their students – and most often constitute a limited phase which is 

crucial for individual goal setting and orientation in life and society. In this sense, 

understanding the impact of entrepreneurial environments helps to clarify the sustainable 

effects of the seed planted in modern universities and its impact on opportunity-motivated 

entrepreneurship (Kelley et al. 2011, p. 14).
1
 

                                                 
1 Opportunity-motivated entrepreneurship is characterized as an individual’s free choice for an entrepreneurial 

career initiated by an identified business opportunity. Vice versa, individuals who are pushed into self-

employment due to a lack of attractive alternatives are called necessity-motivated entrepreneurs (McMullen et al. 
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The present study sheds light on this question by introducing the concept of 

universities’ entrepreneurial climate as an organizational concept referring to the university 

members’ perceptions of entrepreneurial facets within the university environment (Geissler et 

al. 2010; Reicher, Schneider 1990). Introducing the climate concept, the study links 

psychological concepts crucial for venture creation with organizational contexts and thereby 

contributes to our understanding of the interaction between universities’ organizational 

characteristics and members. Furthermore, introducing entrepreneurial climate as an 

individual level construct determined by the university environment seems promising since 

organizational psychology suggests that perceptions of environmental characteristics might 

influence a broad range of individual outcomes (e.g., Johns 2006). Regarding the pre-launch 

phase, the study builds on established theory from social psychology and entrepreneurship 

research (Baron 2007). Thereby, it focuses on abilities and psychological concepts crucial for 

venture creation from a process perspective which includes the following stages: 1) 

opportunity identification, 2) entrepreneurial intention creation and 3) nascent 

entrepreneurship as early entrepreneurial activities (e.g., working on a business plan, 

assembling a team or saving money for a spin-off). 

THEORETICAL BACKGROUND 

THE ENTREPRENEURIAL PRE-LAUNCH PHASE 

The quest for understanding business creation from the very beginning leads 

academics to shift their focus on venture creation stages beyond observable entrepreneurial 

behavior. As a result, different psychological concepts have been found within the so-called 

pre-launch phase acting as psychological antecedents of entrepreneurial behavior (Baron 

2007). In this respect, the concept of intention to start a business in the sense of “self-

acknowledged conviction by a person that they intend to set up a new business venture and 

consciously plan to do so at some point in the future” (Thompson 2009, p. 676) has been 

found to be crucial for entrepreneurial behavior (Ajzen 1991, Krueger et al. 2000, Thompson 

2009). Moreover, research shows that the extent to which someone intends to start a business 

can be influenced by different factors which lead to the development of numerous process 

models dealing with the intention to start a business and its antecedents. Thereby, the most 

                                                                                                                                                         
2008). While being responsible for an average of more than fifty percent of the total early-stage entrepreneurship 

activities, opportunity-motivated entrepreneurship plays a major role in the growth of new companies and the 

wealth in innovation-driven economies (Kelley et al. 2011, p. 23). With this in mind, it seems to be crucial to 

understand the underlying process leading to opportunity-motivated entrepreneurship related to entrepreneurial 

behavior and its antecedents. 
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influential theories are Shapero’s (1982) entrepreneurial event model and Ajzen’s (1991) 

theory of planned behavior (TPB) which has been introduced in entrepreneurship research by 

Krueger et al. (2000). As a result, it is widely acknowledged that the individual’s perceived 

favorability for and the controllability of the venture creation process are powerful predictors 

of the intention to start a business. In this sense, favorability refers to the subjective 

attractiveness of a business creation and controllability refers to the perceived degree of 

mastering the difficulty of the venture creation process. In more detail, the attractiveness 

concept can be found in the entrepreneurial event model as perceived desirability and in the 

TPB as the attitude towards business creation. Controllability, on the other hand, refers to the 

entrepreneur’s self-efficacy. 

Especially models of the pre-launch phase, which are based on the theory of planned 

behavior by Ajzen (1991), propose a further factor for intention creation – the subjective 

norm. While Ajzen (1991) proposes a direct relationship between subjective norms and 

behavioral intentions in general, there is evidence that the subjective norms concept is not a 

reliable predictor of entrepreneurial intention since there are studies which demonstrate a 

positive relation (Degeorge, Fayolle 2008; Kolvereid 1996), a negative relationship (Shook, 

Bratianu 2010) and no significant relation (Krueger et al. 2000; Li, Liao 2010; Liñán, Chen 

2009a) between subjective norm and entrepreneurial intention. Existing studies provide only 

sparse explanations for this phenomenon. Some authors refer these results to specific sample 

characteristics like the respective cultural background (Autio et al. 2001; Krueger et al. 2000; 

Shapero, Sokol 1982). Due to the unresolved role of subjective norms, some entrepreneurship 

researchers exclude this concept a priori (Fitzsimmons and Douglas 2011). 

Some possible explanations for these results can be found in different fields of 

research. For example, the technology acceptance model in IS research found that subjective 

norms seem to be a reliable predictor if the behavior is not attractive and individuals are 

influenced by external factors (Venkatesh, Davis 2000, p. 187). Accordingly, behavior is 

mainly determined by social contexts if it is externally motivated. In the context of 

entrepreneurship, this means that the subjective norm may be a reliable predictor of 

entrepreneurial intention and respective behavior, especially for necessity-motivated 

entrepreneurship (Kelley et al. 2011, p. 14). 

While favorability and controllability are known to influence a wide range of 

behaviors, research in different areas underlines the idea that predictive power might be 

increased by adding further variables referring to the special research context (e.g., Conner, 
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Armitage 1998; Perugini, Bagozzi 2001; Bagozzi, Moore, and Leone 2004; Buchan 2005; 

Hsu et al. 2006; Kaiser 2006; Haustein, Hunecke 2007). Within the domain of 

entrepreneurship as a field of research and the entrepreneurial process as the path to venture 

creation an additional foundational element can be added – namely the entrepreneurial 

opportunity (Ardichvili et al. 2003; Shane, Venkataraman 2000; Bygrave, Hofer 1991). This 

concept is discussed next. 

THE ENTREPRENEURIAL OPPORTUNITY AND THE PRE-LAUNCH PHASE 

Drawing on economists such as Schumpeter (1934), Kirzner (1993), and Casson 

(1982), early research focused on developing the opportunity concept (Short et al. 2010). 

When reviewing this literature it becomes clear that different perspectives have been used to 

explain the phenomenon of entrepreneurial opportunities. As a result, some authors state that 

this leads to various “inconsistent conceptual and operational definitions” (Hansen et al. 

2011b, p. 284). In a widely accepted definition, entrepreneurial opportunities are seen as 

situations in which new goods, services, raw materials, or organizing methods can be 

introduced and sold at greater than their cost of production (Chiasson, Saunders 1982; Shane, 

Venkataraman 2000). Thereby it could be stated that this definition is “fairly instrumental and 

rational in its orientation” (Short et al. 2010, p. 54).  

Especially with the development of psychologically driven research in the pre-launch 

phase, new approaches to the opportunity concept have been developed. In this light it can be 

argued that it is not the objective situation driven by new technologies or consumer needs that 

are initial starting points of opportunity emergence. Instead, the individual’s belief that he or 

she has a venture idea which is a potential opportunity to gain a net benefit is more relevant 

for entrepreneurial behavior (Grégoire et al. 2010). In this view, efforts to start a new venture 

are stimulated by the perceived opportunity (Edelman, Yli-Renko 2010). 

Following this reasoning, research on the antecedents of entrepreneurial opportunities 

suggests that cognitive processes play a fundamental role (Edelman, Yli-Renko 2010). For 

example, research reveals that entrepreneurs who have a specific stock of knowledge 

(DeTienne, Chandler 2007; Shane 2000) or who are more confident of successfully 

performing entrepreneurial tasks have a higher probability of identifying entrepreneurial 

opportunities (Mitchell, Shepherd 2010; Ozgen, Baron 2007; Ucbasaran et al. 2009). This 

finding is similar to other results. As the creation/effectuation model by Sarasvathy (2001) 

suggests, the entrepreneur is faced with a dynamic and nonlinear environment. Thus, the 
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future is considered unpredictable and uncertain. In this view, the entrepreneur undertakes 

actions to shape aspects of his or her own future which, in turn, leads to the adequate 

entrepreneurial opportunity (Alvarez, Barney 2007; Sarasvathy 2001). Thereby, it is necessary 

for the entrepreneur to perceive these actions as controllable (Kolvereid 1996). 

In contrast, the relationship between opportunity identification and other psychological 

factors of the pre-launch phase is less clear, such as concepts accessing the individual’s 

favorability to start a business. In this case, different alternatives appear to be plausible. On 

the one hand, individuals may inadvertently recognize an entrepreneurial opportunity which, 

in turn, leads to a favorable attitude toward entrepreneurship (Bhave 1994). Most empirical 

studies investigating this phenomenon employ an ex post perspective. One main drawback of 

this approach reported in certain studies is that the entrepreneur’s experiences might bias her 

or his assessment, which is why research calls for other approaches (Grégoire, Shepherd, 

Lambert 2010). On the other hand, some people develop a favorable attitude towards 

entrepreneurship itself which may guide their perception. Attitude research supports this 

assumption while highlighting the concept’s impact on acquisition, storage, and retrieval of 

information (e.g., Basili 1996; Holbrook et al. 2005; see also Cohen, Reed 2006). Hence, the 

fact that a person may lack a positive attitude toward entrepreneurship might hamper his or 

her ability to identify business opportunities. Likewise, people who are more attracted to 

entrepreneurship might use situational information to identify entrepreneurial opportunities 

more effectively. 

THE UNIVERSITY’S IMPACT ON THE PRE-LAUNCH PROCESS 

Research regarding environmental influence on human behavior tells us that 

individual’s perceptions of specific situations or environments are crucial drivers of behavior. 

For example, entrepreneurship and organizational research emphasizes that perceptions of 

environmental characteristics are more appropriate for studying individual’s behavior than the 

objective assessment of organizational characteristics (Edelman, Yli-Renko 2010).  

Regarding the specific situation at universities, which try to actively foster academic 

entrepreneurship, and the entrepreneurial process of university members, it seems to be 

reasonable and promising to include the university’s entrepreneurial climate as a situational 

factor (Geissler et al. 2010).
2
 There is theoretical as well as empirical evidence that 

                                                 
2 We mainly focus on Reichers and Schneider (1990) work regarding organizational climate. Thereby 

organizational climate refers the organizational member’s perception of organizational facets. Thus, a 
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environment may directly influence or moderate intention formation and behavior. In this 

respect, previous studies show that the perception of the work environment directly 

contributes to employees’ work attitudes (Glisson, James 2002; Mathieu, Zajac 1990) and 

behavior (Coduras et al. 2008). In addition, broader environmental factors moderate 

individual entrepreneurial intent (Korunka et al. 2003; Thompson 2009). 

Thus, we propose that an entrepreneurial climate at universities may play a crucial role 

in creating positive attitudes and intentions towards entrepreneurship as well as nascent 

entrepreneurial behavior among university members.  

MODEL DEVELOPMENT 

For analytical reasons, we divide the entrepreneurial decision-making process in the 

pre-launch phase into three stages – 1) opportunity identification, 2) entrepreneurial intention 

creation and 3) nascent entrepreneurship in the sense of early entrepreneurial activities, such 

as working on a business plan, assembling a team or saving money for a spin-off. Regarding 

the universities’ impact on these stages, we expect university entrepreneurial climate 

perceptions to be a significant factor within these stages either directly or indirectly as a 

moderator variable. 

Our research context within the academic setting focuses on students for several 

reasons. First, with regard to their quantity, students are the largest group within the academic 

system. Moreover, students seem to be more flexible while completing their bachelor or 

master’s degree in two to three years, respectively. Second, and even more crucial, students 

come into contact with a wider range of current knowledge and new research results and need 

to make decisions regarding their further career paths. Third, results from the global 

entrepreneurship monitor suggest that this group has the highest probability of self-

employment compared to other groups in society (Bosma et al. 2008; see also Luethje, Franke 

2003). 

Drawing on the results and arguments in the studies mentioned above, for the first 

stage we propose that controllability and favorability perceptions regarding entrepreneurship 

influences students’ views on certain situations and their capabilities to identify start-up 

opportunities. Furthermore, research regarding the individual’s perception of his or her 

                                                                                                                                                         
university’s entrepreneurial climate refers to the university members’ perceptions of entrepreneurial facets 

within the university environment. This includes perceptions of formal and informal entrepreneurial policies, 

practices, or procedures at their university. 
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environment tells us that these perceptions might also influence the identification of 

entrepreneurial opportunities (Edelman, Yli-Renko 2010). 

Hypothesis 1a: Students who perceive venture creation as highly favorable will be 

more likely to identify entrepreneurial opportunities. 

Hypothesis 1b: Students who perceive venture creation as highly controllable will be 

more likely to identify entrepreneurial opportunities. 

Hypothesis 1c: Students who perceive a good entrepreneurial climate at their 

university will be more likely to identify entrepreneurial opportunities. 

Integrating the preceding illustrations regarding intention creation, we assert that 

individually perceived attractiveness and controllability of venture creation are important 

drivers of the intention to start a business (e.g., Krueger et al. 2000; Luethje, Franke 2003). As 

the previous discussion shows, it also seems promising to include opportunity identification 

capabilities within this process. Thus, a growing number of perceived opportunities increase 

the likelihood that an adequate opportunity is amongst them. This would be the opportunity 

which the entrepreneur knows how to realize and possesses the necessary base of knowledge. 

We thus contend that the greater the number of perceived opportunities, the more likely an 

individual is to take advantage of an adequate opportunity. Furthermore, we argue that the 

perception of a positive entrepreneurial climate at universities increases entrepreneurial 

intentions by influencing students resource perceptions and acting complimentary to the 

perceived individual controllability of the start-up process, thus influencing intention creation 

as well (Edelman, Yli-Renko 2010).  

Hypothesis 2a: Students who perceive venture creation as highly favorable will be 

more likely to show an intention of starting a business. 

Hypothesis 2b: Students who perceive venture creation as highly controllable will be 

more likely to show an intention of starting a business. 

Hypothesis 2c: Students who perceive a good entrepreneurial climate at their 

university will be more likely to show an intention of starting a business. 

Hypothesis 2d: Students with a high degree of opportunity identification capabilities 

will be more likely to show an intention of starting a business. 
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Hypothesis 2e: Students with a high degree of opportunity identification capabilities 

will be especially likely to show an intention of starting a business when they perceive 

venture creation as favorable, rather than unfavorable. 

In conclusion, as theory suggests, the intention towards a certain behavior is a strong 

predictor of behavior. Therefore, it could be argued for venture creation that students with a 

strong intention to start a business have a higher probability of showing nascent 

entrepreneurial behavior. 

Hypothesis 3a: Students with a strong intention of starting a business will be more 

likely to show nascent entrepreneurial behavior. 

Hypothesis 3b: Students who perceive venture creation as highly controllable will be 

more likely to show nascent entrepreneurial behavior. 

Hypothesis 3c: Students who perceive a good entrepreneurial climate at their 

university will be more likely to show nascent entrepreneurial behavior. 

Hypothesis 3d: Students with a strong intention of starting a business will be 

especially likely to show nascent entrepreneurial behavior when they perceive a good 

entrepreneurial climate at their university. 

EMPIRICAL STUDY 

Method 

To test the impact of entrepreneurial climate on the pre-launch phase, we conducted a 

survey among German students. In total, 377 students completed a standardized online 

questionnaire. Of the respondents, 47.7 percent were female. Mean age of respondents was 

24.5 (SD=4.1). 

Existing measures were used wherever possible. Respondents rated all measures on 

seven-point Likert-type scales (1=‘totally disagree’, and 7=‘totally agree’) or using semantic 

differentials. Accordingly, intention was measured with five items (Liñán, Chen 2009, α=.96), 

opportunity identification capabilities with three (Ozgen, Baron 2007, α=.89) and attitude 

with four items (Bagozzi, Dholakia 2006, α=.93). Items for measuring self-efficacy (α=.82) 

were adapted from Chen and colleagues (1998). In absence of established scales, we 

developed a 5-item entrepreneurial climate scale (α=.92) based on research in organizational 
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psychology. We adapted items from service climate and innovation climate (van der Vegt et 

al. 2005) to our context. Nascent behavior was measured by asking participants if they had 

performed several venture-creation related behaviors within the last year (Carter et al., 1996; 

de Clercq, Arenius, 2006). The list contained behaviors such as organizing a spin-off team, 

looking for a spin-off location, or working on a business plan. 

Table 1: Variables and Measurement Items 

Variable Measurement items 

Perceived favorability - 

attitude towards self-employment 

(Bagozzi, Dholakia 2006) 

On the following scales, please express your attitude 

toward creating your own venture during the next five 

years. 

foolish – wise; harmful – beneficial; bad – good; 

unfavorable – favorable 

Perceived controllability - 

self-efficacy 

(Chen et al. 1998) 

To which degree of certainty could you perform the 

following entrepreneurial roles/tasks (completely 

unsure vs. completely sure): 

Set and meet marketing goals (e.g., market share, sales 

goals, profit goals); Set and meet goals to ensure 

further growth and stability (e.g., new venturing/ideas, 

new products/services); Set and meet management 

goals (e.g.  reduce risk/uncertainty, strategic planning, 

manage time by setting goals); Take risks (e.g. make 

decisions under uncertainty and risk); Control finances 

(e.g., perform financial analysis, control costs) 

Opportunity identification  

(Ozgen, Baron 2007) 

I often see potential new venture opportunities within 

the daily life. While going about day-to-day activities, I 

see potential new venture ideas all around me. I have a 

special ‘alertness’ or sensitivity toward new venture 

opportunities. 

Entrepreneurial intention 

(Liñán, Chen 2009) 

I plan to be self-employed in the foreseeable future. I 

strongly intend to establish my own business in the 

next 5 years. I have very seriously thought about 

starting a firm. 

Nascent entrepreneurial behavior 

(Carter et al., 1996; de Clercq, 

Arenius, 2006) 

Over the past twelve months have you done anything to 

help starting a new business? 

Yes, I had an idea for a venture creation/getting self-

employed. Yes, I talked to others concerning an idea 

for venture creation/getting self-employed. Yes, I 

organized a start-up team (you mean a team for spin off 

creation?). Yes, I was looking for a start-up location. 

Yes, I was working on a business plan. Yes, I began to 

save money. No, I did nothing concerning a venture 

creation 

University entrepreneurial climate To what extent do you agree with the following 
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(de Jong et al. 2004; van der Vegt et 

al. 2005) 

statements regarding your university, ranging from 

“strongly disagree” to “strongly agree?” 

My university is continually working to improve the 

quality of the support of new venture creation. My 

university has specific ideas about how to foster 

entrepreneurship. My university puts a lot of effort in 

attempting to support entrepreneurship. People in my 

university are encouraged to perform entrepreneurial 

activities. My university has established a climate 

where employees like starting ones own business. 

In addition to the variables above we controlled for gender since entrepreneurship 

often is considered a dominantly male career choice (Arenius, Minniti 2005). 

Table 2: Means, Standard Deviations, and Correlations for the Variables (n=377) 

 Mean SD 1 2 3 4 5 

1 Favorability 4.51 1.51 1.00     

2 Controllability 4.60 1.19 .39** 1.00    

3 Opportunity identification 3.27 1.59 .52** .51** 1.00   

4 University entrepreneurial climate 3.54 1.49 .15** .06 .21** 1.00  

5 Entrepreneurial intention 3.18 2.07 .64** .43** .73** .15** 1.00 

Note: ** p < 0.01 

Results 

Regarding the three stages within the pre-launch phase, we performed three moderated 

multiple regression analyses to estimate the extent of the model variables’ impact (Aiken, 

West 1991). As can be seen from table 3, most regression coefficients are positive and in the 

expected direction. However, the results also show that the entrepreneurial climate plays a 

diverse role in the pre-launch phase. 

Table 3: Regression Analysis Results 

 stage (i) stage (ii) stage (iii) 

 β t p β T p β t p 

Dependent variable: opportunity identification  

Favorability .33 7.60 .01       
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Controllability .36 8.28 .01       

University entrepreneurial climate .15 3.60 .01       

Dependent variable: entrepreneurial intention 

Favorability    .35 9.33 .01    

Controllability    .04 1.13 .26    

University entrepreneurial climate    -.01 -.44 .66    

Opportunity identification     .50 11.45 .01    

Opportunity identification x favorability    .12 3.45 .01    

Dependent variable: nascent entrepreneurial behavior 

Entrepreneurial intention       .42 8.64 .01 

Controllability       .12 2.42 .02 

University entrepreneurial climate       .12 2.62 .01 

Entrepreneurial intention × university 

 entrepreneurial climate 

  .11 2.47 .01 

Control variables  

Gender .17 4.12 .01 .04 .12 .91 .09 2.08 .04 

adjusted R² (F value) .42 (67.5) .63 (106.6) .31 (32.68) 

Note: Beta coefficients are standardized; N = 377 

Specifically, in addition to favorability (β = .33, p < .01) and controllability (β = .36, p 

< .01), the entrepreneurial climate directly affected opportunity identification capabilities (β = 

.15, p < .01). With regard to intentions, however, there was no direct effect of entrepreneurial 

climate (ß = -.01). This was also the case for controllability (ß = .04). By contrast, a 

significant effect was found for favorability (ß = .35, p < .01), opportunity identification (ß = 

.50, p < .01), and their interaction (β = .12, p < .01). 

Analyzing the intention-behavior relationship, intention exerted a direct effect on 

behavior (β = .42, p < .001), as did controllability (β = .12, p < .02). Notably, entrepreneurial 

climate was a significant predictor of nascent behavior (ß = .12, p < .01). Additionally, the 
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interaction between intention and climate was also significant (β = .11, p < .01), thus 

bolstering the intention impact even further. 

Concluding, entrepreneurial climate had an impact on stages 1 and 3 of the pre-launch 

phase but did not affect intention creation (stage 2). However, intentions and climate 

exhibited a significant interaction effect on nascent entrepreneurial behavior. The effects did 

not change when it was controlled for gender. Overall, hypotheses H2b and H2c are rejected 

while the remained are supported by the data. 

DISCUSSION AND IMPLICATIONS 

The aim of the present paper was to address the question of how the universities’ 

efforts in creating supportive environments that foster academic entrepreneurship play a role 

in their students’ decision-making process regard venture creation. Specifically, we used the 

concept of a university’s entrepreneurial climate to investigate the effects on three stages of 

the pre-launch phase. 

In summary, results provide considerable support for our thesis that university 

entrepreneurial climate effects not only university members with pre-existing concrete 

entrepreneurial plans. We found that climate perceptions are likely to open the academic’s 

mind for entrepreneurial opportunities. By contrast, the university entrepreneurial climate 

does not directly impact intention creation. Thus, it seems that the intention creation process 

is detached from the university environment and part of individual engagement in an 

entrepreneurial career. Finally, there is evidence that a positive entrepreneurial climate 

supports initial entrepreneurial activities and thereby helps translate entrepreneurial intentions 

into observable entrepreneurial behavior. 

Our findings shed light on the question of how the internal university environment 

affects academics without concrete entrepreneurial plans. This effect goes beyond the mere 

removal of barriers (e.g., providing funding or infrastructure). Rather, it guides the 

entrepreneurial decision-making and pre-launch phase while affecting individual level 

variables and their formation. 

This calls for the establishment of a positive entrepreneurial climate with respect to all 

university groups. In this light, specific communication informing university members of the 

organization’s ‘friendliness’ toward entrepreneurship and the integration of formal and 
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informal entrepreneurial policies, practices, or procedures into day-to-day routines of 

university members seems promising (Geissler et al. 2010). 

In addition, we found convincing evidence regarding the impact of venture creation 

favorability (i.e., a positive attitude towards starting a business) on all stages of the pre-launch 

phase. Controllability (i.e., entrepreneurial self-efficacy) influenced opportunity identification 

and nascent behavior, but not entrepreneurial intentions. Opportunity identification 

capabilities impact intentions both directly and via the interaction with favorability. This 

means that it is especially the combination of high desirability in general and existence of 

concrete opportunities that drives entrepreneurial intent. 

LIMITATIONS AND FURTHER RESEARCH 

One limitation of this study is the sample constraints. We are aware that the 

entrepreneurial climate may differ across universities. However, this study established the 

understanding how the university environment can affect students’ internal processes which 

are associated with entrepreneurship and entrepreneurial behavior. Future studies could 

integrate different universities, their efforts in creating an entrepreneurial climate or effects of 

lacking support. As a result, it might be possible to deepen our understanding of 

environmental effects on the entrepreneurial behavior of university members. 

Furthermore, it might be interesting to differentiate several university groups in more 

detail, since they may contribute to academic entrepreneurship and university spin-offs in 

several ways (e.g., bachelor students, master students, PhD students, faculty, and professors). 

Thus, understanding the entrepreneurial process and its differences between these groups 

seems to be promising for research in academic entrepreneurship. Moreover, this extension 

seems to be promising for designing further specific instruments and measures that aim to 

foster academic entrepreneurship and the commercialization of research results among each 

group. 
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ENTERPRISE EDUCATION: WORLD DOMINATION OR HUMILIATION? 

 

Summary: The role of enterprise/entrepreneurship education globally whilst strongly 

supported, is relatively plastic. This paper steps back the various debates that relate to the 

expected contribution of enterprise/entrepreneurship education to contemplate the 

positioning of enterprise/entrepreneurship education in Higher Education. We utilize four 

scenarios to explore a variety ways in which enterprise/entrepreneurship education is 

typically positioned. Our aim is not to determine what positioning is most appropriate for 

enterprise/entrepreneurship education, but rather to consider the issues associated with 

the four types of positioning discussed. We conclude that a united pathway forward can 

be built around providing genuine choice and allowing individual students to travel a 

learning pathway that is most appropriate to their life circumstances. 
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INTRODUCTION 

Over the last three decades, enterprise and entrepreneurship education have become 

commonplace in Higher Education institutions the world over. Increasingly, governments 

globally have also been supporting the provision of enterprise/entrepreneurship education 

in its many forms (see Rae et al., (2012) and Matlay, (2009)). It would be easy to see the 

enterprise/entrepreneurship landscape as one full of promise and deliberate purpose. 

However, we argue that it is not. We argue that the current state of 

enterprise/entrepreneurship education and its immediate future are very much under 

question. Adding to this confusion is the inherent diversity and complexity associated 

with enterprise/entrepreneurship education (see Jones and Matlay, 2011). The question 

that begs asking is; are our contextual differences making us stronger or are we being 

viewed as weaker because of such differences?   

 

This paper steps back from the current rhetoric regarding the ever-increasing importance 

of enterprise education to ponder what the world might be like under several provocative 

scenarios. Scenarios provide the means to conduct thinking at a meta-level (Mietzner and 

Reger, 2005). As such, scenarios provide a window towards possible future situations 

without assuming any predicative power. Our thinking has been provoked by the recent 

challenge of Storey (2009) to the widespread assumption that enterprise education is on 

the verge of (metaphorically) saving the world. Essentially, if general accounts of the 

world’s history reveal no absence of entrepreneurs in terms of frequency and importance, 

why assume enterprise education will change the supply and/or quality of future 

entrepreneurs? Why concern ourselves with such issues when many other issues 

regarding the provision of enterprise/entrepreneurship education seem more pressing? 

Well, as the old saying goes; if you don’t know where you’re are going; any road will 

take you there. Our fundamental concern is that at some point in the not too distant 

future, enterprise educators will be brought to account for the lack of focus (or purpose) 

in their collective journeying.  

 

At present, we see primarily four main ways in which enterprise/entrepreneurship 

education is positioned in Higher Education. First, it is promoted as a subject area for all, 



 
 

2 

a transformative experience capable of creating an entrepreneurial mindset in all who 

participate. Second, it is supportive pathway towards business start-up and/or the specific 

skills required to do so. Third, it provides skills and knowledge to students in the sciences 

and arts who seek to commercialize their intellectual property. Fourth, it is just another 

subject in the suite of offerings provided by the business school, alongside marketing, 

finance and economics etc. We do not seek to comment on the merits of each of the four 

types of positioning. Rather, we seek to envisage a world where one type of positioning 

exists at the expense of the other three.   

 

METHODS 

First, our approach is best captured with direct reference to Hayward’s (2000) cycle of 

reflective practice. This approach incorporates the philosophical approaches of Dewey 

(1933), Kolb (1984) and Schon (1983; 1987) to facilitate a process of reflective practice 

designed to allow the self-reflection of our own practices with the aim being the 

development of new knowledge that is personally relevant. That is, we have relied upon 

our collective knowledge of enterprise/entrepreneurship education. Second, we adopt the 

process of scenario development of Wilson (1988) who argues that the golden rule is for 

no fewer than two scenarios, and no more than four scenarios. Scenario1: 

enterprise/entrepreneurship education should be positioned as a transformative 

experience capable of creating an entrepreneurial mindset in all who participate. Scenario 

2: EE should facilitate a supportive pathway towards business start-up and/or the specific 

skills required to do so in the near future. Scenario 3: enterprise/entrepreneurship 

education should provide skills and knowledge to students in the sciences and arts who 

seek to commercialize their intellectual property. Scenario 4: enterprise/entrepreneurship 

education should be just another subject in the suite of offerings provided by the business 

school, alongside marketing, finance and economics.  

 

In addition, we have ensured that our scenarios are; capable of happening; structurally 

different and not simply variations of the same theme; not prone to any built-in internal 

inconsistency; capable of prompting specific insights into the future; and finally, 

designed in such a way as to challenge conventional wisdom. The development of 
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scenarios in our enterprise/entrepreneurship education approach forces us to take a 

holistic view of our current and future environment – including, importantly, social 

values and expectations (Wilson 2007). We see an integration of scenarios and 

enterprise/entrepreneurship education theory for practice sake perspectives as appropriate 

to explore and provide insights into the further development of 

enterprise/entrepreneurship education (Bradfield et al 2005).  

 

IMAGINING FOUR DIFFERENT WORLDS 

Before entering our four imagined worlds, let us briefly reflect upon the purpose of 

enterprise/entrepreneurship education, as espoused in the literature. Garavan and 

O’Cinneide (1994) have also distinguished between various objectives of 

enterprise/entrepreneurship education.  In their view, some of the most common 

objectives include: to acquire knowledge about entrepreneurs and entrepreneurship; to 

develop skills and techniques to be used to analyse business situations; to stimulate an 

entrepreneurial drive; to cope with and assess risk; and to encourage new start-ups. Then, 

Gibb (1999) distinguished three types of enterprise/entrepreneurship education 

programmes.  Each type of programme includes separate objectives, target populations, 

and operationalization measures.  The first type of programme helps participants learn to 

understand entrepreneurship.  The second type of programme is aimed at helping 

participants to become entrepreneurial, and the third type of programme is to help 

participants become entrepreneurs. More recently, Liñán (2004; also see Hynes 1996) 

distinguishes four objectives of enterprise/entrepreneurship education.  Each of these four 

objectives is directly related to the audience of the programme with the objective of 

“shifting” them from one stage of entrepreneurship to another. The three types of 

programmes defined by Gibb (1999) have received empirical support in the research of 

Hytti and O’Gorman (2004) who reviewed 50 enterprise/entrepreneurship education 

programmes.  They found most programmes were designed to help individuals become 

entrepreneurs, followed by programs to help individuals understand entrepreneurship and 

become entrepreneurial in their lives.  Despite the importance of programme objectives, 

there is “still a limited understanding of how best to achieve these quite diverse 
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objectives” (Hytti and O’Gorman 2004, p. 12). These objectives shape the nature of the 

discussion presented below.  

 

Scenario 1 

Enterprise/entrepreneurship education should be positioned as a transformative 

experience capable of creating an entrepreneurial mindset in all who participate. This 

scenario is very consistent with many recent contributions to the literature. For example, 

whilst cautioning against the limitations of graduate entrepreneurship (i.e. actual 

startups), Hegarty and Jones (2008) argue strongly using resource profile logic that 

enterprise/entrepreneurship education should be transformation. A clear challenge to this 

position is that different types and/or stages of enterprise/entrepreneurship education are 

not fully appreciated. For example, in Liñán’s (2004) classification, the most basic 

objective of entrepreneurship education is awareness education.  The goal of awareness 

education is to increase the quantity of people with knowledge of entrepreneurship so 

they might consider self-employment as an option.  It would not necessarily seek to 

increase the supply of entrepreneurs, but would help individuals see their future career 

choice with a greater perspective (Garavan and O’Cinneide 1994).  These are typically 

university-level courses and, according to Jack and Anderson (1999, p. 122), are 

“relatively straightforward.”  According to Liñán (2004), this is an essential starting point 

for entrepreneurship education. The key issue here is that they are relatively straight 

forward and/or a starting point; that is not an ending point. 

 

Toward creating an entrepreneurial mindset in all who participate, a direct correlation to 

entrepreneurial intentions, attitudes and motivation is appropriate. Entrepreneurial 

intentions can be generally defined as a conscious awareness and conviction by an 

individual that they intend to develop a start-up venture in the future (Nabi and Linan 

2011). Much research has been done with models of entrepreneurial intentions, with 

Ajzen’s Theory of Planned Behaviour (TPB) probably being the most dominant (Krueger 

et al 2000). Opportunities centred on creating an entrepreneurial mindset are reflected in 

the literature on entrepreneurial intentionality, with many outcomes such as increase in 

propensity to entrepreneurial motivation and attitudes. Threats are that an entrepreneurial 
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mindset does not necessarily result in entrepreneurial outcomes (Krueger et al 2000). 

Consequences are that whilst intentionality may be deemed an appropriate scenario (Nabi 

and Linan 2011), it may well not result in the most assumed of 

enterprise/entrepreneurship education outcomes, being the launch of new start-ups.  

 

So there are some challenges that arise from settling on positioning 

enterprise/entrepreneurship education as a transformative experience capable of creating 

an entrepreneurial mindset in all who participate. When we equate 

enterprise/entrepreneurship education as a process that accommodates the presumption of 

future action oriented towards business creation we lose sight of the initial importance of 

the enterprising mindset. To move towards adopting scenario 1, we might consider the 

context appropriate for developing such a mindset without inclusion of a business startup 

focus. In the secondary school context, enterprise education serves a similar role vis-à-vis 

the development of an enterprising mindset (see Draycott, Rae and Vause, 2011). The 

question to be asked is; to what extent is an 18 year old secondary student less 

prepared/capable than a 21 year old university graduate to start a business? We suggest, 

on the whole, there is little difference. Young students typically are short and life 

experience and have a shallow resource profile (Jones, 2011). Consequently, scenario 1 is 

best achievable when the focus is primarily upon the student, their individual learning 

and not the holy grail of enterprise/entrepreneurship education; the business startup. 

However, this increasingly is not the case, with the focus remaining on the process of 

starting a business being central to the most enterprise/entrepreneurship education 

curriculums. What is frequently ignore is the application of an enterprising mindset to 

other contexts, such as gaining employment and/or engaging in social entrepreneurship 

activities.  

 

Scenario 2 

Enterprise/entrepreneurship education should facilitate a supportive pathway towards 

business start-up and/or the specific skills required to do so in the near future. A second 

objective in Liñán’s (2004) classification is education for start-up, which prepares an 

individual to be the owner of a new business or venture.  Gibb (1999) separates the on 
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individual capacity building and organizational contexts, and in doing so introduces the 

issue of defining small business owner as potentially distinct from the dynamic 

entrepreneur. This scenario would seem to place too much emphasis on assuming 

commercial activities are born from engaging in startup activities. The reality is that 

many business owners gain their start buying an existing business.  

 

In developing specific skills towards a supportive pathway to successful start-up, we most 

often refer to the entrepreneurial self-efficacy (ESE). ESE is a construct that involves the 

individual’s belief about their capabilities for attaining success and controlling cognitions 

in order to manage challenging goals during the business start up phase (Drnovsek et al 

2010). The roots of self-efficacy are in social-cognitive theory (Bandura 1986), and 

correlates well with the process of scenario development (Wilson 1998). Given the 

variety and multitude of tasks associated with starting a new venture (Cooper and Lucas 

2006), it is not surprising that entrepreneurship studies show that high ESE is an asset for 

aspiring entrepreneurs. Opportunities centre on ESE as an appropriate measure of skills 

required as a pathway towards business start-up (Drnovsek et al 2010), however, research 

indicates threats in areas of rare use as an outcome measure (Wilson et al 2009). That 

enterprise/entrepreneurship education should facilitate a supportive pathway towards 

business start-up is almost universally recognised (Krueger and Brazeal 1994), despite 

the optimal need for longitudinal measures and studies beyond the convenient studies of 

students (Chen et al 1998).  

 

So there are challenges in accepting the suitability of scenario 2. Doing so means that the 

purpose of enterprise/entrepreneurship education is to facilitate the creation of 

businesses; now and into the immediate future. The problem? Entrepreneurship reveals 

itself in society in every aspect of our daily lives and is not therefore only associated with 

the act of starting a business. 

 

Scenario 3  

Enterprise/entrepreneurship education should provide skills and knowledge to students in 

the sciences and the arts who seek to commercialize their intellectual property. 
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Increasingly, cross-campus entrepreneurship education has become ever popular, 

particularly where universities see opportunities to gain addition research income from 

commercialisation activities of local intellectual property. Morris (2010) purports such 

purpose to be transformative, taking effect on students, transforming university and 

programs and rooted in community as key constructs. Thus, clearly there are 

opportunities to developing entrepreneurial competencies on as well as enhancing more 

broadly an entrepreneurial culture university wide. This further may develop into the 

entrepreneurial university (Frederick 2012). Threats however centre on the willingness of 

university leaders to adopt such an approach, together with making such transformative 

purpose a strategic intention of the university. Consequences are that only a limited 

number of students in the sciences and arts may wish to commercialize their intellectual 

property, resulting in dissonance amongst the majority of students.  

 

The key it would seem is to elevate the focus from the process of commercialisation to 

also simultaneously include the specific development of the student. This is not so easily 

achieved as enterprise/entrepreneurship education curriculums tend to get highly 

scrutinised as they encounter the consideration of science faculties. Of most concern are 

the development of soft skills (selling, communications, the capacity for personal 

reflection etc), the manner in which such skills are developed are often at odds with 

traditional pedagogical approaches used in the sciences. So again, in general terms, this 

scenario is problematic to, as the process tends to trump the development despite the 

obvious required interaction between the two. 

 

Scenario 4  

Enterprise/entrepreneurship education should be just another subject in the suite of 

offerings provided by the business school, alongside marketing, finance and economics. 

Sadly, many enterprise/entrepreneurship educators fear this is a looming reality. 

Increasingly business school subjects are poorly attended by time poor students who feel 

confident to catch up their inattention through applying themselves during the exam 

period. Their individual self is rarely revealed throughout the course of their business 

school studies. However, understanding the heterogeneity of an audience (programme 
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participants) for enterprise/entrepreneurship education is crucial, as participants have 

different learning needs and might even fit into multiple categories at different times 

(Ghosh and Block 1994; Jones, 2011).  For example, classification of participants can 

occur based on socio-demographics (age, gender), stage of venture (idea stage, start-up), 

or, in the case of a university entrepreneurship course, type of degree (undergraduate, 

postgraduate).  Understanding the needs and wants of the audience of a program will 

influence the objectives of the program (Fayolle and Gailly 2008). 

 

With few exceptions the academic research on enterprise/entrepreneurship education has 

been based on university courses, which are typically taught to undergraduate students, 

ages 18-25.  For example, Krueger (1993) used a sample of 126 upper-division university 

students in a business program.  Audet (2000) conducted research on 89 undergraduate 

students in an entrepreneurship program.  Zhao et al., (2005) had a sample of 265 MBA 

students at 5 universities, and Souitaris et al., (2007) conducted research on 232 science 

and engineering students.  Research on the large pool of potential entrepreneurs who are 

non-business university students is less common (Levie 1999), despite their backgrounds 

and motivations suggesting the need for tailored programs (Brand et al., 2007).   

 

Opportunities for enterprise/entrepreneurship business-school wide centre on the 

resources and willingness of leaders to integrate such an approach. Threats are however 

domain outcome dominated, whereby dominant MBA type courses are typically resource 

outcome driven, whereas entrepreneurship specific courses are opportunity outcome 

driven (Maritz et al. 2010). Therefore enterprise/entrepreneurship education is most often 

seen to be an inappropriate outcome of business schools, being predominantly MBA 

driven (resource versus opportunity output).  

 

DISCUSSION AND CONCLUSION 

There is a clear need to recognise the importance of factoring in pedagogical differences 

in terms of the assumed contents and processes related to each of the four scenarios. Our 

work was designed to stimulate further debate. Indeed, in suggesting four possible future 

states related to the provision of enterprise/entrepreneurship education we have 
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deliberately aimed to be provocative. In this sense, we believe our musings have 

potentially exposed some of the fallacies related to enterprise/entrepreneurship education 

and its positioning in Higher Education. The diversity of contexts related to the provision 

of enterprise/entrepreneurship education has recently been the focus of Penaluna, 

Penaluna and Jones (2012). Interestingly, their study highlights an apparent tendency 

amongst enterprise/entrepreneurship educators towards personal startup experience. They 

also reported a significant willingness to engage with a broad array of stakeholders in 

developing their respective curriculums. 

 

Incorporated inside the nature of diversity is the issue of the size and breadth of 

enterprise/entrepreneurship education programmes. Some programmes are delivered via a 

single subject, others across 8 to 10 subjects. Returning to the observations of Garavan 

and O’Cinneide (1994), Liñán (2004) and Gibb (1999), once we recall the different types 

and/or stages of enterprise/entrepreneurship education programmes, we run into 

problems. Regardless of one’s personal preference for any of the four scenarios discussed 

above, they all are dependent upon the context of enterprise/entrepreneurship education 

in any particular institution. Put simply, there can be no off the shelf solutions imported 

to support the provision of enterprise/entrepreneurship education. Returning to our 

scenarios, this point becomes more obvious. 

 

In scenario 1, enterprise/entrepreneurship education is positioned as a transformative 

experience capable of creating an entrepreneurial mindset in all who participate; a noble, 

but problematic aim. Consider this, how many subject offerings are required to enable 

diverse cohorts of students (with differing aspirations) to develop an enterprising mindset 

via a transformative educational experience? We will all differ in our answer to this 

question, but we should be able to largely agree that it would be more than one or two 

subjects. Thus scenario is highly dependent upon institutional contexts. The presence of 

enterprise/entrepreneurship educators (excellent or otherwise) will not ensure the 

development of enterprising graduates (across the board) if insufficient curriculum space 

is not created.     
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For scenario 2, enterprise/entrepreneurship education facilitates a supportive pathway 

towards business start-up and/or the specific skills required to do so in the near future. 

Again, assuming the relationship between enterprise/entrepreneurship education and 

business creation is positively related, again, a potentially noble aim. However, it ignores 

the fact that approximately 10% to 15% of university graduates studying 

enterprise/entrepreneurship engage in startup activities during or at graduation. 

Essentially, such a focus is akin to creating a focus on the research and writing skills 

required by PhD students within a graduate programme, because, they might enrol in a 

PhD one day. Worse still is the almost impossible task of achieving constructive 

alignment in curriculum development (see Biggs, 2003) when the ultimate learning 

objective cannot be properly know in advance. That is, not all business startups are 

governed by a universal set of process and circumstances. Therefore, how can we know 

what our current students learn when we don’t know what their future behaviours will 

be? (see Jones 2011). So this scenario is also quite difficult to support. 

 

Moving on to scenario 3, enterprise/entrepreneurship education as a means to provide 

skills and knowledge to students in the sciences and arts who seek to commercialize their 

intellectual property. In reality the process of commercializing science discoveries is 

often complex, long-winded and made possible all too frequently via complex 

negotiations. This does not mean we shouldn’t enable a focus on such issues, but 

realistically, those students who find they need such knowledge/skill development 

(typically) will also require intensive mentoring along the way. Otherwise, we risk 

reducing our teaching pedagogies to teaching about rather than for, through and/or in. 

 

The extent to which such knowledge and skills should be developed during the actual 

process of commercialization as a component of the research process, rather than as a 

teaching/learning interaction is open for debate. The jury is still yet to form an opinion as 

to what be most appropriate. As always, the institutional context appears to matter. Those 

universities that place a greater emphasis on commercialization of local research may 

indeed favor teaching organized around this scenario. Alternatively, other institutions 
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may be more guided by the emphasis placed on such processes by their educators. 

Whichever the approach, this scenario is difficult to adopt as it potentially reduces 

enterprise/entrepreneurship education to too specialised an area. 

 

 

Finally, Scenario 4 proposes that enterprise/entrepreneurship education simply be just 

another subject in the suite of offerings provided by the business school, alongside 

marketing, finance and economics. The size of the enterprise/entrepreneurship education 

literature that has emerged (relative to business school related literature) is nothing 

shortly of amazing. While the outputs appear quite equal in terms of publications, the 

enterprise/entrepreneurship education literature is essentially being produced by less than 

a tenth of the academics employed across business schools. What is clear from this 

literature is that enterprise/entrepreneurship education relates to the creation of that which 

doesn’t already exist; not the maintenance of that which does. It is about the use of scarce 

resource; not strategic resources. It is experiential or it is of little or no value to its 

recipients. The ongoing differences of opinion around a host of pedagogical issues 

provides obvious evidence of the difficult fit between enterprise/entrepreneurship 

education and it frequent host, the business school. 

 

Clearly there is a need for the subject offerings that traditionally exist in the business 

school to relate to entrepreneurship and vice versa. However, there is a major difference, 

and that is that enterprise/entrepreneurship education can offer value to any other area of 

learning in Higher Education, and vice versa. Whereas the traditional subject offerings of 

the business school cannot make such a claim. As a result, enterprise/entrepreneurship 

education should have the opportunity to act as a free agent in terms of how it is 

structured and able to interact with other faculties/schools. So again, from the perspective 

of the enterprise/entrepreneurship educator, this final scenario is difficult to support as 

well. 

 

In summary, this process has provided unexpected insights into the potential of scenario 

planning as a tool that could conceivably be employed more often to tackle complex 
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issues, such as the positioning of enterprise/entrepreneurship education in Higher 

Education. But for now, we have briefly travelled four distinct roads with purpose and we 

are satisfied that we have indeed learned along the way. We conclude that 

enterprise/entrepreneurship education should be shared across the university and not 

owned by any school or faculty, although we accept that technically this is difficult to 

achieve. We find it difficult to dismiss the underlying purpose of each scenario. We sense 

an opportunity to unite their common focus on the development of a transformative 

student experience. To this end, we sense that a united pathway forward can be built 

around providing genuine choice and allowing individual students to travel a learning 

pathway that is most appropriate to their life circumstances. This we believe perhaps 

offers enterprise/entrepreneurship education its best chance to fulfil its promise with in 

the context of Higher Education. While such an approach may never lead to world 

domination, it should remove the possibility of humiliation for any and all of the 

stakeholders who stand to gain from the development of truly enterprising graduates. 
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Abstract:  

 

Academic and practitioner groups in the field of entrepreneurship hold large 

annual conferences but rarely interact effectively. Barring a few exceptions, there is very 

little by way of strategic partnerships between academic and practitioner organizations 

that tie in practice, research, education, advocacy and policy in meaningful ways. While 

there may not be a one size fits all solution, it is critical for academic and practitioner 

organizations and their individual members to explore avenues for collaboration to find 

out what works and what does not. This participatory workshop conducted by 

practitioner-researchers discusses practical and innovative strategies that have worked.  

 

This workshop is not an academic exercise - rather, it will feature a series of 

vignettes by expert entrepreneurs, researchers, consultants, and leaders of not-for-profit 

organizations that showcases academic-practice-policy bridging strategies that have 

worked in the field of entrepreneurship education. This workshop will highlight 

innovative ideas that can help bridge the divide and identify common ground between 

education and practice. The objective of this workshop is to share knowledge and help 

participants build upon it and thereby help make education and research more relevant to 

practice. We encourage participants not just to showcase 'best practices' but also to reflect 

upon the challenges faced, how innovative solutions were crafted, why the strategy has 

been so effective, and how the experiences were leveraged to bridge learning and 

practice. 
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Principal Topic 

 

We begin by making a case for the need for the proposed professional 

development workshop at the 2012 ICSB conference. The leaders of this workshop, one a 

well known researcher and academician and the other a serial entrepreneur, have over the 

years experienced multiple disconnects between academics and practice in the field of 

entrepreneurship. Many major academic organizations such as Academy of Management, 

International Council of Small Business, and the United States Association of Small 

Business and Entrepreneurship; as well as organizations that represent practitioners such 

as the United States Chamber of Commerce, Inc Magazine, and The Indus Entrepreneur 

conduct large annual conferences for their members. Our experience attending many of 

the events has been that, barring a few exceptions, there is very little by way of strategic 

dialogue and sustainable partnerships between academic and practitioner organizations 

that tie in practice, research, education, advocacy and policy in meaningful ways. 

  

We have found that organizations charged with fostering the practice and 

education of entrepreneurship, at least for the most part, operate in silos that separate 

entrepreneurs from educators and researchers. For example, academic conferences that 

are focused on entrepreneurship organized by USASBE and ICSB are attended just by a 

handful of practicing entrepreneurs, usually those who have a recent success story and 

have been invited to speak. We attribute the following as among the reasons for this 

disconnect (a) there is hardly any outreach by the organizers of academic conferences to 

practitioners, (b) practicing entrepreneurs have busy schedules and select events where 

they can get proven and practical ideas that could address their immediate concerns and 

can be applied to their businesses, not abstract research finding, and (c) entrepreneurs and 

the organization that represent them often lack the training to find and see the relevance 

in academic research that could contribute to better decision-making (Davidsson, 2011). 

   

Having participated in over 25 academic conferences between us, we can testify 

that there are plenty of excellent mentoring and learning opportunities for researchers at 

academic conferences such as doctoral consortiums and workshops. However, the value 

proposition for practitioners at academic conferences is not the same. For the majority of 

the papers presented at academic conferences the practical applicability is suspect. We 

echo the arguments made by William Bygrave (2007), as the primary reasons for this 

problem: (a) use of improper datasets, widespread use of secondary data, research models 

based on weak theory, research questions that are of little relevance to the world of 

practice, and use of esoteric quantitative techniques that is for the most part far removed 

from the reality of what actually happens inside the complex and chaotic world of start-

up’s. According to Dale Meyer (2011), the academic field of entrepreneurship is “stalled” 

due the use of econometric methodologies and secondary databases that “distance 

researchers from actual people and behaviors that catalyze entrepreneurs and 

entrepreneurship” (p. 7). 

  

On the practitioner organization side, over the years, between us we have attended 

over 20 events and annual conferences such as the Americas Small Business Summit 

organized by the US Chamber of Commerce, Tie-con of TIE, and the annual Inc. 
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500/5000 Conference by Inc. magazine. At each of these events we were hard pressed to 

find experts from research and academia. We argue that among of the key reasons for this 

missed opportunity are the following: (a) there is hardly any outreach by practitioner 

organizations to the entrepreneurship educators and researchers, (b) majority of the 

organizations representing practitioners stick with a narrow agenda that is designed get 

the immediate attention of their membership at the cost of addressing long term systemic 

issues that are supported and validated by painstaking research, (c) educational 

institutions do not give tenure credit to researcher who conduct workshops, do research, 

or speak at non-academic conferences, (d) universities and business schools do not 

reimburse researchers the fee and expenses for non-academic conferences (Kumar, 2011). 

The irony is that practitioner conferences are attended by large numbers of entrepreneurs 

and has the potential to be rich sources of collection of raw data and can serve as 

excellent testing labs for theory. 

 

Our principal concern is that the disconnects discussed above could stall the 

progress of both academics and practice, especially in an applied field such as 

entrepreneurship that many experts believe is still in its infancy (Bygrave, 2007). The 

objective of the proposed workshop is to share practical strategies that have been used by 

both academicians and practitioners and the organizations that represent them to 

effectively bridge the gaps discussed above. While we realize that may not be a one size 

fits all solution, we believe that it is critical for academic and practitioner organizations 

and their individual members to explore avenues for collaboration to share best practices 

on what had worked. This participatory workshop conducted by practitioner-researchers 

will discusses practical strategies that can help make education and research relevant to 

practice.  

 

 

Format of Workshop:  

 

This workshop is not intended as an academic exercise - rather, it will feature a 

series of distinct vignettes that showcases academic-practice bridging strategies that have 

worked in the real world so that others can build on it. We encourage participants not just 

to discuss 'best practices' but also to reflect upon the challenges faced, the processes used 

to arrive at solutions, why the strategy has been so effective, and how the experiences 

were leveraged to enhance learning and practice. The proposed time frame for the 

workshop is 2 hours. We have invited guest speakers with deep experience spanning 

teaching, research, policy, and practice in the field of entrepreneurship. Each speaker will 

share their experience in about 10 to 12 minutes that will follow the format of (a) 

problem/challenge faced, (b) discovery, evaluation, and deployment of the potential 

solutions, (c) outcomes or results, (d) learning lessons. The presentations will be followed 

by a Q&A session where there will be interaction between the presenters as well as 

between the speakers and the audience on the vignettes. The final segment of the 

workshop leaders will summarize the learning lessons from the vignettes and the thread 

that weave them all together. 
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Themes for Presentation  

 

The themes for the presentation include but are not limited to the following: (a) 

making conferences collaborative undertakings through creative alliances between 

practitioner and academic organizations, (b) a team approach to developing teaching, 

learning, and research strategies, (c) formulating research questions that are relevant to 

practice, (d) selecting the most appropriate research methodologies, (d) enhancing data 

collection through researcher-practitioner partnerships, (f) finding the right 

academic/practitioner mentors for students, (g) networking and teaming for success, (h) 

emphasizing business models and not business plans, and (i) collaboration for social 

entrepreneurship and not-for-profit organizations/NGO’s. 

 

 Conclusion:  

 

Despite the rapid growth experienced by the academic field of entrepreneurship 

and the practice of entrepreneurship as two distinct endeavors, the challenges faced at 

their intersection are deep and multifaceted. Given that the end goals of organizations, 

regardless of academic or practitioner focused, are more or less similar, organizational 

leaders have the responsibility to ensure greater collaboration. While we realize there 

may not be a one size fits all solution, it is critical for academic and practitioner 

organizations and their individual members to explore avenues for collaboration to find 

out what works and what does not. This professional development workshop is an 

attempt to share knowledge and find common grounds between academic and practice.  
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Abstract 

It is important to pursue research that can help guide the improvement of entrepreneurship 

education. The objective of this paper is to identify challenges and opportunities for 

enhancing Brazilian higher education in entrepreneurship considering the demand for courses 

and activities in entrepreneurship and the entrepreneurial intentions of students. The study 

was a survey complemented by a detailed review of the literature. The survey questionnaire 

contains 16 sets of multiple choice questions employing scales of five or seven points. It was 

made available on a website and was answered online by 29,186 students of 37 Brazilian 

colleges and universities. Results were compared with a similar international survey, named 

GUESSS (www.guesssurvey.org). Comparing to the international sample, Brazilian students 

are significantly more motivated to take courses and activities in entrepreneurship. The 

conclusion offers recommendations for improving entrepreneurship education in colleges and 

universities and suggests future directions for research. 

Keywords: entrepreneurship education, demand, entrepreneurial intention, opportunities, 

challenges. 
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Introduction 

Given sweeping changes in the global economy and associated changes in the nature of the 

workplace, it is no longer sufficient for institutions of higher education simply to train 

students to occupy traditional employment roles. Rather, entrepreneurial capabilities are 

becoming much more important and sought after. After all, many contemporary college 

students want to have their own businesses in the future, regardless of their major field of 

study. The international GUESSS study, covering 26 countries and just over 93,000 college 

students, shows that approximately 10% of students surveyed want to found their own 

businesses immediately after graduating, and 30% hope to do so within five years of 

graduation (Sieger, Fueglistaller and Zellweger, 2011). 

According to Alvarez and Busenitz (2004), if universities do not offer entrepreneurship 

education, students will be less likely to become entrepreneurs. In fact, Peterman and 

Kennedy (2003) found evidence that students’ entrepreneurial experiences during their 

education awaken or strengthen their desire to create new businesses. If universities promote 

entrepreneurship education and engage in developing entrepreneurial potential (Vyakarnam, 

2005) and the different skills related to it (Kirby, 2005; Gibb, 2006), they can raise 

consciousness and interest in exploring alternative forms of work and entrepreneurial 

activities (Galloway et al., 2005). 

Even if students do not plan on having their own businesses, they can benefit from the 

development of entrepreneurial knowledge and skills. Entrepreneurship education not only 

helps students learn to run a business but, more importantly, helps develop creative thinking, 

innovative capacity, and improvement in self-esteem and responsibility (Heinonen, 

Kovalainen and Pukkinen, 2006), which makes it highly desirable. 

The importance of entrepreneurship education has even been recognized by the United 

Nations Conference on Trade and Development as an important item in the promotion of the 

development of countries (UNCTAD Secretariat, 2011). However, the risk of promoting 

entrepreneurship training and activities that are inconsistent with student needs, and thus 

ultimately fruitless, is great. Thus, it is important to pursue research that can help guide the 

improvement of entrepreneurship education.  

The objective of this paper is to identify challenges and opportunities for enhancing 

entrepreneurship education in Brazilian universities and colleges considering the demand for 

courses and activities in entrepreneurship and the entrepreneurial intentions of students. The 
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conclusion offers recommendations for improving entrepreneurship education in colleges and 

universities and suggests future directions for research.  

 

Demand for More Entrepreneurial Education Programs 

There are very few studies based on what improvements in entrepreneurship education 

offerings are required from a student perspective. It is much more common to find studies in 

which the sources of information and evaluation of entrepreneurship courses and activities 

offered are teachers or specialists. Here are some examples. 

Lüthje and Nikolaus (2002) compared 312 Business Administration undergraduate students 

from a large public university in Germany who were not exposed to entrepreneurship 

education with 143 undergraduate and graduate students (from a random selection of 490 

students) from the MIT Sloan School of Management. Sloan students evaluated their school’s 

overall environment more favorably than did the Germans. They considered the university 

environment more inspiring and conducive to entrepreneurial ideas, and they indicated that 

entrepreneurship was favored by many environmental aspects, such as contact with cutting-

edge technologies, innovative ideas, and entrepreneurs whom the students can take as 

inspiring models. 

Sloan students indicated much more strongly that lectures and classes favored development 

of entrepreneurship-related knowledge and skills and that the school favored integration 

among students from different fields. Students also evaluated Sloan better at promoting and 

supporting entrepreneurs in the steps prior to beginning a business. In addition, they 

considered support for entrepreneurship with courses and training was strong at Sloan in the 

first half of schooling – and it intensified in the second half. The German students, on the 

other hand, did not see that.  

Lüthje and Nikolaus (2002) thus concluded that German universities could use the 

entrepreneurship programs at Sloan and other U.S. universities known for entrepreneurship 

education as models for improving their approach. 

Gasse et al. (2006) compared the intentions, interests, and percentage of students who were 

entrepreneurs among 656 Administration and Engineering learners in Quebec (Canada), 

Tunisia, and France. 72% were undergraduates, 25% at the master’s level and almost 2% at 

the doctorate level. Most (51.5%) studied Administration. They were asked about their 

intentions over the short, medium, and long term (during studies, soon after graduation, and 
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some time after graduation) and also about any entrepreneurial activities already begun 

within or outside the university. 

Between 76% and 88% of students from the different countries stated that more practical and 

participatory academic activities such as projects, work experiences, and simulations helped 

in preparing them to be entrepreneurs. However, in the answers on how much their courses 

on entrepreneurship had helped to develop entrepreneurial spirit, the percentages decreased 

considerably: 36.4% among Tunisians, 33.5% among Canadians, and 23.2% among the 

French. 

Having a favorable environment for innovation at university and in companies was a very 

important factor: 40% for French students, 52% for Tunisian students, and 51% for Canadian 

students. The existence of a support system for entrepreneurial activities also stood out as a 

factor: 18% among Tunisians, 31% among the French and 36% among Canadians. Nearly a 

third of Tunisian students believed that the lack of help and support was a real obstacle to the 

development of entrepreneurship. 

Therefore, given that many students intend to be entrepreneurs or work autonomously soon 

after graduation, inductive reasoning indicates that colleges and universities wishing to 

encourage entrepreneurship can be most effective if they nurture an environment conducive 

to innovation and offer support services for entrepreneurship. 

Later, Gasse and Tremblay (2011) compared the results of a 2,053-student-sample study, also 

with Management and Engineering students, from seven different countries: Canada (Quebec 

Province), Tunisia, France, Romania, England, Colombia, and Germany. Entrepreneurial 

intentions in this sample were comparatively higher than those observed in two other studies 

– one developed by Filion et. al. (2002, apud Gasse and Tremblay, 2011) and the previous 

one by Gasse et al. (2006). One reason is that entrepreneurship in the 2011 study was 

understood as covering the activities of opening a businesses and also self-employment. 

The contribution of the general system of education for entrepreneurship development was 

only highlighted by the students from Colombia and Germany (57% and 61% respectively). 

However, for the contribution of academic activities in general to encourage 

entrepreneurship, all groups indicated that projects, initiatives, simulations, internships, and 

work experiences helped (between 79% and 95%). When asked specifically about the 

contribution of entrepreneurship courses offered for the development of entrepreneurial spirit, 

the numbers declined substantially to between 20% and 40%. Colombian students were the 



 5 

exception: 82% responded that the courses stimulated and helped them to develop 

entrepreneurial spirit. 

Thus, the general result shows little perceived contribution of courses on entrepreneurship 

and strong perceived usefulness in entrepreneurial preparation from activities requiring 

student participation and practical activities.  

Drost agrees with Zhao, Seibert and Hills (2006, apud Drost, 2010) that the best way to 

measure this would be via student perceptions on how much they have learned through these 

activities on the four basic entrepreneurial skills: new business opportunity identification, 

opportunity evaluation, business beginning, and organizational entrepreneurship. Thus, the 

better students evaluate the learning of these skills, the better they think their preparation to 

become entrepreneurs is. 

In her study, Drost (2010) used a sample of 168 students at a public university in Finland 

with a female predominance – 62%. The results showed that self-efficacy has a mediating 

role in entrepreneurship education on entrepreneurial intention. Perception of learning the 

aforementioned four basic skills of entrepreneurship positively affected student confidence 

that they possessed the competencies to open their own businesses within five years. 

Therefore, Drost (2010) argues, entrepreneurship education has practical components – 

contact and exposure to entrepreneurs who serve as inspiring models, practical activities 

generating feedback and encouragement, and stimulation of self-confidence in the students’ 

own abilities. For the author, entrepreneurship education should also offer assistance and 

support to help deal with anxiety when students are actually involved in entrepreneurial 

activities. 

She states that practical experiences strengthen this confidence (perceived control) both for 

activities in the classroom and outside – in companies and in the real world. These 

experiences may involve internships, case studies, interactions with entrepreneurs, consulting 

for startups or connections with corporate entrepreneurship, etc. In short, all activities that 

involve practice and placing students in direct contact with entrepreneurs and models build 

confidence and entrepreneurial intention. Dilts et al. (1999 apud Fayolle, Benoît and Lassas-

Clerc, 2006) had already identified internships and practical in-the-field training as more 

successful teaching modes in preparing students for entrepreneurship. 
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Entrepreneurship Education in Brazil 

Perceiving the new demands posed by changes in global and national economies, Brazilian 

universities and colleges have introduced and, later, expanded entrepreneurship education 

offerings. The “New Business” course at the Fundação Getúlio Vargas – Escola de 

Administração de Empresas (Getúlio Vargas Foundation – School of Business 

Administration) was created in 1981 as part of the MBA program, and in 1984 a similar 

undergraduate course was instituted for business majors. Other institutions have followed 

suit: Universidade de São Paulo – Faculdade de Economia, Administração e Contabilidade 

(University of São Paulo – College of Economics, Administration, and Accounting) as well 

as the Universidade Federal do Rio Grande do Sul – Departamento de Ciência da 

Computação (Rio Grande do Sul Federal University – Department of Computer Sciences) 

(Lopes and Mello, 2005). 

Entrepreneurship education is growing. A web-based survey of 516 schools by Guerra and 

Grazziotin (2010) showed that 32% of public and 11.5% of private higher education 

institutions offered entrepreneurship courses. 44.6% of these courses were offered outside the 

area of Business Administration – in areas such as Computing, Engineering, Communication, 

Tourism, Physical Education, and Speech Therapy. Universities and colleges have increased 

the number of courses and activities offered in the area. Flores, Hoeltgebaum, and Silveira 

(2008) noted that between 2004 and 2007, course numbers increased 27.8% in post-graduate 

business administration programs in the nation. 

Interest in entrepreneurship education has also grown. Some Brazilian institutions offer 

entrepreneurship centers, business incubators, and both minors and majors in 

entrepreneurship education. Business plan competitions are slowly increasing in number, as 

well as events that stimulate entrepreneurship. In addition, academic events have begun, 

including the Internationalizing Entrepreneurship Education and Training Conference – 

IntEnt 2006, the Roundtable on Entrepreneurship Education (REE) Latin America in 2007, 

and the Roundtable on Entrepreneurship Education Satellite Brazil.  These conferences 

addressed ways of improving the quality and impact of Brazilian entrepreneurship education. 

However, the GEM study Entrepreneurship in Brazil: 2008 (Greco et. al. 2009), which 

developed a specific topic on education and training, provides worrying information. Based 

on INEP-MEC (2009), it states that there were 39,555 higher education courses in Brazil in 

2008. Among these, 3,465 were in Administration and 988 in Computer Engineering, 
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Computer Studies, and Information Systems. These four areas are usually forerunners in 

offering entrepreneurship courses in Brazil. Nevertheless, only 25 educational programs were 

specifically related to entrepreneurship and small business management. The programs were 

concentrated in the south and southeast regions of the country. According to the authors, 

these numbers indicate a modest offering of higher education entrepreneurship courses and a 

lack of trained teachers. 

Thus, these are the first two challenges to improving entrepreneurship education in Brazil, as 

shown in Table 1. 

 

Chart 1- Challenges 1 and 2 

- Challenge 1: To increase the offer of higher education courses and activities in 

entrepreneurship. 

- Challenge 2: To train more teachers in entrepreneurship education. 

 

Additionally, the results of Greco et al. (2009) showed that among the entrepreneurs who 

start their own companies, 90% had never attended any course or training activity related to 

opening a business. 40% of the entrepreneurs who had taken any entrepreneurship education 

activity did so during their higher education studies. These activities were optional, not part 

of the core set of courses and activities required for the students.  

This suggests that much still needs to be done to improve entrepreneurship education 

offerings in Brazil. 

 

More Challenges for Improving Entrepreneurship Education in Brazil 

In 2006, the Federal Administration Council (CFA, 2006) conducted a Brazilian survey 

covering a sample of 10,552 Administration students, as well as teachers and businesses, 

which suggested new content for higher education, more in line with the market reality, to 

prepare students better. The main contents were: entrepreneurship development (46%), 

micro- and small-sized business management (23.5%), environmental management and 

sustainable development (23.5%), and business ethics (20%). Clearly there is a demand for 

entrepreneurship education, at least among students in Administration. 

Oliveira, Taffo and Andrade (2010) conducted another study involving Administration 

students. It included 60 students concluding studies at a private university in São Paulo (62% 
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female). 95% of students reported not having taken courses on entrepreneurship. They were 

asked about their career interests. For the short term, entrepreneurship emerged with 65%, as 

the most preferred option. 40% chose to work as employees. Regardless of career interest, 

77% wanted to continue their studies. When asked about their intentions over the medium 

and long terms, 87% indicated a preference for becoming entrepreneurs, 28% for becoming 

free-lance professionals, and 35% for working as employees. 

When asked about their preparation for evaluating the different activities related to opening a 

business, they responded that they did not feel properly prepared. Only a minority said they 

would be truly able to open and manage a viable business. Only a little more than half rated 

themselves competent to design a new business. It is indirectly evident, therefore, that they 

perceived gaps in their education related to entrepreneurship. 

In addition, when questioned about their level of knowledge of different forms of support for 

business creation, they showed little understanding of the different forms of training, 

assistance in opening a business, financial support sources, business centers, technical 

guidance for start-ups, or even outsource services helpful for opening businesses. There is a 

clear lack of information among students about the various forms of support for potential 

entrepreneurs (Oliveira, Taffo and Andrade, 2010). 

Anjos, Fechine and Nobrega (2005) indicate that only one quarter of Administration students 

at the Universidade Federal de Campina Grande considered good or very good the level of 

debate on entrepreneurship at their university, while the rest assessed it as fair or poor. 

Students recommended changes, primarily for adopting a more practical approach of 

education. They pointed out the need for a more interdisciplinary perspective in this area 

among the different courses, expansion and improvement of debates on the subject, and 

incentives and training for more teachers to work. 

In their study Empreendedorismo das Universidades Brasileiras (Entrepreneurship at 

Brazilian Universities), Suedekum and Miller (2011) found that, compared to other 

universities in the world, the courses offered in Brazil invite fewer entrepreneurs to speak to 

students and do not focus on practical activities. In other words, students see neither a 

practical approach nor learning considering actual, specific challenges faced by 

entrepreneurs. Their educational activities are usually far from those experienced by 

entrepreneurs. Suedekum and Miller (2011) advise that the students who intend to become 
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entrepreneurs should have more involvement with and exposure to the experience of 

entrepreneurs to prepare themselves better. 

Entrepreneurship education in Brazil is also limited by the fact that the courses offered on 

entrepreneurship are essentially restricted to the development of a business plan (Degen, 

2009; Guerra and Grazziotin, 2010). In light of this and of the needs described in this section, 

most Brazilian students suffer a lack of diversification (beyond the business plan) in the 

offering of courses and activities related to entrepreneurship. 

Chart 2 contains a summary of the challenges present in this section. 

 

Chart 2- Challenges 3 to 5 

- Challenge 3: Greater proximity to and contact with entrepreneurs and their reality. 

- Challenge 4: A more practical approach to entrepreneurship education, including 

information on support systems and financial aid for entrepreneurs. 

- Challenge 5: Greater diversity in course and activity offerings at colleges and universities 

beyond business plans. 

 

Research Methods 

This survey used the Global University Entrepreneurial Spirit Student Survey – GUESSS 

(www.guesssurvey.org) questionnaire, translated and theoretically validated by experts on 

entrepreneurship and entrepreneurship education in Brazil. This questionnaire contains 16 

sets of multiple choice questions employing scales of five or seven points. It was made 

available on a website and answered online. 

As this was the first time the survey has been done in Brazil, teachers and program 

coordinators/directors were contacted personally by email and telephone and invited to 

participate. They then either solicited student participation by email or they made the link to 

the online questionnaire available on internet/intranet sites of their schools. 

Data processing was done by frequency analysis of responses, since the sample was 

configured as statistically infinite (Levy and Lemesshow, 1999). Although the sample was 

not randomly drawn, because of its large size it is likely reasonably representative of the 

perceptions of Brazilian students. Both data collection and processing followed the GUESSS 

international standard to enable comparisons between countries and universities from one or 

more countries. 
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The survey included 37 Brazilian colleges and universities resulting in a total of 29,186 

questionnaires answered.  Of these, 25,867 were considered useable. The estimated total 

number of students who received the Internet link to answer the questionnaire was 250,000. 

So, the response rate was 10.3%, which exceeds the 6.3% international response rate (Sieger, 

Fueglistaller and Zellweger, 2011).  

The study lies within the broader international context of GUESSS, a panel study involving 

26 countries, whose students produced 93,265 responses in 2011. Due to its characteristics, 

the study allows comparison and benchmarking between different universities, regions, and 

countries. This paper’s analysis includes comparisons with the results of the international 

study (Sieger, Fueglistaller and Zellweger, 2011).  

The following are some particularities of the Brazilian sample: 

- Age: 55% of the Brazilian respondents were in the “under 25” range, in comparison to 

70% for the international sample. 27.8% of the national respondents were in the “over 

30” range, as opposed to 16% for their international counterparts.  

- Gender: Brazilian and international samples present similar percentages and a 

predominance of women – 55.4% of the Brazilian respondents, which is 

approximately 10% more than men. 

- Study level: 95% of the students were undergraduates; 1.2% M.A. students; 3.4% 

M.B.A. students; 0.4% Ph.D. students; and 0.4% post-doctorate students; for the 

international sample, the figures were 78.6%, 16.7%, 1.9%, 2.4% and 0.4%, 

respectively. 

The respondents’ fields of study for the two samples are detailed in Figure 1. 
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Figure 1 - Distribution of Respondents by Field of Study (%) 
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The “other” category in the figure includes those students who did not define their field of 

study in the response. 

 

Future Work Intentions and Demand in Entrepreneurship Education 

The questionnaire asked students which career option they expected to choose immediately 

after and five years after graduation. In the responses to “immediately after studies”, 

Brazilian students show greater preference (30.3%) for working in companies with more than 

250 employees than those of the international sample (26.2%). When asked about working in 

micro-, small-, and medium-sized enterprises, the results for the international sample were 

almost double that of the Brazilian sample – 22.4% versus 11.4%. The Brazilian students 

expressed a greater preference for public sector employment (14.6%) compared to the 

international sample (10%).  

Brazilian students are more attracted to entrepreneurial career options. The largest percentage 

difference is in creating one’s own business, with 8.4% among Brazilians and 4.6% in the 

international sample. 3.0% of Brazilian students intend to acquire companies not controlled 

by their families, while for the international sample, the percentage drops to 1.6%. The 

percentage of Brazilian students who intend to maintain companies they have already 

founded is 3.0% versus 2.3% for the international sample. 

A comparison with the responses to “five years after studies” shows a significant decline in 

percentages for the following categories: 
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- Concerning students who want to work in companies with more than 250 employees, 

the percentages fall to 22.2% in the Brazilian sample and 11.2% in the international 

sample. 

- For those intending to work in micro-, small-, or medium-sized enterprises, the 

percentages fall to 9.9% in the Brazilian sample and 15.3% in the international 

sample. 

- The percentages concerning students who intend to work in the public sector, fall to 

2.6% for the Brazilian sample and 1.4% for the international sample 

These percentage drops appear to be an effect of increases in entrepreneurial intention: the 

intention of having one’s own business (18.7 point increase among Brazilians, and 17 point 

increase among international students), and the intention of acquiring a non-family business 

(6.3 point increase among Brazilians, and 4.4 point increase among international students). 

Continuing companies they have already founded shows a 0.8 point increase among 

Brazilians and a 1.8 point increase among international students. 

Figure 2 describes the degree of change in career intentions for the transition between the 

“immediately after studies” and “five years after studies” periods. A sharp decline in 

intention to be employed in favor of one to found a company or take over a family enterprise 

is clear. The “other” category – which includes the answer options “other options”, “do not 

know yet”, and “do not have professional career” – presents a slight increase in both samples. 

Figure 2 – Degree of change in career intention (%) 
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As seen with the percentages shown in Figure 2, entrepreneurial intention nearly doubles in 

the interim between the two periods. This variation is associated with a drop to almost half in 

the “non-founder” category areas and a small increase (up to 2%) in the “other” category. 
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Student Demand 

When asked about which courses and activities they had not taken or did not know if their 

colleges and universities offered, students were invited to express their level of interest in 

taking the course as shown in Table 1. 

 

Table 1 - Demand for Courses and Activities 

Type of 

offer  
Item 

Brazil  

 

International 

 

I would 

like it  

(%) 

I do not 

need it 

(%) 

I would 

like it  

(%) 

I do not 

need it 

(%) 

Courses 

Entrepreneurship in general 75,4 24,6 64,0 36,0 

Business planning  81,4 18,6 65,6 34,4 

Entrepreneurial marketing 73,4 26,6 52,7 47,3 

Innovation and idea generation  85,4 14,6 69,5 30,5 

Financing entrepreneurial ventures 75,8 24,2 65,3 34,7 

Social entrepreneurship  85,4 14,6 54,3 45,7 

Technology entrepreneurship 71,5 28,5 49,5 50,5 

Family firm 60,7 39,3 42,4 57,6 

Activities 

Workshops/networking with experienced entrepreneurs 75,9 24,1 70,7 29,3 

Mentoring and coaching programs for entrepreneurs  70,9 29,1 64,2 35,8 

Business plan contests or workshops 73,8 26,2 59,5 40,5 

Contact point for entrepreneurial issues 80,8 19,2 67,1 32,9 

Contact platforms with potential investors 76,1 23,9 66,1 33,9 

 

In comparison to the international sample, Brazilian students are significantly more motivated 

to take the courses and activities in Table 1. This is clearly shown by comparing the “I woud 

like it” column for Brazilian students (marked in blue) with their counterparts in the 

international sample. These results suggest that efforts to improve  offerings in Brazilian 

colleges and universities should emphasize the courses and support activities related to these 

results. 

The percentages of Brazilian students who believe these courses and support activities are not 

necessary are low. This is encouraging and propitious for improving entrepreneurship 

education in Brazil. 

We undertook a chi squared test of interest in entrepreneurial education courses and activities 

cross tabulated by gender, major, and career intentions. Raw scores were converted to 

percentages for ease of interpretation.  

Table 2 presents the variables with their corresponding p values. 
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Table 2: Significant Probability Values (p value) for Cross-correlated Variables 

Types of offer Gender Study 

Field 

Career choice 

intentions: 

Right after 

studies 

Career choice 

intentions: 5 

years after 

studies 

Entrepreneurship in general <0.001 <0.001 <0.001 <0.001 

Business planning  <0.001 <0.001 <0.001 <0.001 

Entrepreneurial marketing <0.001 <0.001 <0.001 <0.001 

Innovation and idea generation  <0.001 <0.001 <0.001 <0.001 

Financing entrepreneurial ventures <0.001 <0.001 <0.001 <0.001 

Social entrepreneurship  0.02 <0.001 <0.001 <0.001 

Technology entrepreneurship <0.001 <0.001 <0.001 <0.001 

Family firm <0.001 <0.001 <0.001 <0.001 

Workshops/networking with 

experienced entrepreneurs 

<0.001 <0.001 <0.001 <0.001 

Mentoring and coaching programs for 

entrepreneurs  

<0.001 <0.001 <0.001 <0.001 

Business plan contests or workshops <0.001 <0.001 <0.001 <0.001 

Contact point for entrepreneurial 

issues 

<0.001 <0.001 <0.001 <0.001 

Contact platforms with potential 

investors 

<0.001 <0.001 <0.001 <0.001 

 

As seen, all p values are below 0.05, indicating that levels or groups of variables have 

significant differences. For this reason, the chi-square null hypothesis that respondents have 

similar choices or answers was rejected. 

As there are significant differences between the variable groups, the surveyed response trends 

are given in Table 3. To simplify, only the highest percentage response for the options (i.e. 

the modal response)“I would like it” and “I do not need it” are given. The responses 

considered refer to the question of whether respondents would like to undertake the 

entrepreneurship-related courses and activities listed in the table. The results reflect student 

demand for the courses and activities. 
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Table 3: Response Trends – Modal Respondent Choice  

Types of offer 

Gender Field of Study  

Career choice 

intentions: directly 

after studies 

Career choice 

intentions: 5 years after 

studies 

 I would 

like it 

I do not 

need it 

I would 

like it 

I do not 

need it 

I would 

like it 

I do not 

need it 

I would 

like it 

I do not 

need it 

Entrepreneurship in 

general Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in Public 

Service 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Business planning  
Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in Public 

Service 

Found One’s 

Own Firm 

in Public 

Service 

Entrepreneurial 

marketing Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Innovation and idea 

generation  Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Financing 

entrepreneurial ventures Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

in Public 

Service 

Social entrepreneurship  
Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Technology 

entrepreneurship Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Family firm 
Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Workshops/networking 

with experienced 

entrepreneurs 

Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in Public 

Service 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Mentoring and coaching 

programs for 

entrepreneurs  

Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Business plan contests 

or workshops Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Contact point for 

entrepreneurial issues Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

Contact platforms with 

potential investors Female Female Other Other 

in a Large 

Firm (>250 

Employees) 

in a Large 

Firm (>250 

Employees) 

Found One’s 

Own Firm 

Found One’s 

Own Firm 

  

A rudimentary analysis of Table 3 suggests a great homogeneity in the results. The first 

columns show that women have higher percentages than men in the response options “I 

would like it” and “I do not need it” – indicating, respectively, that they would like to do and 

do not need to do the courses or activities. This result shows that more women than men 

answered, in a previous question, that they had not yet done the courses and activities in the 

list. Only respondents who gave this answer were asked if they would like to do or 

considered unnecessary the courses and activities. This applies to all the cases in the table. 

Considering the female predominance with the response “I would like it”, entrepreneurship 

education improvement efforts should give special attention to female students’ demands. A 

complementary study to learn the specifics of their demand and needs would be very useful, 
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especially considering that female entrepreneurship is significant in Brazil – women are 

49,3% of the entrepreneurs responsible for new business in the country (Greco et al., 2010).  

The high percentage of women responses for “I do not need it” might seem contradictory in a 

first glance, but those responses have were not made by the same people who answered “I 

would like it”, as is the case in other categories in the table. One possible explanation for the 

women exclusivity in the “I do not need it” column is that a part of them do not have 

knowledge about the nature of entrepreneurship. Another is that they do not receive enough 

information about entrepreneurship and about courses and activities related to it.   

In the “field of study” column, those students grouped in “other” (not classified in the Social 

Sciences, Natural Sciences, or Business Administration and Economics) responded most to 

the offerings listed in the table. It is possible that those who responded “I would like it” 

recognize the need to study entrepreneurship even if no content on the topic exists in their 

chose major, which is probably not related to business management. At the other extreme, 

those who answered “I do not need it”, may be predominantly students who lack a clear 

understanding of what entrepreneurship is and who, when they think about business, believe 

that their success depends primarily on technical knowledge in their particular fields. 

When it comes to “career choice intentions directly after studies”, the tendency to answer “I 

would like it” and “I do not need it” is related to students interested in working in large 

companies. Those who responded “I would like it” seem to recognize the importance of 

entrepreneurship. Additionally, part of this group may belong to the larger body of those who 

say they want to work in large companies once they graduate but change their intentions to 

that of becoming entrepreneurs five years after graduation. Students interested in public 

service or working in large companies who responded “I do not need it” may not to perceive 

potential utility of entrepreneurship for their career choices. Another possibility is that they 

have a minimal knowledge of entrepreneurship and therefore little idea of the potential utility 

of different educational  activities related to entrepreneurship . 

Finally, when it comes to “career choice intentions five years after studies”, virtually all 

respondents are people who want be entrepreneurs for the two possible answers. The 

exclusivity of this answer in the “I would like it” column may possibly be explained by a 

strong interest in better preparation for a future entrepreneurial career. Its predominance, 

along with the “in public service” group for the “I do not need it” response, could reflect a 

lack of consideration of the potential contributions for the career of the courses and activities 
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and even a lack of information about what courses, activities and a career in entrepreneurship 

could be. These two student groups may also be skeptical of the institution’s capacity to 

provide effective entrepreneurship education and/or have little information about 

entrepreneurship courses and activities. This may also apply in the case of all other “I do not 

need it” response groups in Table 3. 

 

Additional Results and Steps Taken to Become Entrepreneurs 

Generally speaking, among the different fields of study, Brazilian students in Administration, 

Economics, and Natural Sciences (this last one includes Engineering and Exact Sciences, 

etc.) are the most enthusiastic about creating businesses. Those less interested in 

entrepreneurship are in Social Sciences. Concerning different items, proportionally, more 

Brazilian students are motivated to having their own businesses than students in the 

international sample. For Brazilian respondents, the most attractive sectors to develop 

businesses are health services (12.3%), wholesale and retail trade (12.1%), consulting in law, 

tax, management etc. (11.6%), and communications or information (9.8%). The least 

interesting areas for Brazilian respondents are agriculture, forestry, and fishing (1.4%). One 

reason for this result may be the fact that a little over 80% of the students in the Brazilian 

sample live in urban areas. 

Figure 3 - Steps Taken to Start Businesses 
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Figure 3 clarifies that nationally and internationally the majority of the potential entrepreneur 

respondents (65%) already have ideas about the businesses they would like to create. It 

should be noted that questionnaire respondents were able to choose more than one option for 

the responses listed in the figure. The group that has done nothing represents 21.8% of 

Brazilians and 27% of the international sample. In general, Brazilians are in the same 

condition or more advanced than the international sample concerning their preparations to 

own businesses – mainly in opportunity identification and developing business plans. Brazil 

is behind the international sample only in making loan applications to financial institutions 

and looking for possible partners. 

The following figure reports the percentages of responses to the question of how seriously the 

students have thought about being their own bosses with one or more companies and what 

concrete steps they may have taken in this regard. 

Figure 4 - Strength of Entrepreneurial Intention (%) 
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am active in at least one of them
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Figure 4 shows that Brazil’s results for those who have already considered or already begun 

creating businesses is equal to or higher than international results for all items except the two 

at the bottom of the figure – both of which have a weaker influence on calculating 

entrepreneurial interest. The lowest percentage for Brazil is that entitled “never”, which 

indicates that a greater percentage of Brazilian students have considered or done something 

about creating businesses. Thus Brazilian students present greater strength of entrepreneurial 

intention than the international sample. 

From the results presented here, it is possible to show the entrepreneurship index for students 

in different fields of study, comparing Brazilian results with international ones. The index is a 
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synthesis reflecting the combined effects of different results of the study. For this reason, it is 

useful in making general comparisons between different countries about entrepreneurship 

interest levels and practices among students participating in the study. 

Tables A1 and A2 in the appendix, which are necessary for understanding the following 

example, form the basis for calculating the weights in this index. It is important to note that 

this is not a percentage. As Sieger, Fueglistaller and Zellweger explain (2011, p. 37)...  

…in the study, an index was calculated for each student. The index for a country is an 

average percentage of all respondents in the country. For example: a student who 

answers “it is relatively solid” about his/her interest in entrepreneurship and checks 

options 3 and 5 in the question about the level of preparation to be an entrepreneur has 

a personal index of 13 (3+5+5) [according to the weights shown in the appendix 

tables]. 

 

Figure 5 - Entrepreneurship Index by Field of Study 
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Brazil presents averages for each field of study that are above the international averages. In 

Administration and Economy, the country has the highest rate (13.48). In Social Sciences, the 

rate is the lowest (13.03). The most significant difference in relation to international results 

also occurs in the area of Social Sciences, at 1.7 point above. The “Other” category refers to 

other fields of study: the cases in which respondents did not identify one of the previous 

categories on their questionnaires. This category has the second highest rating for Brazil. 

According to the 2011 international GUESSS report, the United Kingdom has the highest 

entrepreneurship index, at 17.2. Portugal is in third place, with 16.4; Mexico is in sixth place, 

14.4; and Brazil is tied with the Netherlands in thirteenth place, with 13.3. Even so, this puts 

Brazil above the international average of 12.8 (Sieger, Fueglistaller and Zellweger, 2011). 
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Discussion and conclusions 

The fact that the Brazilian entrepreneurship index is higher than the international level 

converges with the high demand for entrepreneurship-related courses and activities in 

Brazilian colleges and universities. The relatively high level the index could be one of the 

reasons for such demand, as it reflects students’ general interest in entrepreneurship. 

As shown by the number of respondents in Figure 3 (n = 12,604), approximately 50% of 

Brazilian students are potential entrepreneurs. Some of them want to accomplish this soon 

after graduation, and an even larger number want this for five years after graduation, as 

shown in Figure 2. Overcoming the challenge of providing a more practical approach of 

entrepreneurship education that includes information on support systems and funding 

(challenge 4) could generate more direct contributions especially for this large group of 

respondents. 

Such a challenge – apparently the main one among those presented here – is related to 

something essential in teaching entrepreneurship: fostering learning through practice and 

relations (European Commission, 2008; McCoshan et al., 2010; Neck and Greene, 2011; 

Surlemont and Kearney, 2009). However, this, as well as the need to increase the offer of 

entrepreneurship courses and activities, has been neglected in Brazilian higher education 

(challenge 1). 

The focus has been on teaching business planning. This kind of teaching is necessary, but 

diversification in course and activity offer is also required (challenge 5), as the greater 

proximity to and contact with entrepreneurs and their reality (challenge 3). For this reason, 

Neck and Greene (2011) criticize the current emphasis on prediction and planning for new 

businesses. For them, the priority must be learning a method of doing entrepreneurship, 

which depends primarily on practical activities. However, to reach this desirable mode of 

entrepreneurial education in Brazil, much needs to be done to train more teachers (challenge 

2). 

Those challenges are interconnected, the need of a practical approach being the central one. 

Overcoming these challenges, whether taken separately or as a whole, is a demanding and 

long-term project. But some recent opportunities drafted in this paper can make the task 

easier: 

- The opportunity to take advantage of students’ positive attitude and high demand 

concerning improvements in entrepreneurial education and a larger range of courses 
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about micro- and small-business administration, as well as the fact that a large 

percentage of them are potential entrepreneurs. Such an opportunity seems especially 

attractive to private colleges and universities, whose development is more directly 

dependent on meeting the demands of their tuition-paying students. 

- The possibility of improving entrepreneurial education through the exchange of 

knowledge and experience among higher education teachers and directors neophytes 

in the field and those who have larger experience and/or more efficient education 

models. 

- The improvement potential offered by the dynamic academic context and teacher 

interaction, which foments frequent conferences, meetings, and studies dedicated to 

entrepreneurship in higher education. 

- The possible support for students through practical activities, monitoring, mentoring 

and/or exchange of experiences with a growing number of entrepreneurs linked to, or 

graduate in, the university context. Those entrepreneurs may be more responsive to 

cooperation needs (e.g.: former students whose businesses was incubated at the 

university or teachers who are also entrepreneurs). 

Good use of these opportunities as a way to overcome the five challenges cited could have a 

positive impact on the careers of many students. Over the medium and long terms, they can 

have positive effects on the development of the country (as suggested by the UNCTAD 

Secretariat Report, 2011). Given this potential, that use merits the attention of students, 

teachers, researchers, university directors, government, entrepreneurs, and society in general. 

For example, the use of these opportunities could be the object of university programs or 

even public policies prioritizing higher education improvement by offering courses and 

activities such as those in Table 1. The present study offers a number of helpful elements to 

be taken in consideration in doing that, such as those in the response trend table (Table 3): 

- Considering the female predominance with the response “I would like it” for the 

courses or activities listed in Table 1, entrepreneurship education should give special 

attention to female students’ demands. 

- Differentiated attention is also needed for the “Other” group in the demands. This 

suggests the need for more interdisciplinarity and diversification of offers, including 

also the offer of entrepreneurship education outside the usual areas of Administration, 

Engineering, and Computer Sciences. 
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- The importance of entrepreneurship education even for those who want to work in 

large companies or public service after graduation must not be forgotten; not only are 

entrepreneurship knowledge and skills useful for employees, these people may want 

to have their own businesses one day. 

- As many students interested in courses and activities of the Table 1 only consider 

entrepreneurship as a five-years-after-graduation goal, teaching strategies should aim 

to develop skills usable not only in the short and medium terms, but also in the long 

term. In addition, higher education institutions should maintain long-term educational 

and support services in entrepreneurship for their alumni. 

- Considering that the lack of entrepreneurship knowledge and information is a possible 

explanation for the answers “I do not need it”, even if given by a minority, effective 

clarification strategies for all students should be used to prevent this problem. 

In the improvement of offers related to entrepreneurship, the entrepreneurship centres have 

an important role to play in colleges and universities. One fundamental reason is that their 

purpose is to promote the theme with lectures, workshops, etc. and provide practical activities 

and relationship networks to fortify entrepreneurship among students and teachers. In fact, it 

is common for these centres to have links with business incubators to take their role even 

further. Thus, the idea of creating or improving such centres is attractive. 

Some suggestions can be made for new studies in the field: 

- To multiple studies focused on comparisons among Brazilian institutions and among 

them and foreign ones to identify good practices that may be disseminated in the 

country. 

- More in-depth studies about one or few institutions where to make precise and 

particular improvements, but in a specifically contextualized manner. 

- A complementary study to learn the specificities of women’s demand and needs could 

be useful, especially considering that female entrepreneurship is significant in Brazil – 

women represent 49.3% of the entrepreneurs responsible for new business in the 

country (Greco et al., 2010) and have a high demand for courses and activities in 

entrepreneurship. 
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- Further academic research on what, precisely, it means to be an entrepreneur in Brazil 

and what is required to be so in Brazil would be beneficial for educational offerings 

that are more in line with the national economic, social, and cultural context. 

Finally, entrepreneurship and business creation is closely related to administration of micro 

and small businesses. After all, the requirements for creating a business are inextricably 

linked with business management – a task that many believe would be facilitated by 

improving education with special attention to micro and small businesses (CFA, 2006). Thus, 

expanding and improving the offering of entrepreneurship courses and activities in higher 

education needs to include micro- and small-business administration. 

 

APPENDIX  

Table A1 - Interest in Entrepreneurship and Weights to Define Entrepreneurship Index  

N. Answer Option Weights Type 
1 Never 1 Non founder 

2 Sketchily 1 Non founder 

3 Repeatedly 3 Potential founders 

4 Relatively concrete 3 Potential founders 

5 I have made an explicit decision to found a company 5 Potential founders 

6 I have a concrete time plan when to do the different steps for founding 7 Potential founders 

7 I have already started with the realization 7 Potential founders 

8 I am already self-employed in my own founded firm 8 Active founders 

9 I have already founded more than one company, and am active in at least 

one of them 

10 Active founders 

Source: Sieger, Fueglistaller, and Zellweger (2011).  

According to the weight distribution in the preceding table, response items related to 

greater entrepreneurial behavior contribute more to increasing the entrepreneurship index. 

Therefore, the more respondents classified as active founders a country has, the higher its 

index is. 

Potential founders responded to a special set of questions to gauge the level of 

entrepreneurial preparedness. This level also determined the entrepreneurship index 

according to the weights in the following table. 

Table A2 – Entrepreneurial Preparation and Weights to Define Entrepreneurship Index 

N. Answer Option Weights 
1 Nothing done so far 1 

2 Thought of first business ideas  3 

3 Formulated business plan 5 

4 Identified market opportunity 5 

5 Looked for potential partners  5 

6 Purchased equipment 7 

7 Worked on product development 7 

8 Discussed with potential customers 7 

9 Asked financial institutions for funding 8 

10 Decided on date of foundation 10 

Source: Sieger, Fueglistaller, and Zellweger (2011).  
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SUMMARY 

 

One important contribution to cultural, social and economic development is the support of 

entrepreneurs when creating new ventures. There are several institutions who accompany 

potential company founders. These institutions have developed different models and process-

es to support the entrepreneur and the founding teams. Most processes are focused on impart-

ing knowledge.  

 

Too many founders fail when starting up a business or do not achieve sustainable growth. To 

be successful with creating a company it is necessary to improve competencies and to devel-

op entrepreneurial personality. It is therefore essential to add to existing processes the areas 

of expertise such as self-development, leadership and personality. Research in leadership 

education brought up U-Theory for developing leadership competences.  

 

The result of the research is a new, completely redesigned support and mentoring process for 

entrepreneurs. This process combines the latest results of the innovation research with the 

research approaches of the U-Theory by Scharmer. 
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PRINCIPLE TOPIC 

 

One important contribution to cultural, social and economic development is the support of 

entrepreneurs when creating new ventures. There are several institutions, such as consultan-

cies, technology transfer offices, and university departments who accompany potential (aca-

demic) entrepreneurs (Geissler, Jahn & Haefner, 2010). These institutions have developed 

different models and processes to support the start-up entrepreneur and the founding teams. 

Most processes focus on imparting knowledge and hard facts, such as creating a business 

plan, introduction to business administration, finance and marketing. The focus in these ap-

proaches is on the business idea and its chance to be launched successfully. Here, a number 

of parallels with innovation management models occur. Accordingly, business models and 

market data are regarded the most fundamental inputs to the decision-making process 

(Kuratko, 2005).   

 

Nevertheless, many founders fail when starting a business or they do not achieve sustainable 

growth. In our perception this is based, in part, on the fact that new venture creation support 

is more than innovation management. To be successful in creating a company it is important 

not only to gain market knowledge and obtain hard facts, but also to improve leadership 

competencies and to develop entrepreneurial personality. It is therefore essential to add the 

areas of so called “soft skill development” (e.g., self-development, leadership, and personali-

ty) to existing support processes.  

 

The aim of this research is to develop a process model as synthesizing framework that inte-

grates the ideas of innovation models, new venture creation consulting, and leadership educa-

tion. Building on the innovation research-based Stage-Gate model (Cooper, 2001), a corre-

sponding process that summarizes existing practices of new venture creation support is sug-

gested. This part of the resulting framework enables entrepreneurs to develop competitive 

business ideas. Complementing this perspective, a special focus on leadership development 

ensures that nascent entrepreneurs be equipped with a tool kit to constantly deal with changes 

in the business environment (Scharmer, 2009). The latter view is based on the necessity for 

today’s entrepreneurs to become perpetual learners (Scharmer, 2009; Schein, 2010).  
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The overall perception is hereby that aimed further development of skills within the founder 

and the founding team creates far reaching positive effects. (Compare overview in Neck et al. 

1999)  

Extensive international research shows that transformational leadership among employees 

increases motivation, commitment and development causes, and ultimately leads to greater 

creativity, innovation and business success (Bass 1990; Bass et al. 2003; Chen et al. 2007; 

Jung, Chow & Wu 2003; Eagly, Johannesen-Schmidt & van Engen 2003; Lowe & Kroeck 

1996; Tierney, Farmer & Graen 1999; Vera & Crossan 2004). 

 

By integrating the two perspectives, the synthesizing framework takes into account the neces-

sary criteria for successfully running businesses but takes also into consideration the devel-

opment of entrepreneurial personality. In so doing, the present paper contributes to existing 

entrepreneurship theory and consulting practice (Ensley et al., 2006). 

 

In the course of the herewith presented article, we first review literature on innovation man-

agement and the venture creation support process. The leadership perspective builds on Theo-

ry U for developing leadership competences (Jaworski & Scharmer, 2000; Scharmer, 2009). 

After the three foundational perspectives have been reviewed and aligned, we combine these 

views to develop a synthesizing framework of new venture creation support. 

 

LITERATURE REVIEW 

 

Process Models in Innovation Management Research 

The innovation management research has produced several models to put emphasis on to the 

several steps from the business idea to a marketable product (Brown & Eisenhardt, 1995; 

Cooper, 1979; Cooper & Kleinschmidt, 1987; Ernst, 2002; Rothwell & Zegveld, 1985). 

 

The process models for each target position in the normative and descriptive ex-formations of 

reality are divided. Normative models are often developed from studies which evaluated suc-

cessfully implemented innovation projects. Recognizable patterns and processes determining 

the success of these projects resulted in models that included concrete action proposals in the 
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sense of standard strategies (eg, Cooper, 1983a; Cooper & Kleinschmidt, 1990). Descriptive 

models are however, from the observable in the practice process steps (eg, Cooper, 1983b). 

In addition there are models that divide the innovation process in sequential phases. Referred 

to as stage-gate process flow models differ in the degree of detailing, the focus set and the 

research question (Cooper, 1994; Cooper & Kleinschmidt, 1986, 1987, 1990). 

The Stage-Gate process models can be assigned to different generations (Cooper 1994, Ernst 

2002). The first generation of process models in the 1960s, was developed and used as a 

management tool for the standardization of business processes. The innovation process is 

split up into discrete phases, after each phase, a management review is held to decide on the 

progress of the project. 

 

A benefit of this generation of process models was to structure the activities of the innovation 

process and to standardize, ensuring that each task is in the foreground. A disadvantage of 

this type of process models is seen in the fact that projects are not push forward up to the par-

ticular review decision, which slows down the whole process. Furthermore, the process stops 

after the production phase and takes into account neither the penetration nor marketing activi-

ties that will bring the invention to innovation (Cooper, 1994; Hughes and Chafin, 1996). 

Therefore, these models are strictly intervention management models.  

 

The second generation is based on the studies of NewProd Cooper and colleagues (Cooper, 

1979, 1994, Cooper & Kleinschmidt, 1986, 1987, 1990). In these studies successful and less 

successful companies are compared and it was detected that successful innovation projects 

follow a standardized procedure. This generation of process models is interdisciplinary and 

integrates the marketing and production functions. Each activity must not proceed strictly in a 

row. Overlaps are allowed to accelerate the process (Cooper, 1994; Cooper & Kleinschmidt, 

1990). Rothwell and Zegveld (1985) described in their Coupling model a similar process. 

In the further developed third generation stage-gate models Cooper (1996) aimed at more 

flexibility of the models. Sequential running activities that can slow down the process have 

been integrated into the new process. The phases flow smoothly into one another, single indi-

vidual activities can be performed simultaneously, to allow the process to accelerate. They 

are also adapted to the particular project risk (Cooper, 1996). 
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Figure 1: The Stage-Gate Model of the Product Innovation Process (Source: Cooper, 

2001) 

 

The Process of New Venture Creation Support 

The process to support potential founders, from concept to successful market operating com-

panies, has a lot of overlap with the innovation process models presented above. Once a po-

tential founder developed the idea and decides to realize this, the idea will be tested for vi-

ability and further developed step by step.. This includes the business model creation, its de-

velopment and testing phase, until it reaches the stage of a market ready product. The most 

used start-up processes that are used by consultants have focused on the further development 

of business ideas and specialized on these. With help of workshops, events and individual 

counseling an idea is developed into a marketable product or service. 

 

Due to the many overlaps with the product innovation process, figure 2 illustrates the venture 

support process in analogy to the Stage-Gate model as shown in figure 1. 
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Figure.2: support and mentoring process for entrepreneurs 

The transmission of "hard skills” such as e.g. financial planning, development of business 

plans and a market entry strategy or the development of a marketing and sales strategy are the 

basis for a successful implementation of business ideas (Neubauer, 2002). Usually it is not 

enough to focus only on the business idea. For many players the path to self-employment is a 

blind spot. Expectations and aspirations in the life of a start-up entrepreneur only rarely coin-

cide with what is reported from the field (Klandt, 2006). 

This deficit will be met by a process model of new venture creation support which includes 

the findings of innovation research and integrates leadership skills to a further extend. Be-

sides teaching the hard skills to emphasis on personality development should be put on espe-

cially the leadership qualities. The process steps and their linkage should take into account 

the personality of the founder and integrate this into the process additionally to the plain de-

velopment of the business idea. 

The requirements for the key skills do not end facing the individual. Above all, team work 

and team leadership are essential (Kirkman & Rosen, 1999; Manz 1992, Seibert, Silver & 

Randolph 2004). Especially working in a (virtual) project team requested by the staff to be 

able to cope with many different and changing employees (Lurey & Raisinghani, 2001). Such 

teams, however, where the flexible adaptation, coupled with successful social skills are put 

into practice are not only happier but also more innovative and successful (Mathieu et al, 

2008;. Spreitzer, Kizilos & Nason 1997). 
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Both transaction and transformation-oriented leadership competencies have a positive impact 

on the success of start-ups, as evidenced by empirical studies (Ensley, Pearce & Hmieleski, 

2006). At the same time these skills in models of entreprenuer education and counseling are 

not considered essential (Leich & Harrison, 1999; see Witt 1998 for a discussion in the 

broader economic context) and are only gradually spread (Kuratko, 2005). [Before the inte-

grated framework is developed, the next section reviews U-Theory as a basis for Leadership 

development] 

 

Leadership development 

As a starting point, Theory U as developed by Scharmer (2009; Jaworski & Scharmer, 2000) 

serves as framework to integrate the leadership perspective into new venture support. Lea-

dership, in its simplest definition can be described as “organizing a group of people to achie-

ve a common goal” (Scharmer, 2009), i.e. leadership requires somebody for organizing (who) 

a process (how) to get results (what).  

 

Scharmer assumes that important leadership skills must include Sensing, Presencing and Em-

bodying (Jaworski and Scharmer, 2000). Scharmer focuses on the individual personality 

skills, to perceive consciously the environment and stakeholders to address it and to empower 

one and others accordingly. Proceeding Scharmer says that it is essential to be able to change 

the perspective which is vital to be able to adapt to new settings. Leaders must be able to re-

spond to new challenges quickly and effectively and to guide well in uncertain times. A rapid 

and detailed analysis of the current problem from different angles is a success factor for ef-

fective leadership (Scharmer, 2009).The consideration and development of these skills are 

not part of classical training and start-up consultancy. Nevertheless, researches on leadership 

and entrepreneurship have common roots, such as transferring an idea into a marketable of-

fer. The processes are therefore combinable in principle. (Ensley, Pearce & Hmieleski, 2006). 

 

According to Scharmer (2009), the effectivness of leadership depends fundamentally on the 

sources of cognition (insights) out of which the leader and his group usually react to specific 

situations, and on how such reaction is carried out at individual and groupal social fields. 

Thus, effective leadership is about learning to recognize the habits of attention -which refers 
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to sources of cognition usually regarded in any particular business culture- and about being 

able to improve social interactions for leading the change. 

 

There are four sources of cognition out of which knowledge about the situation is aquired: 

1. The old me-world: refers to the source of cognition at which the leader usually recon-

firms his knowledge and judgement about the specific situation that is being regarded. 

He just sees the problem. 

2. The current it-world: in this source of cognition, the leader attends the problem out of 

his expectations, i.e. from a factual point of view. 

3. The current you world: is the source of cognition that the leader reaches when his pla-

ce of perception is moved out of his own boundaries, and locates outside. Listening 

becomes empathical. 

4. The highest future possibility wanting to emerge: when the leader finds himself in this 

source of cognition, he connects to people and places and things surrounding him as 

“beings”, out of which something wants to emerge. Listening becomes generative. 

 

Most of times, leaders take into account only the first two sources of cognition for carrying 

on solutions to problems they face. As result, their reactions use to attack only the symptoms 

of the problem. But for solving the fundamental issues of the problem, it is necessary to at-

tend it from the third and fourth sources of cognition too (Figure 3). 
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 Figure 3. Sources of cognition at individual level 

 

In order to access a deeper level of understanding of problems, i.e. going further from the 

sources of cognition 1 and 2 to the 3 and 4, the leader should expand his pattern of thinking 

when facing a problem.  

 

According to Scharmer (2009), the capacities described in figure 4 help the leader to extend 

his own patterns of attention to the sources of cognition 3 and 4.   

 

Figure 4. Individual leadership capacities heading to sources of cognition 3 and 4. Que-

lle: modified from Scharmer (2009) 

 

 

DEVELOPING AN INTEGRATED FRAMEWORK OF NEW VENTURE 

CREATION SUPPORT 
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With Theory U developed by Scharmer, a second process path was added to the process 

while investigating how founding process, founding consultancy and leadership competencies 

depend on each other and its contribution to success of the business.  

The capacity on the part of the client, to obtain a deeper understanding of problems, is a fun-

damental issue that the process of support should promote during the pre-start-up activities. 

Thus, the adoption of strategies for promoting the development of the client’s individual lea-

dership capacities described in Figure 5, should facilitate his access to the sources of cogni-

tion 3 and 4 during all his leadership activities. 

Not only his individual leadership capacities for accessing to the sources of cognition 3 and 4 

should be taken into account, but also, his capacity to improve the social interactions of his 

group, so that it can also access to the sources of cognition 3 and 4 as a whole.  

 

According to Scharmer (2009), the leader must lead his group to manage its habits of atten-

tion in such a way, that all four sources of cognition are taken into account through the con-

versing process. In order to do so, a serie of leadership movements must follow (Figure 5) 

 

 Figure 5. Serie of leadership movements promoting the groupal conversing process. 

Quelle: Scharmer (2009) 

 

The application in serie of these leadership movements during the support and mentoring 

process for entrepreneurs, improves the involved group’s patterns of attention, and enables 

the members of the group to interact from the sources of cognition 3 and 4 (Figure 6): 



11 
 

 

  

Figure 6. Sources of cognition at group level 

 

Thanks to the support and mentoring process for entrepreneurs regarded here, the client not 

only improves his leadership capacities by expanding his habits of attention, but also gets the 

ability to recognize the habits of attention of his working group. He will be able to converse 

his ideas effectively by leading his group to regard all four sources of cognition through the 

conversing process, following the five leadership movements. 

Success of founders in business not only represents benefits to them, but to the society in 

which these new businesses are established. A lot of organizations related to founding consul-

tancy use to count with collaborators following their own “established” processes. Thus, it is 

not common to find standardized founding consultancy processes that optimize the transfe-

rence of knowledge between organizations. Following from this, we have adopted the cha-

llenge to develop a commonly accepted process for entrepreuers. 

Figure 7 illustrates the integrative model of the consultation process established in a graphical 

form, the model combines the perspectives of the development of ideas with the leadership 

development. The-This model serves as a starting point for the debate to allow effective and 

customer-oriented support and guidance of founders and founding teams. 
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Figure 7: integrative support and mentoring process for entrepreneurs 
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The two-process elements do not run alongside each other or isolated from each other, but are 

intertwined with each other. These linkages are highlighted by us, experience in many consulting 

projects and a very special case served as a basis to be able to detect these linkages. 

 

Former entrepreneurs who had experienced consultancies of different consulting agencies (main-

ly at university level) participated in a survey on the quality and the usability of the experienced 

consultancy. As a result the transmission of hard facts and basic knowledge were evaluated as 

good or even very good. But most of the founders and especially those founders who faced large 

expansion of their business over the past years missed the adequate support for their own person-

al development, particularly the support for their individual leadership competencies and a trans-

parent and continuous process of the consultancy. Beyond cultural differences of entrepreneurs 

who benefited from the consultancy support since then, also the different academic as well as job 

related backgrounds of beneficiaries were very diverse. IT experts, engineers and researchers but 

also social scientists as well as linguists were clients of the investigated network. The suggested 

process is permanently developed and evaluated in cooperation with potential founders. Based 

on the gained experience through our permanent development of entrepreneurship education 

programs, as well as through the advisory service that we have been bringing to founders for 

years, we have designed a supporting model that permits us to do a continuously and effective 

support through the whole previous process that founders face for establishing a firm.  

Between the individual process steps there are, according to Cooper's stage models of innovation 

research, so-called gates. In these gates learning objectives in conjunction with the founders (te-

am) are defined and will be discussed. It is not clearly a defined termination criteria, these gates 

are used instead to reflect what has been learned as well as gives a transparent definition of the 

next steps. Thus, founder and consultant can adapt their role in the process continuously. 

 

In the Innovation research, there are different ways of Reviewings available with fixed termina-

tion criteria (Formica / O'Sullivan 2004; corpse / Harrison 1999). Developing and implementa-

tion of a business idea is not only the measurement of the degree of novelty of a business idea 

(Brockhoff / Zanger, 1993), but also other properties,such as the founding figure, the original 

team, market size and competition are also of great importance. 
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At this point, it is proposed to recognize the judgment of the founder / founding team as a key 

orientation. This means that teaching of leadership skills is a dialog between founder and adviser 

and considered the founder consultant existing fears and desires and jointly (team) with the 

founder onthe future course discussed. 

 

RESULTS AND IMPLICATIONS 

 

The venture creation support process is a proposal to integrate personal competencies such as 

personal development and leadership competencies but also basic entrepreneurial knowledge in a 

single transparent process. The integrative model contributes to optimize, standardize and evalu-

ate the founding process. This is realized by placing emphasis on the person behind the business 

idea giving the entrepreneur a process to hand which focuses on his/her personality traits and 

personal needs. 

 

In the entrepreneurship research numerous linkages are found between impact research and fur-

ther improvement of details in the process. The new process helps to structure entrepreneurial 

process, integrates leadership competencies and strengthens competencies of the founders. In 

real life entrepreneurs benefit from an effective tool which increases the opportunities for a sus-

tainable foundation of an enterprise. 

 

Conceptual framework of this investigation is innovation process models adapted to founding 

process and U-Theory by Scharmer (Cooper, 1994; Scharmer, 2009). Experiences from practical 

founding consultancy are integrated in the newly developed process. Furthermore, parts of it 

were tested within daily work of an entrepreneurial and international network. The aim of the 

accompanied network is consulting across national borders and working with different cultures. 

An interdisciplinary and international approach opened up new business opportunities.  

 

In this context it was necessary to develop a process which allows dealing with new challenges, 

to work efficiently and to enhance leadership competencies. In the field of innovation manage-

ment there already exist models which recognize these issues. For this reason an innovative 

model was selected and amended to the specific requirements for entrepreneurs and consultants. 
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After several feedback loops the third generation of the Stage-Gate process (Cooper, 1994) 

which is adapted to entrepreneurial process was chosen as starting point. The Stage-Gate model 

helps to structure the process from idea generation to market entry. The third generation of these 

models aims at being flexible. Sequential running activities are integrated into the process. 

Phases flow into one another, several activities can be done at the same time (Cooper, 1994). 

 

The result of the research is a new, completely redesigned support and mentoring process for 

entrepreneurs. This process combines the latest results of the innovation research with the ap-

proaches of the U-Theory by Scharmer. Now there is a process which focuses on the needs of an 

entrepreneur and combines it with entrepreneurship education and leadership competencies.  

This process is currently used and will be evaluated in the next few months. Initial feedback 

from potential founders shows the potential of this proposed process. 

 

References 

 

 

Bass, B. M. (1996): A new paradigm of leadership: An inquiry into transformational leadership. 

Washington, DC: U.S. Army Research Institute for the Behavioral and Social Sciences. 

Bass, B. M. et al. (2003): Predicting unit performance by assessing transformational and transac-

tional leadership, Journal of Applied Psychology, 88 (2), 207-218. 

Brown, S.L./ Eisenhardt, K.M. (1995): Product development: Past research, present findings, and 

future directions, in: Academy of Management Review, 20 (2), p. 343-378. 

Chen, G. et al. (2007): A multilevel study of leadership, empowerment, and performance in 

teams,  Journal of Applied Psychology, 92 (2), 331-346. 

Cormican, K., O'Sullivan, D. (2004): Auditing best practice for effective product innovation 

management in: Technovation, 24 (10), p. 819-829. 

Cooper, R. G./ Kleinschmidt, E. J. (1986): An investigation into the new product process: Steps, 

deficiencies and impact, in: Journal of Product Innovation Management, 16 (3), p. 215-223. 

Cooper, R. G./ Kleinschmidt, E. J. (1987): Success factors in product innovation, in: Industrial 

Marketing Management, 16 (3), p. 215-223. 



16 
 

Cooper, R. G./ Kleinschmidt, E. J. (1990): New Products: The Key Factors in Success, Chicago: 

American Marketing Association. 

Cooper, R. G. (1996): Overhauling the new product process, in: Industrial Marketing Manage-

ment, 3, p. 71-85. 

Cooper, R. G. (1979): The dimensions of industrial new product success and failure, in: Journal 

of Marketing, 43 (3), p. 93-103. 

 Cooper, R. G. (1983a): A process model for industrial new product development, in IEEE 

Transactions on Engineering Management, 30 (1), p. 2-11. 

Cooper, R. G. (1983b): The new product process: an empirically-based classification scheme, in: 

R & D Management, 13 (1), p. 1-13. 

Cooper, Robert G. (1994): Third-generation new product processes, in: Journal of Product Inno-

vation Management, 11, p. 3-14. 

Eagly, A.H., Johannesen-Schmidt, M.C., Van Engen, M.L. (2003): Transformational, Transac-

tional, and Laissez-Faire Leadership Styles: A Meta-Analysis Comparing Women and Men, in: 

Psychological Bulletin, 129 (4), p. 569-591. 

Emerging Futures, Cambridge, USA: The Society for Organizational Learning. 

Ensley, M.D./Pearce, C.L./ Hmieleski, K.M. (2006): The moderating effect of environmental 

dynamism on the relationship between entrepreneur leadership behavior and new venture per-

formance, in: Journal of Business Venturing, 21, p. 243-263. 

Ernst, H. (2002). Success factors of new product development: a review of the em-pirical litera-

ture, in: International Journal of Management Reviews, (4), 1, p. 1–40.  

Geissler, M., Jahn, S., & Häfner, P. (2010): Entrepreneurial Climate at Universities: Impact of 

Organizational Factors, in: Smallbone, D., Leitao, J., Raposo, M., & Welter, F. (Eds.): The Theo-

ry and Practice of Entrepreneurship. Cheltenham, UK/Northampton, MA, USA: Edward Elgar, 

12-31. 

Hughes, G.D., Chafin, D.C. (1996): Turning new product development into a continuous learn-

ing process, in: Journal of Product Innovation Management, 13(2), p.89-104. 

Jaworski, J./ Scharmer, C.O. (2000): Leadership in the New Economy: Sensing and Actualizing 

Jung, D.I., Chow, C., Wu, A. (2003): The role of transformational leadership in enhancing or-

ganizational innovation: Hypotheses and some preliminary findings in: The Leadership Quarter-

ly, 14(4-5), p.525-544 



17 
 

Kirkman, B. L. & Rosen, B. (1999): Beyond self-management: Antecedents and Consequences 

of team empowerment, Academy of Management Journal, 42 (1), p.58-74.  

Klandt, H., Volkmann, C. (2006): Development and prospects of academic entrepreneurship ed-

ucation in Germany, in: Higher Education in Europe, 31(2), p. 195-208. 

Kuratko, D. F. (2005): The emergence of entrepreneurship education: Development, trends, and 

challenges, in: Entrepreneurship Theory and Practice, 29 (5), p. 577-597. 

Leich, C.M./ Harrison, R.T. (1999): A process modell for entrepreneurship education and devel-

opment, in: International Journal of Entrepreneurial Behaviour & Research, 5 (3), S. 83-109. 

Lowe, K.B., Kroeck, K.G., Sivasubramaniam, N. (1996): Effectiveness correlates of transforma-

tional and transactional leadership: A meta-analytic review of the mol literature, in: The Leader-

ship Quarterly, 7(3), p. 385-425. 

Lurey, J. S. & Raisinghani, M. S. (2001): An empirical study of best practices in virtual teams, 

Information & Management, 38, p. 523-544. 

Manz, C. C. (1992): Self-leading work teams: Moving beyond self-management myths, Human 

Relations, 45 (11), p. 1119-1140. 

Mathieu, J. et al. (2008): Team effectiveness 1997-2007: A review of recent advancements and a 

glimpse into the future, Journal of Management, 34 (3), p .410-476.  

Neck, C.P./Neck, H.M./Manz, C.C./ Godwin, J. (1999): 'I think I can; I think I can.' A self-

leadership perspective toward enhancing entrepreneur thought patterns, self-efficacy, and per-

formance, in: Journal of Managerial Psychology, 14 (6), p. 477-501. 

Rothwell, R./ Zegveld, W. (1985): Reindustrialization and Technology, Harlow, UK: Longman. 

Scharmer, C.O. (2009): Theory U: Leading from the Future as it Emerges, Cambridge, MA: The 

Society for Organizational Learning. 

Schein, E.H. (2010):.Organizational Culture and Leadership, 4th ed. San Francisco, CA: Jossey-

Bass. 

Seibert, S. E., Silver, S. R. & Randolph, W. A. (2004): Taking empowerment to the next level: A 

multiple-level model of empowerment, performance, and satisfaction, Academy of Management 

Journal, 47 (3), p. 332-349. 

Spreitzer, G. M., Kizilos, M. A. & Nason, S. W. (1997): A dimensional analysis of the relation-

ship between psychological empowerment and effectiveness, satisfaction, and strain, Journal of 

Management, 23 (5), p. 679-704. 



18 
 

Tierney, P., Farmer, S.M., Graen, G.B. (1996): An examination of leadership and employee crea-

tivity: The relevance of traits and relationships, in: Personnel Psychology, 52(3), p. 591-620. 

Vera, D. & Crossan, M. (2004): Strategic leadership and organizational learning, Academy of 

Management Review, 29 (2), p. 222-240. 

Witt, U. (1998): Imagination and leadership - The neglected dimension of an evolutionary theory 

of the firm, in: Journal of Economic Behavior & Organization, (35), p. 161-177. 



1 
 

ENTERPRISE EDUCATION NEEDS 

ENTERPRISING EDUCATORS: INSPIRING NEW 

TEACHERS THROUGH FORMAL TEACHER 

TRAINING PROVISION 

 

 

Andy Penaluna, Swansea Metropolitan University 

Kathryn Penaluna, Swansea Metropolitan University 

Caroline Usei, Swansea Metropolitan University 

Dinah Griffiths, Cardiff and Vale College 
 

 
Enterprise education sustainability is reliant upon the development of educator capacity. 

Networks of collaborating educators can facilitate this, especially when they work across 

different institutions and subject disciplines. Transdisciplinary thinking is emerging as a key 

pedagogical strategy. Understanding creativity and innovation is emergent, heralding leading 

thought; not just the edge, the cutting edge - yet there is a clear dearth of understanding. 

The primary objective of this paper is to illuminate a developmental process that has 

responded to this thinking. Supported by Enterprise Educators UK (EEUK) network, led by 

the Welsh Enterprise Educators (WEEN) network and sponsored by Welsh Government, a 

new ‘creativity-led’ credit-bearing University teacher training provision has been developed, 

approved and piloted. This paper is the story of a UK first; its role is to illuminate the 

thinking behind the programmes’ development and to offer initial insights into its impact - 

through feedback from its first two cohorts. 

 

Keywords: Creativity, Teacher training, Enterprise, Education 

 

The authors wish to acknowledge the support the following organisations and networks, 

without which this new provision could not have been developed. 

Welsh Government, Enterprise Educators UK, the Quality Assurance Agency for Higher 

Education and the Welsh Enterprise Educators Network. 

 

Andy Penaluna, Centre for Creative Entrepreneurship, Swansea Metropolitan University, 

Mount Pleasant Campus, Swansea, Wales. SA1 6ED 

Email: andy.penaluna@smu.ac.uk 



2 
 

 

METHOD, CONTEXTS, DISCUSSIONS AND CONSIDERATIONS 

 

According to the Cambridge Advanced Learner's Dictionary & Thesaurus, ‘cutting edge’ is 

defined as the most recent stage of development in a particular type of work or activity 

(Cambridge Dictionary Online, 2012). This definition guides our method, as we will not be 

discussing a programme of study that has undergone extensive review over many years, but 

one that is new to the UK and engages in transdiscplinary thinking that is emergent, drawing 

upon the latest understandings whenever possible. Specifically, the transdisciplinary 

approaches will be seen to consider perspectives from not only the UK Higher Education 

Academy’s Business Management Accountancy and Finance specialists (HEA-BMAF, 

2011), but to also draw upon disciplines such as creative design, brain-related occupational 

therapy and teacher education.  

 

To assist the reader in terms of context, the programme of study is a new modular component 

of an existing teacher training qualification, the Post Graduate Certificate in Education / Post 

Compulsory Education and Training (PGCE / PCET). The awards of Professional Graduate 

Certificate in Education and Professional Certificate in Education are also made for those 

who successfully complete the first year of the programme. It should be noted that the terms 

programme and module are used interchangeably, as is the tradition within the Faculty of 

Humanities that hosted the first credit-bearing classes. The module is worth 10 Credits at 

Level 6 and 7, commonly understood to be final year undergraduate and or first year Masters 

Level. University of Wales regulations allow for 30 credits at Level 6, to be set against a total 

exit requirement of 180 credits. The module was subject to an internal quality control 

scrutiny panel based at Swansea Metropolitan University and a subsequent external 

evaluation by University appointed experts, before being approved for delivery. 

 

Prior work commenced with an invitation to present a paper in the international plenary 

session of the 2008 International Small Business and Entrepreneurship Conference. Entitled 

‘Entrepreneurial Education needs Entrepreneurial Educators:  Assessing our Performance’, 

the plenary drew upon the expertise and experience of five entrepreneurial educators from 

five different backgrounds, business banking, education, science, art and design and 

accountancy (Penaluna et al, 2008), making special note of points of consensus that had 

http://dictionary.cambridge.org/dictionary/british/
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emerged through their collaborative engagement. Subsequently, two of the authors were 

elected to Chair the 76 University membership organisation Enterprise Educators UK 

(EEUK), and another led their University towards achieving the prestigious Times Higher 

Education’s Entrepreneurial University of the Year Award (Queens University, Belfast, 

2009), subsequently receiving the OBE (Order of the British Empire) for their contribution to 

enterprise education (Queens University, Belfast, 2012). 

 

As a result of this plenary and subsequent discussions, Welsh Government funded a year long 

feasibility study into the potential for a formal teacher training qualification (Welsh 

Assembly Government, 2010). Most offerings being based on non-accredited continuous 

professional development, this was seen to offer a potentially more sustainable approach to 

embedding enterprise and entrepreneurship, as it could be undertaken as a credit-bearing 

integral element of formal teacher training.  

 

In addition to an extended literature review, the research engaged delegates at four 

international enterprise conferences and interviewed 24 leading educators from the UK 

community. The research findings indicated broad support and that there was a distinct 

preference for post graduate level status, though significant interest for a Level 3-4 

accreditation for those not wishing to engage in the University sector. It also became apparent 

that at this juncture, no similar offering existed as a formal teacher training provision and that 

as this would be a UK first, formal validation procedures would be a significant hurdle. 

 

Key points to emerge in regarding delivery strategies included: 

 Transdisciplinary approaches were essential and broad contexts needed to be 

accommodated within the programme’s design. 

 Latest teaching strategies were moving toward a more enterprising style, and 

enterprise education could be viewed in terms of ‘simply good teaching’ 

 Experiential and ‘curiosity-based’ learning strategies were essential. 

 Educators would need to be entrepreneurial and innovative in their own design and 

delivery strategies, so as to lead from a position of not only being knowledgeable, but 

also being perceived as a role model – to enhance subliminal learning.  

 

(Welsh Assembly Government, 2010, 19) 
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In broader contextualization, concurrent to the development of this teaching provision, the 

UK’s Quality Assurance Agency for Higher Education, whose “job is to uphold quality and 

standards in UK universities and colleges” (QAA, 2012a) had been developing new guidance 

for the sector. This was announced in late February 2012 as “a new kind of learning”, 

bringing together “experts in enterprise and entrepreneurship education to produce clear 

advice for institutions in supporting innovation and venture through higher education 

initiatives.” (QAA, 2012b). Stakeholders included small business advisory representation, 

business school representation, art and design representation, student representation, national 

government representation and enterprise research organisations. A member of the 

programme development team chaired this QAA expert group; hence the most recent 

transdisciplinary thinking could be brought to bear on its development. Additionally, one of 

the authors was in discussion with three of the team (of five) that prepared the Enterprise 

Education Report for the Global Education Initiative for the Global Economic Forum and 

was able to discuss in some depth the implications of statements such as: 

A greater emphasis is needed on experiential and action learning with a focus on 

critical thinking and problem solving. The pedagogy should be interactive, 

encouraging students to experiment and experience entrepreneurship.... 

(Volkmann et. al, 2009) 

In terms of methodological stance, these contexts have significant influence. They are 

potentially positivistic, as they seek to generate new understandings that predict future 

opportunities; to create what legal specialists would term ‘rules of recognition’ (Coleman, 

1982). Yet in terms of supporting empirical evidence, this is clearly lacking at such a 

juncture. Moreover, positivism’s conceivable rules of recognition do not sit well with other 

aspects, as the programme’s intention was to deliver to a broad range of participants, and to 

let them adapt and evolve their own approaches and meanings within their own contextual 

understandings and environments, thus potentially moving our method towards 

interpretivism. However, the fact that a good interpreter has to be engaged in the context if 

they are to extract knowledge through effective hermeneutical engagement is another factor 

to take into consideration. This assumes that the mental content is judgement dependent and 

creates what Byrne’s philosophical discussion calls the “appropriately informed ideal 

interpreter” (Byrne, 1998), but is this a realistic objective?  
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We therefore moved back towards the seminal works of Dewey (1916, 46), who observed 

that learners construct their knowledge and that not only is education an active constructive 

process, it is also the case that “no idea, no thought can possibly be conveyed as an idea from 

one person to another” (Dewey, 1916, 188). Therefore we must take into consideration that 

our “multiple and intangible mental constructions” (Guba and Lincoln, 1994, 110) are not to 

be deemed ‘true’ in an absolute sense, but are nevertheless informed and sophisticated in 

their design. 

 

The aforementioned plenary (Penaluna et al, 2008) had taken the view that consensus 

construction “that is more informed and sophisticated than any of the predecessor 

constructions” (Guba and Lincoln, 1994, 111), was an appropriate stance, as there are many 

intervening variables (McMullan and Gillin, 2001) and the diversity and heterogeneity of the 

sector (Matlay, 2005) meant that discerning integrating themes and enabling through active 

engagement were more important factors than knowledge dissemination, especially at early 

stage development where the educational initiative would be situated. The team therefore 

took the consensus construction of the QAA (QAA, 2012b) deliberations into direct account 

and framed these within recent findings that indicated other aspects of consensus, ones that 

indicated that management and leadership programmes have been ineffective in developing 

creative capacity and opportunity recognition skills (CMI / NESTA, 2009; Cox, 2005; 

Esslinger, 2009; Hope Halley, 2011; Lockwood, 2010; Martin, 2009; UNCTAD, 2011). 

 

The design of the programme therefore took on what is becoming understood to be a ‘design 

led’ approach, as these are “essential in problem-solving scenarios and therefore relevant to 

business managers” (TIOCOC, 2009, 115). Moreover, as Cunningham (2005, 7) references, 

the World Economic Forum’s Global Competitiveness Report 2001-2 highlighted that “there 

is a distinct correlation between design-intensity in enterprise activity and product 

development and broad economic competitiveness”. This added extra resonance to this as a 

program development strategy. The term design thinking is also entering common usage, 

based on principles established at the IDEO design company in Silicon Valley it features 

what Stanford University describe as design sensibility and methods that match consumer 

needs and convert to market opportunities and viable businesses (Brown, 2009). 

 

Defined here as “working out a solution for any specific problem in diverse contexts” 

(Simon, 1981 in Lau, 2009, 154), design thinking indicates that the relationship between 
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design and problem solving is well established. Moreover, as “the essence of design 

education is… to establish their (students) reservoirs of experience… fostering creative 

thinking processes for originality and novelty” (Simon, 1981 in Lau, 2009, 155), we can draw 

many parallels with the aims of the entrepreneurship educator. This also takes into account 

the view that that research methodology needs to directly respond to the concerns that “each 

discipline views entrepreneurship from its own perspective”, (Henry et al, 2005, 99) and that, 

“entrepreneurship as a discipline is fragmented among specialists who make little use of each 

others work” (Ucbasaran and Westhead, 2001, 58), and that professors rarely concern 

themselves with different ways of teaching (Fregetto, 2006). 

 

Gerald Zaltman, a professor at Harvard Business School, a Fellow of the University’s 

Interdisciplinary Mind, Brain, Behaviour Initiative, also throws out challenges that have 

much resonance with these discussions. He calls for acknowledgement that artificial 

categorizations between disciplines, “do not reflect how people actually live their lives”, 

postulating that; “the most promising knowledge frontiers typically exist at the boundaries 

between fields rather than at the fields’ respective cores” (Zaltman, 2003, xii). This view is 

upheld by the Higher Education Academy (Ramsden, 2008), who highlighted the silo 

mentality in our universities to Government when asked what barriers were being placed on 

the quest for knowledge.  

 

Design thinking is also cognisant of the fact that creative outputs are dependant on the 

development of divergent thinking strategies; ways of assisting enlightenment through the 

production of as many alternative solutions as possible (Gardener, 1982; Gomez, 2007). This 

enhances capacity to make new connections and associations (Schumpeter, 1934), leading to 

skills in opportunity recognition and innovation. Moreover, there is no single correct answer, 

only one that suits a particular context and moment in time, so recent trends and contextual 

decision-making can easily be accommodated, making any educational context immediately 

relevant to the learner’s own interpretation of the moment within which they are studying. 

 

These understandings led to an investigation into how specialists viewed creativity in relation 

to neural processes (Penaluna et al, 2010), and enlightened understanding as to how the work 

of occupational therapists who learn specialist skills in dealing with brain injury, could add 

insights not previously considered. We know that brain cell death is not irreversible and that 

the ‘plasticity’ of the brain means that it is constantly changing and re-constructs itself in 
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order to cope with experiences and ever-changing demands. Hence this lifelong self-

adjustment and self-optimization processes remodel the cognitive, behavioral and emotional 

status of the brain. Moreover, in cognitive neurosciences, efforts to characterize hemispheric 

differences have led to deeper understanding of the molecular microstructure of the brain, 

alluding to the physicality of ideas generation and the importance of strategic preparedness 

for innovation in terms of the prepared mind. 

 

By way of example, ‘insightful’ approaches that lead to ‘aha’ or eureka moments “contradict 

the classic model of learning in which the learning process was assumed to be gradual” 

(Kounios in Lehrer, 2008: 42). Kounios has demonstrated that the conscious brain only reacts 

(in the right anterior superior temporal gyrus) to the subconscious discovery of a solution. 

This ‘aha’ moment only arrives when we are emotionally prepared (Kounios, et al, 2006), so 

understanding the phenomenon of ‘insight’ (Kounios, et al, 2006: 882) enables us to lead 

students toward discoveries for themselves, incorporating emotional responses that cement 

memory. For example, “Studies of the effects of brain lesions demonstrate that when 

neurological structures responsible for either emotion or reasoning sustain damage, the 

affected individuals lose their ability to make the kind of sound decisions that permit a 

normal life” (Zaltman, 2003, 8). This reinforces the hypothesis that without an emotional 

response, many learning opportunities will go unheeded. To further support this hypothesis, 

Scientists in USC Viterbi School of Engineering, in experiments on rats, report the ability to 

switch memory on and off at the base of the hippocampus, the part of the brain that matches 

human limbic systems and controls our emotions. This is important, as we now have 

enhanced understanding as to how emotions consolidate learning, memory and behaviour 

(Berger et al, 2011). 

 

It is accepted that little is known about what elements of training and studies are most valued 

by entrepreneurs (Martinez et. al. 2010), though there is general acceptance that transmission 

teaching is ineffective and that experiential approaches are the preferred method when 

developing capacity for, as opposed to about, enterprise and entrepreneurship (NESTA, 

2008). This also attunes well with brain-related learning processes. The most basic type of 

learning is implicit, and we are not even aware of the associations that we are making to 

reach conclusions. The Russian Ivan Pavlov’s experiments (with dogs salivating at the sound 

of a bell) is possibly the best known example of this subconscious decision-making process. 

As Positron Emission Tomography (PET) has proven that the brain is aware of changes that 
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do not reach our consciousness, we need to take responsibility for actions that may 

intentionally or unintentionally impact on learning. For example, ‘Procedural Learning’ 

enables us to develop strategies to work in contexts such as riding a bike, but is distinct from 

semantic and episodic memory. This has been evidenced by research with amnesic patients 

who cannot retain short-term memory, but nevertheless can acquire new skills despite not 

being able to recall the lesson or class (For a more detailed discussion see: Blakemore and 

Frith, 2005, 142-4). 

 

To triangulate data that compliments this, scientists know that the hippocampus, in its CA3a 

and b sub regions, are good at acquiring arbitrary and relational associations. This ‘auto 

association’ region has neural circuits that deal effectively with memory tasks that “tend to be 

non-episodic and can be mediated by arbitrary and conjunctive operations” (Kesner, 2007, 1), 

they rapidly encode what is known as cued recall, episodic memory that relates decision 

making to experiences, especially those concerned with novelty detection. If we further 

consider that we recall episodes in different ways to how we recall knowledge, and contrast 

what is known in scientific terms as episodic or semantic memory, we can see that the 

individuals who deliver the experiential educational episodes have a key role to play.  

 

We are also looking at what scientists call ‘Long Term Potentiation’, enduring circuitry in the 

brain that is long lasting, creating memory that, even if it is subconscious, actively impacts on 

our decision-making processes. Importantly here, we know from occupational therapy that 

patients, who have damaged frontal cortexes, often mimic actions that they are processing 

unconsciously, and are unable to hide or restrain this mimicking because the usual inhibitory 

processes are not being triggered due to the damage in this region of the brain. Termed 

‘Mirror Neurons’, this type of neural processing activity can directly impact on learning, and 

in quite an obvious way. For example, students are often reported as being more interested in 

external role models such as visiting specialists and lecturers and to want to copy their 

success through associative actions. This is most likely to be because their mirror neurons are 

activated within strong and emotionally driven new experiences that become episodes of 

memory, not things that they have to remember or recall semantically. 

 

There is also a general consensus that young people are often disposed to want to act 

differently to norms and associations with older lecturers and faculty members. These are 

subconscious intentions to consider the opposite to mirroring, and without them creative 
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output might be seriously limited. Known as ‘intentional nomination’, this neurological 

stance is a potentially risky one if the educator becomes a role model. Unless the educator is 

cognisant of the factors involved and nurtures the development of such challenging emotional 

constructs, they may well disenchant and disaffect their learners. Thus we highlight that role 

modelling can work for or against the educator, depending on their capacity to create the 

desire to mirror their actions through, for example, the way they interact with students and 

work in the classroom. As which neurons the brain decides to discard through inactivity is as 

important as which ones it develops and that “with every new experience your brain slightly 

rewires its physical structure” (Blakemore and Frith, 2005), this has extra resonance; it 

supports the hypothesis that a good role model can inspire their learners. 

 

To link this to other discussions, according to Gülpinar (2005, 1) there are strong indications 

that “an individual’s brain hemispheric processing mode, i.e hemisphericity, is directly 

related to that individual’s learning style. Therefore, hemispheric specialization and the 

resultant learning style have significant implications for learning and teaching.” He concludes 

that experiential learning and problem-based learning are highly compatible with brain-

related learning environments, especially if they are challenging and sit with a social context. 

Design thinking and more specifically, what the UK’s Independent Practitioners in 

Advertising (IPA, 2007) describe as ‘Diagonal Thinking’ that is thinking and creating in 

ways that acknowledges hemispheric functionality, have added resonance in this context. 

 

An investigation into the contextual differences that exist in the development and delivery of 

enterprise education in higher education globally also offered significant contextual insights 

and informed the approaches that evolved (Penaluna et al, 2011). One of the key findings was 

that business start up was no longer a commonly employed metric of success and that there 

were concerns that academic literature was no longer driving the agenda, but that a more 

broadly ranged and diversified style of stakeholder engagement was dominant. 

 

The above discussion challenges the paradigm that specialism is the ultimate means by which 

to develop teaching and learning strategies, as these may not deliver the breadth, as opposed 

to depth, of learning that is needed to be entrepreneurial. In turn, this impacts on aspects of 

constructive alignment (Biggs, 2003) and ‘fit for purpose’ assessment strategies, which have 

also to be developed and taken into account. 
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PREPARING FOR PROGRAMME DELIVERY 

 

It should be pointed out at this juncture that the study is limited by a number of factors. The 

programme was subject to two pilots and due to the demands of the sponsors and other 

stakeholders different evaluative tools were used for each cohort. Whilst this makes it 

difficult to compare and contrast results from the two module cohorts, the aims of the 

evaluations differed in many ways. In a design-based iterative attempt to develop the 

programme prior to launch, the first pilot was primarily intended to review the content and 

delivery from the perspective of experienced educators who worked across a broad range of 

topics, and to give direction to any developmental work. A current Post Graduate Certificate 

in Education (PGCE - Teacher Training) student was also recruited, so that any new demands 

of this study that the team may be unaware of could be highlighted and appropriately 

modified. Quantative data was obtained through a series of questionnaires that aimed to 

gauge responses that elicited perspectives relating to clarity, relevance, communication, 

resources and overall satisfaction with the organisation and delivery strategy. Additional 

qualitative data was gained through commentary and feedback via video interviews. These 

had the added advantage of being posted on the Welsh Enterprise Educators Network website 

for other members to review, consider and comment upon. 

 

The second cohort therefore became the first formal credit-bearing module, which initially 

aimed to recruit current teacher training (PGCE / PCET) students and external colleagues 

who wished to develop their skills and capacity. However, publicity about the module led to 

more external applicants than was originally envisaged and this was seen to be a positive 

dimension, primarily because this brought together educators from a diverse range of skills 

and backgrounds, for example some were senior managers in curriculum development. 

Moreover, as the aim of the module is to offer experiences that can be contextualized and 

adapted by the student teacher to their own situation, these applicants offered unique 

opportunities for insights into areas such prison service and specialist adult education 

scenarios, which was deemed valuable. Questionnaires for this cohort therefore focussed on 

the different dimensions of potential application, benefit awareness, challenges, self efficacy 

and reflection, which will be discussed in more detail later. 

 

Due to the voluntary nature of the programmes, a further limitation of the research is that the 

participants were already predisposed towards enterprise education and wished to be amongst 
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the first UK credit-bearing cohort. This, we would anticipate to continue to be the case, and is 

thus mitigated in terms of applicability and appropriateness. 

 

In addition, and following the successful integration of this technique at other events such as 

the 2010 International Entrepreneurship Educators Conference (IEEC, 2010) graphic 

recorders were employed to record some of the ongoing classes visually. This triggered 

additional debate and offered unique opportunities for reflection and review (see Fig.1).  

 

To summarise these discussions, the method and subsequent aim of this paper is not to claim 

best practice, but to illustrate informed and complex practice that breaks boundaries and 

actively takes into account important aspects of consensus within a wide range of subject 

contexts, ones that we argue relate closely to enterprise and education. Moreover, as 

opportunity recognition is recognised to be a key skill, and the authors consider there to be a 

dearth of understanding of creative capacity, especially in terms of neurological 

understandings, we took the opportunity to develop the new programme with these factors in 

mind. 

 

IMPORTANT PREMISE – UNDERSTANDING CREATIVITY 

 

Creativity and innovation are often cited as important to enterprise and entrepreneurship, with 

many definitions making explicit the need for some kind of creative thinking.  

 

Learning to use the skills, knowledge and personal attributes needed to apply 

creative ideas and innovations to practical situations. These include initiative, 

independence, creativity, problem solving, identifying and working on 

opportunities (Rae et. al., 2010, 3). 

 

Embed in Schools and Higher Education elements of entrepreneurial behaviour 

(curiosity, creativity, autonomy, initiative, team spirit) already in primary school 

education (Oslo Agenda for Entrepreneurship Education in Europe (2006, 3)  

 

Now more than ever we need innovation, new solutions, creative approaches and 

new ways of operating. We are in uncharted territory and need people in all 
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sectors and at all ages who can “think out of the box” to identify and pursue 

opportunities in new and paradigm-changing ways… Entrepreneurship is a 

process that results in creativity, innovation and growth (World Economic Forum, 

2009, 5-8). 

 

Notably, USA Business School environments have dominated the development of 

programmes (Bell et al., 2004), with over 20,500 taught at over 1,600 schools (Kuratko, 

2005, 583). Because much of the foundation of enterprise education has been developed in 

business school environments (Katz, 2003; Kuratko, 2005), where the cultural approach to 

teaching and learning is significantly different to, for example, Arts and Humanities. The 

Higher Education Academy’s Subject Centre for Art and Design highlighted the fact that 

lessons learned from over 100 years of creative pedagogical development are rarely borrowed 

and pedagogies developed within the creative industries are rarely referenced or considered 

that in the context of enterprise education (IEEC, 2007). The authors therefore maintain that 

there is still a considerable dearth of understanding from and engagement with, specialists 

who focus on creative capacity development through divergent thinking strategies (Runco, 

1991, Penaluna and Penaluna, 2010) and that “Most educational efforts emphasise 

convergent thinking, and therefore may do very little, if anything, for creative potentials” 

(Runco, 2007, 5). 

 

This argument is not new. Kirby (2004, 510) asked, “Entrepreneurship education: can 

business schools meet the challenge?” He argued that the traditional education system 

“stultifies rather than develops the requisite attributes and skills to produce entrepreneurs”. 

Kirby is amongst a growing number of senior enterprise and entrepreneurship educators who 

advocate a change in the curriculum, to develop right brain entrepreneurial capabilities, in 

addition to the left brain analytical skills - to encourage and stimulate the entrepreneurial 

imagination (Chia, (1996), Niewenhuizen and Groenwald (2004), Gibb, (2002, 2005), 

Penaluna and Penaluna (2008).  

 

In the UK these views are broadly upheld by bodies such the Higher Education Academy, 

Enterprise Educators UK and the Institute for Small Business and Entrepreneurship, and have 

manifested themselves in the aforementioned new UK-wide Quality Assurance guidance for 

the sector (QAA, 2012b). This guidance, currently out to consultation, includes thematic 
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approaches to creativity and innovation, including the requirement that students should be 

able to:  

 

 Generate multiple ideas, concepts, proposals, solutions, or arguments independently 

and/or collaboratively in response to identified problems and opportunities  

 Think speculatively, employing both convergent and divergent approaches to arrive at 

appropriate solutions. 

(QAA, 2012b, 14). 

 

As indicated by recent discussions at the United Nations Conference for Trade an Industry in 

Geneva, this thinking is also taking hold on the international stage. 

 

Integrating the acquisition of entrepreneurial competencies and ‘soft skills’ such 

as creativity, initiative and persuasion in the curriculum across all ages and 

subjects…  (this implies) a shift from a traditional emphasis in many education 

systems on evaluating the ideas of others to generating ideas oneself. 

(UNCTAD – MYM, 2011, 7). 

 

 

PROGRAMME DESIGN 

 

Both the UK Government and the Government of Wales have the vision of inspiring an 

enterprising approach among students and graduates, promoting innovation as a core driver 

for enterprise (BIS, 2010; YES, 2010). Yet in a university context, especially in new course 

approval, this has little bearing; the programme has to ‘stand on its own feet’ through formal 

scrutiny and validation procedures. The fact that no similar provision had been approved in 

the UK added to the complexity of the process, as not only was there no other study that 

could be used to compare and contrast the proposals, there was no infrastructure such as 

recognised external examiners in enterprise - related teacher training or acknowledged body 

with appropriate academic expertise. 

 

A consortia of colleges and Universities in Wales, the Welsh Enterprise Educators Network 

(WEEN) led the development, so consensus and mutual understanding was key to the 
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programme’s evolution. The discourse that took the team towards University accreditation, 

therefore had to not only elicit current expertise, but it had to justify and substantiate the 

relevance and value of those consulted. The UK’s network of 76 Universities, Enterprise 

Educators UK (EEUK), led the continuing research process and through its best practice 

events, elicited new and current thinking. Other bodies such as the Institute for Small 

Business and Entrepreneurship (isbe) and the National Council for Graduate 

Entrepreneurship (NCGE), together with engagement with the International Entrepreneurship 

Education and Training (IntEnt) Conference delegates, gave resonance to the deliberations. 

 

Notably, research into leadership programmes had been criticised as ineffective in terms of 

creative thinking and opportunity recognition (CMI / NESTA, 2009) and most UK learning 

provisions focussed on learning ‘about’, as opposed to learning ‘for’, enterprise and 

entrepreneurship (Pittaway and Cope, 2007). As developing ‘for’ enterprising capacity is the 

primary aim, the program designers focused on the development of the ‘Enterprising Person’ 

and ‘Entrepreneurial mindset, a set of personal skills, attributes, behavioural and motivational 

capacities which can be used in any context (social, work, leisure etc). The module was also 

mapped against the Lifelong Learning UK guidance which are overarching professional 

standards for teachers, tutors and trainers in the lifelong learning sector and the Higher 

Education Academy (HEA) Professional Standards Framework for teaching and supporting 

learning in higher education. 

 

Moreover ongoing consultation with European colleagues such as the European Training 

Foundation (ETF / Ecorys, 2011) and the South East European Centre for Entrepreneurial 

Learning (SEECEL, 2011), especially when considered in conjunction with ongoing 

international policy development at the United Nations in Geneva (UNCTAD-MYM, 2011), 

strongly indicated that educators need to have the ability to develop their student’s creativity, 

innovation, problem solving and business acumen in addition to developing attributes such as 

the capacity to cope with uncertainty, ambiguity and risk.  Developing creativity is becoming 

a central theme in enterprise related discussions, and as the Organisation for Economic Co-

operation and Development (OECD, 2009) highlight; it should be an essential component. 

These issues therefore became the focus of the learning experiences that were designed for 

the programme. 
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Current thinking is also moving away from pure business acumen, and looking toward 

motivational constructs, by asking questions such as why do individuals want to be 

entrepreneurs and what facilitates an enquiring and questioning mind?  The new QAA 

guidance illustrates this by offering distinct definitions between enterprise and 

entrepreneurship. As these definitions vary from country to country, and in some instances do 

not have distinct meanings, we adopt the definitions that they have developed. 

 

Enterprise is… the application of creative ideas and innovations to practical 

situations… a generic concept that can be applied across all areas of education. It 

combines creativity, ideas development and problem solving with expression, 

communication and practical action. This definition is distinct from the generic 

use of the word in reference to a project or business venture.  

 

Entrepreneurship is defined as the application of enterprise skills specifically to 

creating and growing organisations in order to identify and build on 

opportunities. 

(QAA, 2012b, 8) 

 

As our provision was intended to motivate and inspire educators, as well as to empower them 

to initiate entrepreneurial outcomes, it became apparent that the former definition of 

enterprise, would be more relevant than the application of the skills, and that there should be 

less focus on business acumen, and more focus on developing skills, attitudes and behaviours 

that would lead to enterprising characteristics. We therefore took innovation to be a sub set of 

creativity, and opportunity recognition to be a subset of innovation.  

 

The idea of developing and validating such skills and behaviours fitted well with recent 

understandings in cognitive neurology and neuro marketing. For example, we briefed upon 

neural understandings in our methods section, and this became a central theme of our 

approach. The CA3 region of the hippocampus, part of the early evolution of what is 

sometimes termed the ‘lizard brain’ is acknowledged to play an important role in the 

encoding of short-term memories and according to scientists at Utah, is easily detected in 

tasks that require quick encoding such as in novelty detection in episodic memory tasks 

(Kesner, 2007). Episodic memory is how we learn from task repetition and linking our 

thoughts to other learned processes and tasks, it has strong resonance with learning from 
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failure. Hill (2010) discusses these understandings in terms of business success, noting that 

because of the way the brain works, the emotional side drives reason, and that reason is 

subject to emotional constructs. Philosophies such as those developed by Damasio (1995, 

1999), look at developing artificial emotional intelligence; they have concluded that, we are 

not thinking machines that feel, we are feeling machines that think. 

 

In an educational environment, these constructs are important, especially in terms of 

changing behaviours, as “with every new experience, your brain rewires its physical 

structure” (Blakemore and Frith, 2005, 133). Hence, as the brain validates behaviour change 

through neurological connections, problem solving can be enhanced through ongoing 

exercises and strategic organisation of teaching and learning. Importantly, the most basic type 

of learning is implicit, and we are not even aware of the associations that we are making to 

reach conclusions. Mirror neurons, those that encourage us to mimic actions, are also 

important, and relate to observations that enterprising students are more interested in external 

role models than their educators. Positron emission tomography (PET) has proven that the 

brain is aware of these kinds of changes, yet they do not normally reach our consciousness 

(Blakemore and Frith, 2005, 142). As we will discuss momentarily, many creative neural 

connections are made subconsciously, so this is an important aspect to consider. 

 

Episodic memory, the type of memory that is lost in patients with Alzheimer’s, lays down the 

episode that triggered the learning and is normally associated with the hippocampus. In early 

stages of learning this can be significant, but once the learning is embedded becomes less 

important. Unlike semantic memory, which primarily enables recollection and is most suited 

to the likes of ‘fact recollection’ and is reliably tested in examinations, this type of learning 

can be enhanced through experience, and therefore needs to be tested in situational and 

contextual environments (Blakemore and Frith, 2005). 

 

At the base of the brain and most probably one of its most early evolutionary developments, 

is the amygdala. “One of the functions of the amygdala is to interrupt ongoing activity in 

order to induce quick responses to dangerous situations” (Blakemore and Frith, 2005, 179). 

This ‘priority call’ takes precedence over other cognitive functions and is perhaps best 

understood as limiting learning in situations that stress the student. As one of the major 

features of enterprise education is to develop learning ‘in situations of ambiguity and risk’ 

(QAA, 2012b), this aspect has to be understood. Pitching and presentations are good 
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examples of this kind of situation, and if managed well by the educator as part of a frequent 

and developmental approach, can result in a less stressed learning situation that is initially 

non-confrontational but builds over time to enhance resilience and capacity to think on ones’ 

feet. 

 

As noted, it is increasingly understood that the discipline of design has much in common with 

enterprise, and many of the motivational and learning constructs discussed above are evident 

in the teaching strategies already inherent in this discipline. One of the key aspects of ‘design 

thinking’ is the capacity to think laterally / divergently, as well as in a more linear fashion. 

For example, the Institute of Practitioners in Advertising felt it necessary to develop their 

own ‘Diagonal Thinking’ tests which not only encompassed these understandings, they 

developed means by which they could be tested (IPA, 2007). 

 

Within this as a pedagogical stance, recent trends and contextual decision-making can be 

accommodated. It is also important that the educator frames his or her thinking in a way that 

provides learner with opportunities to become curious and to learn to effectively make new 

discoveries for themselves (Penaluna, et. al. 2010). 

 

One of the barriers to divergent thinking is what the authors describe as ‘Premature 

Articulation’, bringing a solution to bear before it has been fully researched in the broadest of 

possible ways. For example, looking at the problems that sit behind problems, and not merely 

taking them at face value. We know that extended research takes time to assimilate in the 

brain, especially as extremely divergent perspectives may be represented. We also know that 

much of this thinking takes place subconsciously, and comes to light in a moment of 

realization, not so much rationally developed, more of a sudden insight. 

 

These understandings illuminate the fact that complex decision-making processes are 

initiated intuitively, through the neurons in the limbic system. Our brains often only work out 

why they reached an answer when they pressed to do so (Du Plessis, 2005). “Rather than 

actually guiding or controlling behavior, consciousness seems mainly to make sense of 

behavior after it is executed” (Lowenstein in Zaltman 2003, 10). What happens below the 

threshold of awareness is what Gordon and Berger (2003) describe as ‘intelligent memory’. 

Moreover, we have noted that John Kounios, a cognitive neuroscientist based in Drexel 

University considers that learning to develop insightful strategies will “contradict the classic 
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model of learning in which the learning process was assumed to be gradual” (Kounios in 

Lehrer, 2008: 42). Kounios’s demonstration that the conscious brain only reacts (in the right 

anterior superior temporal gyrus) to the subconscious discovery of a solution indicates that 

insightful, non algorithmic approaches to education are important. Yet outside of the creative 

industries, the techniques for developing these understandings are rare. 

  

Creativity and innovation need to be effectively communicated, as they often challenge 

accepted norms. Yet all too often the fleeting nature of new understandings make them 

difficult to capture and even more difficult for the inexperienced learner to define. The design 

of the programme of study therefore had to ensure that prior to discussing theoretical 

constructs, there was sufficient understanding gained through experience. The theory was 

explained once personal and emotional understandings were established, contradicting the 

classic model of teach first, then apply theoretical constructs. This model of operation is also 

rare, and many educationalists consider that students should simply be told the correct answer 

through ‘transmission teaching’ (Beck and Kosnik, 2006), so we will illustrate an example of 

our delivery momentarily. 

 

Finally, if ideas development and multiple solution finding strategies are key motivational 

factors, the protection of new knowledge, connection and insights needs to be protected if an 

enterprising individual is to be rewarded for their efforts. Intellectual Property Rights 

therefore became an integral element of the programme. 

 

We assert that pedagogies that employ these understandings are a good fit with the needs of 

enterprise and entrepreneurship education, providing frameworks for ‘constructively aligned’ 

assessment (Biggs, 2003).  The cognitive advantages include avoidance of ‘Premature 

Articulation’ (Penaluna, Coates and Penaluna 2010) when an idea has not been wholly 

formed, and encourages ‘Glorious Failures’ (Penaluna and Penaluna 2005); where the use of 

appropriate cognitive processes within situational contexts informs the assessment – not 

merely final outcomes. It is a lesson of prototypes, not a lesson of final conclusions. 

 

 

PROGRAMME CONTENT 
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As noted, the programme of study sits within the formal teacher training requirements (PGCE 

/ PCET) of the University of Wales, it therefore has to conform with, and consolidate, other 

modules within the programme. For example, the modular structure demands that the learner 

will be able to relate the learning to their own contexts, and to be able to help a diverse range 

of learners to adapt and develop their own teaching programmes. The key aim of the 

programme was to “develop a systematic understanding of issues relevant to creativity, 

innovation and entrepreneurship. It will encourage and develop entrepreneurial skills, self-

motivation and analytical abilities through the study and application of entrepreneurship to 

the learners’ own subject areas” (Entrepreneurial Educators, 2011, 1). 

 

Following the discussions previously noted, two key outcome statements were designed. It is 

important to note that as an integral element of a teacher training programme, these to relate 

to educational contexts, and not to business start up or business development.  

 

1. Identify, research and appraise an entrepreneurial opportunity for delivery of a particular 

subject, and pitch the idea to peers and a panel of educators. 

 

2. Devise, justify and reflect upon a realistic application of the entrepreneurial opportunity, 

based on a critical evaluation of the core subject area and learners. 

(Entrepreneurial Educators, 2011, 1) 

 

In order to facilitate the learning, a number of indicative content topics were evolved. These 

could be framed and delivered in sub-sets as the educator(s) deemed appropriate. 

 

 Exploring and understanding entrepreneurship, enterprise and its development, in an 

educational context, including a review of personal contexts. 

 The impact on society of entrepreneurs and intrapreneurs (creativity, innovation and 

market/economic value) 

 Examining learners’ personal skills and how these may be developed 

 The skills, attributes and behaviours of the entrepreneur including ethical considerations 

 Developing insight and self-efficacy for opportunity/idea generation  

 Redefining problems and identifying opportunities 

 Convergent and divergent thinking – strategies and enhancement  

 Creative thinking and the establishment of creative learning environments 
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 Exploring and applying entrepreneurial pedagogies including innovative teaching 

strategies, techniques and skills and their application in the delivery of entrepreneurial 

education 

 The value of intellectual property rights issues such as copyright, trademarks and patents 

 Internal and external resources available to support entrepreneurship for staff and learners 

 Engaging entrepreneurial educators 

 

(Entrepreneurial Educators, 2011, 1) 

 

 

DELIVERY – APPROACHES AND STYLE 

 

Each of these topics dealt with issues identified in the research, but as previously noted, were 

delivered in an experiential fashion, with theory consolidating the learning, not leading it. 

Much of this relied on creating a curiosity-led approach, getting the students to actively 

participate and engage in experiences, then to question what they had learned by testing 

through theory. The delivery team actively worked to be good role models “The teacher is, 

after all, a role model for the students” (Runco, 2007, 189) and has to achieve this despite the 

formalized organisational setting. The earlier discussion on mirror neurons and the challenges 

that mimicking brings to an educational environment, where the student is learning 

subliminally from the educators’ actions, is key to this approach. To illustrate this tactic in 

action, the topic of intellectual property rights is offered as an example. Fig 1. Shows the 

graphic recorder’s record of the class, and may therefore assist comprehension. 

 

Students were invited to find an artist amongst them, then the elected individual was asked to 

make a quick drawing with a pen and some paper that was clearly identified as being supplied 

by the lecturer; it did not belong to the student. The ‘artist’ was invited to give the drawing to 

a ‘friend’, who subsequently threw it away believing it to be valueless. Picked up by another 

student who ‘liked it’, a question and answer session elicited that being entrepreneurial, they 

would like to have prints made to capitalise on their find. 

 

The question was then posed, was that legal? Students recorded their thoughts and opinions 

before an open discussion, but no definitive answers were offered by the lecturer. 
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Taking the simulation further, and assuming that the printing had gone ahead, a discussion 

ensued that discussed best ways forward to ‘cheaply and effectively’ promote the new 

posters. Students decided to write a press release and to have a photo of the ‘finder’ with the 

original drawing, so as to make it a ‘newsworthy public interest piece. This was simulated in 

the classroom and discussed in terms of its effectiveness. 

 

Again came the question, was this photograph legal, especially as it included a ‘copy’ of the 

original artwork? Once again comments and thoughts were recorded and the desire to know 

the ‘correct’ answer was palatable. Curiosity had been aroused and the students wanted to 

know more. 

 

Though a question and answer session and subsequent research activities, the students 

learned that copyright simply means ‘right to copy’ so that despite the material ownership; 

legal copyright was retained by the original artist despite the fact that they gave the original 

away and used materials belonging to someone else. This principle established, the 

discussion moved to the newspaper photograph and became extremely lively. Ultimately 

students elicited that human rights legislation and deliberations within the Berne Convention, 

and adopted by the UK (UKIPO, 2012), meant that in the interests of the common good, such 

newsworthy items could be considered ‘exceptions’ to the legal constraints that are normally 

applied. 

 

Thus students reported in feedback that they were emotionally engaged, curious to know 

more, and took their learning beyond the confines of the classroom. During discussions it was 

also highlighted that prior to the session, the cohort was expressing concern about this class, 

as they had perceived the legal nature of the topic to be boring and uninteresting. 

 

Peer review formed part of the initial assessment, and this was conducted in a manner akin to 

creative design classes. Mirroring the ‘Crit’ or Critique’ approach, students were asked to 

present their initial intentions for a new class in enterprise. This took the form of a pitch to 

their counterparts and elicited views and opinions from across the cohort. 

 

It should also be highlighted that the student cohort were not provided with scheduling 

details, and it may therefore have appeared unstructured. However, this was intentional and 

unexpected challenges such as additional tasks were common. Far from being bad planning, 
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this was deliberate, as it mirrors the life experience of the enterprising individual and 

encourages the students to be adaptive and be “flexible and adaptable in situations of 

ambiguity and risk” (QAA, 2012b, 22). Moreover the approach mirrors advice in the recent 

UK Government commissioned Review of Business-University collaboration, which states 

that: 

 

Enterprise skills require responsiveness to unexpected pressures and tasks; they 

require reaction to changing circumstances and disruptive interventions. These 

attributes are contrary to the established framework of assessment processes. 

Enterprise skills do not presently lend themselves to formal assessment methods. 

(Wilson, 2012, 53) 

 

 

PROGRAMME PILOTS – RESULTS AND POTENTIAL IMPLICATIONS 

 

We remind the reader that the first cohort was a non-accredited pilot provision, designed to 

test the approaches and teaching and learning strategies that had evolved, and to make 

improvements for the actual delivery to Post Graduate based teacher trainees. The 

programme was therefore offered as a voluntary provision in the summer vacation, and aimed 

at qualified and experienced teachers, whose specialisms ranged from  dance and drama to 

maths. Out of the 18 participants, two had yet to complete their formal teacher training, but 

were considered to be appropriate for such evaluation. It had initially been intended to run 

this as a WEEN based group, but enhanced levels of interest brought in a colleague from 

Scotland who was endeavouring to set up a similar provision following discussions with 

Stanford University’s European Round Table in Entrepreneurship Education  (Accel REE 

Europe, 2010). The topic of the Roundtable being ‘“Innovation for Pedagogy: Design and 

Entrepreneurship Education”, it had much resonance with the methodological approaches 

being employed. 

 

Run over four consecutive days in the University of Wales, Newport, the delivery team 

included each of the partner organisations, so the strategies and approaches could be better 

validated in preference to individual educator abilities and skills. 

 



23 
 

The second cohort of 18 participants engaged in the first credit-bearing version of the 

programme as part of the formal teacher training provision at Swansea Metropolitan 

University. Once again this was an elected choice, though it now carried weight in terms of 

overall assessment towards their qualification. Demand also came from beyond the 

University; so planned numbers were extended to accommodate external participants. This 

cohort therefore included a broad spectrum of participants, from traditional schoolteachers, 

teachers who worked in the prison service, adult education specialists and university 

lecturers, through to curriculum managers who wished to engage staff in more enterprising 

ways of teaching, learning and assessment. Delivery was primarily made by core staff and 

supported by external educational specialists. Dynamo Role Models, entrepreneurs who work 

to support Welsh Government initiatives (Big Ideas Wales, 2012), also brought their personal 

stories and dimensions to the debates. 

 

This iteration ran weekly over a five-week period. This necessitated extended class contact 

hours of 6 hours per week due to timetable restrictions, which was not considered ideal in 

terms of giving time for consolidation of the learning and additional personal research, but 

pragmatically was the only option available. 

 

As noted in our methods discussion, each cohort was invited to comment on their 

experiences, both through formal evaluation questionnaires, and through reflective feedback 

in their coursework. We would wish to remind the reader that due to the voluntary nature of 

the programmes, a limitation of the research is that the participants were already predisposed 

towards enterprise education and wished to be amongst the first UK credit-bearing cohort. 

Differences between the evaluative processes employed have also been mentioned in our 

methods discussion, but in terms of broad reference, cohort one was part of an iterative 

development process with primarily experienced educators as participants, and cohort two 

was the first ‘active’ pilot that aimed to assist new educators and those who wished to gain a 

qualification as a formally accredited module. 

 

We would also remind the reader that in cohort one, classes were continuously videoed and 

both participants and presenters were invited to comment on film. This offered a level of 

granularity that could be disseminated to all stakeholders and from which issues and potential 

needs for change could emerge. Additionally, questionnaires were devised to elicit key 

responses from participants at the end of the programme. The type and nature of the questions 
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responded to Welsh Government sponsorship requirements and aimed to learn what 

improvements, if any, should be made before the first official pilot. 

 

Questions were therefore primarily designed to elicit educator satisfaction with content 

delivery and course structure, eliciting perspectives relating to clarity, relevance, 

communication, resources and overall satisfaction with the organisation and delivery strategy. 

Based on a series of 13, five point likert-scaled questions, strongly agree, mostly agree, 

partially agree, mostly disagree and strongly disagree, these were systematically set for each 

session/ topic and managed on a daily basis by an independent raconteur who also managed 

and conveyed preliminary responses to the delivery team. 

 

Key findings included the fact that the opening session, themed around exploring and 

understanding enterprise, was clear in terms of purpose with 11 per cent strongly agreeing, 67 

per cent mostly in agreement and 22 per cent in partial agreement that the aims had been 

achieved. As subsets of this discourse, however, it was discovered that the perceived impact 

on society was the weakest aspect of delivery, and that course resources could be improved. 

As one of the intentions of the programme is to develop knowledge harvesting skills, the 

latter response was not considered to be of great concern, other than it indicated a potential 

issue of communication regards assessment strategies. 

 

Topics surrounding ideas generation and problem solving received significantly high and 

consistent levels of feedback, with 94 per cent in strong agreement and 6 per cent mostly 

agreeing with the value of the content and delivery. The creative thinking session and 

intellectual property sessions, sub sets of this category, recorded identically high evaluative 

figures. 

 

Assessing capacity for creativity and enterprise in the contexts and method discussed was 

expected to be a potential issue by the delivery team, as much was derived from design 

strategies and not business-related educational norms. Moreover, it is widely accepted that 

extra curricular and non-assessed activities are welcomed in UK Universities, as assessment 

strategies are under developed and subject to significant disagreement. For example, at this 

juncture any quality assurance guidance for enterprise or entrepreneurship had to be derived 

from existing subject benchmark statement, as no central guidance was as yet available. 

These benchmark statement are “what gives a discipline its coherence and identity, and 
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define what can be expected of a graduate in terms of the abilities and skills needed to 

develop understanding or competence in the subject” (QAA 2012c). However, these concerns 

proved unfounded as 87 per cent strongly agreed with the approaches discussed and 13 per 

cent recorded a mostly agreed response. 

 

The final session was framed around alternative pedagogical approaches, responding to the 

need for open-minded and exploratory approaches to alternative pedagogies. 67 per cent of 

the cohort responded that they strongly agreed with the principles discussed, and 33 per cent 

recorded that they mostly agreed. 

 

Final overview questions that asked respondents to review reflect and evaluate their 

experiences and the value that it offered in terms of educator development and capacity 

building, recorded a response rate of 80 per cent who strongly agreed that the course aims 

had been met and 20 per cent who mostly agreed. 

 

Informal feedback through the video recordings and subsequent feedback highlighted 

potential areas for development such as internationalisation in terms of cultural differences, 

especially in regards to assessing creative capacity, and a more enhanced vision of non-fiscal 

values and sense making, especially appropriate to social enterprise. 

 

The level of feedback, with no respondents ever recording a mostly disagree or strongly 

disagree in aggregated responses, confirmed to the team that with very minor amendments, 

the module was ready for delivery as an accredited provision. Moreover, extensive and 

unsolicited comments such as “I have been in teaching for over 20 years and have been 

waiting for something like this”, and “Why hasn’t the assessment model been more broadly 

disseminated?” suggested widespread support. 

 

Cohort two commenced their studies in January 2012 and were/are subject to all the rules and 

regulations of the University of Wales. For this reason, no candidate results can be published 

until the appropriate examination boards have met and appropriate approvals given regarding 

the grades, including responses and feedback from external examiners. We are, however, able 

to provide feedback on questionnaires and other response mechanisms that were employed 

two weeks prior to final assessment. It should be noted that whilst students had made a 
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presentation in  the form of a ‘crit’ or pitch, they had yet to receive formal feedback in 

individual tutorials or complete their personal projects. 

 

16 responses were collated from a possible 18 participants, so although small in numbers, 

these represent 88 per cent of potential responses. By this stage of development proposed 

(draft) guidance from the Quality Assurance Agency was being discussed in terms of tasks, 

so as noted below, these headings, which closely matched the intended outcomes of the 

module, were overtly integrated into the module delivery and highlighted prior to the 

distribution of the questionnaires. Additionally, in order to help the students to locate their 

thinking, the ‘role model’ aspects were highlighted, based on the most recent iteration of the 

QAA (2012b) guidance. 

 

“The task of the enterprising educator is to: 

 Create learning environments, which encourage entrepreneurial behaviour in students 

and graduates 

 Design curricula that embed learning outcomes, which relate to the enterprise agenda 

through increasing relevance and decreasing abstraction 

 Enable learners to relate their learning to their subject or industry context and 

personal aspirations 

 Continuously exploit new opportunities for enhancing the student experience 

 Be innovative in their approach to teaching and learning and willing to experiment 

with different pedagogies to ensure appropriateness 

 Be a leader who is able to shape the opportunity-learning environment 

 Engage external communities and communities of practice to enhance the learning 

experience 

 Engage entrepreneurs and entrepreneurial ventures to enhance learning 

opportunities”. 

 

Key responses included the following: 

Questions 1 asked if the breadth of enterprise had been sufficiently introduced and if the 

student could see potential in the techniques discussed. Three responses were indicated: a) 

Yes, I can see a wide application, No it looks very limited from my perspective and c) I am 
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still uncertain. Over 81 per cent responded positively with a), and nearly 19 per cent 

responded with the neutral comment c). 

 

This response rate was replicated when students were asked if they had been introduced to 

the entrepreneurial mindset in a way that suited their specialism and personal aims. This was 

further amplified in question 3, which asked if they felt that that had to be enterprising 

themselves when applying and designing their delivery. All responses were in the top two 

levels of the five-point Likert scale, i.e. they either agreed wholeheartedly or agreed with 

some reservations. Although not indicated, other potential responses included that they 

needed more time, disagreed with some value indicated, or totally disagreed with the premise. 

 

Moreover, in a four-point Likert scale question, all students felt that they were more able to 

justify their approaches within their own specialisms, with 31 per cent feeling slightly more 

confident and 68 per cent feeling confident with a good understanding of their approaches. 

No student responded that they were not confident or needed more time to consider this. 

  

One five-point Likert question elicited the students’ perceived preparedness for the writing 

and development of a lesson plan, their next assignment. 37.5 were keen to engage and to 

hone their skills, nearly 44 per cent were keen to engage and realized that they had more 

research to undertake, nearly 19 per cent were not fully sure how they would achieve the 

outcomes but described themselves as fairly confident. No students responded in the negative 

side of the scale with potential responses such as they had a lot of research to do yet, or that 

they felt reliant on a forthcoming tutorial. 

 

Qualitative responses included opportunities to reflect on their learning and to offer personal 

comments and responses. These elicited individual views such as the value of the Dynamo 

role models and the range of ‘experts’ perspectives that the students had been exposed to, 

including confidence gained in using the frameworks for evaluating creative capacity. 

Suggestions for future development included more concise learning journals and more 

opportunity for social networking, within and beyond the cohort. Enhanced aspects of 

psychology and more information on the cognitive aspects discussed were also highlighted as 

being desirable. Capturing some of the more impromptu exercises, for example ones that took 

advantage of guest speakers and external experts who took an active interest in the module, 

was also suggested. Despite the deliberate ‘vagueness’ of the course, with no advanced 
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timetabling in terms of session topics, only one student commented on their concern over a 

perceived lack of structure, with a number commenting on how flexible and adaptable they 

now felt. 

 

11 unsolicited comments were also received, nine of which overtly praised the module, and 

two offered reflections that followed a discussion on the different expectations of external 

students when entering the programme, noting that lesson planning could receive more 

attention. 

 

Perhaps most powerful of all the indicators, are the projects themselves. These are far ranging 

and appropriate to the individual’s teaching and learning contexts, as the following examples 

indicate: 

Ideas generated in coursework include: 

 

 Pupils studying performance art will be tasked with establishing a ‘professional 

theatre’ within their school. 

 Encouraging students to think entrepreneurially in courses based on 

psychomotor skills, this idea adds value to the core subject by developing ICT 

and future visualisation skills alongside traditional manual skills.  

 Enhancing the study of genealogy and family history through ICT by including 

consideration and investigation of the architecture, furniture and fashions of 

different eras, thinking creatively to find new opportunities and connections. 

 Encourage the development of a wide range of entrepreneurial skills including, 

creative thinking, team working, problem solving, team promotion. To be used 

in a new learning package which incorporates experiential and traditional 

educational approaches in the teaching of ‘English for Engineering Students’. 

 Delivery of a lesson on effective communication to health care workers - using a 

non-traditional and enterprise thinking approach. Enhances learners’ approaches 

to relaying crucial health related messages and seeing new opportunities within 

the health care environment. 

 The creation of a workforce development plan - students research, plan and 

deliver sport and physical activities services and programmes for fellow 

students. This idea seeks to develop entrepreneurial competences through 
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experiential learning where students consistently engage in experimentation 

through practical and creative problem solving. 

 Combining statutory rehabilitation training within prisons with entrepreneurial 

skills. The idea is to enhance learners’ employability by combining the usual 

training with the development of entrepreneurial skills through a business-

planning scenario. 

 Enhance art foundation learners’ employability and personal and social 

development by encouraging them to investigate how they might present 

themselves professionally whilst still maintaining their individuality, that is, to 

express their ‘personal brand’. 

 Student collaborative project - a number of disciplines including, Graphic 

Design, Advertising, Illustration and Photography. The students would be 

selected into mixed subject teams and tasked with responding effectively to a 

professional brief, while being challenged by realistic timescales and industry 

scenarios. 

 Combining of a school design and technology session with enterprise education. 

The idea is to present learners with a brief where they are required to design and 

make a batch of bread rolls for children aged three to seven years who have a 

visual impairment. 

 A programme to prepare young people, aged 16 to 19 years, who are not in 

education, employment or training (NEETs), entitled ‘Suited, Booted, 

Recruited’… increasing their confidence, motivation, self-presentation, CV 

writing and interview skills through the use of innovative and entrepreneurial 

teaching and learning strategies which are experiential and dynamic in their 

approach. 

 Teams on a business or community project interact with entrepreneurs. The 

module encourages applied creativity and uses experiential approaches to 

teaching, including learning sessions outside of the ‘usual’ classroom 

environment. Students develop entrepreneurial skills in the areas of attitude, 

creativity, relationships and organisation skills. 

 An after-school project where learners develop skills in enterprise including: 

defining a product or service, exploring customers, competitors and the market, 

business operations and finance, alongside entrepreneurial skills, such as 



30 
 

problem-solving, communication, teamwork, idea generation, reflection, and 

self-presentation. 

 

 

CONCLUSION AND FUTURE WORK 

 

We have evidenced that to be seen to be at the cutting edge we need to be at the forefront of 

development by taking on board recent knowledge and harvesting this to best effect, 

whatever the context and without the assuredness of detailed empirical evidence. We must 

turn ideas into action, and evaluate them as we progress in an iterative process of prototyping, 

emulating the design thinker and enterprising individual. 

 

If key drivers of innovation lie with those taking forward the entrepreneurship agenda 

(European Commission, 2004), and enterprise and entrepreneurship is seen to be about 

applied creativity (OECD, 2009; Rae, 2007), it implies a need for approaches that offer 

enabling strategies that develop the nexus between creative specialists and business education 

strategies. At a time when Sony acknowledges that it has s a shortage of ideas (Gruley and 

Edwards, 2012), and the Wall Street Journal’s most influential business thinker discusses 

relentless change and innovation, asking ‘what Happens Now’ (Hamel, 2012), it can be 

extensively argued that creative thinking specialists such as designers must help to drive the 

educational experience. 

 

The UK Higher Education Academy has suggested to the authors that his discussion has 

added resonance, as it also picks up and develops recent UK guidance on sustainability. This 

states that “sustainability also requires cross and interdisciplinary thinking, thus students 

should be encouraged to think outside of their own specialism, to recognise and analyse 

interconnections between systems (Haslett et. al., 2011) and calls for “students who are 

capable of envisioning alternative futures” (HEA, 2012). 

 

Thus we have demonstrated that this new programme is at the forefront of current 

developments. It is a UK first as it is an accredited teacher training provision, it leads through 

design thinking that includes current knowledge of creativity and neurological 

understandings, bringing them to bear in the classroom. Focussing on the enterprise mindset 

as defined by the UK’s Quality Assurance Agency, it looks to motivational factors and deep 
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understanding of what drives creativity, innovation and opportunity recognition, the leading 

aspects of enterprise education. Without ideas and opportunity recognition, no new 

businesses will develop. Moreover, the programme has fed into deliberations such as the 

United Nations Conference for Trade and Industry, the European Training Foundation and 

will shortly be central to discussions at a meeting on enterprise education called by the 

European Director General for Enterprise, giving it an international context and added 

resonance. 

 

Notwithstanding all the above, the module will also be subject to other internal reviews that 

will inform future developments. However, at this juncture the pedagogical model explored 

in this paper offers insights into an enterprise education programme team that was led by a 

creativity specialist and a consortium of experts in enterprise education It therefore offers a 

practical response to calls for more meaningful engagement in teacher training provision 

(ETF, 2010; UNCTAD-MYM, 2011). As sustainable enterprise education requires well-

informed and able educators, this discussion offers insights to other educationalists who may 

wish to embed creativity-led enterprise education into formal teacher training qualifications. 

The approach leads UK provision and is contributing to other European initiatives such as the 

Acknowledging and Developing Entrepreneurial Practice in Teacher Training project 

(ADEPTT, 2011) and the European Commission’s Thematic Work Group on 

Entrepreneurship Education. 

 

This paper therefore claims to be a cutting edge example of new and innovative approaches 

to Enterprise and Entrepreneurship education strategies, something without which the 

sustainability of the world’s enterprise eco structure (UNCTAD-MYM, 2011) could flounder. 

Only time will enable us to reliably measure success and we do not make claim to this, but by 

then new and innovative ‘cutting’ edge strategies will have overtaken the ones introduced 

here. 

 

 

 

FIGURES 

 

 

Fig 1.  
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A sample of the Graphic Recorder’s, Karl Mountford,  record of the intellectual property 

class in which key points highlighted in the text can be seen, e.g. the opening activity of 

throwing away the ‘art’ and ensuing discussions on copyright, patenting and trademarking. 

 

 

 
 

 

REFERENCES  

 
 

 

Accel REE Europe (2010) Stanford Technologies Venture Program – Roundtable on Entrepreneurship 

Education. ‘Innovation for Pedagogy: Design and Entrepreneurship Education’. University of 

Edinburgh. 8 – 12 September 

 

ADEPTT (2011) ‘Acknowledging and Developing Entrepreneurial Practice  in Teacher Training’ 

http://publiek.syntra.be/websites/europeseprojecten/adeptt/default.aspx 

 

Beck, C. and Kosnik, C. (2006) ‘Innovations in Teacher Education, A Social Constructivist Approach’, Albany, 

State University of New York Press,  

 

Bell, J. Callaghan, I. Demick, D. and Scharf, F. (2004) ‘Internationalising entrepreneurship education’, Journal 

of International Entrepreneurship, Vol. 2,  No. 2, pp. 109-124 

 

BIS - Department of Business Innovation and Skills (2011) ‘Learners at the Heart of the System’. White Paper, 

Available online at: http://discuss.bis.gov.uk/hereform/white-paper (Accessed 2 November 2011) 

 

Biggs, J. (2003) ‘Teaching for Quality Learning at University’, Berkshire: Open University Press 

 

Big Ideas Wales (2012) Guiding Young People to Start Up – Dynamo Role Models, who are they? Available 

online at: http://ms.fs4b.wales.gov.uk/sub_sites/yes/content/projects/role_models/who_are_they.aspx 

Accessed 10 April 2012 

https://newmail.smu.ac.uk/owa/redir.aspx?C=2844467831fa41f78e182419f5420d27&URL=http%3a%2f%2fpubliek.syntra.be%2fwebsites%2feuropeseprojecten%2fadeptt%2fdefault.aspx
http://discuss.bis.gov.uk/hereform/white-paper
http://ms.fs4b.wales.gov.uk/sub_sites/yes/content/projects/role_models/who_are_they.aspx


33 
 

 

Blakemore, S. J and Frith, U. (2005) ‘The Learning Brain: Lessons for Education’. Malden US, Oxford UK and 

Victoria, Australia: Blackwell Publishing 

 

Brown, T. (2009) ‘Change by Design: How  Design Thinking Transforms Organizations and Inspires 

Innovation’. New York, NY: Harper Business.  

 

Byrne, A. (1998) ‘Interpretivism’, European Review of Philosophy 3. Available online via MIT at 

http://web.mit.edu/abyrne/www/Interpretivism.html (Accessed 6 April 2012) 

 

Cambridge Dictionary Online (2012) Definition of ‘the cutting edge’, Available online at: 

http://dictionary.cambridge.org/dictionary/british/the-cutting-edge (Accessed 6 April 2012) 

 

Chia, R. (1996) ‘Teaching paradigm shifting in management education: university business schools and the 

entrepreneurial imagination’, Journal of Management Studies, Vol. 33, No. 4, pp. 409-428 

 

CMI/NESTA (2009)  ‘Innovation for the Recovery: Enhancing innovative working practices’, Chartered 

Management Institute / National Endowment for Science, Technology and the Arts, London, 

December. 

 

Coleman, J. L. (1982) ‘Negative and Positive Positivism’, The Journal of Legal Studies, Vol. 11, No. 1. (Jan., 

1982), pp. 139-164 

 

Cox, G. (2005) ‘The Cox Review of Creativity in Business: Building on the UK’s Strengths’, Report prepared 

for the Chancellor of the Exchequer. London: HM Treasury. Available online at: 

http://webarchive.nationalarchives.gov.uk/+/http://www.hm-treasury.gov.uk/coxreview_index.htm 

Accessed 11/3/11 

 

Cunningham, S. (2005) ‘Creative Enterprises’, in J Hartley (Ed) Creative Industries, Maiden: Blackwell 

Publishing pp. 282-298 Article on-line at QUT Digital Repository: http://eprints.qut.edu.au Accessed 

19/7/09 

 

Damasio, A (1995) ‘Descartes’ error: Emotion, reason and the human brain’, New York: Avon 

 

Damasio, A (1999) ‘The feeling of what happens: Body and emotion in the making of consciousness’, Orlando: 

Harcourt Brace 

 

Dewey, J. (1916) ‘Democracy and education’, New York: Macmillan 

 

Du Plessis, E. (2011) ‘The Branded Mind: What neuroscience really tells us about the puzzle of the brain and 

the brand’, London: Kogan Page 

 

Entrepreneurial Educators (2011) Module descriptor, Swansea Metropolitan University, Faculty of Humanities, 

PGCE/PCET Validation Documents.  

 

European Commission (2004) ‘Education for Entrepreneurship, Making progress in promoting entrepreneurial 

attitudes and skills through Primary and Secondary 

education’,http://ec.europa.eu/enterprise/policies/sme/files/support_measures/training_education/doc/e

ntrepreneurship_education_final_en.pdf  accessed 4 April 2012 

 

 

European Training Foundation / Ecorys (2011) ‘Teacher Education for Entrepreneurship: Towards a 

Development Agenda: A report and evaluation of the pilot action on training teachers for 

entrepreneurship education initiated by the European Commission’. Available online at: 

http://ec.europa.eu/enterprise/policies/sme/promoting-

entrepreneurship/files/education/teacher_education_for_entrepreneurship_final_report_en.pdf 

(Accessed 1 December 2011) 

 

Esslinger, H. (2009) ‘A Fine line: How Design Strategies are Shaping the Future of Business’, San Francisco: 

Jossey Bass 

http://web.mit.edu/abyrne/www/Interpretivism.html
http://dictionary.cambridge.org/dictionary/british/the-cutting-edge
http://webarchive.nationalarchives.gov.uk/+/http:/www.hm-treasury.gov.uk/coxreview_index.htm
http://eprints.qut.edu.au/
http://ec.europa.eu/enterprise/policies/sme/files/support_measures/training_education/doc/entrepreneurship_education_final_en.pdf%20%20accessed%204%20April%202012
http://ec.europa.eu/enterprise/policies/sme/files/support_measures/training_education/doc/entrepreneurship_education_final_en.pdf%20%20accessed%204%20April%202012
http://ec.europa.eu/enterprise/policies/sme/promoting-entrepreneurship/files/education/teacher_education_for_entrepreneurship_final_report_en.pdf
http://ec.europa.eu/enterprise/policies/sme/promoting-entrepreneurship/files/education/teacher_education_for_entrepreneurship_final_report_en.pdf


34 
 

 

Fregetto, E. (2006) ‘Do Entrepreneurial Inclined Students Learn More from Simulations?’, Entrepreneurship 

Education Track, United States Association for Small Business and Entrepreneurship National 

Conference, January 2006, Tuscan, Arizona  

 

Gardner, H. (1982)  ‘Art, Mind and Brain: A Cognitive Approach to Creativity’, USA: Basic Books 

 

Gibb, A. A. (2002) ‘Creating conducive environments for learning and entrepreneurship: living with, and 

dealing with, creating and enjoying uncertainty and complexity’, Entrepreneurship Theory and 

Practice, Vol. 16, No. 3, pp. 135-148 

 

Gibb, A. A. (2005) ‘Towards the Entrepreneurial University: Entrepreneurship Education as a Lever for 

Change’, Policy Paper 003, National Council for Graduate Entrepreneurship, Birmingham 

 

Gomez, J. (2007) ‘What do we Know About Creativity?’ The Journal of Effective Teaching, Vol. 7, No. 1, pp 

31-43 

 

Gordon, B. and Berger, L. (2003) ‘Intelligent Memory: Exercise your Mind and Make Yourself Smarter’, 

London: Vermillion  

 

Gruley and Edwards (2012) ‘Sony: All Chewed Up’, Management Today, February, pp. 51-56 

 

Guba, E. G and Lincoln, Y. S. (1994) ‘Competing paradigms in qualitative research’. In N. K. Denzin and Y. S. 

Lincoln (Eds.) Handbook of qualitative research. London: Sage pp. 104-117 

 

Gülpinar, M. A. (2005) ‘The Principles of Brain-Based Learning and Constructivist Models in Education’, 

Educational Sciences: Theory & Practice Vol. 5, No. 2, November, pp 299-306 

 

Hamel, G. (2012) ‘What Matters Now: How to win in a world of relentless change, ferocious competition and 

unstoppable innovation’, San Francisco: Jossey Bass 

 

Haslett, S., France, D. and Gedve, S. (2011) ‘Pedagogy of Climate Change’. The Higher Education Academy, 

Geography, Earth and Environmental Sciences. pp. 4-9 Available on-line 

http://gees.ac.uk/pubs/other/pocc/Climate%20Change.pdf accessed 3 March 2012 

 

HEA, (2012) ‘Education for sustainable development’, Higher Education Academy, Available online at: 

http://www.heacademy.ac.uk/education-for-sustainable-development Accessed 21 February 2012 

 

Henry, C., Hill, F. and Leitch, C. (2005) ‘Entrepreneurship education and training: can entrepreneurship be 

taught? Part 1’, Education and Training, Vol. 47, No. 2, pp 98-111 

 

Hill, D., (2010) ‘Emotionomics: Leveraging Emotions for business success’, London: Kogan Page 

 

Hope-Halley, V. (2009) ‘A Fundamental Review of Business Education is Overdue’, Times Online, October 13. 

Available at http://business.timesonline.co.uk/tol/business/management/article6871570.ece Accessed 

26/11/2009 

 

IEEC (2007) Proceedings of the International Entrepreneurship Educators Programme. Cambridge University: 

Enterprise Educators UK and the National Council for Graduate Entrepreneurship. Available online at: 

http://www.ieec.co.uk/2007/docs/Conference_Report.pdf Accessed 20 April 2012 

 

IEEC (2010) Proceedings of the International Entrepreneurship Educators Programme. Cardiff University: 

Enterprise Educators UK and the National Council for Graduate Entrepreneurship. Available online at: 

http://www.ieec.co.uk/previous-conferences/2010-cardiff/overview?lang= Accessed 10 April 2012 

 

IPA (2007) Institute of Practitioners in Advertising – Diagonal Thinking. Available online at: 

http://www.ipa.co.uk/Page/diagonal-thinking-introduction Accessed 4 April 2012 

 

Katz, J. A. (2003) ‘The chronology and intellectual trajectory of American entrepreneurship education’, Journal 

of Business Venturing, Vol. 18, No. 2, pp. 283-300 

http://gees.ac.uk/pubs/other/pocc/Climate%20Change.pdf
http://www.heacademy.ac.uk/education-for-sustainable-development
http://business.timesonline.co.uk/tol/business/management/article6871570.ece
http://www.ieec.co.uk/2007/docs/Conference_Report.pdf
http://www.ieec.co.uk/previous-conferences/2010-cardiff/overview?lang
http://www.ipa.co.uk/Page/diagonal-thinking-introduction%20Accessed%204%20April%202012


35 
 

 

Kesner, R. P. (2007) ‘Behavioral functions of the CA3 subregion of the hippocampus. Learning and Memory’, 

Cold Spring Harbor: Cold Spring Harbor Laboratory Press. Online version available at: 

http://www.learnmem.org/cgi/doi/10.1101/lm.688207 Accessed 11 March 2012 

 

Kirby, D. (2004) ‘Entrepreneurship Education: Can business schools meet the challenge?’, Education + 

Training, Vol. 46, Nos. 8/9, pp. 510-519 

 

Kounios, J., Frymiare, J. L., Bowden, E.M., Fleck, I., Subramaniam, K., Parish, Y. B., and Jung-Beeman, M. 

(2006) ‘The Prepared Mind: Neural Activity Prior to Problem Presentation Predicts Subsequent 

Solution by Sudden Insight’, Psychological Science, Vol. 17, No. 10, pp. 882-890 

 

Kuratko, D. F. (2005) ‘The Emergence of Entrepreneurship Education: Development, Trends and Challenges’, 

Entrepreneurship Theory and Practice, Vol. 29, No. 5, pp. 577-598 

 

Lau, K. W. (2009) ‘Creativity Training in Higher Design Education’, The Design Journal, Vol.12, No. 2, pp. 

153-169 

 

Lehrer, J. (2008) ‘The Eureka Hunt: Why do good ideas come to us when they do?’, The New Yorker, Annals 

of Science, pp. 40-45, July 

 

Lockwood, T. (Ed), (2010) ‘Design thinking: Integrating Innovation, Customer Experience and Brand Value’, 

New York: Allworth Press 

 

Martin, R. (2009) ‘The Design of Business: Why Design Thinking is the Next Competitive Advantage’, Boston: 

Harvard Business Press 

 

Martinez, A. C., Levie, J., Kelley, D. J., Rognvaldur, J., Saedmundsson and Schott, T. (2010), Global 

Entrepreneurship Monitor Special Report: A Global Perspective on Entrepreneurship Education and 

Training. Babson Park, Mass.: Babson College.  

 

Matlay, H. (2005) ‘Entrepreneurship Education in UK business schools: Conceptual, contextual and policy 

considerations’, Journal of Small Business and Enterprise Development, Vol. 12, No. 4, pp, 627-643 

 

McMullan, W. E and Gillin, L. M. (2001) Entrepreneurship education in the nineties, revisited, in R H 

Brockhaus, G. E. Hill, H. Klandt,. and H. P. Welch, (Eds) Entrepreneurship Education: A Global View, 

Aldershot:  Ashgate Publishing Ltd. pp. 57-77 

 

NESTA, (2008) ‘Developing Entrepreneurial Graduates: Putting entrepreneurship at the centre of higher 

education’, NESTA: London. Available online at: 

http://www.nesta.org.uk/publications/reports/assets/features/developing_entrepreneurial_graduates 

Accessed 10 April 2012 

 

Nieuwenhuizen, C. and Groenewald, D. (2004) ‘Entrepreneurship training and education needs as determined 

by the brain preference profiles of successful established entrepreneurs’. Paper presented at the 

Internationalizing Entrepreneurship Education and training Conference, (IntEnt 2004), Naples, 5-7 July 

 

OECD, (2009)  ‘Evaluation of Programmes Concerning Education for Entrepreneurship’, report by the OECD 

Working Party on SME’s and Entrepreneurship, OECD 

 

Oslo Agenda for Entrepreneurship Education in  Europe (2006) 

http://ec.europa.eu/enterprise/policies/sme/files/support_measures/training_education/doc/oslo_agenda

_final_en.pdf accessed 5 April 2012 

 

Penaluna, A., Brown, S., Gibson, D., Jones, C. and Penaluna K. (2008) ‘Entrepreneurial Education needs 

Entrepreneurial Educators:  Assessing our Performance’, Proceedings of the 31st International 

Conference of the Institute for Small Business and Entrepreneurship, 5-7 Nov. Belfast available on-line 

at http://www.isbe.org.uk/APenaluna08 accessed 2 April 2012 

 

http://www.learnmem.org/cgi/doi/10.1101/lm.688207
http://www.nesta.org.uk/publications/reports/assets/features/developing_entrepreneurial_graduates%20Accessed%2010%20April%202012
http://www.nesta.org.uk/publications/reports/assets/features/developing_entrepreneurial_graduates%20Accessed%2010%20April%202012
http://ec.europa.eu/enterprise/policies/sme/files/support_measures/training_education/doc/oslo_agenda_final_en.pdf
http://ec.europa.eu/enterprise/policies/sme/files/support_measures/training_education/doc/oslo_agenda_final_en.pdf
http://www.isbe.org.uk/APenaluna08


36 
 

Penaluna, A., Coates J. and Penaluna K. (2010) ‘Creativity-Based Assessment and Neural Understandings: A 

Discussion and Case Study Analysis’, Education + Training, Emerald Publishing, Volume 52, Issue 

8/9, pp. 660-678 

 

Penaluna, K., Jones, C. and Penaluna A. (2011) ‘Towards an Understanding of the Global Context of Enterprise 

Education’. Proceedings of the 33rd International Conference of the Institute for Small Business and 

Entrepreneurship, November, Sheffield. 9-10 November available on-line at 

http://www.isbe.org.uk/Penaluna11 accessed 2 April 2012 

 

Penaluna, A. and Penaluna, K. (2005) ‘Entrepreneurship for artists and designers in higher education’, 

Proceedings of the Internationalizing Entrepreneurship Education and Training Conference (IntEnt 

2005) Guildford 10-13 July available on-line http://www.intent-

conference.com/structure_default/ePilot40.asp?G=621&A=1 accessed 2 April 2012 

 

Penaluna, A. and Penaluna, K. (2008) ‘Business paradigms in Einstellung: Harnessing creative mindsets, a 

creative industries perspective’, Journal of Small Business and Entrepreneurship, Vol. 21, Issue, 2. pp. 

231-50 

 

Penaluna, A. and Penaluna, K. (2011) ‘The evidence so far: calling for creative industries engagement with 

entrepreneurship education policy and development’, in C Henry and A. De Bruin (Eds) 

Entrepreneurship and the Creative Economy: Process, Practice and Policy, Cheltenham: Edward Elgar 

pp. 50-78  

 

Pittaway, L. and Cope, J. (2007) ‘Simulating Entrepreneurial Learning: Integrating Experiential and 

Collaborative Approaches to Learning’, Management Learning, Vol. 3, No. 2, pp. 211-233 

 

QAA (2012a) Quality Assurance Agency for Higher Education Available online at: http://www.qaa.ac.uk 

Accessed 6 April 2012 

 

QAA (2012b) Quality Assurance Agency for Higher Education - Enterprise and entrepreneurship: a new 

approach to learning. Available online at: 

http://www.qaa.ac.uk/Newsroom/PressReleases/Pages/Enterprise-and-entrepreneurship-a-

new-approach-to-learning.aspx Accessed 6 April 2012 

 

QAA (2012c) Quality Assurance Agency for Higher Education - About Subject Benchmark Statements. 

Available online at: http://www.qaa.ac.uk/ASSURINGSTANDARDSANDQUALITY/SUBJECT- 

GUIDANCE/Pages/Subject-benchmark-statements.aspx Accessed 10 April 2012 

 

Queens University, Belfast (2009) Entrepreneurial University of the Year Award. Available online at: 

http://www.qub.ac.uk/home/TheUniversity/GeneralServices/News/entrepreneurialuniversity09/ 

Accessed 24 April 2012 

 

Queens University Belfast (2012) David Gibson receives OBE in Queen's New Year Honours List Available 

online at: 

http://www.qub.ac.uk/schools/QueensUniversityManagementSchool/News/Title,273109,en.html 

Accessed 24 April, 2012 

 
Rae, D. (2007) ‘Entrepreneurship: From Opportunity to Action’, Basingstoke: Palgrave McMillan 

 
Rae, D., Martin, L., Antcliff, V. and Hannon, P. (2010) ‘The 2010 Survey of Enterprise and Entrepreneurship in 

Higher Education’, National Council for Graduate Entrepreneurship/Institute for Small Business and 

Entrepreneurship. Proceedings of the  33rd ISBE Conference, London 2-4 November available on-line 

at http://www.ncge.org.uk/publication/ISBE _Report.pdf Accessed 5 April 2012  

 

Ramsden P, (2008) ‘The Future of Higher Education – Teaching and the Student Experience’ Report 

commissioned by John Denham, Secretary of State. Online at 

http://www.heacademy.ac.uk/resources/detail/ourwork/policy/paulramsden_teaching_and_student_exp

erience  Accessed 29/1/09 

 

http://www.emeraldinsight.com/journals.htm?issn=0040-0912&volume=52&issue=8/9&PHPSESSID=dofbfiqrsqnblga5015au63vb3
http://www.emeraldinsight.com/journals.htm?issn=0040-0912&volume=52&issue=8/9&PHPSESSID=dofbfiqrsqnblga5015au63vb3
http://www.isbe.org.uk/Penaluna11
http://www.intent-conference.com/structure_default/ePilot40.asp?G=621&A=1
http://www.intent-conference.com/structure_default/ePilot40.asp?G=621&A=1
http://www.qaa.ac.uk/
http://www.qaa.ac.uk/Newsroom/PressReleases/Pages/Enterprise-and-entrepreneurship-a-new-approach-to-learning.aspx
http://www.qaa.ac.uk/Newsroom/PressReleases/Pages/Enterprise-and-entrepreneurship-a-new-approach-to-learning.aspx
http://www.qaa.ac.uk/ASSURINGSTANDARDSANDQUALITY/SUBJECT-%20GUIDANCE/Pages/Subject-benchmark-statements.aspx%20Accessed%2010%20April%202012
http://www.qaa.ac.uk/ASSURINGSTANDARDSANDQUALITY/SUBJECT-%20GUIDANCE/Pages/Subject-benchmark-statements.aspx%20Accessed%2010%20April%202012
http://www.qub.ac.uk/home/TheUniversity/GeneralServices/News/entrepreneurialuniversity09/
http://www.qub.ac.uk/schools/QueensUniversityManagementSchool/News/Title,273109,en.html
http://www.ncge.org.uk/publication/ISBE%20_Report.pdf
http://www.heacademy.ac.uk/resources/detail/ourwork/policy/paulramsden_teaching_and_student_experience
http://www.heacademy.ac.uk/resources/detail/ourwork/policy/paulramsden_teaching_and_student_experience


37 
 

REE, (2010) ‘Innovation for Pedagogy: Design and Entrepreneurship Education’, Stanford Technology 

Ventures Program’s Roundtable on entrepreneurship education. September 8-10. University of 

Edinburgh 

 

Runco, M. A. (1991) ‘Divergent Thinking’, Norwood. New Jersey: Ablex Publishing Corporation  

 

Runco, M. A. (2007) ‘Creativity Theories and Themes: Research, Development, and Practice’, MA: Elsevier 

 

Schumpeter, J. (1934) ‘The Theory of Economic Development’, Cambridge, MA: Harvard University Press 

 

South East European Centre for Entrepreneurial Learning (2011) ‘Entrepreneurial Learning: A Key Competence 

Approach’ - ISCED Level 5/6. Zagreb: SEECEL 

 

TIOCOC, (2009) ‘The Impact of Culture on Creativity’, Study prepared for the European Commission’s 

Directorate-General for Education and Culture. June 2009 

 

Ucsbasaran, D. and Westhead, P. (2001) ‘The focus of entrepreneurial research: contextual and process issues’, 

Entrepreneurship Theory and Practice, Vol. 13, No. 1, pp. 13-17. 

 

UKIPO (2012), United Kingdom Intellectual Property Office, International Copyright Act 1886 and the Berne 

Convention. Available online at: http://www.ipo.gov.uk/types/copy/c-about/c-history/c-history-

1886.htm Accessed 10 April 2012 

 

UNCTAD - MYM, (2011) UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT - 

MULTI-YEAR EXPERT MEETING on Enterprise development policies and capacity-building in 

science, technology and innovation. Geneva, Palais des Nations, Salle XXVI, 19-21 Jan. Available 

online at : http://www.unctad.org/Templates/Page.asp?intItemID=5799&lang=1&print=1 (Accessed 17 

July, 2011) 

 

Volkmann, C., Wilson. K., Mariotti, S., Rabuzzi, D., Vyakarnam, S. and Sepulveda, A. (2009) Educating the 

next wave of entrepreneurs: Unlocking Entrepreneurial Capabilities to meet the global challenges of 

the 21st Century – A report of the Global Education Initiative. Available online at: 

http://elientrepreneur.com/Entrepreneurship_Education_Report.pdf Accessed 10 April 2012 

 

Welsh Assembly Government / Welsh Enterprise Educators Network (2010) ‘Feasible, Desirable or What? An 

investigation into the feasibility of an entrepreneurship educators’ programme in Wales’. Cardiff: 

WEEN 

 

Wilson, T. Sir. (2012) ‘A Review of Business University Collaboration’. Report commissioned by Secretary of 

State for Business Innovation and Skills, the Right Hon Vince Cable MP, and the Minister for Science 

and Universities, the Right Hon David Willetts MP 

 

World Economic Forum (2009) ‘Educating the Next Wave of Entrepreneurs: Unlocking entrepreneurial 

capabilities to meet the global challenges of the 21st Century’, Report of the Global Education 

Initiative, Switzerland 

 

YES (2010) ‘Youth Entrepreneurship Strategy: An Action Plan for Wales 2010 – 2015’ 

http://wales.gov.uk/docs/det/publications/101115yesen.pdf accessed 4 April 20121 

 

Zaltman, G. (2003) ‘How Customers Think: Essential Insights into the Mind of the Market’, Boston, Mass.:  

Harvard Business School Press  

 

 

http://www.ipo.gov.uk/types/copy/c-about/c-history/c-history-1886.htm
http://www.ipo.gov.uk/types/copy/c-about/c-history/c-history-1886.htm
http://elientrepreneur.com/Entrepreneurship_Education_Report.pdf%20Accessed%2010%20April%202012
http://wales.gov.uk/docs/det/publications/101115yesen.pdf


 0 

WHO IS YOUR ROLE MODEL ? 

THE RELATIONSHIP BETWEEN ROLE MODELS  

AND STUDENT ENTREPRENEURIAL MOTIVATION 

 

Hafiz Rahman 

The Business School 

University of Huddersfield – The United Kingdom 

U0870336@hud.ac.uk 

and 

Department of Management, Faculty of Economics 

Andalas University –Padang, INDONESIA 

hafiz.rahman@fekon.unand.ac.id 

John Day 

The Business School 

University of Huddersfield – The United Kingdom 

j.day@hud.ac.uk 

 

 

Summary 

 

Social learning takes place in an environment where social influence plays a significant role.  

The role model with appropriate experience and achievements being one such influencer.  In 

facilitating entrepreneurial behaviour in our students, we often make use of experienced and 

articulate entrepreneurs as role models.  However, they are only one of many role model 

influencers. 

This paper considers the influence of several role models upon a group of just under three 

hundred senior business students in an Indonesian University.  It identifies those role models 

that the students value.  They draw role models from within their home, their community and 

their university. 

We hope that this paper will generate interest and discussion on two issues: how we manage 

this complex mix of role models both from within and outside the classroom, and secondly, 

the extent to which culture determines the universality of the experience reported in this 

paper. 
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INTRODUCTION 

 

Entrepreneurship theories have viewed that preparing people to become an entrepreneur is 

not only a matter of knowing and mastering management and business skills, Kuratko (2005).  

Many studies have embraced personality as well and these have been articulated most often 

as the traits and characteristics of entrepreneurs (McClelland, 1961 and 1987; Rotter, 1966; 

Dyer, 1994; Grant, 1996).  Research into entrepreneurial personality showed that the 

motivation to become an entrepreneur can be expressed as push and pull situational factors 

(Campbell, 1992) such factors including: frustration with present lifestyle, childhood dreams, 

family business environment, education, entrepreneurial role models, work history and 

support network (Hisrich, 1990; Krueger, 1993; Mueller and Thomas, 2000; McMullen, 

2006).  Bygrave (1995) emphasised the role model as one of the push factors in 

entrepreneurship since knowing successful entrepreneurs makes the act of becoming one 

seem much more credible.  

 

As Bridge et. al. (2003), Boyd & Vozikis (1994), Henderson & Robertson (1999), Gibb & 

Ritchie (1985) argued, everyone has his/her own destiny to become an entrepreneur, and so 

the social learning niveau also plays a large part in determining the success of new ventures.  

Social learning takes place in the environment where social influence plays significant roles.  

An example of how the process of social influence can take place within a community is 

where the existence of a figure, and the demonstration of their personal performance, 

influences the way of thinking and acting by another individual.  

 

As part of community, it is believed that role model can provide social learning chances to 

individuals within the community.  The role model, especially the role model entrepreneur is 

an example of figure in the community, who directly or indirectly can convey social 

influence to motivation people to become an entrepreneur.  Following Gibson (2004), the 

role model is described as “a cognitive construction based on the attributes of people in 

social roles that an individual perceives to be similar to him or herself to some extent and 

desires to increase perceived similarity by emulating those attributes” That role model 

entrepreneurs can directly or indirectly convey social influence to motivate individuals to 

become an entrepreneur has created an interesting phenomenon – a discussion regarding the 

link between role models and entrepreneurial motivation.  



 2 

Shane et. Al. (2003) considering the previous research in this area, as a convenience 

categorised studies as either broadly qualitative, or broadly quantitative, in their approach.  

The quantitative approach consisting of need for achievement, risk taking, tolerance for 

ambiguity, locus of control, self efficacy and goal setting whilst the qualitative approach 

considered independence, drive and egoistic passion.  

 

The role model theory as part of the entrepreneurial personality factors concept is used 

extensively in this paper where a role model with all the social influence that may convey is 

considered as one of the motivations for individuals to become an entrepreneur.  In general 

terms, the role model can be seen as a person (in this paper most often parents, sibling, 

relatives, successful entrepreneurs and others such as teachers) who can influence the 

mindset, attitude, decisions, and, behaviour of individuals to become an entrepreneur.  They 

can be one of the people in one’s very close social network or one’s close social network or 

sometimes ones who are not known personally at all.  

 

In the context of Indonesia, university students and graduates need figureheads to convince 

and guide them to enter into an entrepreneurial career, whilst at the same time, introducing 

appropriate business practice and networks to them.  Figure One links this view to the two 

main drivers of entrepreneurial activity.  The existence of such role models is important for 

Indonesian people but especially important for young people making choices for the whole of 

their working careers and future life. 

 

One driver of entrepreneurial activities in Indonesia comes from the condition of Indonesian 

economy.  The rate of unemployment which grows every year, huge potential market and 

demand, cheap labour and natural resources together with easy entry and exit into/out of the 

businesses/markets have increased entrepreneurial opportunities in all economic sectors 

(micro, small and medium as well as large enterprises).  This has created successful 

entrepreneurs in various fields of business and sector.  

 

The other driver of entrepreneurial activities in Indonesia is the socio-cultural background of 

Indonesian people.  A feudal culture and collective society have made people prefer to work 

as workers or servants in the past and this has hindered an entrepreneurial culture.  The 

cultural dimension of Indonesian people as described by Hofstede (1991) as less masculine, 

having large power distance and tendency to avoid uncertainty increases the importance of 
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figureheads in the society.  These are people who are successful in their life, either as 

politicians, athletes, government officers, leaders of the society (formal or informal), 

lecturers/researchers, businessmen/women etc.  The fact that there are many successful 

entrepreneurs from the condition of Indonesian economy, and, the need of aspirant 

entrepreneurs to have their own figures, has increased the importance of successful 

entrepreneurial role models for the people, especially young Indonesians.  

 

Figure One: The Reasons for Entrepreneurial Activities and Their Link to the Importance of  

Role Models in Indonesia 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Therefore, main concerns of the paper are related with the following questions:  

 

 Can role models influence student motivation to become entrepreneurs?  

 Who are the important role models for the students? 

 What influences in entrepreneurship are hoped for by the students from their role 

 models?  

 What is actual influence and impact given by role model to students’ daily and future 

 life? 

 From that two broader discussion points can be drawn: 

Indonesian economy 
 

1 The rise of unemployment rate 

2 Huge and potential market /  

demand 

3 Low barrier to enter and exit the 

businesses, specially for the small 

businesses/start up businesses 

4 Economic turbulence 

5 Cheap labour, cheap natural 

resources 

 

 

Indonesian socio-cultural 

background 
 

1 Feudal culture 

2 Collective society with the close 

social network 

3 Less masculine society 

4 Big power distance 

5 Big uncertainty avoidance 

 

Many successful entrepreneurs Existence of personal figureheads 

Aspirant entrepreneurs 

Entrepreneurial role models 
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Firstly, how do we manage an often complex mix of role models who can be from both inside 

and outside the classroom? 

 

Secondly, the extent to which culture determines the universality of the experience that is 

reported in this paper. 

 

LITERATURE REVIEW 

 

Role Models 

Studies regarding role models were carried out mainly in the field of psychology and 

organizational study.  Psychologists and organizational scholars argued that the role model is 

important for an individual’s personal development because it serves as sources of: learning, 

motivation, self definition and career guidance (Erikson, 1985, Gibson, 2004, Krumboltz, 

1996, Lockwood and Kunda, 1999).  Through a role model someone can learn, motivate and 

define themselves.  In relation to entrepreneurship, the existence of role models was 

mentioned by Bridge et. al. (2003), Robertson (2003), Henderson & Robertson (1999), Boyd 

& Vozikis (1994) and Gibb & Ritchie (1985).  For all these authors the role model is 

categorized as one of the sociological factors in term of social influence that will affect new 

venture creation/business start up.  

 

Role model theories originate from Bandura’s Social Learning Theory in 1977, which can be 

used to explain how role models influence other individuals to act, to think, imitate and 

follow and to have personal characteristics, behaviours, styles and attributes.  Bandura (1977) 

found that individuals adopt and learn from within their social network by observing the 

behaviour of others and what outcomes arise form those behaviours.  If the one who is 

observed gets positive results and outcomes from their behaviour and attitude, then he/she 

tends to be used as a pattern to ascertain others behaviour and attitudes.  Processes of using 

one’s patterns for ascertaining others behaviour and attitudes will lead to a creation of role 

models and they can be found either in the environment near or further away from 

individual’s social network.  

 

According to Gibson and Cordova (1999), the early role models for individuals are normally 

their parents and then later it is usually someone who comes from a ‘wider arena’, meaning 

one who sometimes is not known personally by the individuals.  This makes sense 
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considering that adults when they were children would live in a family before they gained 

knowledge and awareness of people and environment outside their family.  Once children 

grow up and know other people and other environments, then they will find people from 

multi and different backgrounds and professions.  There is a chance for the children to know 

everybody else, opening contacts, getting close and making continuing relationships which 

will decrease the influence of their parents and, on the other hand, increasing the influence of 

others.  Such given condition create other role models than parents, and they are often non 

relatives or sometimes people who are not known personally by the children, for example an 

artist, a musician, a businessman, a comic hero, an athlete, a politician etc.  

 

In case where children find their role models outside of the family members, they will find 

someone who is success in his/her career, has amassed wealth and good position or status.  

Gibson and Cordova (1999) found that they are normally coming from the corporate, 

entrepreneurial and professional worlds.  Success in a career and the accumulation of wealth 

convincing other individuals to choose the same career and to treat them as the role model.  

 

In their study on role models, Shapiro, Heseltine and Lowe (1978) suggested a simple 

definition of role model as: “individuals whose behaviours, styles and attributes are emulated 

by other individuals”.  Another definition of the role model is Kemper (1968).  He viewed 

the role model as “a person who possesses skills and displays techniques which the actor 

lacks and from whom, by observation and comparison with his own performance the actor 

can learn”.  This view demonstrates that a role model should have skills and should transfer 

these skills to others lacking those skills.  Gibson (2004) gives a more complete overview of 

the role models.  In his study, he suggests important points about the role model; its 

definition; the differing characteristics between the behavioural model; mentor and role 

model; the dimensional approach and new research directions in understanding the role 

model.  Gibson (2004) argues that role model” is a cognitive construction based on the 

attributes of people in social roles an individual perceives to be similar to him or herself to 

some extent and desires to increase perceived similarity by emulating those attributes”.  
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The Dimensional Approach to the Role Model  

 

Gibson (2004) viewed that a dimensional approach to role models should contain both 

cognitive and structural dimensions.  Cognitive dimensions relate to the existence and 

perceived attributes of role models which are observed by individuals, whilst structural 

dimensions relate to the existence of role models in an individuals’ life (their distance and 

hierarchies).  In cognitive dimensions, individuals are free to behave or not to behave like 

their role model.  This decision can be taken by individuals after they have observed the 

qualification/competency and the achievement of other person, who is observed as the role 

model.  In structural dimensions, it can be seen that role models are either close with the 

targets or further away from them.  A role model can also be in a close social linkage with the 

individuals which will let them establish an active formal or informal interaction.  A role 

model who is not in the social linkage cannot actively establish interaction.  Regarding social 

status which is related with the social hierarchy, the role model can have higher status or 

lower status relative to the target (vertical hierarchy).  The role model can come also from a 

person who is in the same social status to the individual (horizontal hierarchy).  

 

Entrepreneurial Motivation 

Shane, et. al., (2003), argued that most of research in entrepreneurship focused only on macro 

level environmental forces and the characteristics of entrepreneurial opportunities as the main 

motivations for individual to become an entrepreneur.  However, results from this research 

unfortunately did not incorporate the fact that human motivation should also be considered as 

one of the resources for entrepreneurial motivation.  Given that the main actor in the 

entrepreneurial process is an individual, then consideration of the factor of human motivation 

in the entrepreneurial process should not be neglected.  They argued that previous research 

could be broadly categorized into quantitative and qualitative point of views as follows: 

 

Quantitative View of Entrepreneurial Motivation 

 

1. Need for an Achievement (N-Ach)  

As McClelland (1961) said, people are motivated to become an entrepreneur because 

they want, and need, to: achieve a higher/greater degree of responsibility to achieve 

outcomes; use their own skills and efforts; face a moderate degree of risk and need 

to have clear feedback for their performance. 
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2. Risk taking propensity (McClelland, 1961) 

Following his N-Ach concept, McClelland also said that risk taking propensity is the 

other motivation for the people to become an entrepreneur. People choose an 

entrepreneurial career because they are able to face moderate risks that rise from 

their activities in business. They think they can handle these risks and they can 

prepare themselves to face the risks by doing and taking necessary steps and actions 

to anticipate the risks.   

 

3. Tolerance for ambiguity (Schere, 1982, Budner, 1982)  

As the nature of entrepreneurial career is unpredictable, people are motivated to 

choose this career.  People who enter into this career view that situation without 

clear outcomes as an attractive one, rather than threatening. 

 

4. Locus of control (Rotter, 1966) 

Locus of control is an individual’s belief that their actions will affect outcome.  This 

can be divided into external and internal locus of control.  Individuals who have an 

external locus of control believe that the outcome of an activity is out of their 

control.  Whilst one who has an internal locus of control believes that their personal 

actions will directly affect outcomes of an event.  According to Rotter, 1966, people 

who have an internal locus of control will seek entrepreneurial roles because they 

desire positions in which their actions have a direct impact on results. 

 

5. Self efficacy (Bandurra, 1977) 

Self efficacy is closely related with one’s self confidence in doing a specific task.  

People are motivated to enter into entrepreneurial career because they have a high 

degree of self confidence that they can do the entrepreneurial tasks and use negative 

feedbacks on their actions to improve their performance.    

 

6. Goal setting (Baum, et. al., 2001) 

Another motivation factor for people for choosing the entrepreneurial career is the 

existence of goals and how they can set themselves to achieve those goals.  Such 

goals will be closely related to performance and mostly this will be measured as 

financial performance, growth of the firm and the ability to innovate.   
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All of those quantitative views of entrepreneurial motivation can be summarized as:  

EM = ƒ (N-Ach, RT, TfA, LoC, SE, GS) 

Where: 

EM = Entrepreneurial motivation 

N-Ach = Need for Achievement 

RT = Risk taking 

TfA = Tolerance for ambiguity 

LoC = Locus of control 

SE = Self efficacy 

GS = Goal setting 
 

Qualitative View of Entrepreneurial Motivation 

 

The qualitative point of view in the research of entrepreneurial motivation is based on the 

study of Locke (2000) in which he found that the entrepreneurial motivation is the function of 

independence, drive and egoistic passion.  Independence is closely related to the individuals’ 

response, and taking responsibility consequences that occur as the result of their activities and 

decision.  This is one of motivational factors for the people choosing the entrepreneurial 

career.  People with the higher sense of responsibility tend to choose to be an entrepreneur 

because they can take responsibility for their own life, and decisions, rather than living off 

the efforts of others.  Drive means efforts that are taken by individuals to put their ideas into 

reality.  Drive is closely related with the N-Ach motivation for entrepreneurs.  We know that 

people with their great ideas will have ambition to achieve and implement their ideas and 

they will do their best efforts to achieve their objectives.  Therefore, Shane et. al., (2003) 

concluded that there are several aspects of drive: ambition, goals, energy and stamina, and 

persistence, which can be seen in the individuals who choose an entrepreneurial career.  

Shane, et. al., (2003) argued that individuals who have rational egoistic passion normally 

love their work; love the process of building an organization and making this organization 

profitable.  Entrepreneurs are motivated to conduct something based on their own interest and 

do everything necessary to achieve it.  To summarize opinions from Locke (2000) and Shane 

et. al. (2003), the qualitative point of views in entrepreneurial motivation can be explained as:  

EM = ƒ (I, D, EP) 

Where: 
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EM = Entrepreneurial motivation 

I = Independence 

D = Drive 

EP = Egoistic passion 

 

Entrepreneurial Motivation vs. Entrepreneurial Intention 

 

Most studies that identified reasons people to entered into an entrepreneurial career were 

mostly done within the field of entrepreneurial intentions, in which Ajzen’s (1985) Theory 

Planned Behaviour  were mostly used as the parameter and indicators to measure why people 

entered an entrepreneurial career.  Van Gelderen (2006), for example, explained about 

entrepreneurial intentions of students in one New Zealand University by the means of theory 

of planned behaviour.  van Auken et., al. (2006) compared the role model influence on 

entrepreneurial intentions between students in two universities one in the USA and one in 

Mexico).  However, motivation and intention are different.  

 

Motivation as defined in the Cambridge Advance Learner’s Dictionary is “enthusiasm for 

doing something”.  Shane et. al., (2003) viewed this as “the willingness”.  Whilst motivation 

is related with enthusiasm and/or willingness, intention is revealed as “something that is 

wanted and planned to do”.  It is clear that according to the dictionary, both these both words 

have different meanings and consequently, they will be different in meaning if they are 

attached to other words. 

 

If we look back to the definition of entrepreneurial motivation, Shane et. al., (2003) 

mentioned that entrepreneurial motivation is the willingness of the people to become an 

entrepreneur.  The willingness is abstract and it comes from ‘inside’ of the people, which 

they called it as ‘human motivation’.  This human motivation is viewed as important and 

should also be considered to determine entrepreneurial motivation of the people alongside 

other determinants from the quantitative and qualitative point of views.  As mentioned in 

previous chapter, quantitative determinants consist of needs for an achievement (N-Ach) risk 

taking (RT), tolerance for ambiguity (TfA), Locus of Control (LoC), self efficacy (SE) and 

goal setting (GS), whilst the qualitative are independence (I), drive (D) and egoistic passion 

(P). 
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Another argument regarding entrepreneurial motivation was made by Gilad and Levine 

(1986) who explained the two theories of entrepreneurial motivation.  They are the push 

theory and pull theory.  The push theory viewed that people enter into entrepreneurship 

because of negative forces that pushed them to enter into entrepreneurship.  This can be job 

dissatisfaction, difficult employment opportunities, unexpected salaries and inflexible 

working condition.  

 

The push theory is closely related with the ‘necessity based entrepreneurship’ which 

mentions that people tend to enter into entrepreneurship because they do not have any other 

choice to work/for life.  The topic of necessity based entrepreneurship was first introduced in 

Global Entrepreneurship Monitoring (GEM) 2001 Report, Reynolds et. al. (2001).  Necessity 

entrepreneurship as mentioned by Reynolds et. al., 2001 is a form of entrepreneurship in 

which necessity (lack of choice in work, poverty and survival) is the prime motivation to start 

the business.  Since there are very limited employment opportunities and difficulties in 

achieving wealth by securing their working place, then people are forced to enter into 

entrepreneurship, whether they like it or not.  

 

Necessity based entrepreneurship is also closely related with the poverty which can be found 

in most under developed and poor countries.  The condition of the country having a 

significant correlation with the motivation of entrepreneurship.  The greater the poverty, the 

more we can find necessity based entrepreneurship and the higher rates of entrepreneurial 

activities can also be found, Reynolds, et. al. (2001).  

 

In the developing countries, the motives of the people entering into entrepreneurship tend be 

‘more entrepreneurial’.  This can be found in the study of Frese and De Kruiff (2000) who 

argued that people in developing countries tend to enter into entrepreneurship because of 

their basic entrepreneurial goals such as independence/autonomy, moderate risk taking and 

opportunity.  There are also other non economic motives for entrepreneurship in developing 

countries, which are related with values and social roles.  In this matter, entrepreneurship is 

viewed to bring more social role for the people and creating values of individual and their 

groups, Tellegen (1997).  

 

On the other hand, the pull theory argues that people entering into entrepreneurship because 

they need and want to achieve an ‘outcome’ from the entrepreneurial activities that they have 
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undertaken.  The outcomes can be in form of wealth/financial achievement, independence, 

self-fulfilment, status and social position etc.  Mainly, wealth is the most common 

motivation.  The concept of pull theory is closely related with the concept of ‘opportunity 

based entrepreneurship’  which mentioned that people tend to enter into entrepreneurship 

because of the existing profitable entrepreneurial opportunities and the intention of creating 

and seizing opportunities (Shane and Venkataraman, 2000; and Timmons, 1997, 

respectively).  The presence of enterprising individuals and lucrative opportunities, have 

made people decide to exploit entrepreneurial opportunities (Shane and Eckhardt, 2003). In 

short, the heart of opportunity based entrepreneurship lies in the formation of opportunity, the 

decision of those enterprising people to enter into entrepreneurship and the fact that people 

exploited these opportunities. It is shown in the figure below. 

 

Figure Two: Opportunity Based Approach in Entrepreneurship (Oyson and Whittaker, 2010) 

 

 

 

 

In the concept of entrepreneurial intentions (in which most studies and research are using 

Ajzen’s theory of planned behaviours), it is argued that intentions will lead to behaviours of 

the people to become an entrepreneur, (Kolvereid, 1996); Fayolle and Gailly, 2004). The 

intention for carrying the behaviour may be affected by several factors, such as needs, values, 

wants, habits and beliefs, Bird (1988), Lee and Wong, (2004). Ajzen (1991) identified 

cognitive variables constructs which can influence intentions. They are personal attitude 

towards behaviours, perceived social norms and perceived behavioural controls. This is 

shown in the equation below: 

 

BI = (W1) AB {(b) + (e)} + (W2) SN {(sn) + (cm)} + (W3) PBC {(c) + (p)}  

where:  

BI  = Behavioural intentions 

AB = Attitude towards behaviour 

(b) = the strength of each belief 

Opportunity 

Formation 

 

Opportunity 

Decision 

Opportunity 

Exploitation 
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(e) = the evaluation of the outcome or attribute 

SN = Subjective norms 

(n) = the strength of each subjective beliefs 

(c) = the motivation to comply with the referent 

PBC = Perceived behavioural controls 

(c) = the strength of each control belief 

(p) = the perceived power of the control factors 

W = empirically derived weights  

 

In the entrepreneurship context, the intention of a people to become entrepreneurs comes 

from the perceived desirability and perceived feasibility as well as their exogeneous factors. 

Perceived desirability means personal attractiveness of starting a business and becoming an 

entrepreneur, whilst perceived feasibility is a perceptual measure of personal capability with 

regard to new venture creation, Shapero and Sokol, (1982). Adopting Krueger (2000) and 

Paasio and Pukkinen (2005), this intention is shown below: 

 

Comparing the theory of entrepreneurial motivation with entrepreneurial intention has 

highlighted clear differences. The main difference lies with ‘factors’ resources’. 

Entrepreneurial motivation clearly comes from human motivation (Shane et. al., 2003), which 

is considered as a human internal factor. In comparison, entrepreneurial intention comes 

from external factors (personal related and situational related factors), such as educational 

background and working history. 

 

In the context of entrepreneurship research, Hytti, Paasio and Pukkinen, (2004) used 

‘probability of the students to start their own business within five years’ as the main 

parameter to measure students’ entrepreneurial intention in the Finnish universities.  

Meanwhile, Shane et. al., (2003) described human motivation that should also be used to 

determine entrepreneurial motivation. Using Shane’s framework, the research considers the 

influence of role models as the particular attention that can influence human motivation of 

students to become an entrepreneur. 
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Figure Three: The Process Model of Entrepreneurial Intention (Krueger, 2000 and Paasio and 

Pukkinen, 2005) 

     External Factors                Perceptions               Intention 

  

   

 

 

 

 

Exogenous factors 

a. Person related factors 

b. Situational factors 

Perceived 

desirability 

Perceived 

feasibility 

Entrepreneurial 

Intention 

 
Methodology 

Hypotheses were set up based on the research questions and existing research.  

 

H1. Role models influence undergraduate students’ entrepreneurial motivation by 

 changing opinion and attitudes toward entrepreneurship and career choice. 

 

Attitudinal change and opinion change are types of change in which the change agent 

exercises social influence. As Katz (1960), an attitude is formed by the excitation of a need in 

the individual. This need may arise within the individual or be triggered by a relevant cue in 

the environment. Kelman (1961) said that one’s opinion can be changed if there is a social 

influence in terms of compliance, identification and internalization, in which a change-agent 

is taking part. In relation to this hypothesis, it is assumed that role model as a change-agent 

can change opinion and attitude of the students toward entrepreneurship and their career 

choice.   

 

H2. Closure mechanism is the most common mechanism for the students to treat and 

 appoint other individuals. 

 

Following Sorenson, (2007) we believe that closure mechanism is the most common pattern 

for individuals to treat others as their role models. As Sorenson (2007) mentioned, the closer 
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individuals are to their role model, the more likely they will treat and appoint him/her as their 

role model.  

 

H3.1  Those Role models considered important and relevant for the choice of 

 entrepreneurial career by undergraduate students are the people within their very 

 close social network, i.e. family members.  

 

The studies of Mallete and McGuiness (1999), Matthews and Moser (1996) and Morrison 

(2000) as cited in Kirkwood (2007) are the basis for this hypothesis. They found that there is 

an increased likelihood of an individual becoming interested in entrepreneurship if there is a 

family background in business ownership. Morrison (2000) argued that if one has previous 

experience of the effects of the entrepreneurship from his/her family member, they will be 

more prepared for entrepreneurship whilst family support can also make a positive 

contribution to the entrepreneurial mindset.  

 

H3.2  Parents, who are entrepreneurs, are considered to have the most significant influence 

 on undergraduate students to become an entrepreneur.  

 

This hypothesis follows the opinion from Bygrave (1995) who argued that if one has close 

relative who is an entrepreneur, it is more like that he/she will have desire to become an 

entrepreneur, especially if that relative is the father or mother. This is consistent with Gibson 

and Cordova (1999) who found that the early role models for individuals are normally their 

parents and the later is usually ones who come from ‘wider arena’.  

 

Undergraduate students of the Faculty of Economics at Andalas University in Padang, West 

Sumatra – Indonesia were the population for the research. For the reason of effective 

discussion and time efficiency in accessing this research population, a sample of students was 

drawn.  Sample selection criteria were: samples should be students in the 3
rd

 year of study 

(out of four years) or in the 5
th

 semester of study (out of eight semesters); living within an 

entrepreneur social network and gender was not a factor in selection; finally age was not a 

criterion either.  In total, there were 291 students sampled. 

 



 15 

DATA COLLECTION AND ANALYSIS 

 

Data collection was completed by using a questionnaire.  Secondary data to support the 

analysis is using to build foundation of the research and for the purpose of conceptual 

background and collecting possible information from written resources.  The study used a 

mainly quantitative approach to analyze the questionnaire. This was done by using 

correlation analysis to measure and explain the relationship between variables. As topic of 

the research is to find influence between the existence of role model and students’ 

entrepreneurial motivation in a certain period of time, then correlation analysis as a part of 

quantitative approach was viewed as an appropriate method.  

 

Two statistical tools are used, descriptive statistic, which was used to verify data and 

information and correlation analysis, to find relationship of variables. Pearson’s correlation, 

Spearman rho and Kendal tau_b were used to show the significance influence of construct of 

role model to students’ entrepreneurial motivation. Pearson’s correlation is the most common 

correlation analysis which shows relationship of two linear variables. In this regard, it can be 

used to measure influence of role model (RM) and entrepreneurial motivation (EM). To 

strengthen the analysis, two non-parametric correlation analyses - Kendal tau_b and 

Spearman’s rho were also used in the research. The study mainly employed ordinal data and 

that was the reason for using non-parametric correlation. The use of statistical software - 

SPSS 15.0 supports the analysis. 

 

Statistical Model and Equation  

 

Based on the causal relationship that has been identified, this paper is using the following 

statistical model and equation:. 

 

EM = ƒ (RM)  where: 

EM = Entrepreneurial motivation 

RM = Role Model 

 

This statistical model can show that entrepreneurial motivation is influenced by the role 

model. This is in line with the choice of data analysis in the study which is a simple causal 
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relationship between two variables, where an independent variable (Y) is influencing the 

dependent (X), as shown below. 

 

X => Y  

or 

X = ƒ(Y) 

Put this into the model, the Y represents role model (RM) and the X represents 

entrepreneurial motivation of the students (EM). 

 

SAMPLE PROFILES 

Age and Year of Study  

 

The sample consists mostly of Year Three students aged 21, who made up 69% of the 

sample. 

 

Age Range Year 3 Year 4 Year 5 Total 

20 85 1 0 86 

21 100 10 0 110 

22 13 46 1 60 

23 0 19 4 23 

24 0 2 5 7 

25 0 0 3 3 

26 0 0 1 1 

28 1 0 0 1 

Total 199 78 14 291 

 

Parents’ Occupation 

Students were given five categories and the results are shown below. It can be seen from the 

table that most of the respondents’ parents occupation was as a government officer/employee 

(156 students out of 291 respondents), followed by entrepreneurs (67 students), private sector 

employee (40 students) and professionals (11 students). Students who have chosen others 

recognized their parents’ occupation mostly as policeman, soldier and farmer.  
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Age 

Parents' Occupation 

Total 

Entrepreneurs 

Government 

Employee Other Professionals 
Private Sector 

Employee 

20 17 46 6 4 13 86 

21 30 58 6 5 11 110 

22 11 35 4 2 8 60 

23 6 12 1 0 4 23 

24 2 2 0 0 3 7 

25 0 3 0 0 0 3 

26 0 0 0 0 1 1 

28 1 0 0 0 0 1 

Total 67 156 17 11 40 291 

 

Students Entrepreneurial Social Network 

 

Students were asked whether they have relatives who are entrepreneurs or not and whether 

they have core family members who are entrepreneurs. The research found that 195 out of 

291 students answered that they have relatives who are entrepreneurs (67%). In respect of 

core family members (parents and/or siblings for example), 170 students (58.4%) revealed 

that they have a family entrepreneurial background. Forty-five students have no family 

entrepreneurial background but do have relatives who engage in entrepreneurial activities; 

seventy-five students have neither  a family entrepreneurial background or other relatives 

who engage in entrepreneurial activities; twenty students have no relatives who are doing 

entrepreneurial activities but do have family entrepreneurial background.  As part of the 

efforts in finding information regarding students’ entrepreneurial social network, the research 

also asked the students whether there are entrepreneurs living within their neighbourhood.  

Just under 60% of the sample revealed that there are entrepreneurs living in their 

neighbourhood.  
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FINDINGS AND RESULTS 

 

Identification and Construct of Role Model 

 

All samples answered that they can identify their role model. The difference is only regarding 

identification of person who they treat as role models.  Students were given an option to 

choose a set of possible answers from several possible constructs of a role model. These 

were: 

1. Parents, specifically father or mother 

2. Sibling 

3. Uncles/aunties 

4. Teachers/lecturers 

5. Boyfriend/girlfriend 

6. Friends 

7. Entrepreneurs 

 

Unsurprisingly, students view that their parents, particularly the father, as the main role 

model. Though some students also treated their mother as role model, but the number is 

smaller than those who viewed the father as the role model. Compare to other constructs of 

the role model, in particular, the entrepreneur, students think that entrepreneurs are more 

important rather than the mother to be treated as role model. The other important individuals 

are teachers/lecturers and uncles/aunties whereas friends and boyfriend/girlfriend are not in a 

strategic position to become the role model for students. The following table shows this result 

in detail. 

 

Results from the study show that parental influence is more important compared to siblings 

influence in a students’ very close social network. Analysis of this situation demonstrates that 

the closest interrelationship and higher status of a person in students’ very close social 

network brings a very important influence to the decision for future career. The same result is 

also found for such a person in a students’ close social network, where the higher status will 

affect bigger influence to the students’ future career choice.  
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Table One:  Identification of Role Model 

 

  Frequency Percent Valid Percent 

Cumulative 

Percent 

Not-Valid  10 3.4 3.4 3.4 

  

  

  

  

  

  

  

  

  

Boyfriend/Girlfriend 1 .3 .3 3.8 

Entrepreneur 94 32.3 32.3 36.1 

Father 127 43.6 43.6 79.7 

Friends 5 1.7 1.7 81.4 

Mother 23 7.9 7.9 89.3 

Sibling 5 1.7 1.7 91.1 

Teachers 15 5.2 5.2 96.2 

Uncles-Aunties 11 3.8 3.8 100.0 

Total 291 100.0 100.0   

 

Part of this analysis is in-line with the hypotheses H2. of the research which stated that: 

 

Closure mechanism is the most common mechanism for the students to treat and appoint 

other individuals as role models. 

 

Following Sorenson, (2007) the study believes from the beginning that closure mechanism is 

the most common pattern for individuals to treat other individuals as their role models. The 

closer individuals are to a person, the more likely they will treat and appoint him/her as their 

role model. We can see from the result and findings that parents are the closest person for 

students because they live together with them and interact daily with them. This allows more 

frequent interrelationship between students and parents compare to other constructs. There 

are siblings who also live with the students in their very close social network, but they have 

lower status compare to parents. In the feudal culture (see Hofstede, 1991) in particular in 

Indonesia, parents are still positioned as individuals who have higher status in the family 

structure rather than other individuals. Automatically, parents will have a bigger chance to 

gain more and greater respect compare to other family members and relatives, and therefore, 

it is reasonable for the students to treat and appoint their parents as role model. This 

demonstrates that the closest relationship resulting from the frequent interrelationship and 

higher status of parents have made them very important in influencing future career of the 

students. 
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Result of the study also proves hypotheses H.3.1. saying that: 

Individuals to be considered important and relevant for the choice of entrepreneurial career 

by undergraduate students are the people within their very close social network, i.e. family 

members.  

 

Compared to other constructs of role models, parents are the most influencing person who 

can influence the choice of possible future career for students. As parents is one construct in 

the students’ very close social network, then result of the research is in line with the studies 

of Mallete and McGuiness (1999), Matthews and Moser (1996) and Morrison (2000) as cited 

in Kirkwood (2005) who argued that there is an increased likelihood of an individual 

becoming interested in entrepreneurship if there is a family background in business 

ownership. In addition, Morrison (2000) also argued that if one has previous experience of 

the effects of the entrepreneurship from his/her family member, he/she will be more prepared 

for entrepreneurship and family support can also make positive contribution to the 

entrepreneurial mindset. This research shows the teacher/lecturer as a construct who has 

relatively higher status compared to other constructs, and therefore they are treated as being 

more important in influencing the future career of the students compared to other constructs. 

A relatively different result can be seen in the construct of entrepreneurs.  Students treated 

entrepreneurs not from the closure mechanism but more from their status. 

 

We can see here that the closer relationship or higher status (or both) will result in the 

tendency for someone to be appointed as a role model by other individuals. This argument is 

strengthened through the finding of the study (table 2) showing that charisma and reputation 

are the two most relevant reasons for individuals to appoint and treat other individuals as 

their role model. Others are media exposure and peer pressure. This study found that 

charisma is formed and will be found through the frequent and closer interaction between 

individuals and their role models, while reputation will increase status of a person. Parents, as 

the person who are very close to the students can represent the argument regarding the 

charisma, while the entrepreneur is the best example on how reputation can be the reason for 

people to become a role model to other individuals.    

 

Results and findings as well as analysis of the study can lead to the relational concept of 

‘proximity and possible degree of influence’ between students and their role model in 

influencing students to choose their future career in entrepreneurship. This concept is shown 

in the following table. 
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Table Two:  Construct of role models according to their proximity to students 

 

Possible 

Degree of 

Influence for 

Future Career 

Very Close Close Not Known 

Personally 

Parents Siblings Uncles / 

Aunties 

Friends Boy- / Girl 

-friends 

Teachers / 

Lecturers 

Successful 

entrepreneurs 

Positive  X     X X 

Moderate  X X X    

Negative     X   

 

In this concept, proximity of role model to the students is described as very close, close and 

not known personally. Each construct of role model is then categorized based on its 

proximity to the students. Parents and siblings are categorized under the very close proximity 

status to the students while uncles/aunties, friends, boy-/girl friends and teachers/lecturers 

are categorized under the close proximity status to the students, whilst entrepreneurs fall 

under the not known personally category. 

 

The table further shows that parents, teachers/lecturers and successful entrepreneurs are 

giving positive influences to the students for the choice of their future career, i.e. to become 

entrepreneur. Siblings, uncles, aunties and friends give moderate influence while 

boy/girlfriends give negative influence to the students to become entrepreneur. This will also 

strengthen the findings that closure and personal status of role model which result in  

charisma and reputation are matters in influencing students to become an entrepreneur. 

Parents represent the argument of closure which resulted in charisma, while 

teachers/lecturers and successful entrepreneurs represent the argument of personal status 

which has resulted in charisma and reputation.  

 

Reason for Treating People as Role Model 

 

A question in the research also asked students their reasons for treating someone as their role 

model. This is arranged in four possible answers as mentioned by Gibson (2004): charisma, 

reputation, media exposure and peer pressure. Therefore, the question is formed as a close-

ended question, where students were asked to choose only one possible answer according to 

their opinion and judgment.   

 

The concept of charisma can be found in several fields of studies such as traits and 

behavioural, religion, history, social studies, sociology and business. In business particularly, 
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it is mostly found in the literatures related with leadership subjects and institutional matters, 

Turner (2003). The overview of charisma from each of these fields will then reflect the 

definition, perspectives and dimensions of charisma itself.  According to Kanungo and 

Conger (1989), charisma comes from a Greek word which means a gift, which is presumed 

to be characterized by some mystical qualities of leadership divinely bestowed upon rare 

persons. The important point from this opinion is that charisma is divinely bestowed and it is 

not constructed from the performance of someone. Charisma leads the quality of 

performance and not vice versa. In the study of attribution theory of leadership, the concept 

of charismatic leadership is means that a leader may exhibit certain situation-relevant 

behaviours that cause followers to perceive him, or her, as charismatic, Potosky (2000). This 

opinion argues that if one wishes to be a charismatic leader, then he or she should perform 

relevant behaviours as response to the situation. Then these behaviours can be followed by 

others and they will treat him or her as a charismatic. In the study of traits and behaviour, 

charisma looks at the qualities of someone, such as being visionary, energetic, 

unconventional and exemplary (see Bass, 1985, Conger, 1989, Conger and Kanungo, 1988 

and Harvey, 2001). Another scholar, Weber (1978) argued that individual charisma focuses 

on success and this suggests the idea that the power of charismatic leader arises from the 

ability to confound and surpass expectations to be extraordinary, Turner (2003).  

 

The research is using the overview of charisma from the perspectives of leadership studies as 

the closest and most significant reflection of the study. Kanungo and Conger (1988) 

described that charismatic leaders have seven characteristics as follows: 

 

a. Self confidence 

b. A vision 

c. Articulation of the vision 

d. Strong convictions 

e. Unconventional behaviours 

f. Perceived as an agent of change 

g. Sensitivity to environmental change, constraints and resources.  

 

Those above mentioned characteristics can be further developed through certain processes 

which mainly comprise a three step process, Richardson and Thayer (1993) and Potosky 

(2000). 
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a. A person needs to create an ‘aura’ of charisma by using passion and one’s whole body 

 to communicate 

b. An individual needs to create a bond that inspires others.  

c. Charismatic individuals should address followers on an emotional level. 

 

The concept of reputation in the research is related merely to individual reputation. The 

important issue concerning individual reputation is how that individual deals with 

generalised incomplete information. of the people and it is an asset for individuals.  

Reputation is formed as the result that information is not shared equally and where other 

people do not know about particular information but a particular individual does - so 

ownership of this information becomes ‘property’ and creates reputation. Reputation is 

therefore an asset for individuals, Wilson (1985) and since it is an asset, people may take any 

legal action if their reputations are destroyed.  

 

From a psychology point of view, reputation is viewed as a uniquely human phenomenon 

depending on the human capacity for language and the kinds of social process this allows, 

Emler (1990). People normally observe the reputation of others whilst trying to build their 

reputations themselves by demonstrating varying degrees of skills and achieving varying 

degrees of success. Furthermore, Emler (1990) argued that reputations are a judgment about 

vices and virtues, strength and weakness which are based on accumulating evidence. The 

definition leads to important principles of reputation, namely: 

 

a. It is a social judgment and not individual 

b. Personal reputation refers uniquely to named persons 

c. Personal reputation is a property of the particular persons 

d. It can be based on the vices and virtues 

e. It includes judgment of exemplifying virtues and vices of others 

 

In the context of business, reputation is determined not only by the aspects that impacts the 

perceived quality but also by the characteristics of the judgment processes, Castriota and 

Delmastro (2009). The characteristics of judgment process can be divided into the following 

(Castriota and Delmastro, 2009 and  Broenn, 2007): 

a. Age 

b. Motivation 
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c. Relationship and network 

d. Trust 

e. Commitment 

f. Satisfaction 

g. Control mutuality 

 

Returning to the study, Q2 shows that charisma of a person is the most acceptable reason 

viewed by the students in treating someone to become their role model. Reputation is the 

second significant reason for the students. Detail of the finding is shown in the following 

table.  

 

Table Three:  Reason to Treat Other Individuals as a Role Model 

 

  Frequency Percentage 

Valid 

Percentage 

Cumulative 

Percentage 

Valid 

  

  

  

  

  

  9 3.1 3.1 3.1 

Charisma 160 55.0 55.0 58.1 

Reputation 83 28.5 28.5 86.6 

Media exposure 14 4.8 4.8 91.4 

Peer pressure 25 8.6 8.6 100.0 

 

Total 

 

291 

 

100.0 

 

100.0 
 

 

There are 9 not-valid/missing answers from samples in answering this question. However, as 

mentioned before, from the four constructs concerning the reason for treating other 

individuals as role models, charisma and reputation are two most important reasons.  A 

further interview with several students elaborated that the characteristics of charisma (self 

confidence, vision, articulation of vision, strong convictions, unconventional behaviours, 

perceived as an agent of change and sensitivity) and characteristics of reputation (age, 

motivation, relationship and network, trust, commitment, satisfaction and control mutuality) 

are the reasons that have made students treat an individual as their role model.  

 

Influence and Impact Given by Role Models 

 

In part of the questionnaire, students were asked about the influences and impacts given by 

their role models to their daily and future life. In details, these answers are identified as 

below: 
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1. Overview of the future life. 

2. Guidance for the future life 

3. Changing perspectives and attitude towards entrepreneurial career 

4. Changing beliefs about an entrepreneurial career. 

5. Changing the future plan to become an entrepreneur 

6. An Entrepreneur’s job is a fit with my personality and character 

7. Similarity of values between myself and entrepreneurial job. 

 

Analyzing those answers, they can be categorized under three main different themes as the 

following: 

 

1. Personal awareness (overview of entrepreneurial career, similarity of personal values 

with an entrepreneurial job and suitability of entrepreneurial job with my personality 

and characters).  Personal awareness is the awareness of the students regarding their 

potentials to enter into entrepreneurial career as a choice of their future life. Most of the 

students sometimes do not know and realize that actually, they have the potential to 

become an entrepreneur based on their own personality. This has made them anxious, 

become nervous and worry that they make the wrong choices for their future life. 

 

2. Personal changes (perspectives, attitudes, beliefs and future plan).  Often in the past, an 

entrepreneurial career has been viewed as an inferior/ occupation by the people – 

particularly by Indonesians. There was a paradigm that an entrepreneurial career cannot 

guarantee a future life and the social status of individuals. An entrepreneurial career 

was also viewed as a career with unstable income. As a result, it did not rank highly as 

one of the proper and favourable occupations that can be chosen to guarantee one’s 

future. A feudal culture and mentality, more or less, creating this paradigm.  

 

Nowadays, this paradigm has changed. The existence of successful individuals in business 

with all their achievements and performance (and wealth) who can be treated as role models 

have made young people, especially students, realize that they also want to be successful like 

them.  This circumstance leads to the important changes in students’ personality. They 

change their own perspectives and beliefs towards entrepreneurship, change the attitude from 
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feudal into more entrepreneurial, and importantly, change their future plans from being an 

employee in public or private institution to becoming an entrepreneur.   

 

3. Personal guidance.  The existence of role models also creates a firm belief in the 

students that they will have personal guidance to be followed. This guidance coming 

from the success route of their role models, attitudinal response patterns of their role 

model and the way in which their role model achieved success. 

  

Perceived Condition after Observing Role Models 

 

Students were also asked the possible condition, overview and decision for their future 

career, especially an entrepreneurial career, after they observed their role model. Students 

were given several possible answers to chose from. If they had other answers, they are also 

free to write their own answer in the space provided.  

 

By using the frequency table, it is found that almost the entire students gave their answer and 

opinion about this question. However, 3 (1%) students from all samples did not answer this 

question. All of the answers are categorized into three categories; positive answers, moderate 

answers and negative answers.   

 

As the positive answers, most of the students hope by observing their role models it can 

inspire them for their future career. Some of them wish to imitate directly their role model 

since they have made the decision to enter into the entrepreneurial career. Some students also 

wish to be like entrepreneurs, either in personality or in their daily life.  

 

In the moderate answer, some students said that they only/just learn on how to become an 

entrepreneur but (possibly) without any plan to become an entrepreneur. Possibility of these 

students entering into entrepreneurial career is ‘fifty-fifty’ as their answer shows that they still 

have some doubts with this career choice.  

 

‘The balancing answers’ in form of contradictive statements were also found from the 

students. Some students reveal that observing and learning from their role model is nothing 

special and some of them even said that observing entrepreneurs is useless.  

 



 27 

The following table shows the answers from students about their hope and expected condition 

after they received learning experiences from role models living in their social network.  

 

Table Four:  Students’ Expectation after Observing Their Role Models 

No Expected Condition Frequency 

Number Percent Valid Percent Cumulative 

Percent 

1 Career inspiration 163 56.0 56.0 56.0 

2 Directly imitate the role models 21 7.2 7.2 63.2 

3 Wish to be like role models in 

the future life 

78 26.8 26.8 90.0 

4 Just observe and learn are 

enough 

17 5.8 5.8 95.8 

5 Nothing special from the role 

models 

5 1.7 1.7 97.5 

6 Observing and learning from 

role model are useless 

2 0.7 0.7 98.3 

7 Others 2 0.7 0.7 99.0 

 Not-valid/missing answers 3 1.0 1.0 100 

 Total 291 100 100  

 

The table suggests that most of students expected a positive outcome from observing their 

role model. This can be seen in their expressions that entrepreneurship has become their 

career inspiration, with some of the students even wishing to directly imitate their 

entrepreneurial role models (in, acts, attitude, behaviour, decision, career etc). This is a sign 

of a very strong motivation to become an entrepreneur.  

 

In a positive to moderate category, some of students only wish to be like their role models. 

This expression is a sign of hesitancy about the future life and career to become an 

entrepreneur. Students are still not sure whether an entrepreneurial career would be ‘a good 

fit’. This response can also be a sign that this type of student is actually very likely to choose 

an entrepreneurial career in the future.  

 

The sign of moderate thinking and sensing is expressed through a statement that observing is 

enough. Students think that learning through observing is enough, and they do not intend to 

make entrepreneurship their future career. This expression suggests that students engage in 

entrepreneurial teaching and learning in-or-out of the classroom not because of their 

particular interest but out of obligation or simply an academic interest. Possible effective 

learning and teaching outcomes for entrepreneurship from this type of student is doubtful.  
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Some students also have a negative outlook regarding their learning experience. This is 

expressed in their opinion that there is nothing special from entrepreneurs. An even more 

negative sense is expressed through observing entrepreneur is useless. Both these expressions 

clearly show that students are not interested in entrepreneurship. 

 

Role Model and Its Correlation to Entrepreneurial Motivation 

 

Finding shows that existence of parents as role model has very strong significant positive 

correlation to students’ entrepreneurial motivation. Pearson correlation shows value of 0.246 

with significance (2-tailed) 0.000. As the coefficient of this correlation ranging from -1 to +1 

with 0 indicates no correlation, this finding shows that the existence of parents has significant 

positive correlation to students’ entrepreneurial motivation. Kendall’s Tau_b as an instrument 

to show nonparametric correlation shows value of 0.209 with Significance. (2-tailed) of 0.000 

which also shows that a parent has significant positive correlation to students’ entrepreneurial 

motivation. Other nonparametric statistical instrument Spearman’s rho shows the value of 

0.227 with Significance. (2-tailed) 0.000 which means correlation between parent and 

students’ entrepreneurial motivation is positively associated in the same direction. It means 

that tendency of students’ entrepreneurial motivation will be increased if the existence of 

parental influence is higher.  

 

Sibling is found to have no correlation to students’ entrepreneurial motivation. This is shown 

in the result of Pearson correlation, Kendall’s tau_b and Spearman’s rho that gave positive 

values but with Significance. (2-tailed) values more than 0.05. Pearson correlation shows 

value of 0.106 with Significance. (2-tailed) 0.085. Nonparametric instruments’ Kendall’s 

tau_b shows correlation coefficient of 0.55 but with Significance. (2-tailed) 0.313 whilst the 

Spearman’s rho shows correlation coefficient of 0.062 with Significance. (2-tailed) 0.314. It 

can be seen that all of the coefficients have positive values but they all have Significance. (2-

tailed) values more than 0.05. which means that there is no relationship between the two 

variables.  

 

The other role model construct that has been identified and measured is uncles/aunties and 

their relationship to students’ entrepreneurial motivation. Result of the analysis shows no 

correlation between the existence of uncles/aunties to students’ entrepreneurial motivation. 

Correlation coefficients of statistical instruments used in the research (Pearson correlation, 
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Kendall’s Tau_b and Spearman’s) show this. Pearson correlation shows positive coefficient 

of 0.039 with Sig. (2-tailed) 0.522 which clearly shows no relationship between 

uncles/aunties with students’ entrepreneurial motivation. Coefficients of nonparametric 

correlation even show negative value. Kendall’s tau_b shows negative coefficient of -0.006 

with Significance. (2-tailed) 0.919 whilst Spearman’s rho has negative coefficient of -0.005 

with Significance. (2-tailed) 0.933. Both these findings are supporting the Pearson correlation 

which shows no significant correlation between the variables of uncles/aunties and students’ 

entrepreneurial motivation.  

 

Friends also have no correlation with students’ entrepreneurial motivation. Coefficient of 

Pearson correlation shows value of -0.036 with Significance. (2-tailed) 0.560. This result is 

relevant with the results of nonparametric correlation instruments, Kendall’s tau_b and 

Spearman’s rho which also show the same conclusion. Kendall’s tau_b coefficient shows 

value -0.027 with Significance. (2-tailed) 0.625 while Spearman’s rho coefficient shows 

value -0.030 with Significance. (2-tailed) 0 0.625. Both of these findings strengthen the 

conclusion that there is no correlation between the existence of friends with students’ 

entrepreneurial motivation. 

 

The next possible construct of role model that has been identified and measured is 

boyfriends/girlfriends. To some extent, some students think that their partner (boy-/girlfriend) 

can be used as their role model in several possible actions and decisions but whether he/she 

can be used to motivate them to choose an entrepreneurial career is not yet known. Findings 

show that boyfriend/girlfriend has no significant correlation to entrepreneurial motivation of 

their partner. Coefficients of correlation (Pearson’s, Kendall’s tau_b and Spearman’s rho) 

reveal this. Pearson correlation shows a coefficient of 0.013 but with the Significance. (2-

tailed) 0.835 which means no correlation between the variables. Nonparametric Kendall’s 

tau_b and Spearman’s rho also show the same. Kendall’s tau_b coefficient is 0.006 with 

Significance. (2-tailed) 0.912 and Spearman’s rho coefficient is 0.006 with Significance. (2-

tailed) 0.917.     

 

Teachers/lecturers were also set up as one construct of role models for students as they 

formally and academically can change future overviews and perspectives of the students. 

However, the statistical analysis shows a different thing in relation with entrepreneurial 

motivation. Students view that their teachers/lecturers have no correlation with their 



 30 

entrepreneurial motivation, which can be seen in the results of correlation analysis. 

Coefficient of Pearson correlation shows value of 0.075 but with Significance. (2-tailed) 

0.219. Nonparametric correlation coefficients of Kendall’s tau_b and Spearman’s rho also 

show the same thing. Coefficient of Kendall’s tau_b is 0.090 with Significance. (2-tailed) 

0.103 while Spearman’s rho coefficient is 0.099 with Significance. (2-tailed) 0.105. 

 

Entrepreneur with his/her achievements, status, financial wealth, story and experience is 

positioned as a possible construct of role model who can directly or indirectly influence 

students’ entrepreneurial motivation. They are known by students though not closely and 

personally known. Students know them from news exposure, biography, success stories and 

other media. They can live within the social network of the students but also can live further 

away from their network. All of statistical analysis to measure this comes to the same 

conclusion that there is significantly strong positive correlation between the existence of the 

entrepreneur with students’ entrepreneurial motivation. The Coefficient of Pearson 

correlation shows value 0.216 with Significance. (2-tailed) 0.000 as the sign of significant 

positive correlation between entrepreneurs and student’s entrepreneurial motivation. 

Nonparametric correlation coefficients also show the same. Kendall’s tau_b value is 0.282 

with Significance. (2-tailed) 0.000 and Spearman’s rho is 0.298 with Significance. (2-tailed) 

0.000.  

 

Consistent with finding regarding identification of the person who can influence students for 

their future career, the study found that closest interrelationship and higher status that create 

charisma are arguably the reason for this analysis. It also supports Sorenson, (2007), Mallete 

and McGuiness’s (1999), Matthews and Moser’s (1996) and Morrison’s (2000) findings that 

argued closure mechanism, parental relationship and parents as the most influencing way and 

person that can influence students in their future life. Finding of this study is also relevant 

with the study of Bosma et. al. (2011) which shows that there is a significant influence 

between entrepreneurial role model to entrepreneurs. This can be a further explanation that 

entrepreneurs with their performance which performs reputation can also be appointed as a 

role model to another individual.  
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INTEGRATING THE ROLES OF THE DOMINANT ROLE MODELS  

 

To help generate some discussion at the conference, we offer a simple model to show the 

integration of roles between each dominant role model based on our identification of the three 

most influencing role models identified by the students in the sample. Namely, (1) parents, 

(2) entrepreneurs, and (3) lecturers.  Roles are ill defined but it could be a specific task and  

 

 

             
  Constructs        Individual Approach           Tasks Category  

  

 
 

       Formal  

             Equal tasks  

             as facilitator ? 

       Informal 

 

 

        Formal             Minor tasks  

 

       Informal       Major tasks  

      

 

        Formal          Major tasks 

 

        Informal          Minor tasks 

 

 

Lecturers 

Parents 

Entrepreneurs 

student 

lecturers 

parents entrepreneurs 

we have not identified details of the tasks that should be done by whom but rather categorized 

them into two categories: (1) major tasks and (2) minor tasks.  The diagram shows that 

students are in the centre of the integration between the three dominant role models and they 

can take benefits from this integration. The lecturer in this integration is in important position 
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as a facilitator who can facilitate the other two role models.  One issue would be where the 

boundary lies, so does all of this happen within the classroom, or, given the importance of the 

parental role model, should we seek to integrate vertically backwards into the education 

process, or, would it simply be appropriate to use their experience within the classroom in 

which their sons and daughters are present. 

 

CONCLUSION AND IMPLICATIONS 

 

This study clearly found that directly, or indirectly, role models bring significant influence to 

students’ entrepreneurial motivation. However, this depends on the identity of the construct 

of role model. Parents and entrepreneurs are the most significant role models who can 

influence students’ entrepreneurial motivation. Parents represent the argument that the 

closure mechanism which further creates charisma is taking place when an individual 

appointed his/her role model, while entrepreneurs as role model represent the argument that 

reputation coming from individual performance, is also a reason on why an individual to be 

treated as role model by other individuals. 

 

For many years, studies and research regarding entrepreneurial motivation were concerned 

mostly with qualitative and quantitative approaches to identify its determinants (Shane et. al., 

2003).  Quantitative approaches identifying the need for achievement, risk taking, tolerance 

for ambiguity, locus of control, self efficacy and goal setting, whilst the qualitative approach 

emphasised independence, drive and egoistic passion.  Therefore, work that considers role 

models is adding another dimension to our understanding of entrepreneurship in general, and 

in particular, guiding us towards an appropriate teaching strategy. 

 

It is believed that this paper can contribute to entrepreneurship research by offering another 

determinant to the topic of entrepreneurial motivation –an understanding of the relative 

influence of role models.  These findings both confirm, and extend, previous work on 

parental role model influence from authors such as Gibson and Cordova (1999), who said that 

the early role models for individuals are normally their parents (as a result of the so called 

closure mechanism, Sorenson, 2007 and Bygrave, 1995). Later influences coming from the 

‘wider arena’ (as a result of exposure mechanisms, Caroll and Mosakowski, 1987).   
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Interesting issues are raised for managing role models within the classroom. We have to 

manage a complex selection of role models, some of them will exert a physical and 

contemporary influence, (the guest entrepreneur).  Others will have played a role in an 

environment outside of the classroom and their influence may be both now and in the past, 

for example, parents.  So the educator needs to not only draw upon contemporary and 

previous influences but also to manage a range of internal and external influences whilst 

taking into account their relative impact on the student. 

 

Of course, an entrepreneurship (education) orientation has already made common the 

bringing of entrepreneurs into the classroom, however this is usually only for a limited and 

contained period of time.  The results of this study imply that there should be more frequent 

interaction between students and entrepreneurs in the classroom.  Such will allow the creation 

of the closure mechanism between students and entrepreneurs, whereby students will adopt 

and appoint entrepreneurs as their role model.  

 

There should be a tripartite and close interpersonal relationship between teachers/lecturers – 

parents – entrepreneurs in guiding those students who have entrepreneurial projects, interests 

and motivation.  Close cooperation between universities and actors (role models) would be a 

sensible route to choose, including actors outside of the traditional classroom network both in 

reach and time.  If parents are a large pre-university influence then should we reach out to 

them, and incorporate them, prior to their children attending University? 

 

This study concerns only one cultural background (Indonesian), and so, extending this paper 

to other cultures throughout the world will be a challenging and interesting task. Particularly 

as many commentators would argue that it is impossible to generalize a single concept of 

entrepreneurship within different communities and environments. However, entrepreneurial 

role models of all persuasions should be an important part of our understanding of the 

mechanism of entrepreneurial behaviour and therefore of our understanding of ‘best practice’ 

in the development of graduate entrepreneurs. 

 

REFERENCES 

Ajzen, I., 1991, The Theory of Planned Behaviour, Organizational and Human Decision 

Processes, 50, pp. 179-211. 

Bandura, A., 1977, Social Learning Theory, Englewood Cliffs, N.J: Prentice-Hall. 



 34 

Boyd, N.G. and Vozikis, G.S., 1994, The influence of self-efficacy on the development of 

entrepreneurial intentions and actions, Entrepreneurship Theory and Practice, 18 No. 

4, pp. 63-74. 

Bridge, S.M., O'Neill, K., & Cromie, S., 2003, Understanding Enterprise, Entrepreneurship 

and Small Business (2nd ed.). Basingstoke: Palgrave MacMillan. 

Bygrave, W.D., 1995, Mom and Pops, High Potential Startups, and Intrapreneurship: Are 

They Part of The Same Entrepreneurship Paradigm? Greenwich, CT: JAI Press. 

Campbell, C.A., 1992, A Decision Theory Model for Entrepreneurial Acts, Entrepreneurship 

Theory and Practice, 17, No. 1. 

Dobbins, R., Pettman, B.O., 1997, Self Development: the Nine Basic Skills for Business 

Success, Journal of Management Development, 16, No. 8, pp. 521-667. 

Dyer, W.G., 1994, Toward a Theory of Entrepreneurial Careers, Entrepreneurship Theory 

and Practice, 19, No. 21, pp.7-21. 

Gibb, A., Ritchie, J., 1985, Understanding the Process of Starting Small Businesses, 

European Small Business Journal, 1, No.1, pp. 26-46. 

Gibson, D.E., 2004, Role Models in Career Development: New Directions for Theory and 

Research, Journal of Vocational Behaviour, 65, pp.134-156. 

Gibson, D.E., Cordova, D.I., 1999, Women’s and Men’s Role Models: The Importance of 

Exemplars,  in Murrell Crosby and Ely (Eds.), Mentoring Dilemmas: Developmental 

Relationships within Multicultural Organizations, pp. 121-142,  Mahwah, NJ: 

Lawrence Erlbaum Associates. 

Henderson, R., Robertson, M., 1999, Who Wants to be an Entrepreneur? Young Attitudes to 

Entrepreneurship as a Career, Education+Training, 41 No. 5, pp. 236-45. 

Hisrich, R.D., 1990, Entrepreneurship/Intrapreneurship, American Psychologist, 45, pp. 

209-222. 

Kirkwood, J. 2007. Igniting the Entrepreneurial Spirit: Is the Role Parents Play Gendered? 

International Journal of Entrepreneurial Behaviour and Research, 13(1), 39-59. 

Kolvereid, L., 1996, Prediction of Employment Status Choice Intention, Entrepreneurship 

Theory and Practice, 21 No. 1, pp. 45-57. 

Krueger, N.,  1993, The Impact of Prior Entrepreneurial Exposure on Perceptions of New 

Venture Feasibility and Desirability, Entrepreneurship Theory and Practice, 18-1, pp. 

521-538. 

Kuratko, D.F., 2005, The Emergence of Entrepreneurship Education. Entrepreneurship 

Theory and Practice, 29(5), pp. 577-598. 



 35 

Lafuente, E.M., Vaillant, Yancy, 2008, Generationally Driven Influence of Role Models on 

Entrepreneurship: ‘Institutional memory’ in a Transition Economy, CEBR Working 

Paper Series 03-2008, Center for Entrepreneurship and Business Research (CEBR). 

Lafuente, E.M., Valliant, Y., Rialp, J., 2007, Regional Differences in the Influence of Role 

Models: Comparing the Entrepreneurial Process in Rural Catalonia, Regional Studies, 

41 (6), pp. 779-795. 

McClelland, D.C., 1961, The Achieving Society, Princeton-New Jersey: Van Nostrand. 

McClelland, D,C., 1987, Human Motivation, Cambridge: Cambridge University Press. 

McClelland, D.C., 1987, Characteristics of Successful Entrepreneurs, Journal of Creative 

Behaviour, 21 No. 3, pp.219-33.   

McMullen, J.S., Shepherd, D.A., 2006, Entrepreneurial Action and The Role of Uncertainty 

in The Theory of Entrepreneurship, Academy of Management Review, 31-1, pp. 132-

152. 

Mueller, S., Thomas, A., 2000, Culture and Entrepreneurial Potential: a Nine Country Study 

of Locus of Control and Innovativeness, Journal of Business Venturing, 16, pp. 51-75. 

Rotter, J.B., 1966, Generalized Expectations for Internal and External Control of 

Reinforcement, Psychological Monographs-General and Applied, No. 609 Vol. 80:1, 

American Psychological Association Inc.  

Shane, S., Locke, E.A., Collins, C.J., 2003, Entrepreneurial Motivation. Human Resource 

Management Review, 13, pp. 257-279. 

Sorenson, J.B. (Ed.), 2007,  Closure versus Exposure: Mechanisms in the Intergenerational 

Transmission of Self Employment, Amsterdam: JAI Press. 

Speizer, J., 1981, Role Models, Mentors and Sponsors: the Elusive Concepts, Signs: Journal 

of Women in Culture and Society, 6, pp. 692-712. 

van Auken, H., Stephens, P., Fry, F.L. and Silva, J., 2006, Role Models Influence on 

Entrepreneurial Intentions; A Comparison between USA and Mexico, International 

Entrepreneurship and Management Journal, 2, No. 3, pp. 325-336.  

Watson, K., Hogarth-Scott, S., Wilson, N., 1998, Small Business Start Up: Success Factors 

and Support Implications, International Journal of Entrepreneurial Behaviour and 

Research, 4, No. 3, pp. 217-238. 

Zagencyk, T.J., Murrell, A J., Guatam, T., Ptaszenski, M., 2005, Following the Muse: Role 

Models, their Social Networks and Impacts on Employees' Work Related Attitude. Paper 

presented at the Midwest Academy of Management Meeting. 

   



1 
 

 

REVIEWING SMALL BUSINESS 

ENVIRONMENTAL MANAGEMENT TRAINING 

PROGRAMS 
 

Janice Redmond 

Edith Cowan University 

j.redmond@ecu.edu.au 

 

Elizabeth Walker 

Edith Cowan University 

elizabeth.walker@ecu.edu.au 

 

Alan Coetzer 

Edith Cowan University 

a.coetzer@ecu.edu.au 

 

Summary 

This paper outlines a study that investigates a gap in academic and industry knowledge; the 

impact on small businesses of environmental training programs designed specifically for this 

business cohort. Considerable government and private funds are spent on all types of training 

in the developed world each year yet little thorough evaluation of this expenditure occurs, 

particularly in the specific area of environmental management training (Carleton-Hug & Hug, 

2010).  

Small business engagement in environmental management is critical to achieving the 

Australian government’s environmental targets (e.g. carbon emissions), yet the business’s 

expertise and knowledge on environmental management issues is lacking (Department of 

Climate Change, 2010). There has been no systematic review of environmental training 

programs outside the United States their impact elsewhere is unknown (Carleton-Hug & Hug, 

2010). This paper discusses the first stage and as such is restricted to as small number of 

Western Australian reports. 
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INTRODUCTION 

This paper outlines a study that sought to investigate a gap in academic and industry 

knowledge; the impact on small businesses of environmental training programs designed 

specifically for this business cohort. Considerable government and private funds are spent on 

all types of training in the developed world each year yet little thorough evaluation of this 

expenditure occurs, particularly in the specific area of environmental management training 

(Carleton-Hug & Hug, 2010). 

 

With a growing sense of urgency for environmental management to combat climate change, it 

is important that effective training designs (i.e. those that bring about short and long term 

environmental improvements) are identified, particularly those delivered to small business. 

This is because expenditure on small enterprise training in Australia is estimated to be in the 

region of $40 million per year. Further, small businesses in Australia account for 96% of all 

businesses, almost half of all employment and one-third of industry value-added1 

(Department of Industry Innovation Science and Research, 2011).  

 

Small business engagement in environmental management is critical to achieving the 

Australian government’s environmental targets (e.g. carbon emissions, water 

usage/protection), yet the business’s expertise and knowledge on environmental management 

issues is lacking (Department of Climate Change, 2010). As there has been no systematic 

review of the various environmental training programs outside the United States their impact 

elsewhere is unknown (Carleton-Hug & Hug, 2010). This study sought to redress this 

situation in Australia in three consecutive stages by: (1) reviewing final reports available 

from Western Australia; (2) reviewing other Australian state/territory reports; and finally (3) 

interviewing program managers about the environmental management training programs for 

small businesses that they have been involved in over the past 5 years. In particular it seeks to 

examine the training design and evaluation methods used in the programs so that a clearer 

understanding of their individual and collective impact can be determined. This paper 

discusses the first stage and as such is restricted to as small number of Western Australian 

reports. 
 

BACKGROUND TO THE STUDY 

 

Training and evaluation 

Throughout the world governments are contributing billions of dollars to provide assistance 

and development programs to the business community and in particular the small business 

community. Despite the high level of expenditure there are a very limited number of 

evaluations being undertaken into the effectiveness and impact of publically funded programs 

and whether the money invested does create best value. The decision to spend considerable 

amounts of money with no rigorous evaluation about either the impact the training has had on 

measureable objectives such as small business growth and profitability or income tax 

revenue, may be injudicious, given the ever-competing demand for government funds. 

Moreover, when programs are subject to evaluation, the criteria used are most often based on 

immediate ‘success’ via happy sheets rather than long term growth and development, and 

provide only a snapshot or point-in-time information (OECD, 2002). 

 

                                                 
1 Industry value added is the measure of the contribution by businesses in each industry to gross domestic product. 
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A brief review of the literature on small business training found there to be a lack of 

longitudinal studies and the evaluations which had been undertaken were generally program 

specific around the two broad areas of business start-up and management training 

development. The review confirmed that there was a lack of comprehensive evaluations of 

government funded small business development programs (see, for example, the Victorian 

Auditor-General’s Office (2011) (VAGO) evaluation on the Time to Thrive (TTT) program) 

which was critical of the evaluation process. Further no evaluations of environmental training 

programs specifically for small businesses could be found that related to Australia. There was 

however literature outlining the difficulties in conducting evaluations and these difficulties 

offer some explanation for the lack of existing, thorough evaluations. 

 

Undertaking an effective program evaluation has several difficulties. Firstly, information 

sought by the different parties involved in program delivery is not always for the same 

purpose. Funding bodies require evaluations to justify expenditure, whereas businesses 

require evaluations for cost-benefit purposes (Dionne, 1996). In these situations inconsistency 

in, or lack of, evaluation can result if no clear guidelines are provided for those undertaking 

the evaluations, i.e. in knowing how and what to evaluate (Mann & Robertson, 1996).  

 

Secondly, it can be easier to conduct evaluations at the completion of program delivery rather 

than arrange follow up evaluations which can be time consuming and potentially costly 

(Bramley, 1999; Dionne, 1996). These completion based evaluations are often designed to 

monitor the program’s delivery and usefulness at their conclusion and are merely individual 

satisfaction ratings, commonly referred to as ‘happy sheets’. It is also possible that 

participants report finding the training useful and enjoyable but never put it into action, thus 

making any impact difficult to measure in any tangible way, (Massey, Tweed, & Lewis, 

2003; OECD, 2002), although it is acknowledged that there are many  intangible benefits that 

can be derived from attending training courses.  

 

Participant reactions and instant feedback can provide important information for decision 

making regarding the continuation of training programs and should be included in any 

evaluation (Mann & Robertson, 1996; Redmond & Walker, 2008), however they are not 

reliable indicators of other potential outcomes of training, such as participant learning, 

behaviour change and improvement in business performance (Kirkpatrick, 1996; Steensma & 

Groeneveld, 2010). 

Thirdly, with publically funded programs, follow-up evaluations or ongoing support is often 

not provided, and program impacts on business performance often experience a lag time 

(Billington, Neeson, & Barrett, 2009). The difficulties these issues create in the evaluation 

process and the minimal time program delivery agents have available for reporting to funding 

bodies means that most evaluations will be only a measure of the operational aspects of 

training delivery, such as program take-up by participants and cost effectiveness as per the 

original budget, at that particular point in time. According to Henry et. al. (2004) evaluating 

participant satisfaction should be for this operational purposes only and not used as a 

substitute for a more thorough evaluation that could include outcome based measures such as 

growth in sales, staff turnover, and other key performance indicators.  

 

Despite the difficulties noted above, evaluations do take place and much has been written 

about how thorough procedures can be set in place to ensure their outcomes are valid. Two of 

the key authors in this area are Kirkpatrick (1996) and Storey (2000). Evaluating programs 

involves two main measures – the satisfaction of participants and the impact on the business 

(OECD, 2002). Greene (2009) asserts that a distinction needs to be made between what is 
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merely monitoring and what is actually an evaluation of the program. Kirkpatrick’s (1996) 

model of evaluation is a widely used framework for evaluating management training and 

development (Bramley, 1999; McMullan, Chrisman, & Vesper, 2001) due to its simplicity 

and practicality (Kirkpatrick, 1996). However it is recognised that the last two levels of 

Kirkpatrick’s (1996) model (behaviour evaluation and results evaluation) are rarely used 

(Hearn, 1988; OECD, 2002), often due to resource constraints, particularly amongst the small 

business sector, and the difficulty in isolating the impact training had on business 

performance (Storey & Westhead, 1994).  

 

The first three steps of Storey’s (2000) model involve measuring cost effectiveness, 

participant opinions on delivery and access, and participant views on what difference the 

training has made. These “happy sheets” often provide the funding body with positive reports 

about the program. Moving beyond the monitoring of programs to the real evaluation steps 

involves determining the impact on firm performance compared with firms who have not 

participated in the training (Greene, 2009; Storey, 2000). However, the obvious time 

consuming and difficult nature of establishing this type of comparison prior to the program 

commencing, potentially creates problems when funding is provided for defined periods of 

time. 

 

Ultimately, the best method for program evaluation is relating program outcomes to the stated 

objectives (McMullan, et al., 2001; Storey, 2000), yet often these objectives are broadly 

defined making any outcome based evaluation difficult. They also require the evaluator to 

choose to either make inferences about objectives or not report on whether they were met 

(McMullan, et al., 2001; Storey, 2000). Storey (2000) goes further to say “a characteristic of 

governments in all developed countries seem to be, at best, being opaque about the objectives 

of small business policy” (p. 177). This vagueness by governments in the specification of 

objectives means that any evaluation which reports on objectives versus outcomes makes it 

difficult to find a definite link between training and the performance of small business. 

There is evidence to suggest that training programs are beneficial in the short term, however 

there is little empirical evidence that it encourages participants to engage in lifelong learning 

or quantifies the extent to which it transfers to improved business performance (Massey, et 

al., 2003; Storey & Westhead, 1994). This therefore raises the question about what 

constitutes improved performance. The measure of business performance covers a range of 

different measures including profit/sales growth, survival, maximising income, minimising 

tax burden (OECD, 2002) and for the purposes of this study it is assumed that performance 

will involve a positive change in environmental behaviour by small businesses. 

 

The study will focus on training to improve environmental performance in small business as 

this is a relatively new area of required competence in small businesses (Condon, 2004; 

Hillary, 2004; Revell & Blackburn, 2007) but one that is vital to get right. There has been 

limited evaluation of environmental management training programs to date (Carleton-Hug & 

Hug, 2010; Keene & Blumstein, 2010) despite considerable and growing government 

expenditure, so this research is very timely. To address this research gap, this study will seek 

to answer the question: 

 

How effective are the designs and evaluations of recent environmental management 

training programs delivered to Australian small business?   
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CONCEPTUAL FRAMEWORK FOR THE STUDY 

 

The conceptual framework that will help to focus and bound data collection in this study is 

adapted from Grossman and Salas (2011) and shows the direct link between training inputs 

and the conditions of transfer of that learning into the workplace. We have amended the 

model to depict the small business owner and their firm as part of the process and highlighted 

the three key steps in the process: training design, learning and retention, and generalisation 

and maintenance. The first two steps have been highlighted in bold on our conceptual 

framework diagram, as we will focus on how the training was designed and how this assisted 

learning and retention by the small business owner-managers both immediately (pre-

workplace evaluation) and when they went back into their work environment (post workplace 

evaluation).  

 

Grossman and Salas (2011) discuss the importance of the training design on conditions of 

transfer to the workplace and point to the use of behaviour modelling as a method of 

increasing transfer. Therefore, the study will seek to determine whether elements of 

behaviour modelling were used within the training design. The third step (generalisation and 

maintenance) has dotted lines on our conceptual framework diagram as it is our assertion that 

because most program reports will not include what happened in the workplace after the 

training (or not in any great detail) due to the training design or evaluation method employed, 

it will not always be possible to determine the conditions of transfer or in fact whether the 

training had transferred to the work environment at all.  

 

In addition, we have added the work of Kirkpatrick (1996) and Storey (2000) to the amended 

model as we will use their work as guides in reviewing how thoroughly the environmental 

training program evaluations were conducted (i.e. thoroughness will be assessed based on 

evidence of the level/steps taken in the evaluation process). The four levels of evaluation in 

Kirkpatrick’s (1996) model are outlined below:  

 

(1) Reaction evaluation describes how the participants felt about the training 

experience. 

(2) Learning evaluation is a measure of an increase in knowledge determined by pre 

and post training evaluations. 

(3) Behaviour evaluation determines the extent to which the learning is implemented 

into work practices. 

(4) Results evaluation relates to the effect on the business and environment as a result 

of the training. 

 

Kirkpatrick’s model is similar to Storey’s (2000) model which outlines six steps to 

effectively monitor and evaluate a program’s impact. Storey’s (2000) model is outlined as 

follows: 

 

MONITORING 

Step1   Take up of schemes 

Step 2  Recipients opinions 

Step 3  Recipients views of the difference made by the Assistance 

 

EVALUATION 

Step 4  Comparison of the performance of ‘Assisted’ with ‘Typical’ firms 

Step 5  Comparison with ‘Match’ firms 
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Step 6  Taking account of selection bias 

 

This model was adopted by the OECD (2007) as a means of establishing a baseline method 

for evaluating programs delivered to SME’s. 

 

 
 

METHODS  

The study is to be completed in three stages: an analysis of written reports from Western 

Australia (findings of the analysis are reported here), an analysis of reports from other 

states/territories, and semi-structured interviews with the environmental management training 

program managers. As noted previously, a conceptual framework was designed to guide the 

study and incorporates the work of Grossman and Salas (2011); Storey (2003) and 

Kirkpatrick (1996) regarding the transfer of training to the workplace and evaluation 

methodology.  

 

The written reports reviewed include funded environmental management training programs 

for Australian small businesses over the past five years and was limited to those that involve 

the use and efficiency of water and energy as these are both the most common targets for 

environmental protection and the two practices that are most relevant in small businesses. 

The analysis of the documents incorporated the use of a content analytic approach as 

recommended by Patton (1990).  

 

To obtain reports a total of 35 organisations were contacted including 3 Federal and 7 State 

government departments, 11 local governments; 5 regional councils, 6 Development 

Commissions and 4 other organisations of mixed origin. From this sample only 4 written 

reports were available. The reasons given for a lack of reports were that the organisation 

focussed on schools or householder action rather than small business, or the reports were not 
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for general release and would only available if a successful freedom of information 

application was submitted. Given the resources required to try and ascertain these additional 

documents was extensive, the research team decided to not pursue this avenue of enquiry.  
 

 

FINDINGS 

Our findings are based on an analysis of four reports. We drew four main conclusions from 

our experiences of trying to obtain reports. First, that little small business focussed 

environmental training is occurring in Western Australia. Second, that programs that do occur 

are often not reported on and may be short term and ad hoc in nature. Third, representatives 

of several organisations suggested that other organisations were more involved in 

environmental management and/or small business environmental management than they 

were, however, when follow up calls were conducted with the ‘other’ organisations this was 

found not to be the case. Finally, it became clear that environmental officers and 

environmental program funding sources keep changing and institutional knowledge is not 

being maintained.  

 

The anecdotal evidence suggests that staff at some organisations were unaware that programs 

had been conducted in the past by their department and of staff that were aware, there was a 

general reluctance to willingly hand over documents as they believed little had been 

achieved. Other anecdotal comments voiced a sense of frustration that good programs were 

not given sufficient time to run and that although much time had gone into the planning of the 

programs, the implementation was of too short a duration.  In addition, feedback from people 

in these organisations suggested there was a lower priority for environmental programs 

within the newer funding body.  

 

These issues will not be explored further as they are outside the scope of this paper, however 

they have relevance to the outcomes that are achieved in engaging small business in 

environmental management.  

 

We now move on to evaluating the four reports which are outlined in Table 1. 

 

Table 1: Comparison of Reports 

 Report 1 Report 2 Report 3 Report 4 

Funding  unknown $AU222,000 $AU40,000 $AU45,000 

Duration  15 months 21 months 24 months  24 months  

Objectives Energy & Land 

fill reduction  

Not stated Overall 

awareness 

raising  

Overall 

awareness 

raising 

Participants 91 SMEs 150 SMEs 404 SMEs  120 SMEs 

Intervention     

Design Facilitated Free energy 

audits 

Facilitated  Facilitated  

Evaluation data     

 

 

Report 1. Final report Climate actions July 2008  

 



8 
 

Organisations involved: South Metropolitan Regional Council in collaboration with the 

Cities of Canning, Cockburn, Fremantle and Rockingham and Towns of East Fremantle and 

Kwinana.  

 

Funding support: Federal Government Department of Environment, Water heritage and the 

Arts.  

 

Funding amount: Not reported. 

 

Delivery time frame: February 2007 – May 2008. 

 

Objectives: This program resulted from a pilot program completed in 2005-6 engaging 36 

small businesses and sought to engage 80-100 local centre businesses and provide 

individualised support to these businesses to identify and implement actions in energy and 

waste-to-landfill reduction. In addition, the program sought to engage 1,500 surrounding 

households in energy, water, waste reduction, support the cross-pollination of greenhouse gas 

abatement ideas and lessons learnt among participants to motivate businesses and residents in 

taking actions, and assess the effectiveness of the project model with participating businesses 

and households through verbal and written feedback and measurement where possible. 

 

Business Participants: 91 small to medium sized businesses 

 

Design: This program tested the Enterprise facilitationTM model. In this model the central role 

is of a Green Enterprise Facilitator. With the small businesses the facilitator’s role being to 

engage in frequent communication on site and by telephone, making available energy 

efficient products, arranging site visits and quotations from service providers to enable 

businesses to take immediate action to improve energy efficiency. Businesses with 

outstanding results were invited to an award ceremony and given a framed Certificate of 

Excellence and other prizes. As the project was also designed to engage residents through an 

indirect approach of postal invitations that allowed the participating businesses to act as 

information hub for the households (over 830 engaged) the residents were mailed information 

sheets including stories about the progress of the participating businesses. 

 

Intervention: Free, confidential service to improve energy efficiency via a Green Enterprise 

Facilitator. 

 

Evaluation data: 93% participation and 76% actions response rate. Areas of specific action 

included: refrigeration (35%), lighting (15%), and recycling (12%). Estimated savings 

achieved by businesses were: annual saving of almost 540,000 kWh of electricity; annual 

saving of GHG emissions of 500 tCO2e; total annual financial saving of around $93, 700; and 

average annual saving of over 6000 kWh in electricity and 5.7 tCO2e in GHG emissions per 

business. The resident response rate to the mail out was 7% and was considered to be less 

effective than the 10% response rate in 2005. An estimated outcome of 427 tCO2e in GHG 

emissions abated per year for participating households was reported. Overall the design of the 

program was considered effective by the reporting body and this is evidenced in their 

statement that the program “achieved great success in abating greenhouse emissions in small 

businesses” (p. x). 
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Report 2. Switched on Business and Industry.  

 

Organisations involved: The Cities of Gosnells and Armadale and Serpentine Jarrahdale 

Shire (as South East Regional Energy Group (SEREG). Launched switch your thinking! Syt! 

In 2002 and under this brand delivered the Switched on Business and Industry (SOBI) project. 

Partners were Perth Region NRM. 

 

Funding support: Federal government AusIndustry program grant 

 

Funding amount: $222,000 

 

Delivery time frame: February 2008- December 2009. 

 

Objectives: Not stated in the report.  

 

Business Participants: Small and medium enterprises that operated in retail (30%), health 

and community services (16%), personal services (14%), hospitality (12%), manufacturing 

(10%), property services (7%), culture and recreation (4%), construction (2.5%), wholesale 

(2.5%) and transport (0.75%). 

 

Design:  Use of social marketing techniques to engage small and medium enterprises. To 

deliver environmental audits and action plans, provide ongoing one-on-one mentoring and 

opportunities to access sustainable business management skills training and advanced 

resource efficiency workshops. In addition, businesses were offered a follow-up audit at 12 

months. 

 

Intervention: 150 free environmental audits including energy, water, waste and transport 

efficiency and provided individually tailored to reports to the business. 

 

Evaluation data: Combined financial estimates on energy and water showed an average 

saving per business of $952.11. Follow up audits found that the program collectively saved 

the following: $68,000 p.a. on reduced energy, water, waste and transport. Saved 460,245 

kWh of electricity and natural gas (in the first 12 months); Saved 66,350 litres of potable 

water (in the first 12 months); mitigated over 440 tonnes of GHG emissions (in the first 12 

months) and reduced waste to landfill per year by over 118,800 litres (in the first 12 months). 

 

 

 

Report 3 Final report Light Industry Precinct Improvement Project (Cities of Gosnells 

and Cockburn) 

 

 

Organisations involved: Cities of Gosnells and Cockburn and Edith Cowan University 

 

Funding support: Cities of Gosnells and Cockburn and Edith Cowan University 

 

Funding amount:  $40,000 

 

Delivery time frame: 2007-2009 
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Objectives: General awareness raising of the issues related to environmental management 

and to engage small businesses so as to assist them to make organisational changes that 

would benefit their overall bottom line. 

 

Business Participants: 2009 data collection included a smaller number of businesses overall 

(Maddington-Kenwick n=83; Cockburn n=51) than the number that participated in 2007 

(Maddington-Kenwick n=205; Cockburn n=199). The profile of the actual businesses in both 

locations was dominated by manufacturing businesses (in 2009 this ranged from 45% - 49%), 

although there were also a substantial number of engineering (in 2009 ranged from 9-13%) 

and motor vehicles servicing businesses (in 2009 this ranged from 15-19%) in these 

locations. In Cockburn the sample had substantially more retail businesses whereas 

Maddington-Kenwick has substantially less retail than was the case in 2007. Specific data on 

the demographics of the owner-manager of each participating business were provided. 

 

Design: The research design incorporated survey data collection and an intervention program 

in both locations to try to create interest and raise awareness of environmental issues among 

small businesses. The survey data was collected directly with the small business owner-

manager or other appropriate staff member at 2 points in time over 18 months and the 

intervention conducted in the interim period. 

 

Intervention: The intervention program included the following: 

 Individual waste management advice for business by PRNRM staff; 

 Developing links between business operators and recycling contractors; 

 Promotion of local businesses that offered recycling services and new recycling 

facilities that became available during the project to the local business community;  

 Provision of recycling bins and communal paper and cardboard bins via the local 

government authorities and recyclers into the industrial areas;  

 Legal compliance advice by PRNRM staff to the local business community;  

 Energy and water reduction strategies to the local business community; 

 The creation of a stakeholder partnership between PRNRM staff, local government 

authorities, recycling contractors and the local business community; and 

 The development and distribution of a regular newsletter to the local business 

community. 

 

 

Evaluation data: The initial aim of the project was to create interest and raise awareness of 

environmental issues among small businesses in the two light industrial area and in this the 

project was very successful with the report indicating that 70% of the businesses had an 

increased level of interest in this topic. Although other topics were covered in this project the 

focus in this paper is water and energy and therefore we look only at these two issues here. In 

regard to water in this project the main finding was on wastewater where 27% of businesses 

did not treat their wastewater before disposal and little information was available to educate 

business owners and staff in this regard. There was between 10% and 30% improvement in 

awareness of, and use of, water efficiency measures between 2007 and 2009 in the two 

locations. Energy costs were checked by most businesses (over 70%) however, little effort to 

monitor or implement reduction strategies was evident. About 10% more businesses in both 

locations indicated at the end of the project that had implemented energy efficiency measures 

in their business. 
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The other area where the owner-managers were asked to provide feedback was in areas where 

they were consciously implementing environmental behaviour in their businesses. 

Of the eleven conscious environmental behaviours that were explored, in both locations 

‘using energy efficient lighting’ was reported to be among the most practiced behaviour 

(M=4.0 and 4.33) whereas ‘purchasing green energy’ was the least frequent behaviour 

(M=1.8 and 1.2).  

 

 

Report 4 Final Report City of Stirling SMEs & Environmental Management 

 

Organisations involved: The City of Stirling and Edith Cowan University  

 

Funded: Jointly by City of Stirling and Edith Cowan University 

 

Funding amount: $45,000 

 

Delivery time frame:  2009-2010 

 

Objectives: General awareness raising of the issues related to environmental management 

and to engage small businesses so as to assist them to make organisational changes that 

would benefit their overall bottom line.  

 

Business Participants: 120 small businesses from across ANZIC codes with largest 

representation from retail (23%), Transport, postal and warehousing (14%), Construction 

(12%) and wholesaling (10%). Other category representation is reported. Specific data on the 

demographics of the owner-manager of each participating business were provided. 

 

Design: Incorporated survey data collection and an intervention program. The survey data 

was collected both face-to-face and by mail from the business owner-manager at two points 

in time over eight months. 

 

Intervention: Between the data collection periods an intervention program was 

implemented, including conducting environmental audits and the dissemination of relevant 

education material. The audits were carried out by specially trained staff and the education 

material was delivered by post or in person. The interventions included the following: 

 Advice on waste reduction strategies directly to the individual businesses; 

 Distribution of fact sheets on environmental issues and practices; 

 Establishment of links between businesses and with waste recycling contractors; 

 Environmental energy and water audits and reporting. 

 

Evaluation data: Less than a third of the initial 120 respondents were interested in an audit 

being conducted on their business and at the end of the project only 24 businesses had 

actually had an audit completed and these were focussed on energy rather than water as many 

businesses had little water use within their operations. The mean rating by the participants in 

terms of the audit usefulness was 4.6 out of 6 with nearly 75% finding them of good or very 

good use. 
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The annual expenditure by the small businesses on energy ranged from $2,585 to $43,250. 

Estimated annual energy savings were identified and ranged from 21% to 49% for the 

businesses. These savings when realised would equate to reductions in GHG abated tonnes of 

between 5 and 70 tonnes per business. 

 

The post-intervention survey asked the businesses what changes they had made in their 

businesses in terms of energy, transport, was and water use reduction and results from the 

analysis of this data showed that more attention was paid to changes in energy (41%), waste 

(25%), and transport (15%), than water (12%). In addition, it was reported that only 17% of 

the business indicated that they had prior business-specific environmental management 

training and this was recommended as a potential area for intervention. A sample audit report 

was provided to show the level of detailed feedback given to the businesses that took up the 

offer of a free audit. 

 

Significant factors that were highlighted in the report were: (a) the difficulty in engaging 

small businesses in environmental projects; (b) the value of having a repeat presence by 

stakeholders to improve engagement and develop trust so as to encourage information sharing 

and (c) the identified environmental training needs of small businesses. Positive findings 

included the overall finding that the engaged businesses were improving their environmental 

performance and were seeking more information. An area where the greatest gap in 

knowledge and action was found was in water efficiency and management. While many of 

the businesses were not large water uses, there was a considerable amount of untreated 

wastewater being directed into the main water systems. 

 

Linking the information in the reports back to our conceptual framework, as anticipated none 

on the interventions went beyond either the first two Kirkpatrick stages or the first three 

Storey stages. 

 
Table 2 Comparison of evaluation stages (Storey, 2000) 

Evaluation stage 

 

Report 1 Report 2 Report 3 Report 4 

Step 1   

Take up of schemes 

    

Step 2  

Recipients opinions 

    

Step 3   

Recipients views of the difference 

made by the Assistance 

    

Step 4 

Comparison of the performance 

of ‘Assisted’ with ‘Typical’ firms 

x x x x 

Step 5 

Comparison with ‘Match’ firms 

x x x x 

Step 6 

Taking account of selection bias 

x x x x 
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DISCUSSION  

 

Training inputs 

In regard to funding as a training input, in one case the funding was a joint effort between 

Federal government and a partner organisations (including local government) that were 

delivering the project on their behalf. The other three projects involved local government and 

partner organisations that were delivering the project on their behalf. The amount of 

expenditure varied considerably. Based on the number of participants in the projects the 

expenditure per business can be loosely calculated in three cases. In report 2, $222,000 was 

provided to audit 150 businesses. This represents an expenditure of $1480 per business. The 

savings estimated were $952 per business. In report 3, $40,000 was provided to create 

awareness and increase interest in environmental management. With 404 participants 

involved in this study an expenditure of $99 per business was made. In report 4, $45,000 was 

provided to survey and audit as many local businesses as could be encouraged to participate. 

Initial interest of 120 businesses was achieved however only 24 participated in the audits. If 

the value is calculated to include all 120 businesses it represents an expenditure of $375 per 

business.  

 

Regarding design as a training input, the designs appear to be appropriate to small businesses 

in 11 critical ways: 

1. Went to the business 

2. Focussed on practical issues 

3. Repeat engagement strategies were included 

4. Specific feedback provided to the business 

5. Limited or no cost to the business to participate 

6. Not one off but over time engagement 

7. Covered a range of issues to allow business choice/inclusion 

8. Provided individualised support and mentoring, including assistance to solve 

specific environmental issues 

9. Experts involved in key components of the program 

10. Sought to provide economic case for businesses to implement audit 

recommendations. 

11. Allowed businesses of all industries to become involved. 

 

Only one program provided a reward for the participants for their engagement in the 

program, however the usefulness of this as motivation cannot be evaluated as no information 

is given in the report. This program also tried to link local businesses and the broader 

residential community by having the business participants mentor the householder. This was 

a novel idea which has merit. Householders were given information sheets to inform them 

what the businesses were doing about environmental issues. This strategy could easily have 

had benefits for both the business and the community. Unfortunately, no details about the 

level of interaction that took place or the outcomes this may have achieved for either the 

business or the householder were provided so we are unable to evaluate this strategy. 

 

The report that advises that its design included opportunities to access further sustainable 

business management training and advanced resource efficiency workshops did not provide 

any details of the training or workshops content or indeed how many businesses asked or 

attended this training. 
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In addition to funding and design, a range of other factors that could be considered training 

inputs were also addressed in the reports. Duration: All had at least a 12 months engagement 

period. This timeframe is understandable however at this point in time longer term durations 

would be recommended as most small businesses are still in the ‘low hanging fruit’ stage and 

want more information. Business characteristics including target size, industry: In general 

they targeted only the small and medium businesses but the design of one intervention also 

sought to engage the businesses as mentors for the wider community. Industry data showed a 

range of industry interest but in general the programs were dominated by participants from 

the retail and manufacturing sectors. Sample (business owner) characteristics: Only two 

reports provided demographic data on the business owner-manager. Government or other 

environmental specialist: Only two provided a clear statement of expert involvement, 

however, all appeared to have expert input. Instructor characteristics: These were either not 

outlined at all or in limited depth. Venue: – All went to the business. Monitoring/ support 

point in time versus ongoing: All seemed to have encompassed an ongoing approach for the 

duration of the project. 

 

Training outputs 

There were very few learning outcomes discussed in the reports and this may be due to the 

fact that the interventions were not formal training programs. One report did provide a 

percentage of increased environmental awareness among the program participants. In most 

cases reports focussed on the practical outcomes and often centred round energy rather than 

water. In one case percentage improvements in environmental practices as a consequence of 

participation were also provided.  

 

There was little other evaluation data about outcomes of the interventions provided, with only 

one report giving the mean rating that participants felt about the usefulness of the audits that 

were conducted. In at least one report it was difficult to ascertain if the estimates of outcomes 

(e.g. financial savings, GHG emission reductions) were actually made or an estimate of what 

could potentially be achieved if businesses followed through on audit suggestions. Two other 

reports made it clear that they were estimates of what could be achieved by the participating 

businesses if they followed the recommendations of the audit reports. One or two point in 

time evaluations were generally used and these did not appear to look at return on investment 

outcomes for the funding body or the business. In one report it was established that a 10% 

increase in implementation of business energy efficiency measures was achieved. 

 

An examination of where the projects sit within Storey’s six steps, showed that only projects 

3 and 4 included pre-post evaluations and none of the projects incorporated comparisons with 

typical or matched firms. 

 

In regard to feedback/recommendations for future program design as training outputs, the 

reports did acknowledge where improvements for future projects could be made and in the 

two University reports specific issues that the funding body could address were provided. 

Only one report specifically stated that it would disseminate the results to stakeholders. Since 

none of the projects involved traditional classroom based instruction, issues relating to 

transfer of training, and maintenance and generalisation of learning, were understandably not 

addressed in any of the reports.   
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CONCLUSION AND IMPLICATIONS 

 

For environmental management training and development programs to be improved it is 

important that individual program reports detail the program design and provide thorough 

evaluation data to show how the training and development has had an impact, including the 

transfer of the learning into the workplace. However, the results of this study show that while 

impacts in terms of practical outcomes are shown in some detail, the specific design changes 

required and the impact of the program in the business are not well studied or reported. In 

many cases this is due to the short term nature of the programs (and their funding) which only 

allow a one or two point in time research connections with the small business owner-

manager. This then only provides point in time assessment of the environmental management 

issues impacting on the business operations. 

 

While some progress in training and development design seems to have occurred over the 

period 2007 – 2010 with program becoming more focussed and holistic, in the majority, the 

program reports lacked sufficient detail to assist program design development. These reports 

generally discussed outcomes based on participant numbers and estimates of savings 

generated at a specific point in time similar to what is outlined in the first two of 

Kirkpatrick’s (1996) evaluation model and Storey’s (2000) three evaluation monitoring 

phases rather than reporting on higher level outcomes. The implementation of phase two of 

the study provided more insight into the impact of these environmental management 

programs. 

 

The short term nature of the programs and lack of follow up, impacts on the ability of the 

organisations running the programs to collect more meaningful data. In addition, it seems 

clear that the timeframes of these programs would not allow the subject matter experts to 

assist the business owner-managers to work towards a continual improvement process within 

their businesses even when they and the stakeholder were keen to develop their knowledge or 

skills further so that they could continue to improve the environmental performance of their 

businesses.  

 

The findings of the study are suggestive that the evaluation of environmental management 

training and development programs in Australia, and potentially elsewhere must become 

more rigorous so that it is clear to all stakeholders what impact they have had on small 

business environmental performance.  Moreover, programs that provide an opportunity for 

longer engagement with small business owner-managers would be more valuable. 

Government and training and development providers need to ensure that future programs are 

developed and funded based on sound design principles.  
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PRINCIPAL TOPIC 

 

          In 2007, the University of South Florida (USF) Center for Entrepreneurship initiated a 

Masters Degree in Entrepreneurship for Applied Technologies (EAT). This report describes the 

initial 5 year follow-up results of the program in a pilot study of the program graduates. The 

Center for Entrepreneurship at the University of South Florida is supported by the Colleges of 

Business, Engineering, and Medicine. The Masters Program implemented an innovative 

pedagogy and curriculum focused on Technology Entrepreneurship with faculty from multiple 

disciplines of the USF Colleges of Business, Engineering, and Medicine 
1, 2

.  

The program consists of 30 credit hours completed in one to two years, depending on 

student preference. The pedagogy is based on project-focused, interdisciplinary team-based, new 

venture formation. The curriculum focuses on identification of new opportunities, strategic 

market assessment, venture formation, and capital-financing strategies. This report will review 

and analyze various metrics of the program and current professional positions and 

entrepreneurship activities held by the graduates of this innovative program.  

This paper will document the outcomes, achievements, and progress of these individuals 

and in-turn show the tangible benefits of this unique collaborative program. This data 

demonstrates the value of the program and highlights the importance of continuation and 

expansion of such entrepreneurship educational models. It is recognized that this data needs to be 

more in-depth and more detailed. However, respondents were reluctant to disclose some 

information that they wished to keep confidential so early in their career and so soon following 

graduation. 

 

METHODS 

 

             Demographic data was obtained from the University registrar and the Center Director 

which showed all the participants of the program since its inception. Demographic data included 

sex, ethnicity, and whether the student was Florida state resident. It was also determined in 

which College the individual was enrolled (Business, Engineering, Medicine, Other), other 

graduate degree programs in which the student might be enrolled (the EAT Masters degree is 
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part of a number of dual degree programs) and undergraduate and other graduate degrees held. 

All graduates of the program were identified and the numbers tabulated.  

Data was obtained from the Center Director showing initial class size as well as current 

class size to evaluate the growth of the program over the life of the program.  

Additionally, graduates participated in yearly follow-up telephone and email surveys 

focused on current entrepreneurial, business, and career activities, positions the individuals 

currently held, what businesses they have started, and the industry in which the businesses were 

engaged. The industry sectors in which these individuals opened businesses were examined and 

categorized. To date there has been a total of 101 graduates that are at least two years post 

graduation. The data was collected by following the graduates up to 5 years after completion of 

the degree program.  

 

RESULTS AND IMPLICATIONS 

 

Demographics of the Cohort  

In the first year of existence, 2005, the program had a total of 7 students. Currently 

(Spring 2012), there are 118 Masters students enrolled with a total of 112 active in the Spring 

2012 semester. Through Spring 2012, there have been 146 graduates with 101 that have two 

years since completion of the program.  

Male students made up 62% of the program while ethnic minorities were 35% of the 

program. From 2005 to 2012, 78% of the EAT students were Florida residents. The average 

student takes 9 credit hours per semester and completes the program in one and a half to two 

years.  

In the Fall 2010 semester, 54% of students were in the College of Business, 16% 

Medicine, and 30% Engineering. EAT students represented 84% of the students in classes. In 

Spring  2011, 73% of students were enrolled in the College of Business, 12% Medicine, and 15% 

Engineering   EAT students represented 76% of the students in classes. The EAT classes are 

open to non-EAT students in the Colleges listed and in other University Colleges and Schools 

with permission of the instructor. 
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EAT Program Metrics 

The Masters Degree Program in Entrepreneurship for Applied Technologies (MS EAT) 

at the USF Center for Entrepreneurship has shown significant success in all areas and metrics.  It 

has also met and / or exceeded all predicted enrollment metrics in the pro-forma presented to the 

University administration prior to initiation of the program.  

In the categories of sexual and ethnic diversity, the EAT program is 5 – 10% higher than 

the Colleges of Business and Engineering.  

In year-over-year enrollment, the expectations were 15 – 20 students per year and the 

actual were 30 - 40 students per year. In number of graduates, the predicted was 10 – 15 per year 

and the actual have been 25 – 35 per year, or an increase twice the projected in both enrollees 

and graduates. 

The last category of projections in the pro-forma was number of dual-degree graduate 

programs. The projected number was two and the actual number is thirteen graduate degree 

programs, ranging from Public Health to Biotechnology to Medicine to Engineering and more. 

 

Survey Results 

Graduates of the EAT participated in a five year follow-up survey focused on the 

entrepreneurial and business activities and career status of the graduates.  Of 101 graduates two 

years post-graduation, 82 participated in the survey (81%).  

The data showed that 56 (69%) of the 81 graduates that participated in the survey 

reported starting their own venture which was still on-going or “sustainable”.  All respondents 

stated they had attended the EAT program with the intent of ultimately starting, or at least 

attempting to start, their own venture. All graduates also stated that the EAT program had helped 

them understand the risks and challenges in becoming an entrepreneur and they felt the program 

had helped prepare them for many of the issues they have faced or expect to face going forward.  

Graduates had the highest propensity toward the Information Technologies (IT) industry 

(29% of self-owned ventures).  Although IT represented the majority of the self-owned ventures, 

there was substantial variety that included industries from food services to security contracting. 

The complete data with the number of graduates starting self-owned new ventures categorized by 

industry can be seen below: 
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Information Technologies:    16  (29%) 

Media / Entertainment:        9  (16%) 

Health  / Biotechnology:         8  (14%) 

Design / Manufacturing / Sales:     6  (10%) 

Sustainability / Environmental Services:    5  (  9%) 

Consulting:          4  (  7%) 

Food Services:         3  (  5%) 

Real Estate:           2  (  3%) 

Security:          2  (  3%) 

Marketing:            1  (  1%) 

 

This data shows that the EAT program is highly successful at producing graduates that 

participate in entrepreneurial activity and venture formation activities in a variety of industries.    

A comparison between the USF College of Business MBA graduates demonstrated that 6 

– 10% of the MBA graduates started a new venture following graduation compared to the 69% 

identified above for the EAT graduates.  

 

Implications 

The data above presents a number of interesting findings, but raises even more interesting 

questions. 

The USF EAT program curriculum provides a fund of knowledge and background in 

areas not usually covered in other courses of study, programs, and Colleges within the 

University. This includes Opportunity Recognition/Assessment, Technology/Market 

Assessment, Business Plan Development, New Venture Formation, New Venture Financing, 

Regulatory Compliance, Intellectual Property, and specific Strategies for Entrepreneurial 

Ventures
1
. 

What is unique about the program at the USF Center for Entrepreneurship that leads to 

such a high propensity of students focused on starting their own entrepreneurial venture(s)? It is 

our impression that this outcome is due to a number of factors. These include: 

 The reputation of the USF EAT program that attracts students with interest, focus, 

and willingness to start their own venture. 
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 The curriculum and pedagogy has been structured to focus on the skill sets, 

expertise, and experience necessary to prepare the students for success. 

 The preparation of the students in four specific areas critical for success in 

starting a new entrepreneurial venture and managing it to success: 

o The ability to assess opportunities from an objective standpoint using 

objective data 

o Skills in identifying, attracting, and retaining the critical members of a 

team built for success 

o Development of the skills to successfully launch a new venture 

o Development of the skills to identify and development strategic 

competitive advantages for the venture, technology, and products 

 Development of the ability to identify and manage risk such that the students are 

not afraid of risk but see it as necessary to achieve high rates and amounts of 

success.   

These are the same objectives noted by Garavan and O’Cinneide to be necessary for an 

entrepreneurship educational and training program and relate to the significant differences 

compared to business education and training program
3
. Ronstadt also posits that students must 

learn how to “behave” or function entrepreneurially
4
. We agree and have built this concept into 

all aspects of our program, especially with the large amount of experiential course work.  

We believe this success in our graduates to be directly related to the skills, expertise, and 

experience developed in the EAT focused on the additional critical program pedagogical factors 

of project-focused, interdisciplinary teams and experiential learning for new venture formation
2
.  

We have little doubt, and it has been confirmed in discussions and conversations with the 

graduates, that these are the differentiating factors leading to the almost 70% of responding 

graduates that have started their own business and the wide variety of industries in which the 

graduates have entered.  

The USF EAT program continues to expand and be refined with new curricula in sales, 

marketing, finance, venture capital focused business planning, and mergers and acquisitions. 

This is designed to continue to provide additional capabilities to our students to be even more 

competitive and successful in the area of venture formation and entrepreneurship.  
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Future Plans 

 

 As noted this is a early phase study on the outcomes of this study. Further surveys are 

already in progress assessing detailed information and attitudes of the graduates regarding their 

education program in the EAT, their assessment of the strengths, weaknesses, and critical 

success factors relative to their own venture(s) and career. We believe this information will be 

critical in the ongoing assessment of the outcomes of graduate entrepreneurial education. 
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PRINCIPAL TOPIC 

       Creativity in business and entrepreneurship has received increasing attention. Timmons 

(1994) argues that creativity is central to entrepreneurship education. A 2010 American 

Management Association study identifies creativity and innovation as one of the four critical 

skills needed for business success today and in the future. A study of CEOs identifies creativity 

as the number one leadership competency of the future (Bronson & Merryman, 2010).   

Internationally, the European Union designated 2009 as the European year of Creativity and 

Innovation and held conferences and supported creativity programs. Enhancing creativity and 

innovation is listed as one of the five skills by entrepreneurs in Malaysia in which more training 

is needed (Josoh, Ziyae, Asimiran, Kadir, 2011). China has also shown an increased interest in 

creativity (Phan, Jing, Abrahamson, 2008). 

While there appears to be some agreement on the importance of creativity among 

countries, is there also agreement on approaches to creativity among countries/cultures?  

Creativity involves the development of divergent thinking (generating ideas) followed by 

convergent thinking (combining these ideas into the best result). Much of the focus in 

entrepreneurship classrooms has been on convergent thinking (the final project) (Schmidt, Soper, 

Bernaciak, 2012).  However, Penaluna, Coates, and Penaluna (2010) contend “that creativity, 

innovation and opportunity recognition are reliant on divergent thinking…essential in 

entrepreneurial contexts.”(p. 674).  Furthermore as divergent thinking usually occurs in problem 

finding/solving differences in divergent thinking approaches to creativity could create problems 

that would hinder even developing or generating ideas between people from different countries.  

 Research has already suggested there are differences in approaches to creativity among 

fields. Berglund and Wennberg (2006) found in comparing engineering students and business 

school students (both groups in entrepreneurship programs) that while they had similarities in 

creativity test scores, they differed in approaches to creative problem finding/solving and the 

fields (engineering, business) emphasized different creative issues and methods.  Similarly, 

different cultures (based on different values) can approach problem finding/solving differently 

(Choi, Koo, & Choi, 2007).   One dimension on which cultures are frequently compared is 

individualism/collectivism.  Individualistic cultures focus on the goals of the individual (personal 

goals) over group goals, while collectivistic cultures emphasize both equally or give preference 
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to group goals (Triandis, 1989; Hofstede, 2010).  This orientation can affect how people 

approach generating and developing ideas (divergent creativity) (Kim, Triandis, Kagitcibasi, 

Choi, &Yoon, 1994; Basadur, Pringle, Kirkland, 2002). 

If there are differences, why would these differences be important to the field of 

entrepreneurship and entrepreneurship education? The 2010 AMA study stresses that the 

increased importance in creativity in the future comes from changes in the nature of work, global 

competition, pace of change and organizational structure. In a world of an increasingly 

international marketplace where global rather than national organizations exist, adaptation to 

other’s ways of problem finding and idea generation will become increasingly important and 

should be reflected in the entrepreneurship classroom.     

CURRENT STUDY 

This study examines whether there are differences in divergent creativity performance in 

generation of ideas (fluency), the range/variety (flexibility) of ideas, and use of creative 

approaches between U.S. students enrolled in an entrepreneurship class and those from other 

countries/cultures and the effect the individualism/collectivism orientation may have on 

generation of ideas, comfort with divergent thinking, and perception of self-creativity. The 

following research questions are advanced.  

Research Question 1- Do students from different countries vary in the number (fluency) and 

range (flexibility) of ideas generated?  

Research Question 2- Do students from different countries vary in their creative approaches 

used?  

Research Question 3- Do students from individualistic cultures differ significantly from those in 

collectivistic cultures in the number of ideas generated (fluency), range of ideas (flexibility), 

their self- reported perception of creativity and comfort level with divergent thinking exercises?   

    

METHOD 
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         Sixty-four students enrolled in the first course of an entrepreneurship minor at a mid-

western university in the U.S. were given a divergent thinking exercise and survey on creativity. 

The same instrument was given to students in either entrepreneurship or business courses from 

universities in Ireland (n=11), Sweden (n=3), France (n=1), Nigeria (n=19), Croatia (n=14), 

China (n=1), Kyrgyzstan ( n=6), Honduras (n=1), and Kenya (n=9).  

The divergent thinking exercise is a picture-word test. Students are shown a picture 

(Exhibit 1) and asked to write down as many words and ideas they can associate with the picture 

in one minute.  Students also completed a survey about how comfortable they were doing the 

assignment using a scale from 1 (not comfortable) to 10 (extremely comfortable); how much 

creativity they think they possess using a scale from 1 (not creative) to 10 (extremely creative); 

and to indicate from a list of several activities the frequency of the times from 1 (never) to 10 

(always) they use the activity when they encounter a problem or need to develop a new idea.   

The picture-word tests were evaluated by counting the number of responses generated 

(fluency) and the range/variety (flexibility) of the responses. To assess range/variety  

(flexibility), responses were coded in the following eight categories: simply repeating the images 

on the picture;  identifying action in the picture such as walking, running, etc.; creating a story as 

to what was happening in the picture such as going to meeting or interview, etc.; creating a 

broader meaning or metaphor for the picture; identifying a feeling such as sad, happy, fearful, 

etc. or stating a personal feeling such as I like this ; identifying colors or shapes ; identifying a 

time frame (past, night, etc.); expressing a sensory experience such as seeing (blurry), hearing 

(loud), tasting (sour) or touching (rough). 

The degree of individualism/collectivism of the country was determined using Hofstede’s 

2010 Individualism Index of countries. Countries with scores over 60 were classified as 

individualistic; countries with scores below 40 were classified as collectivistic.  For the countries 

responding the degree of individualism/collectivism rating was:  United States 91, France 72, 

Sweden 71, Ireland 70, Croatia 33, and China 20. There were no specific listings for Kenya, 

Nigeria, Honduras or Kyrgyzstan.  However, the African scale from both East and West ranges 

from 20-27,  the scale for Central and South America countries ranges from  30 to 6, and the 

scale for Russia , Bulgaria, Serbia lists 39 to 25, so these countries were included in the 

collectivistic category.  
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Research Question 1 - Do students from different countries vary in the number (fluency) 

and range (flexibility) of ideas generated? Students from ten different countries did vary in 

fluency and flexibility of ideas generated (Table 1). Students from the United States and Ireland 

demonstrated both the highest number of ideas generated and widest range of ideas than students 

from any other countries.  

In addition to the total range (flexibility) for each country the two dominant approaches 

in the range were also identified. Students from United States, Ireland, Sweden, France and 

Croatia and Kyrgyzstan tended to generate ideas that gave meaning to the picture (such as 

success, business, etc.) to stimulate creativity. Respondents from Nigeria, Kenya, Honduras and 

China tended to identify feelings or create a story such as “a man on his way to a successful 

meeting” (Table1). Nigerian respondents identified feelings, particularly making statements 

about feelings such as “I like this” or “This is a handsome man.”  Other student responses did not 

make such direct statements or expression of personal feelings. 

International Variations on Creativity Exercise 

Country n Sample 

percent 

Culture Type Idea 

Fluency 

Idea 

Flexibility 

Comfort Self-

perceived 

creativity 

Dominant 

Idea Types 

United 

States 

64 50% Individualistic 10.55 3.95 8.34 6.94 Giving Meaning 

Repeating Something 

Ireland 11 9% Individualistic 6.75 3.88 6.64 5.82 Giving Meaning 

Repeating Something 

Sweden 3 2% Individualistic 3.66 2.00 5.00 5.33 Giving Meaning 

Repeating Something 

France 1 1% Individualistic 1.00 1.00 1.00 1.00 Giving Meaning 

Nigeria 19 15% Collectivistic 1.50 1.42 6.28 6.94 Identify Feelings 

Giving Meaning 

Croatia 14 11% Collectivistic 4.77 2.77 5.86 6.36 Giving Meaning 

Repeating Something 

Kenya 9 7% Collectivistic 1.25 1.25 5.67 6.89 Creating Story 

Repeating Something 

Kyrgyzstan 6 5% Collectivistic 2.00 1.33 7.83 7.83 Giving Meaning 

Creating Story 

Honduras 1 1% Collectivistic 2.00 1.00 8.00 8.00 Creating Story 

Identify Feelings 

China 1 1% Collectivistic 1.00 1.00 9.00 9.00 Creating Story 

Table 1   
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Research Question 2- Do students from different countries vary in their creative 

approaches used?  Variation in the types of creative approaches used is evident as well. In 

general, respondents report that when they encounter a problem or need to develop a new idea, 

they are most likely to do an Internet search (8.03). Next most common overall is talking with 

others (7.95), followed by brainstorming (7.18).  Students from the United States more 

commonly talk as their initial approach (8.43), followed by conducting an Internet search (8.04), 

followed by listening to music (7.61).  African respondents on the other hand, take a more 

reflective approach. Nigerians reported that they read (8.06), then talk with others (7.72) and do 

an Internet search (7.71).  Four respondents from Kenya reported using other more reflective 

approaches more commonly which included “creating simulations”, “have an inner chat with 

myself”, “imagine myself and try to solving problem from my personal understanding”, and 

“pray”. Table 2 highlights the three most commonly used approaches by country. 

Approaches to Problem Solving and Creative Thinking 

Country Culture Type Approach1 Approach2 Approach3 

United States Individualistic Talk Internet Music 

Ireland Individualistic Brainstorm Talk  Internet 

Sweden Individualistic Internet Talk Read 

Nigeria Collectivistic Read Talk  Internet 

Croatia Collectivistic Internet Talk Brainstorm 

Kenya Collectivistic Internet  Mind Map Talk 

Kyrgyzstan Collectivistic Internet Talk  Mind Map 

Honduras Collectivistic List Internet  Talk 

China Collectivistic Sleep/daydream Internet Word Assoc 

       Table 2   Top three approaches rated on 1 to 10 likelihood of use scale; France omitted (non-response),  

          Honduras and China based on single responses 

Research Question 3- Do students from individualistic cultures differ significantly from 

those in collectivistic cultures on the number of ideas generated (fluency), variation in types of 

ideas (flexibility), their comfort level with divergent thinking exercises, and their self- reported 

perception of creativity?  Students from individualistic cultures evidenced significantly greater 

fluency in idea generation vs. their collectivistic counterparts. The average number of ideas 

generated by students from individualistic cultures (e.g., US, Ireland, Sweden, France) was 9.75 
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compared to 2.5 generated by those from collectivistic cultures (e.g., Nigeria, Croatia, Kenya) (t 

= 11.06, p <.01).  Flexibility, or the range of ideas, differed significantly with a mean of 3.82 

different types of ideas (e.g., giving meaning, repeating something, identifying feelings, creating 

a story), in individualistic cultures, vs. 1.76 for collectivistic cultures (t = 8.05, p < .01). Students 

from individualistic cultures were significantly more comfortable with the exercise, 7.87 vs. 6.33 

(t = 3.43, p < .01). Interestingly however, there is no significant difference in perceptions of 

one’s own creativity based on culture type (Table 3). 

Significant Differences in Creativity by Culture Type 

Creativity Variable Individualistic 

Mean  

Collectivistic 

Mean 

T df P 

Fluency 9.75 2.50 11.06 104 .000 

Flexibility 3.82 1.76 8.05 66 .000 

Comfort 7.87 6.33 3.43 124 .001 

Self-perceived creativity 6.64 6.88 No significant difference 

     Table 3 

DISCUSSION 

  This study examines similarities and differences in divergent creativity, approaches to 

creative problem finding, and perception of creative potential across cultures as well as the 

possible effect of the cultural value of individualism/collectivism on these areas.   Students from 

different cultures did have differences in both the number of ideas generated (fluency) and in the 

range of ideas (flexibility). Additionally, these differences were significant when comparing 

students from individualistic cultures with those from collectivistic cultures indicating that 

students from individualistic cultures score higher on divergent creativity.  This finding is 

consistent with earlier studies in which Western cultures scored higher on creativity picture word 

tests (Jellen and Urban, 1989). 

 In examining the responses, particularly in the range of ideas, there were similarities.  

Students from all countries chose developing a meaning whether it was providing a 

metaphor/meaning or in creating a story as one of their top two choices in expression of ideas 

(flexibility).  The difference was that the students from collectivistic cultures generally only 
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evidenced two types of approaches to explain the picture, whereas those from individualistic 

cultures used   more approaches.   

  One explanation for these differences might be comfort level with this type of picture 

word test. As the findings indicated, students from individualistic cultures felt significantly more 

comfortable with this type of exercise than did students from collectivistic cultures. One 

explanation might be that individualistic cultures value self-expression more than collectivistic 

cultures in which the norm is on the group rather than the individual.  Therefore, students from 

individualistic cultures may be more prone to feeling comfortable developing ideas in this type 

of arena and sharing initial responses (even when these responses may not appear related or well 

thought out) then students from collectivistic culture would.  

 Additionally, creativity itself may be more valued in some cultures than in others.  The 

perception of what is creative could differ depending on cultural values. Perhaps this type of 

divergent thinking exercise might be more biased toward the expressions of creativity of 

individualistic cultures than other cultures (Zha, et al, 2006).  For example, even though the test 

results indicated differences in creative potential, there were no significant differences in the 

students’ perception of their own creativity.  Independent of the individualistic/collectivistic 

cultural orientation, all students felt they were more creative than not (basically a 7 out of 10 on 

the scale).  

                Just as in the examination of the options chosen for the range of creative approaches, 

there were similarities among students in approaches to generating creative ideas to 

issues/problems. From the 15 possible approaches to creativity, students were more similar than 

dissimilar in identifying their top three creative approaches.  Internet and talk were chosen in 

nearly all countries.  Internet was listed by all respondents from all countries; 4 as first choice, 3 

as second choice, and 1 as a third choice.  Talk was listed by students in 7 of the 8 countries 

responding; 1 as first choice, 5 as second choice, and 1 as a third choice. Despite this overall 

similarity there was a distinction between individualistic/collectivistic cultures in the use of talk.  

For students, talk was listed as number 1 or 2 approach by all individualistic cultures, but talk 

was not listed in first place by any from the collectivistic cultures, listed in second place by 3 and 

in third place by 2.  Furthermore, the type of talk envisioned may vary substantially given the 
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differences in fluency and flexibility. An example of these differences is also evidenced in the 

talk referred to by the Kenyans as having “an inner chat with myself” or praying. 

What does this suggest for the classroom in teaching creativity in an international global society? 

1. Faculty should emphasize that cultural orientation may be a factor in how people 

generate ideas. Reinforce the idea that creativity is culturally bound and develop 

students’ awareness of how their culture may influence what they see as creative and how 

they develop/express creativity. Remember that in this study all students felt they were 

creative independent of the test results. 

 

2. Develop an appreciation for differing approaches to creativity, help the student see how 

their approach is similar/ or dissimilar to other cultures, and identify ways in which they 

may have to adapt to different cultures.  For example, using the findings in this study on 

fluency, flexibility, comfort, and creative approaches, have students identify what 

practices  might be good for a person with an individualistic orientation operating in a 

collectivistic society and what practices might be good for a person with a collectivistic 

orientation operating in individualistic society. The following are some suggestions. 

Examples:  For individualists in a collectivistic culture, brainstorming or throwing 

out a large number of ideas might not be perceived positively. This behavior 

could be perceived as self-important or communicating that none of the ideas 

really matter. Additionally, talking before researching or reflecting may be 

perceived as thoughtless of others’ time and imposing your will on them. 

For collectivists in an individualistic society, trying to develop the best one or two 

ideas and share them might not be positively seen by individualists. This behavior 

could be perceived as hesitant or unsure and reflective of one who is unable to 

develop concepts. Additionally, not engaging in talk until you have reflected 

might be perceived as holding back the progress of the group. 

LIMITATIONS AND FUTURE RESEARCH 

All surveys were administered in  English which could have potentially posed a  problem 

with clarity in directions for those for whom English is a second language. Although the 
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directions regarding the picture exercise stated “Take a look at the picture below. Type as many 

words or ideas that you can which you associate with the picture. You have one minute” this may 

have been confusing for some. Surveys of international students were administered online, while 

surveys of US students were administered in paper format in the classroom.   This difference 

could have affected performance and comfort level. Future research will focus on data collection 

from additional countries representing both individualistic and collectivistic cultures to see if 

results are similar with larger sample sizes.  Further, incorporating a self-response scale on 

individualism/collectivism to compare with the Hofstede index will allow for investigating 

individual differences within cultures.  Future research opportunities also include asking students 

how important they perceive creativity to actually be in business development. This would 

facilitate the assessment of variations in cultural perceptions toward the value of creativity, 

particularly as applied to business settings and problem solving.  

CONCLUSION 

This study demonstrates the importance of culture in creativity as well as the growing 

similarities between approaches and ways of expressing ideas among cultures and the importance 

of discussing these in the entrepreneurship classroom.  In the world of global interconnections, 

particularly driven by the internet, students will need to be more aware of these connections to 

communicate more effectively and build more successful organizations.  
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Abstract  

We analyse the effects of teaching and team composition on the success of student teams who 

attended the course “Entrepreneurship and Business Plan” in the period 2007-2011 at the 

University of Potsdam and participated in a popular business plan competition. External jurors 

rank the business plans at three different stages of the competition. Each stage focuses on 

different aspects of the overall plan e.g. business idea, market analysis or financing.  

A logistic regression model is performed to calculate the effects. While no effect of team 

composition is found either in the case of service- and technology-oriented business plans the 

contextual variable course focus emerges as highly significant to predict the rank bracket of the 

participating teams.  

Different implications of the findings are discussed and implications for future research are 

framed.  

 

Keywords: entrepreneurial education; business plan competition; teams 
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PRINCIPLE TOPIC 

Innovation and entrepreneurship have emerged as important topics on the political and academic 

agenda. They have been identified as key factors for economic growth in small and medium 

enterprises. Government initiatives have been formed to promote and support entrepreneurship 

and entrepreneurial education. In Germany the Federal Ministry of Economics and Technology 

supports the EXIST program “aimed at improving the entrepreneurial environment at 

universities and research institutions and at increasing the number of technology and knowledge 

based business start-ups” (EXIST 2012). Some researchers emphasize that individual personality 

and talent make a successful entrepreneur and that technique-based training, i.e. entrepreneurial 

education can only teach skills and provide tools that may help the entrepreneur but won´t result 

in a major difference regarding success (Thompson 2004). But the majority of scholars and 

researchers in the field of entrepreneurial education state that both the characteristics and skills 

of entrepreneurship can be trained or learned and that subsequently “the question of whether 

entrepreneurship can be taught is obsolete” (Kuratko 2005, 580). As Volery and Mueller have 

stated, many studies have focused on the question of, if entrepreneurship education may 

influence the willingness to become an entrepreneur, while they see the content of such 

education as an important issue for research (Volery and Mueller 2006, 77). But while Volery 

and Mueller focus on the methods and features that may increase entrepreneurial intention, in 

this paper we focus on the content of a course. 

Business plan courses and business plan competitions have emerged as an extraordinarily 

popular part of the entrepreneurship education curriculum in higher education institutions (Honig 

2004; Kuratko 2005; Russell et al. 2008; Mueller 2011). Although originally aimed at 

stimulating start-up activities, business plan competitions have been recognized to provide a 

wide range of benefits to participants. Those are, among others, the access to mentors, access to 

workshops and events like team building or networking and judges’ advice. These benefits may 

constitute advantages when starting a business. Other benefits for participants consist in the 

development of social skills such as team competences, confidence in dealing with risks, 

problem solving or dealing with pressure (Russell et al. 2008). Besides the benefits to the 

entrepreneurial soft skills, an increase of both general economic as well as entrepreneurship 

specific knowledge has been observed (Russell et al. 2008). The combination of these different 

learning objectives, entrepreneurial spirit, social skills, and economic knowledge is both a 
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challenge and a great opportunity to business plan courses. In translating their theoretical 

knowledge to a hands-on experience such as the creation of a business plan, participants might 

gain valuable knowledge and skills. These benefits prevail despite the fact that the importance of 

a business plan from the decision-making process of venture capitalists is sometimes challenged 

(Kirsch et al. 2009) and participants of business plan courses or competitions at the university 

level might not immediately decide to start their own businesses. 

Business plan courses offered in an academic setting are cross-disciplinary courses that combine 

the knowledge of different business school disciplines such as marketing and management in one 

course. Therefore they move beyond the disciplinary boundaries of the traditional business 

school curriculum (Bowers and Scherpereel 2008). The goal of a business plan course is also to 

translate an idea into a business plan, that is “to understand and fill the gaps between their idea 

and a commercially viable business plan [and to understand] the knowledge gap between their 

idea and a judge’s or the market’s view of a business plan” (Russell et al. 2008, 127). Mueller 

identifies business plan courses as “one specification of practical knowledge” (Mueller 2011, 60) 

and goes on that business planning positively influences “a persons’s capabilities as well as his 

or her perceptions about the capabilities to start a company” (Mueller 2011, 60) therefore also 

including the self perception and confidence needed to make the decision to act as an 

entrepreneur. 

The business plan course at the University of Potsdam is designed as a cross-disciplinary course 

and is offered by the Chair for Innovation Management and Entrepreneurship. Participants are 

mostly but not exclusively undergraduate students of the Bachelor of Science in Management. 

But while these students represent the largest number of participants, the course is open to 

undergraduate and graduate students of all other departments of the university as well. Students 

attend lectures on the components of a business plan by faculty members and guest speakers. 

Every participant has to develop a business plan throughout the semester, either on his own or in 

a team. To enhance the inclusion of the market perspective, the University of Potsdam has opted 

to combine the business plan course in the curriculum with the regional Business Plan 

Competition Berlin-Brandenburg (BPC-BB). It is obligatory that everybody participate in the 

BPC-BB. As a result students receive not only the grades and feedback by faculty members, but 

also the feedback of the jurors of the BPC-BB. 

The course starts with introductory classes on entrepreneurship and business idea generation 
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followed by a “Market of Ideas” where idea posters for the potential businesses are presented to 

fellow students and faculty members. Students may revise their business ideas based on the early 

feedback they received before entering the process of writing their business plan. Throughout the 

semester students attend lectures on the components of a business plan by faculty members and 

guest speakers. These lectures are supplemented by three peer review sessions with fellow 

student tutors or faculty members prior to submitting the business plan documents. The business 

plans are graded at the university and simultaneously ranked and the jurors of the BPC-BB give 

feedback. So while students can earn credit points they also get feedback from outside the 

academic world.  

The course design combines elements as identified by Mueller (2011) to increase the 

entrepreneurial intention of students. Those elements include practical knowledge through 

business planning, role models, student-oriented teaching and feedback processes within the 

business planning process. In practice the course included the invitation of guest speakers as role 

models for students at different stages of the course. Student-oriented teaching methods, while 

not used in the lecture part of the course, were used in feedback sessions during the semester. 

These sessions called “peer reviews” were made up of small groups of up to 12 students (max. 4 

teams) and one faculty member or in one year a student tutor. Groups met three times during the 

semester and teams presented their progress of the business plans to each other. While the 

sessions were originally designed with a focus on students providing feedback to their peers, the 

feedback of faculty members turned out to be an important segment that added credibility of the 

feedback received. 

As the business plans were mostly written in teams, the team composition has frequently been 

discussed in the course and by faculty members. Team diversity in entrepreneurship has been in 

the centre of attention by various scholars (Sanjib 2005; Der Foo et al. 2005; Liñán and Santos 

2007). Der Foo et al. (2005) argue that task related diversity of team members might enhance 

team effectiveness, while non-task diversity such as age might have negative effects. Sanjib 

(2005) also include the gender perspective but state that demographic diversity is not important 

for an entrepreneurial team. And Liñán and Santos (2007) have stated that the approach to take 

demographic factors such as gender, age or ethic groups as predictors of entrepreneurial 

behaviour has been criticized in research to be methodologically and conceptually unsound. 

Nonetheless with the emergence of entrepreneurial education specifically aimed at women (e.g. 
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the Plan B(usiness) at the Technical University of Berlin or entrepreneurship simulation games 

aimed specifically at women funded by the EXIST program), the gender component in 

entrepreneurship is still an issue in entrepreneurship education. The gender perspective in team 

composition was thus included in the analysis in order to determine whether there might be 

differences in the way that the business ideas of female teams are evaluated in the context of the 

business plan competition.  

After outlining the principle topic the basic research question arises, what determines the success 

of the business plans written by the students of an academic business plan course in a non-

academic business plan competition? The described setting enables the study of two influencing 

factors on the quality of the business plan first the team composition and second the impact of 

the presented content to the students. 

 

METHODOLOGY 

The sample consists of 256 participating teams (technology: 49, service: 121) and single persons 

(technology: 16, service: 70) in the BPC-BB in the period 2007-2011, who attended the course 

“Entrepreneurship and Business Plan” at the University of Potsdam. 

The BPC-BB is by far the largest public business plan competition in Germany. Regularly more 

than 3.000 persons in about 600 teams participate in this competition and turn in their business 

plans. The BPC-BB is divided into the two sub segments service and technology. In the first the 

service-oriented business ideas are evaluated and in the second the more technology-oriented. 

A distinct document outline is obligatory to participate in the BPC-BB (1. Executive Summary, 

2. Business Idea, 3. Team, 4. Market Analysis, 5. Marketing, 6. Legal Issues and 7. Finance). 

Starting in October of each year the competition is divided in 3 milestones, which require the 

delivery of specific parts of the business plan (1
st
 Phase: 1-3; 2

nd
 : 1-5; 3

rd
 Phase: 1-7). Two 

anonymous referees evaluate the documents on a standardized point scheme and also qualitative 

feedback is provided. According to the (cumulative) points reached in each step the teams are 

ranked and the best 10 participants win up to 10.000€.  

 

MODEL AND VARIABLES 

The dependent variable is the rank range of the teams in the BPC-BB. For this purpose we coded 

the ranks in outstanding (Rank: 1-50), good, average and poor. We choose different rank codes 
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for the segments technology and service because a larger proportion of teams is located in the 

service sector than in the technology sector. For both segments a different ranking is published.  

We include two independent variables in our overall model, one individual and two contextual. 

In the course every participant can choose if he wants to turn in a business plan by himself or if 

he wants to join a team with up to 3 persons.  

We add to the model a contextual independent variable the phase (categorical: 1, 2, 3) and the 

team composition (categorical: 1, 2, 3, 4, 5) 

The used dependent and independent variables are summarized in table 1 below.  

 

I. Dependent Variables  

Name Rank (service, technology) 

Outstanding 1-50 (service), 1-10 (technology) 

Good 50-140 (service), 20-45 (technology) 

Average 141-219 (service), 46-75 (technology) 

Poor 220-500 (service), 76-300 (technology) 

II. Independent Variables  

A. Team Composition 

Name Description 

A Team mixed 

B Team, strictly male 

C Team, strictly female  

D Women, single 

E Man, single  

B. Course Focus 

Name Description 

Creativity 1
st
 stage of BPC-BB, focused on the business idea 

Market 2
nd

 stage of BPC-BB, focused on business idea and market analysis 

Final 
3

rd
 stage of BPC-BB, focussed on legal issues, financing and complete 

business plan 

Table 1: Dependent and independent Variables  
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In order to examine the group differences with existing independent variables, on principle the 

discrimination analysis and the logistic regression can be used as quantitative statistical 

procedures. In general, the logistic regression is considered as the more robust method because 

of less stringent conditions. No normally distributed independent variables and equal variance-

covariance matrices are required (Backhaus 2010; Brosius 2004). Altogether, in the case of 

service 191 observations have been included in the regression calculation. For assessing the 

quality of the comprehensive model, three pseudo-r-square measures are available. The Cox and 

Snell amount to ,213, Nagelkerke to ,231 and McFadden R
2
 to ,093. The Cox and Snell is 

considered as good for values bigger than ,40 the Nagelkerke value is to be interpreted also as 

good from ,40 and as very good from ,50 the McFaddens R
2 

is considered as acceptable from 

values bigger than ,20 and as good from ,40.  

According to all represented common measurements, all in all the comprehensive model shows 

goodness of fit ranging between rather poor and bad. The likelihood-ratio test determines the 

significance of the model and tests the assignability of the results to the main unit (see Table 2). 

The significance of the used independent variables varies. The aspired significance level of ≤ 1% 

is reached for the area of course focus while team composition doesn´t show the slightest 

significance. 

 

 Likelihood-Ratio Test 

 

Effect 

 

-2 Log-

Likelihood 

for reduced 

model 

Chi-

squared 

df. Sig. 

Constant Term 94,856
a
 ,000 0 . 

Team Composition 99,934 5,078 12 ,955 

Course Focus  133,778 38,921 6 ,000 

Table 2: Likelihood-Ratio Test, Service  

 

Altogether, in the case of technology-oriented business plans 65 observations have been included 

in the regression calculation. The Cox and Snell reaches ,484, Nagelkerke to ,516 and McFadden 

R
2
 to ,239. In contrast to the service model these indicators show a general good model fit. The 
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likelihood-ratio test shows (table 3) that team composition although not statistically significant is 

by far more promising than in the first model while “course” focus is significant.  

 

 Likelihood-Ratio Test 

 

Effect 

-2 Log-

Likelihood for 

reduced model 

Chi-squared df. Sig. 

Constant Term 56,664 ,000 0 . 

Team Composition 70,612 13,949 12 ,304 

Course Focus  85,581 28,917 6 ,000 

Table 3: Likelihood-ratio test, technology 

 

In conclusion, the results of the classification matrix can be used for the assessment of the 

overall quality of the model (see Table 4). Here, for each group the lines show the observed 

group belonging and the columns the estimated group belonging. For Group A, the success rate 

of the prognosis amounts to 52.3%, for Group B 56.1% and for Group C 52%. All in all, 61% of 

the observations have been correctly classified. This value can be interpreted in its quality when 

one compares it with the hit rate of a random distribution taking into account the group volumes. 

The groups consist of 15 (Group A), 18 (Group B) and 16 (Group C) 16 observations (altogether: 

65 observations). The result is an incidental hit rate of 27.69%. The model results in a rate of 

correct classifications of 52.3% that is about 88.87% better than the incidental hit rate.  

 

 

 

 

Observed 

 

 Valid  

Outstanding Good Average Poor Total  

Outstanding 9 2 3 1 60.0% 

Good 3 9 2 4 50.0% 

Average  3 7 5 1 31.2% 

Poor 3 2 0 11 68.8% 

 Total 27.7% 30.8% 15.4% 26.2% 52.3% 

Table 4: Classification matrix, technology 
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To look in more detail how the team ranks in the different course stages differ, we use simple 

cross tables. Table 5 shows the ranks in the technology area and it gets clear that in the course of 

the competition the placements improve. While about 50% of the teams place as “poor” in the 

“Creativity” segment, in the following stages (“Market” and “Final”) no team gets ranked in this 

bracket. Just as the proportion of better placed teams (“outstanding” and “good” column) rises in 

the 2
nd

 and 3
rd

 stage.  

 

  Rank  

  Outstanding Good Average Poor Total  

 

Course 

Focus 

Creativity 5 7 4 16 32 

Market 7 8 9 0 24 

Final  3 3 3 0 9 

 Total 15 18 16 16 65 

Table 5: Cross table, technology 

 

In the service segment a different situation exists (table 6). While also about 50% of the teams 

place as “poor” in the “Creativity” segment in the following stages the rank improvement isn´t as 

large as in the technology segment. In the “Market” stage still 12,1% place as “poor” and about 

48,5% as “average.” 

 

  Rank  

  Outstanding Good Average Poor Total 

 

Course 

Focus 

Creativity 10 12 36 57 115 

Market 10 16 32 8 66 

Final  3 4 3 0 10 

 Total 23 32 71 65 191 

Table 6: Cross table, service 

 

RESULTS AND IMPLICATIONS 

Overall the contextual variable course focus has a significant impact on the success of the 

observed business plans while team composition does not have a significant impact neither in the 
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service nor in the technology segment. In the case of the technology segment there are hints 

through the likelihood-ratio test that team composition might have an impact on the dependent 

variable but nevertheless a relationship is not proven. From a theoretical perspective it makes 

sense that in a technology context where the business model is innovative and R&D has to be 

conducted the start-up team has an (larger) impact on success than in the service segment where 

the business model is rather proven and the context variables are considerably more important 

than the individual team composition.  

Overall, the empirical result might seem contradictory to those who interpret entrepreneurship as 

a highly individual process where the team is of uttermost importance for the outcome. While 

this holds true in the “real” business world, for the controlled environment of a business plan 

competition this doesn’t seem to be the case. Another interpretation is, that a typology of teams 

according to number (team or single) and gender (male, female, mixed) just cannot capture the 

influencing factors like capacities, resources work experience and networks which are 

independent from gender or team size. This confirms the results of Sanjib (2005) and Liñán and 

Santos (2007) that team composition based on demographic factors is not predictive of 

entrepreneurial behaviour or success. 

We can derive from the cross tables that the rankings are improving throughout the course of the 

competition. In the first stage, where participants have to creatively develop a business idea 

students rank considerably lower than in the following stages of the competition, where more 

and more hard facts e.g. market analysis and financial planning are evaluated. Some critics might 

consider this effect some kind of a self-fulfilling prophecy, because academics who receive a 

technical training to develop business plans might certainly do well or considerably better in 

comparison to non-academics in a business plan competition. On the other hand this reveals a 

weakness of business plan courses in academic setting. Despite the cross-disciplinary approach, 

the idea generation and further creative development has to become an additional focus. This has 

practical implications for the design of future business plan courses. By increasing the use of 

traditional creativity techniques and the more innovative approach of design thinking the 

observable results might advance. Future research will have to include the evaluation of a 

stronger focus on creativity not only on the success in a business plan competition, but also on 

the entrepreneurial intention of students. Creativity might be added to the course characteristics 

mentioned by Mueller (2011) that have the potential to increase entrepreneurial intention. 
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The research design has the potential to study effects of changes in the course content in future 

research. Through an accompanying questionnaire it will be possible to gather more meaningful 

data on the entrepreneurial intentions, capabilities and character of the participating students and 

to use more independent variables for the proposed model. 
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Summary: To foster potential entrepreneurs, a systematic entrepreneurship education at 

colleges and universities is important. However, fully systematic entrepreneurship 

education is not being currently conducted. The purposes of this study are to analyse the 

contents of the entrepreneurship education and to compare the syllabi corpus of 

entrepreneurship education with the research corpora of entrepreneurship and 

management. In this study, the co-word analysis suggested in bibliometirics is applied. 

The co-word analysis is a method in that a corpus is established by collecting literatures in 

a specific area, major concepts in the area are extracted, and the relationships among the 

concepts are presented and analysed as a network. We establish an Entrepreneurship-

Syllabi Corpus using the 55 syllabi of undergraduate courses relating to entrepreneurship, 

we derive 62 major concepts, and compare these concepts with the major concepts 

appearing in the studies of entrepreneurship and management field. We suggest a future 

direction of entrepreneurship education. 
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INTRODUCTION 

 

For economic revitalization, the invigoration of entrepreneurship is an important policy 

measure. Entrepreneurship has become a slogan for the success of individuals, organizations, 

and even the nations (OECD, 1998; Stevenson, 2000). It has also become the key issue of 

policy makers, educators, and businessmen (Matlay & Westhead, 2004). The policy for the 

invigoration of entrepreneurship should be supported by entrepreneurship education, which 

can enhance the ability of entrepreneurs. This idea is based on the general view that 

entrepreneur is not born, but educated. Moreover, entrepreneurship is now academically 

justified as an individual research area by many scholars. Drucker (1985) said that the 

entrepreneurial ability is not magic or mysterious, but can be learned. According to Kuratko 

(2005), it becomes clear that entrepreneurship can be taught. Timmons (1994) argues that the 

education for entrepreneurs is important because entrepreneurial ability is more acquired than 

inherited. Most of empirical studies showed that entrepreneurship can be taught (Gorman, 

Hanlon & King, 1997). In order to foster potential entrepreneurs, systematic entrepreneurship 

education at colleges and universities is important. In line with this, both the number of 

colleges and universities teaching the entrepreneurship and the number of related courses 

opened at colleges and universities have been dramatically increasing recently. 

 

Ronstadt (1987) said that the question of “whether the entrepreneurship can be taught” is 

now obsolete, the more relevant question about entrepreneurship education would be “what 

should be taught and how should be taught.” However, a systematic entrepreneurship 

education is not being currently conducted due to the lack of faculties, and lack of curriculum 

and text development. In particular, the lack of curriculum and textbooks development makes 

the contents and teaching methods considerably varied depending on the professors, although 

they teach the same subject. In addition, the reality is that the professors teach what they can 

teach, rather than what they need to teach by the curriculum. To overcome this realty, a study 

should be conducted to objectively analyze the contents of entrepreneurial education at 

colleges and universities and derive the contents necessary for the systematic 

entrepreneurship education. Gartner & Vesper (1994) argue that the key goal of the 

entrepreneurship education should be differentiated from the typical education for business 

management, although entrepreneurship is related to business management. Describing that 
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the research areas of entrepreneurship and management are mutually independent but have 

common area in a certain scope, Kuratko (2005) argues that entrepreneurship emphasizes 

pursuing opportunity, while business management focuses more on resources and 

communication. In order to enhance the efficiency of entrepreneurship education, therefore, a 

study is needed to investigate to what extent the entrepreneurship education uses the scope of 

management field as its base knowledge, and to suggest which area should be differentiated 

from management field. 

 

In this study, the co-word analysis suggested in bibliometirics is applied. The co-word 

analysis is a method in that a corpus is established by collecting literatures in a specific area, 

and major concepts in the area are extracted by collecting major keywords represented in the 

corpus, and the relationships among the extracted concepts are presented and analyzed as a 

network. In this study, we establish an entrepreneurship-syllabi corpus (E-S Corpus) using the 

55 syllabi of  undergraduate courses relating to entrepreneurship which are registered with 

usasbe.org as of August, 2011, and then extract the core contents of entrepreneurship 

education at colleges and universities from the corpus. In addition, we establish an 

entrepreneurship-research corpus (E-R Corpus) and management-research corpus (M-R 

Corpus) by collecting articles on entrepreneurship and management published between 2001 

and 2010. From these corpora, we extract keywords by academic field, and then compare and 

analyze them with the core contents of entrepreneurship education. 

 

The purposes of this study are to objectively analyze the contents of the current 

entrepreneurship education at colleges and universities by analyzing the E-S Corpus; to 

identify the main contents of entrepreneurship education by comparing the analyzed contents 

of entrepreneurship education with the E-R Corpus and M-R Corpus, and; to suggest a future 

direction of entrepreneurship education at colleges and universities by comparing the 

contents of current entrepreneurship education with the ‘Entrepreneurial Knowledge and 

Techniques for Entrepreneurship Education at Colleges and Universities (EK&T for EECU)’ 

investigated by Mok (2011). The research questions to be addressed in this study are as 

follow:   

a) What are the major concepts comprising the syllabi of the entrepreneurship education at 

colleges and universities?  
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b) Do the major concepts being taught at the entrepreneurship education courses at colleges 

and universities fully reflect the research results of entrepreneurship?  

c) When comparing the major concepts being taught at the entrepreneurship education 

courses with the EK&T for EECU, what aspect of the entrepreneurship courses at colleges 

and universities should be improved? 

 

This study attempts to investigate the relationship between the contents of the current 

entrepreneurship education and the researches in entrepreneurship and management fields. To 

this end, we derive major concepts that are being taught at the entrepreneurship courses at 

colleges and universities, using a bibliometric analysis, which is a methodology that can 

objectively analyze literatures, and compare these concepts with the major concepts 

appearing in the researches of entrepreneurship and management field. Furthermore, we 

suggest what should be improved by comparing the contents of current entrepreneurship 

education at colleges and universities with the EK&T for EECU. 

 

BIBLIOMETRIC ANALYSIS 

 

In this study, we adopt co-word analysis for analyzing the conceptual structure of 

entrepreneurship syllabi. The co-word analysis that is applied in analyzing keywords in the 

syllabi is a kind of quantitative text analysis suggested in bibliometrics. Co-word analysis is, 

based on the co-occurrence frequency of pairs of words or phrases, used to discover linkage 

among subjects in a research field and thus to trace the development of science (He, 1999), 

this analysis is effective for analyzing the relations among terms in a specific field. Co-word 

analysis explains the dynamics in a field from a micro perspective (Yoo, 2003). This research 

is conducted based on the following procedures. First, an entrepreneurship-syllabi corpus (E-

S Corpus) is established, and the candidate domain terms are selected according to the 

frequency and the word class in the corpus. Second, the domain terms in the corpus are 

obtained by content analysis. Finally, the relationships among the keywords are explored by 

co-word analysis, and the characteristics of the keywords are verified. 

 

In order to build an E-S Corpus, we collect the syllabi of 55 undergraduate-courses related 

to entrepreneurship uploaded to ‘Syllabus Exchange’ in usasbe.org. Moreover, to build an 
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entrepreneurship-research corpus (E-R Corpus) and a management-research corpus (M-R 

Corpus), we collect 2108 articles on entrepreneurship field and 1491 articles on management 

field published between 2001 and 2010 in major journals of the entrepreneurship and 

management fields. These journals are Entrepreneurship Theory and Practice (ETP), Journal 

of Business Venturing (JBV), Small Business Economics (SBE), Journal of Small Business 

Management (JSBM), International Small Business Journal (ISBJ), Entrepreneurship and 

Regional Development (ERD) in entrepreneurship field, and Academy of Management 

Journal (AMJ), Academy of Management Review (AMR), Journal of Management (JOM) in 

management field. These journals are selected based upon the impact factor of the Social 

Science Citation Index (SSCI) and journal awareness. Each corpus is prepared in the 

following sequence. This procedure is performed with a text-analysis program T-Lab 7.2 

(Lancia, 2010). 

a) Documents (contents of syllabi, abstracts of articles) are collected and saved onto an 

electronic file used for computational processing. 

b) Any stopwords are detected and excluded including articles (for example, ‘a’, ‘the’), 

prepositions, and exclamations. 

c) Any multi-word patterns observed in the corpus more than five times are detected and 

expressed as one-word terms (for example, ‘venture_capital’). Baeza-Yates et al. 

(1999) explain that a combination of more than two words often expresses a single 

concept; thus, processing the words that are closely located in a text into a single 

concept may be reasonable. 

d) A stemming or lemmatization process is undertaken that transforms any plural form of 

nouns or verb changes into a basic form. 

e) The collected text is divided into an elementary context that is a sentence unit 

constrained in length (maximum of 400 characters). An elementary context functions 

as a criterion of co-word analysis. 

 

Table 1. Composition of Corpora 

Corpora Documents 
Elementary 

Contexts 
Tokens Words Lemmas 

E-S Corpus 55 497 17396 2618 2082 

E-R Corpus 2108 9054 304487 16549 13469 

M-R Corpus 1491 5089 159932 12564 10103 
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Table 1 shows the composition of the corpora prepared in this procedure. As shown in 

table 1, the entrepreneurship-syllabi corpus is composed of approximately 500 elementary 

contexts and 2000 lemmas (basic forms of words). 

 

Nouns or noun phrases are selected as potential candidates for domain terms among those 

words that appear in the each corpus more than five times. A noun or noun phrase that is 

frequently found in a corpus probably becomes a domain term, but all the nouns or noun 

phrases not necessarily become domain terms. Thus, we request each of three experts in 

entrepreneurship (or management) to individually determine whether each potential candidate 

word is an entrepreneurship-related (or management-related) domain term or merely a 

general term. The selection process by experts corresponds to a coding process of quantitative 

content analysis that assigns a subject into a specific category. The content analysis that was 

applied in the selection of domain terms is a research technique for making replicable and 

valid inferences from texts to the contexts of their use (Krippendorff, 2004). 

 

RESULTS OF ANALYSIS 

 

By selecting the domain terms of each academic field from the entrepreneurship-research 

corpus (E-R Corpus) and management-research corpus (M-R Corpus), 149 keywords were 

extracted as entrepreneurship field and 243 keywords as management field. The number of 

major keywords extracted from the entrepreneurship-syllabi corpus (E-S Corpus) was 62. The 

relationship between these 62 keywords and the domain terms by field is as follow: 21 

keywords including ‘business’ and ‘market’ fall under both fields of entrepreneurship and 

management, 16 keywords including ‘entrepreneurship’ and ‘family business’ fall only under 

the field of entrepreneurship, 19 keywords including ‘management’ and ‘organization’ fall 

only under the field of management, and six keywords including ‘business plan’ and 

‘business concept’ do not fall under any of those two fields. 

 

Table 2 shows the relationship between the keywords appearing in the E-S Corpus and the 

domain terms by each academic field. As shown in the table, the percentage share of 

keywords falling under the domain terms of both entrepreneurship and management fields 

(21 keywords and 41.4% share) is the highest. When comparing the keywords falling only 
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under the domain terms of management (lower right of Table 2) and those of 

entrepreneurship fields (upper left of Table 2), the number of keywords appearing in the E-S 

Corpus is greater in the field of management than entrepreneurship (19 keywords vs. 16 

keywords). However, when taking the frequency of each keyword into account, the share 

shows greater in the field of entrepreneurship than management (31.1% v. 20.2%). 

 

Table 2. Terms in Entrepreneurship-Syllabi Corpus and Domain Terms by Academic Field 

 
Domain Terms of Management Research 

No Yes 

D
o
m

ai
n
 T

er
m

s 
o
f 

E
n
tr

ep
re

n
eu

rs
h
ip

 R
es

ea
rc

h
 

Y
es

 

change, entrepreneur, entrepreneurial 

activity, entrepreneurial process, 

entrepreneurship, family business, 

franchise, franchising, franchisor, idea, 

opportunity, risk, small business, social 

entrepreneurship, uncertainty, venture 

creation 

(16 keywords, share 31.3%) 

assessment, behavior, benefit, 

business, company, competitive 

advantage, competitor, cost, decision 

making, economy, growth, innovation, 

investor, leader, leadership, market, 

owner, resource, start-up, strategy, 

venture 

(21 keywords, share 41.4%) 

N
o
 

business concept,  

business management, business plan, 

entrepreneurial marketing,  

family enterprise, teamwork 

 

 

(6 keywords, share 7.4%) 

account, agency, balance, client, 

communication, corporation, customer, 

demand, effectiveness, efficiency, 

employee, enterprise, firm, investment, 

management, manager, organization, 

product, supplier 

(19 keywords, share 20.2%) 

* The percentage share reflects the frequency of each keyword 

 

To find out the similarity between the E-S Corpus and the research corpus by field, we 

present the frequency of co-occurrence among major keywords of each corpus as matrix, and 

calculate the Pearson correlation coefficient among this matrix. Since the correlation 

coefficient varies depending on how many keywords are extracted from each corpus, it does 

not have absolute meaning. However, it is meaningful to compare the relative difference 

among the correlation coefficients obtained in the same method. The analysis of 70 keywords 

from each corpus indicates that while the correlation coefficient of the E-R Corpus and M-R 

Corpus was statistically significant with 0.261 (p < 0.001), the correlation coefficient of the 

E-S Corpus and E-R Corpus is 0.099 and that of the E-S Corpus and M-R Corpus is 0.092, 

which are not statistically significant. This result comes from the fact that many of research 

terms appearing in the studies of entrepreneurship or management do not appear in the syllabi 

of the entrepreneurship education at colleges and universities. It also results from the fact that 
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there are some terms appearing in the syllabi of the entrepreneurship education, but not in 

individual study field. 

 

By comparing the major 62 keywords extracted from the E-S Corpus with the 

‘Entrepreneurial Knowledge and Techniques for Entrepreneurship Education at Colleges and 

Universities (EK&T for EECU)’ investigated by Mok (2011), an improvement measure for 

the entrepreneurship curriculum can be derived. This study maps the major 62 keywords 

extracted from the syllabi of the current undergraduate schools with the contents of EK&T 

for EECU, and derive an improvement measure for the entrepreneurship curriculum at 

colleges and universities. Using Delphi survey on the entrepreneurship research group and 

the practitioner expert group, and the AHP survey analysis, Mok derived four areas, 25 

knowledge and technique factors that should be taught in the entrepreneurship education at 

colleges and universities, and then analyzed the significance of each factors. The four derived 

areas: 1) analysis of entrepreneurial environment and exploration of entrepreneurial 

opportunity; 2) development of business concept; 3) development of entrepreneurial mindset 

and ability, and; 4) startup and growth.   

 

We investigated how the 25 EK&T for EECU are related to the 62 major keywords 

extracted from the E-S Corpus. The result showed that one necessary knowledge or technique 

was relevant with 4.88 keywords on average. However, there was no related keyword found 

both in ‘new technology trend and the analysis of new business trend’ in the area of 1) 

analyzing entrepreneurial environment and exploring entrepreneurial opportunity, and 

‘networking establishment and utilization’ in the area of 3) developing entrepreneurial 

mindset and ability. 

 

CONCLUSION AND IMPLICATION 

 

To foster potential entrepreneurs, a systematic entrepreneurship education at colleges and 

universities is important. In order to design a systematic entrepreneurship education, 

identifying the major contents of entrepreneurship education by objectively analyzing the 

current syllabi of entrepreneurship education at colleges and universities is necessary. 

Furthermore, it is also necessary to find out how the contents of entrepreneurship education at 
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colleges and universities utilize the academic achievements of entrepreneurship and 

management fields. Based on these needs, this study aimed to suggest the future direction of 

entrepreneurship education at colleges and universities by: identifying the major contents of 

entrepreneurship education by objectively analyzing the contents of current entrepreneurship 

education at colleges and universities through co-word analysis; evaluating and comparing 

the identified contents with the research results of entrepreneurship and management, and; 

comparing the contents with the necessary knowledge suggested by the experts. The co-word 

analysis applied in this study is a representative bibliometic methodology that objectively 

analyzes the literatures in a specific field. While the analysis of literatures, including 

education contents and research results in the entrepreneurship field, has depended on the 

subject criteria of the researchers, this study applied a differentiated methodology from the 

existing studies.  

 

The conclusion and implications of this study are as follow. The number of major 

keywords extracted from the 55 entrepreneurship syllabi analyzed was 62. Of these keywords, 

the percentage of domain terms falling under both entrepreneurship field and management 

field is the highest (41.4%). This result corresponds to the Kuratko’s (2005) argument that the 

research areas of entrepreneurship and management are mutually independent but have 

common area in certain scope. Even though the number of keywords is greater in the domain 

terms of management than entrepreneurship field (19 keywords vs. 16 keywords), when 

taking the frequency of each keyword into account, the share of domain terms in the 

entrepreneurship field is greater than management field (31.1% vs. 20.2%). This result can be 

interpreted that even though a variety of management related terms appear in the syllabi at 

colleges and universities, these terms are only used as supplementary concepts to explain the 

core concepts of entrepreneurship, rather than core concepts of management. As a result, it 

can be said that the subjects of entrepreneurship is gradually evolving as an independent field 

utilizing the results of entrepreneurship research, although it was originated from 

management field. Attention should be given to such concepts as ‘business plan’, ‘business 

concept’, and ‘entrepreneurial marketing,’ which appear in the entrepreneurship syllabi, but 

not in the domain terms of entrepreneurship or management. This is because these concepts 

are a part of the areas that have not been actively studied, although those concepts are 

important in entrepreneurship education and practice. We compared the major 62 keywords 
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with the ‘Entrepreneurial Knowledge and Techniques for Entrepreneurship Education at 

Colleges and Universities (EK&T for EECU)’ investigated by Mok (2011). The result 

indicates that there were almost no related keywords found both in ‘new technology trend and 

the analysis of new business trend’ in the area of analyzing entrepreneurial environment and 

exploring entrepreneurial opportunity, and ‘networking establishment and utilization’ in the 

area of developing entrepreneurship and entrepreneurial ability. Considering that these two 

areas have been evaluated by the experts as very important areas in the entrepreneurship 

education at colleges and universities, it is urgent to supplement these contents for the 

entrepreneurship education at colleges and universities. 

 

The limitation of this study and future research direction are as follow: First, this study 

conducted analysis for the 55 syllabi of undergraduate courses relating to entrepreneurship, 

which are registered with usasbe.org as of August, 2011. Considering the number of 

entrepreneurship courses opened in the colleges and universities all across the world, 

however, the 55 syllabi analyzed in this study are not sufficient enough as a sample. 

Therefore, it is necessary in the future to collect and analyze more syllabi from various 

regions. It is also necessary to analyze the characteristics that are linked with the economic 

development stage of the regions. Second, this study extracted and suggested 62 major 

keywords by analyzing the syllabi to objectively analyze the current entrepreneurship 

education at colleges and universities. However, it could not find out the relationship among 

the keywords. It is necessary in the future to investigate the relationship among the major 

concepts of entrepreneurship education through the qualitative analysis including the content 

analysis by experts, as well as the quantitative analysis including clustering and pathfinder 

analysis. Third, this study suggested an improvement measure for the current 

entrepreneurship education by comparing the current entrepreneurship education at colleges 

and universities with the EK&T for EECU. However, because the comparison depended on 

the evaluation by the experts, there is a possibility that the result can be different depending 

on the evaluators. Therefore, it is required to apply a methodology that can ensure the 

objectivity of comparison process. 
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Abstract 

Entrepreneurship is a business in creating a dream while taking and minimizing risks. It is 

easy to teach people how to take risks, but many have neglected the importance of training 

entrepreneurs to minimize them.  The goal for an entrepreneur is to make profit while dealing 

with the constant evolving business environment. The risk minimization method and tools 

developed in this paper is focusing on two variables, namely business dynamics and profit. 

The analyzing procedures and tools discussed in this research are to prepare for the 

entrepreneurship training, and the strategy developed in this paper is to help entrepreneurs to 

manage calculated risks in reaching their business profits. 
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INTRODUCTION 

“Entrepreneurship is vital to sustainable economic growth at all socio-economic levels of 

society.”  – David Bussau 

 

For critical entrepreneurship training, there are important tools, such as, core value 

development, goal orientation, and risk minimization strategy besides a good looking 

business plan. An entrepreneur can often lose track of the fast changing market demand 

caused by exogenous factors because the business plan is out-of-date. Furthermore, this 

consists of dynamic process along with different stages of innovation in an entrepreneurship, 

and the risks altered with the changes need to be carefully analyzed and dealt with. Despite 

the entrepreneurship in private enterprises or nonprofit organizations, the source of funding 

has always been an important resource in the early stage, whether it is revenue or investment 

fund. Between the two funding sources, revenue is the better kind of funding since generating 

profit is the best for sustaining power of any business. The goal for this paper is to train 

entrepreneurs how to motivate the team and to take calculated risks for a long term success. 

In order to be successful in business development besides a fully exercisable plan, risks must 

be effectively minimized. Entrepreneurs are dealing with many different kinds of risk. In a 

business cycle, the risk can be related to inventions, production, finance, administration, and 

market. Among these areas, market is the overriding component, which is directly affecting 

the revenue and profit. In a capitalist society, profit means success. In other words, a business 

that does not generate profit will be short-lived. Preparing for the entrepreneurs’ success, one 

must present to investors with projected guarantees of a risk management plan in order to 

obtain funding, and the winning plan should include the iterative additions of the effective 

strategy to increase its success rate. This plan should also be the organizing mechanism for 

the ultimate success in a practical way, and these details are often overlooked. 

 

LITERATURE REVIEW 

The word “entrepreneur” came from the French, which means “to undertake” or to set out on 

a new mission or venture (Platt, 2004: 2).  Risk management is defined as “decisions to 

accept exposure or reduce vulnerabilities by either mitigating the risks or applying cost 

effective controls” by Small Business Encyclopedia. 

 

Schumpeter described the dynamics of economy in his book of Business Cycle that “Our 

economic system is not a pure one but in full transition to something else, and therefore, not 
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always describable in terms of a logically consistent analytic model.” The business cycles are 

often influenced by external factors as he also suggests “Consequently, a theory of business 

fluctuations to the effect that they are caused by external factors would not lack verifying 

evidence.” Virtually, it is important for any business to sense exogenous factors, which may 

impact the business, and the business may create strategy to minimize the risk. Although 

Schumpeter’s dynamic business cycle was not fully recognized in the earlier years, his theory 

has been increasingly important in the technology-accelerating era. Peter Drucker (1983: 1) 

commented “It is becoming increasingly clear that it is Schumpeter who will shape the 

thinking and inform the questions on economic policy for the rest of this century, if not for 

the next thirty or fifty years.” Drucker further asks the question “How can capital formation 

and productivity be maintained so that technological change as well as employment can be 

sustained?”  This leads to the question: With the rapid changes, what are the ways to train 

entrepreneurs to deal with the changes and the dynamism of market evolution? To be an 

entrepreneur is to take risks and take many unknown risks. Schumpeter has framed five 

elements of economic environment which have to be considered for a dynamic changing 

economy, and they consist of “an increase in population; a rise in capital, with capital being 

defined in particular way; progress in the methods of production; progress in the economic 

organization of the industrial society; and development of consumer wants” (Schumpeter, 

1949: 68). Schumpeter is also the one who identified “profit” being formulated outside of the 

static model such as Keynes’s General Theory and Economic Equilibrium. He further claims 

that in real practice, the economic equilibrium can never be reached; the closest reachable is 

perhaps only the “near” equilibrium. Although Keynesian models are useful to formulate 

general understanding of the economic historical events, the models are lack of ammunition 

to deal with disruptive business innovations, which make the dynamic economic world 

unpredictable. To summarize this, there are two important factors concerning the business 

risk taking which are dynamism and profits. The key question to ask is how does an 

entrepreneur deal with the dynamism and make profits? “Typically entrepreneurs only make 

profit before they serve the economy, which is represented by the consumer interest” 

(Schumpeter, 1949: 79).  This statement coincides well with the business training design here, 

which was derived from empirical business practices. 

 

METHODOLOGY 

There are two parts of the risk minimizing training design.  One is to deal with what, and the 

other is to deal with how to minimize. First, the market is treated as the most important 
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interface to a business entity from the externality. In relation to Schumpeter’s five elements 

of business cycle, we define this with a business entity that the business cycle is framed with 

five operation components, which are human resources (population), finance (capital), 

production (method in production), innovation (economic organization of the industrial 

society), and market (consumer wants). The dynamic driver described by Schumpeter is time 

dimension, which over time the business cycle evolves with changes. Any new change, 

whether it is a new invention or market change, in a different time slice, may drive a new 

direction for the business and thus aggregates old risks and forms new risks. A business cycle 

in an economy which Schumpeter described is a group of business entities competing 

towards equilibrium within a time slice, while a disruptive innovation may cause the 

disequilibrium to occur. The cycle is to be said within a certain timeframe where each of 

those five economic elements of population, capital, production methods, organization, and 

market can directly affect the business cycle economically. A business can have its own 

business cycle relating an economic business cycle to the external impacting factors from its 

corresponding environment. A business cycle of a business entity is shown in Figure 1: 

 

 

 

 

Figure 1: Business Cycle of a Business Entity 
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By and large, an entrepreneur begins an innovation in a new technology, production process, 

distribution method, market package, or a business model. The innovation is intertwined 

within the business cycle and ties operation interdependently from one function to another. 

The sustaining power of the business depends on the reaction to the surveillance of the 

market demands, which directly impacts the revenue potential and profit margin. The 

business operation cycle is interacting with outside business entities blending with the 

industry and society, which correlates to the economic business cycle with the five exogenous 

factors of population, capital, production methods, economic organization, and what 

consumers want. Moreover, the society demand drives the supply of the businesses and the 

production output. A group of similar businesses compete for the demand, set market prices, 

and thus set the profit margin for this type of business working toward a near-equilibrium 

model. As soon as a new invention of any sort breaks in the industry, it disrupts the 

harmonious equilibrium and causes the correction to reflect among businesses. Therefore, it 

is critically important for new or old businesses to setup antennas to look for any market 

demand change for any needed business adjustment. 

 

THE FRAMEWORK 

“The leader is characterized by the energy of the act and not that of the thought.”   

   -by Joseph Schumpeter 

 

Base on the theories of interdependency and dynamism, this training program is framed with 

three training components. One component is to teach the concept of interdependency of a 

business cycle by empowering the entrepreneur teams to build a central core value, which 

bonds all team members cohesively. Another component is to develop tools to maintain 

economic sustainability in a business entity, and lastly by tying the two components with 

aggregated adaptations to dynamically minimize disruptive risks. In other words, the business 

cycle is built on a framework focusing on the risk minimizing process of three repeated 

actions to organize, manage, and adapt. Under the given framework, the first part of the 

training design is to establish core value by the entrepreneur team and organize team’s 

mission. The second part of the training design is to teach how to monitor market demands 

for the surveillance of any disruption to the business cycle and to setup training tools and 

mechanisms to manage the process of controlling the risks by splicing the time dimension 

into the smallest unit for a faster reaction. Finally, the sustaining power is aggregated by the 

integrative adaptive and iterative process. The philosophy behind the training tools and 
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process is to help entrepreneurs to elaborate their dream without overlooking their risks. The 

design of the training process is based on three factors: organize with creativity, manage with 

discipline and adapt with flexibility. Often entrepreneurs may lose focus of what they have 

started for and tangent off to a dangerous path. Each path that they take may be costly and 

exhausting to their resources. The drain of resources must be minimized to reach their earliest 

success. This strategy is to center entrepreneurs’ ammunition for the earliest success and 

build more successes on top of small successes, which is also the strategy of confidence 

building. The key here is to control the uncertainties to the smallest factor to face the 

challenge of dynamic changes presented in the business cycle. This paper is not about how to 

write a successful business plane; this is about rigorous business planning and practices. 

 

The training process will include the following steps. The first step is to organize with 

creativity. An entrepreneur’s attitude is central for the future success; the entrepreneur and 

the teams need to synchronize with a core value which is equivalent to the mission and the 

buy-ins from all the team members. Often, a mission is easy to be defined, but hard to be 

imprinted. Thus, organizing actions will require all team members’ creativity. This will 

ensure all members to focus on the same direction. The second step is to manage with 

discipline. The team sets up a risk surveillance system based on their revenue evaluation. The 

goal is to keep the business plan updated based on the revenue forecast in a measureable way 

since the updates may impact the adjustment of the business operation in different 

departments. The third step is to adapt with flexibility. The cohesiveness of the entrepreneur 

team and their ingenuity with persistency are critical to ensure the path to a prolong success. 

With the iterative feedbacks, analytical tools are designed to reduce the risks and to react to 

the unforeseeable in the shortest timeframe. Finally, empirical profit and nonprofit case 

studies are presented in this paper. Although the missions of these cases are different, the 

process is similar. The emphasis of the funding requirements and the expectations may be 

different, but the success is the same. 

 

ORGANIZE WITH CREATIVITY 

An entrepreneur is a pioneer who thinks out of the box for unusual and unorthodox solutions 

to problems according to David Bussau (2010: 160). In general, an entrepreneur leads oneself 

or a team to a new business direction. This entrepreneurship develops a mission to meet some 

challenges. Consequently, the mission is the answers to the challenges of the what, where, 

when, who and how to a defined success. The leader is taking ones team in the same direction 
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striving for a measurable success, and often the core value is reflected on the attitude of the 

entrepreneur and the team. Why is the attitude important? The entrepreneur creates a team to 

collectively take on the challenges to reach a shared goal. The leader needs the buy-in from 

the followers. Without the buy-in, the leadership ceases to exist. Therefore, the attitude of the 

leader and the team is important because externally it projects a core message to the market; 

internally, it creates bonding for the team, and it also serves as the support to the leadership. 

Thus, synchronizing of the thought and sharing the same dream among the team members is 

essential. By developing the core value projected by a synchronized attitude creates bonding. 

It is easier said than done. What is the method to create bonding? How to express and hold 

the passion with enthusiasm?  

 

Entrepreneur team members may have questions in their mind about what is in it for them? 

What is the core value of the project? Why should they follow the leader? The entrepreneur 

needs to project the buy-in to his team. The buy-in is something they all commonly believe. 

Something simple to understand and they all know what they are striving for. Before the 

entrepreneur projects the core value toward the team, he needs to equip himself with a 

winning attitude. What is a winning attitude? How to measure a winning attitude? How to 

project it? A winning attitude sends out a positive message which motivates others to work 

together. The entrepreneur needs to build the teamwork and the support to deliver his goal 

with his team. It is important for the team to learn the personal character of the entrepreneur 

and to learn about his leadership style, and it is also essential for the team to learn the core 

value of the project and the definition of their success.  The first part of training is to teach 

entrepreneurs to mold the team and, in the meantime, to work a on a core value together. 

Establishing a common ground is crucial for the ease of communication among teammates. 

By doing so, it can avoid potential miscommunication and team breakage. After all, human 

resources are one of the key factors for any success. 

Core Value Brainstorming 

Brian storming is a way to develop the core value of a mission by a team. A company should 

have a clear vision, and each project should have a clear mission. This mission may be a very 

sophisticated invention or a business model, and each carries a core value. The purpose here 

is to emboss the mission clearly in all team members to ensure that every member has the 

same understanding of the mission, and the team owns the mission. The core value developed 

by the team can be a slogan as a reminder, something that is easy to understand and easy to 

express. Taking the step to convert the mission into a slogan which belongs to the team is 



7 

vital. It is like converting a mission into a belief, and the belief holds the power. This is a 

process to empower team members, and the belief is interpreted and absorbed by the whole 

team. The final product is a message or a slogan which is created by the team. How do you 

do this? This can be done in the setting of a room with a writing board and a discussion 

session. The goal of the session is to find the core value for the mission of the team. First, the 

project should be clearly described to the team to ensure that everyone has a common ground. 

Then, start to ask the group to give suggestions of the best way to describe the value with the 

shortest words, which is inspirational. They search for an identity of the passion which they 

all share. This might take a multiple meetings to achieve. It is important that each member 

makes some contribution to the message or slogan. By using slogan, this is normally a 

layman’s term, which can be easily understood and remembered by anyone. It can be a 

sentence, a phrase or a just a word, such as “It’s because we care”, “just do it”, “read my lips” 

and so on. The way to emboss the core values can be extremely powerful. It serves as a 

reminder for the mission, and is the adhesion for the team. When difficulty arrives, a good 

slogan helps the team to bond. 

Case Study I – Strait Talk Taipei 

A group of students in Taiwan initiated an organization, “Straight Talk Taipei”, in 2011. The 

mission for these students is to create a platform for college students to discuss the China-

Taiwan political conflicts and to provide conflict resolution training for the future leaders. 

Although the issue appears to be a state-level concern, these students care for the wellbeing 

of their nation. Three student leaders made a commitment to host a conflict resolution 

workshop and seminars for young leaders of Chinese, Taiwanese and overseas Chinese to 

meet and learn peaceful ways to resolve conflicts. Their goal is to train the young leaders 

with Interactive Conflict Resolution (ICR) skills so that the national conflicts can be 

minimized with mutual understanding and better communication. These are young students 

who have no experience of handling a new venture, but they have passion for the peaceful 

resolutions. They felt the urgency for young people to become involved with the national 

issues. They started to plan for the ICR workshop and were ready to proceed. Together they 

recruited a team of sixteen people and started planning and sketched out their dream. They 

were on a shoestring budget, and soon they used up their savings. Eight months after their 

initiation, they were stuck because they had no money to carry out their mission. They 

planned a one-week ICR workshop and recruited eighteen students from both sides of Taiwan 

Strait to attend the workshop. Frustration started that no one knew where to get the funding 

for the workshop and their non-profit association. They had a written plan asking for funding, 
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but they were turned down by most people they had reached. The plan was perfectly written 

with all the components as of a business plan, but the result was not effective. People who 

listened to their plan did not understand their purpose and the return for the funding. In 

another words, people did not understand the value they projected.  

 

At that point, I started a “core value brainstorming” session with the team. In the beginning, I 

asked them, “Do you know your mission?”  They all nodded yes. But when I asked them, 

“Why are you doing this?” I received frowning looks on their faces. One would say, “I got in 

because I knew someone.” Another would say, “I think it is good that I can learn something 

about conflict resolution.” A few others would say, “I think it is important to care about my 

own country”, “I don’t know how Chinese think about Taiwanese culture” or “we (as 

Taiwanese) don’t know much about Chinese and what they are thinking about.” “We don’t 

want a war.” “We can be friends.” Imagine that each one had a different agenda on their 

minds, but they all had the same mission that was to make a “Straight Talk Taipei” ICR 

workshop. The workshop was their mission. The mission was a function which served a 

purpose to make people from two sides of the Strait to talk. The team knew their mission but 

could not express their passion. The real problem was that others could not feel their passion 

and relate to them in a valuable way.  

Slogan = Identity 

A slogan could help them to synchronize and project their core value through their passion. In 

this case, the dream could only be realized when the dream was endorsed with funding by 

others. They storyboarded the mission, and I asked each person to contribute a slogan. The 

process of converting a mission statement into a slogan made them to crank up their 

creativities to come up with some good verbiage. The goal was to create a slogan that they all 

believed in. Each one of them gave a suggestion, and together they paused, critiqued, argued, 

and discussed. The discussion got heated and their communication reached deep down. 

Finally, they agreed to a slogan that everyone was happy with: “It’s because we care.” 

Everyone was relieved when they had finally reached a consensus. This consensus glued 

them together eventually. Most importantly, this slogan gave them an identity. When they 

encountered difficult situations, they all came back to the slogan, and that gave them the 

strength to move on. They revised their business plan and made a list of action plan for the 

fundraising. Within one month, they successfully raised funds they need and continued with 

the preparation of the workshop. Three months later, they successfully carried out their 

mission and passed their passion on to many other young people from both sides of the 
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Taiwan Strait. They also found a nonprofit organization to co-sponsor the event and a home 

for the future events. The workshop was a great success, and the team was emotionally 

attached. Together they completed the mission of their conflict resolution workshop. Despite 

many stumbling blocks, they have overcome the difficulties and achieved their goal. They 

shared the success, and most of all, they kept referring themselves to the slogan, “It’s because 

we care.” The emotional attachment was so strong that the slogan empowers them. The key 

to the success was that the slogan served as an inspiration to the insiders and sent a core 

message to the outsiders. With the slogan they created, the funding agencies understood 

exactly what they were doing, why they were doing this and the return on their investment. It 

was something great that they were doing, and immediately, they were endorsed. A small 

story came out of this was when they were fundraising. One of the potential contributors 

commented, “The little kids are trying to drive a big car,” meaning that they were 

participating outside of their ability. When they heard the comment, it triggered the slogan, 

“it’s because we care”. Their success is beyond just a workshop. They have proven that as 

long as they care, they can go beyond their ability. 

 

MANAGE WITH DISCIPLINE 

After the team building, each member needed to be clearly presented with the primary 

business focus and acts in synchronization with the same goal and mission. Profitability is an 

important factor to measure the overall business success. Some technical entrepreneurs often 

are so focused on the technology excellence and have ignored business profitability, which 

can set the business in a wrong tangent and direction. This loses time, which loses its value 

and money. A clear message of the business focus is important. The bottom line question is, 

“what are the terms and financial projections for the survival of the business?” They must be 

aware that everyone on the team is connected to everyone else, just like the business cycle 

diagram showed where each functional box is interdependent with other functions. No one 

should be operating in a digressed direction. The cohesiveness is very important to the focus 

of the business direction for the better business efficiency and effectiveness, and it takes good 

discipline to reach the targeted success. 

 

Entrepreneurship is a product of capitalism. An authoritarian regime is less likely to 

encourage individual entrepreneurship because the market is closed with predetermined 

distribution. As described by Schumpeter, one of the five elements of the Business Cycle, 

what “consumers want” equates to the market demands. Here, the market demands are 
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identified as the leading factor for risk control management. Why is the single leading 

indicator for the risk control factor? Market is the channel to derive revenue for the survival 

of an enterprise. The profitability and investment return all depend on the vital sign of a 

business from the market demands. This is not to say that the human resource, technology, 

production and finance are not important. These other functions are interdependently 

intertwined with the market demands. The demand is driving the product design, which 

drives the technology development and gives return on the investment and financial planning 

and reporting. This determines the production output and the labor demands. The competition 

base on the market demands also determines the market price in an open trading market. In a 

liberal market, demand from consumers dominates the direction for all other operation 

functions, and it is the most sensitive externality, which influences the operation of an 

organization. Therefore, in this training design, working with the potential customers to 

derive market predictability drives the revisions on business planning effectively, which 

reduces risks. 

 

A market risk evaluation tool is designed and used for the measurement of potential revenue. 

How well one accurately predicts the market acceptance and revenue potential is the biggest 

challenge for entrepreneurs. Often, a product is not ready yet or the product is a brand new 

disruptive invention. The unpredictability is high that testing the product for market 

acceptance may be a risky task. But, market demands need to be surveyed far ahead of time 

even at the beginning of the invention and the business planning. Frequently, investors need 

to know the potential risks and the success rate of a business before they invest. Therefore, a 

close estimation of the potential revenue for the entrepreneur is in constant review for 

updated functions in a business plan. Indeed, the revenue projection is the vital sign for the 

success and, in terms, provides a sensory for the technology development and production 

output. It also drives the financial management for the manpower estimation and assets 

allocation. Therefore, having the market demands carefully weighted and having the 

flexibility to adapt to the market change is crucial to the survival of a business. 

Market Risk Evaluation Tools 

Entrepreneurs start businesses full of enthusiasm and anxiety. They have something new to 

offer to the market either with new inventions or products. Entrepreneurs may be the entrants 

who might not have much business experience and be short on resources, especially funding. 

They are limited with time, and therefore, it is important to design a training that will go with 

their business flow and is easily managed. The market risk evaluation tools developed in this 
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training are primarily to aid business focus and the market demand assessment. The training 

style is communicated with simple and direct verbiage. The goal is to carry out the training in 

an effective and efficient manner.  

 

The Market Risk Evaluation Tools are: 

 Researching market feasibility and using analytical tools and formula to prioritize the 

goals based on the weight of the risk factors 

 Breaking large successes into small steps of successes to create a realistic plan and 

budget for the action plan, preferably no more than a 3-month time frame 

 Monitor the milestones and evaluate the goals of successes against the weighted risk 

factors to make revision on business planning and to prioritize tasks. 

The measurement of small successes creates confidence and experience for a business, and 

each success builds other with iterative business planning. A business plan at any given time 

is only a snapshot of the business dynamics.  In a capitalist society, revenue is the most 

important factor to measure a company’s vital sign.  We first ask the following questions 

before explaining the training tools: 

 

How can an entrepreneur make a strong financial prediction for his company? As in 

Schumpeter’s Business Cycle, he identified customer’s needs as one of five economic factors. 

Customer demand is a key link to revenue and profit. For a new product, what is the price? 

What is the production flow? How is the market acceptance? How to distribute it? Who will 

buy it? Where to find the customers? All of these are the standard questions that every 

company asks. In fact, this exercise is not just for the entrants, it is equally important for the 

incumbent. For a starter, one must make a “guestimation” about the market potential. It is 

very difficult for an entrant to predict the market if he has not done it before. Some will 

depend on experienced marketer to make this estimation. Without verification, how do they 

make a close estimation that will help the product to win the market? 

 

Most business plans give rosy predictions on paper but has questionable confidence in the 

execution, and this is a big risk to the entrepreneur and to the investors. If the revenue does 

not come in on time, the company will require bridge finance and thus reduce the profit or 

even close the business. Therefore, having realistic estimated revenue is crucial for the 

business development. In order to reach a close estimate of the market, here are the steps to 

be taken: 
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1. Prepare a one to two page product summary. 

2. Mock up the product for demonstration purpose. 

3. Make a potential customer list. 

4. Start to contact all potential customers by calls and visits. 

5. Make a tracking list – customer name, date, journal, and finalizing and track the 

potential using Figure 2 as the analytical tool. 

6. Prioritize each customer. 

7. Iterate and revise 1 through 6 periodically with persistency. 

 

Figure 2 is an example of a tracking list, and this is an ongoing live document that to be 

updated continuously, sometimes, on the daily basis. 

Customer  Priority  Timing  Forecast$  Possibility  What does it take?  

A 2 9 months 50K 90%, 

MOU 

Tracking and contract 

B 4 2 years 150K 80% IP issue 

C 1 3 months 100K 75% Susan, MOU, contract 

D 5 4 months 500 50% Objections? 

E 6 2+ years 200K 10% New feature and release 

F 3 6 months 100K 75% MOU, follow up 

 

Figure 2, analytical tool for evaluation of revenue risk 

 

Although this appears to be a standard marketing procedure, the prioritizing is an added 

evaluation tool for the close estimation of the revenue potential, and this is also the start of 

the marketing activities. The weighted potential on the possibility column is from sales 
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person’s gut feeling. Yes, gut feeling is used here. This is probably the most unscientific part, 

but it is necessary. The manager may want to develop a standard weight factors for each 

product, such as no response is a zero, and a “maybe” is a 50%, and a “yes, I am interested in 

but show me first” is a 75%, and a “I will test it, and if it works, I will pay for it,” is a 90%. 

Really nothing is 100% if an order is not on hand. Followed by those responses, the sales 

person will need to ask the question why. The answer may be “no, I think this won’t work 

because one feature is lacking”, “maybe, but I am skeptical about the price” or “I hope it will 

work because I really need it.” The percentage rating is for the risk evaluation, and the 

responses are for inputs to the product, marketing, production, and finance department for the 

operation evaluation and revisions. Prioritizing based on the given weighted scores and the 

closing time. These give indications to how closely the company is to reach its revenue goal, 

and going through the tracking process finds how far away the company is from this and why. 

Case Study II – nDSP Company Fund Raising 

nDSP was a startup company at Silicon Valley in the late 1990. The company specialized in 

de-interlace
1
 Integrated Circuits (IC) chip design for TV displays. The company had a first 

round of angel funding and developed the technology that is almost ready for testing and 

demonstration. In 2000, the company fund was running short, but the potential was 

significant. 

 

The first 14” LCD TV was announced on the market by Sharp in 1988. At that time, digital 

TV was at the introduction phase of the market. After that, many Japanese companies such as 

Sony and National also started their production of LCD TV and competing in various 

configurations and sizes. At the same time, Taiwanese investors poured large funds into the 

TV panel designs and gave funding to panel production companies. The investors were also 

interested in investing in the designs of the core technology in display mechanism. nDSP 

came into the market as a prime developer of the display technology. The team managed to 

utilize the Market Risk Evaluation Tool to identify their potential customers, made the 

contact, collected market information, and estimated their revenue projection based on their 

evaluation. At the time, most of the TV manufactures are either in Japan or in China. 

                                                 

 

1 De-interlace design is making TV display more condense and more connected so that the TV does not appear 

to be flashing like the older TV displays. This design is most suitable for today’s digital TV. 
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Japanese companies mainly design and produce a higher quality TV, and Chinese companies 

manufacture older technology for less expensive TVs. Other very high-end TVs were 

manufactured in Europe but in much smaller quantities. Majority of the TV productions were 

from Asia. Obviously, the market for nDSP was in Asia and primarily in Japan and China. 

Japanese manufactures required all of their vendors to follow their quality standards, so the 

design and testing processes were long and tedious. Chinese manufactures were still 

upgrading their technologies and learning to manage the complex design process trying to 

upgrade their competitiveness. Both Japanese and Chinese companies collaborated with 

Silicon Valley and Taiwanese IC design houses for their internal software enhancer. 

Evidently, nDSP was not the only company designing this type of technology, and the 

competition was severe. The technology evolved almost on a daily basis, and the user 

demands drove the changes. During the nDSP funding due diligent process, the nDSP 

marketing team visited both Japanese and Chinese top five manufactures, previewed their 

new products and learned their strategies. In the meantime, they made an estimation of their 

financial projection on the business plan based on those collected information even though 

some information was incomplete or confidential. Consequently, nDSP, as a Silicon Valley 

design-house, made strategic alliance with Taiwanese IC production houses and recruited 

Japanese TV manufactures as their customers.  

 

The lesson learned here was that in order for nDSP to minimize its risk of reaching its goal to 

become a successful supplier to TV manufactures, the company prepared a business plan 

using the risk assessment processes. The marketing group identified potential customers 

using the grid shown above designing Risk Management Evaluation Tools; a list of customer 

priorities were generated, and the potential was generated based on the risk management list. 

It accurately generated two full years of revenue projection and its closing timing. Based on 

the assessment, financial projection on the business plan was presented to investors. The 

company successfully raised six million dollars funding. Subsequently, the revenue generated 

was on the target as projected, and nDSP merged with a public company a year later. Some of 

the earlier nDSP investors cashed out handsomely from 10 cents to 20 dollars. Looking back 

to the fund raising process, risk assessment management gave the confidence for revenue 

projections and later met the target for high revenue performance. This raised the bar for the 

company. The tools that were used to minimize risks were essential to pave the way to the 

success. 
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ADAPT WITH FLEXIBILITY 

After the market demand assessment, each of those market responses must be thoroughly 

evaluated and modified for improvements of operation procedures, which may include 

technology innovation, production improvement or pricing strategy or profit estimation. 

There is one important factor in which an estimation of the timing factor prioritizes with the 

potential revenue amount for the customer development priority. This helps the operation 

aspect of determining how to utilize its resources. Monitoring the top 10 customers and their 

needs maintains a good gauge of how well the product will be sold on the market. 100 

potential customer surveys are recommended for commodity products, and 10 are 

recommended for specialized products. This task force becomes their full time job of 

contacting potential customers. Continuous revisions and adjustments need to be made 

throughout the whole development process. As matter of fact, these activities should be a 

continuous process and will become part of the sales and marketing routines even during 

company expansion phase. This process collects not only the customers’ needs; it also 

collects competition information, market pricing and how technology might evolve. They 

must utilize an “antenna” to receive any noise that might disrupt the business cycle. A 

company needs to be flexible in order to combat the new challenges and recourse its strategy 

based on the market demands. 

 

RESULTS AND IMPLICATIONS 

The results presented by these successful cases empirically demonstrate that minimizing risks 

can be accomplished and is one of the important factors to ensure entrepreneurs’ success to 

sustain their business. Often, we see entrepreneurs start their businesses quickly but fail to 

retain them after an introductory period. Schumpeter points out that business goes through a 

wave-like cycle driven by external factors. These factors are triggered by the economic 

environment changes and drive the dynamics of the business cycle over time. It is crucial for 

businesses to react to those externalities and be flexible to revise the business course to meet 

the market demands. A year or two years of business sustaining power does not mark the true 

success of a business.  Realistically, a successful business is a business with long term 

sustaining power. How an entrepreneur breaks an entry into an industry to keep the business 

long lasting is largely dependent on the ability to adapt to market demands. The value, focus, 

and preparation go into the dynamics of a challenging venture must be thoroughly calculated 

and verified. Learning from the entrepreneurial experiences, the training is designed to 

empower young entrepreneurs to take sensible risks. 
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Summary 

Entrepreneurship courses given at 10 Scandinavian universities are categorized based on their 

embedded educational perspective. Our research question is - How well is the education positioned to 

foster creators of sustainable businesses? 

 

Two educational perspectives are identified: “idea looking for business” and “business looking for 

ideas”. The first is build around commercializing and finding a market for an individual’s own idea or 

invention. The second focus on capitalizing on predicted market opportunities by exploiting any idea. 

The results reveal that entrepreneurs more often utilize the approach “business looking for ideas”, 

while courses given predominantly hold the perspective of “idea looking for business”.  

 

These conclusions indicate that entrepreneurial education needs to be clearer on perspectives used 

concerning models for successful entrepreneurship. Recognizing and communicating the approaches 

will further help refining the educational content, as well as establishing a basis for a better 

description of targeted students and the expected outcome. 
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Introduction 

The importance of entrepreneurship to economic development and job creation has long been 

recognized. Policy makers strive to encourage entrepreneurship and provide favorable 

condition, where entrepreneurship education is seen as one important component (European 

Commission, 2006). The positive correlation between entrepreneurial activity and economic 

growth is supported by empirical research (Van Praag and Versloot, 2007). The view that 

entrepreneurship can be taught has however been heavily debated for many years and 

empirical support is given for opposite views (Henry et al. 2005a, Henry et al. 2005b, 

Pittaway and Cope, 2007, Osterbeek et al., 2010). Even with a sometimes reported consensus 

regarding teachability in general, there are still different views on what elements that can 

actually be taught. Even the area as such is a rather fragmented field of study lacking clear 

definitions further making the debate even more difficult due to the lack a common 

terminology (Mwasalwiba, 2010). 

 

Entrepreneurship education has over the last decades developed from education about 

entrepreneurship to education for entrepreneurship and from a linear planning to hands-on 

approaches. The evolution of the pedagogical focus has taken the following steps: 

description; prediction; decision; and most recently action (Neck and Green, 2011). 

Entrepreneurial education is developing fast, but must still be regarded as a rather young, 

immature and developing discipline.  

 

A lot of research has been devoted to the personality and profile of the entrepreneur 

(Brockhaus and Horowitz, 1986; Miner, 1996; Mount 2010) but this work and its findings is 

not commonly used selecting students for entrepreneurship education, as usually anyone with 

the formal prerequisite may take a course. Directly communicating the profile or a typical 

entrepreneur may give little guidance to students evaluating potential courses to take and may 

risk discourage them, believing they can’t become successful entrepreneurs as they may not 

fully comply with the entrepreneur stereotype.  

 

This study is investigating the different models for successful entrepreneurship embedded 

within entrepreneurship courses. Is it the idea that is in focus – and then finding a business 

opportunity for it? Or is it the business opportunity that is in focus – finding an idea to fit a 

set of predefined criteria? We know anecdotally that the best idea does not always become a 

good business, which underlines the practical need for raising these research questions. Our 
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research question is - How well is the education positioned to foster creators of sustainable 

businesses? To be able to answer this question the educational perspectives are correlated to 

the actual methodologies applied by successful entrepreneurs. 

 

Methodology 

There has been a strong growth in entrepreneurship education in Scandinavia. In Sweden the 

number of entrepreneurship programs during the 1990s increase substantially. Out of 70 

academic entrepreneurship education programs offered in 1996, only 18 were established 

before 1990 (Johannisson et al., 1998). Scandinavia is also ranked very high regarding 

innovation (Global Innovation and Development Index 2011, Zoltan and Szerb, 2011) as well 

as entrepreneurship (The Global Entrepreneurship and Development Index 2012) placing all 

Scandinavian countries among the top 20 countries in the world, and Sweden and Denmark 

among the top 10. Scandinavia is clearly a dynamic region both regarding entrepreneurial 

education as well as business conditions and has been chosen as territory for this study. 

Entrepreneurship courses given at 10 Scandinavian universities have been investigated. The 

top 10 Scandinavian universities according the Times Higher Education World University 

Rankings 2011-2012 (TSL Education, 2012) are investigated in this study (world ranking 

according to THE World University Rankings 2011-2012 within brackets): 

 

 Aarhus University, Aarhus, Denmark (125) 

 University of Copenhagen, Copenhagen, Denmark (135) 

 Technical University of Denmark, Copenhagen, Denmark (178) 

 University of Oslo, Oslo, Norway (181) 

 University of Bergen, Bergen, Norway (191) 

 Karolinska Insititutet, Stockholm, Sweden (32) 

 Lund University, Lund, Sweden (80) 

 Uppsala University, Uppsala, Sweden (87) 

 Stockholm University, Stockholm, Sweden (131) 

 KTH Royal Institute of Technology, Stockholm, Sweden (187) 

 

In total these universities have about 300 thousand students, an academic staff of more than 

25 thousand, and give more than 10 thousand courses, annually. Out of the ten universities 3 

are Danish, 2 are Norwegian and 5 are Swedish.  
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The digital web based course catalogue of each one of the universities has been studied in 

search for courses within the field of entrepreneurship. All courses with the word 

“entrepreneurship”, “entrepreneur” or “entrepreneurial”, in English or in the local language, 

in the course title have been selected as a sample to represent the entrepreneurial education 

given at the selected 10 universities. There are many more courses given that clearly are 

within the investigated educational area that could have been included.  As the purpose is not 

to map all courses but rather to look at those that are clearly labeled to cover 

entrepreneurship, the chosen criteria to be included in the sample are regarded as appropriate. 

Course syllabuses presented at each individual university web site have been used for the 

analysis of the courses. Courses meeting the criteria are categorized in courses for 

entrepreneurship and about entrepreneurship. For entrepreneurship denotes courses with the 

main ambition to teach the necessary skills to master entrepreneurship, while courses about 

entrepreneurship mainly teach what entrepreneurship is, targeting economists, researchers 

and policy markets. The category for entrepreneurship is further divided into two 

subcategories. The first subcategory is courses for entrepreneurship taking a holistic view on 

business creation, while the second practices individual skills, such as accounting, 

communication, financing etc. The analysis focus on courses for entrepreneurship with a 

holistic view on business creation, while courses teaching individual skills and about 

entrepreneurship are not further investigated as they are of limited interest to this study. 

 

 

Figure 1 

Course Categorization Model 

 

Courses with the word 
entrepreneurship in the title (59)

Forentrepreneurship (45) Aboutentrepreneurship (14)

Business creation (34) Individual skills (11)
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The different models and approaches to reach business success in courses for 

entrepreneurship with a holistic view on business creation are extracted through analysis of 

the course syllabuses. The courses are categorized in two dimensions.  

 

The first dimension is regarding their business development starting point. Here we 

distinguish between ideas looking for business and business looking for ideas. The idea 

looking for business perspective starts from a product or business idea usually based on quite 

limited market knowledge and aims to find a market for the product and create a sustainable 

business. The business looking for ideas perspective starts from a much more thorough 

analysis of the market, its dynamics and unmet or potentially unmet needs, defining market 

opportunities and business potential. The aim is then to capitalize on the identified market 

opportunities, and find any matching ideas to capture the business. Idea looking for business 

could be described as product push, while business looking for ideas is much more about 

business opportunity realization.  

 

The second dimension is based on their degree of experimental approach, as opposed to a 

linear planning approach. Classical business planning is here regarded as a linear and pre 

defined process following a sequential path with quite limited number of iterative loops. 

 

The results of the analysis of the for entrepreneurship business creation courses within the 

sample are compared with how entrepreneurs within the Information and Communication 

Technology, ICT, area claim they have been working when starting what has later been 

shown to become sustainable businesses. The ICT area was chosen as Scandinavian is well 

recognized and ranked as one of the best areas in the world. The Networked Readiness Index 

2012 (Dutta and Bilbao, 2012), ranks Sweden as number 1, Denmark 4 and Norway 7. 10 

Scandinavian entrepreneurs partly or solely active within the ICT area have been interviewed. 

Each semi-structured interview lasted between 1 and 2 hours. The interviews have all been 

conducted during February to April 2012 and have all been performed by one and the same 

researcher.  Persons to interview were selected to cover as much as possible of the ICT area 

(hardware, software, and services), being of different age, as well as both innovators, 

entrepreneurs, serial entrepreneurs. Interviewed individuals have in total started more than 40 

successful businesses of which the majority is within the ICT area.  
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Results  

Table 1 shows the distribution of the entrepreneurial courses analyzed. In total 59 courses 

were found matching the criteria in the 10 Scandinavian universities studied. 

 

Table 1 

Distribution of Sampled Entrepreneurial Courses 

 Students Sampled entrepreneurship courses 

  For For About  

 Full time Bus. Creation Ind. skills  ECTS*  

Aarhus University 29 000 7 0 1 80 

University of Copenhagen 33 000 3 0 0 37,5 

Technical University of Denmark   6 000 3 0 0 15 

University of Oslo 27 000 2 1 2 45 

University of Bergen 14 000 0 0 1 10 

Karolinska Insititutet   6 000 0 1 0 30 

Lund University 29 000 5 0 2 105 

Uppsala University 23 000 4 0 0 30 

Stockholm University 32 000 1 0 1 15 

Royal Institute of Technology 14 000 9 9 7 220 

* European Credit Transfer System, 60 units corresponds to one full year of studies. Sum of courses sampled. 

 

As shown in Table 1 the number of courses varies significantly between the different 

universities. The variations are even more pronounced taking into account the number of full 

time student. These differences may not be significant as these courses are a fraction of all 

entrepreneurship courses given. Only courses with the word Entrepreneurship in the title are 

included, but even taking this demarcation into account, the differences are surprisingly large. 

The average of ECTS (European Credit Transfer System) credits is about 10 corresponding to 

on sixth of a full year, but varies between 2,5 to 30 credits. The ratio between courses for to 

about entrepreneurship is 45 to 14, indicating a strong desire to foster new entrepreneur 

rather than just teaching about the phenomenon as such. Of the 45 courses for 

entrepreneurship 34 are covering the complete business creation, while 11 are teaching 

specific skills.  

 

In Table 2 the results of the analysis of the 34 for entrepreneurship business creation courses 

are shown. This analysis is based on the material available on the university web sites. 

Regarding the business development starting point many courses clearly fall into the idea 

looking for business category as they start with business idea generation based on the students 
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own experience and education. First later in the process, after the idea has been selected, a 

proper market assessment is made. Some courses have been more difficult to judge, in some 

cases the emphasis on early opportunity and market assessment and emphasis on creativity 

has been taken as strong indicators for the categorization, where the first indicate a business 

looking for ideas approach and the latter the opposite. The other dimension, linear vs. 

experimental, is also in most cases quite clearly exposed in the description of the teaching 

methods. In a few cases this has however not been possible to extract from the course 

syllabus. 
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Table 2  

Sampled Courses for Entrepreneurship – Perspective and Methodology 

  Perspective Methodology Department 

AU1 Bus., Innov., Tech. and Entrepreneurship   Idea looking for bus. -* Engineering 

AU2 Entrepreneurship in the Experience Economy Bus. looking for idea Linear Econo. and Bus. 

AU3 Science-based Innov. and Entrepreneurship Idea looking for bus. Linear Nanoscience 

AU4 Ent. and Innov. in a Social Media Setting  Idea looking for bus. Linear Aesthetics and Com. 

AU5 Innovation and Entrepreneurship  Idea looking for bus. Linear Aesthetics and Com. 

AU6 Entrepreneurship  Idea looking for bus. Experimental Culture and Society 

AU7 Entrepreneurship, Concept and Bus. Dev. Idea looking for bus. Linear Aesthetics and Com. 

UC1 Knowledge-based Entrepreneurship Idea looking for bus. Linear Computer Science 

UC2 Mod. I: The Humanities and Entrepreneurship Idea looking for bus. -* Humanities 

UC3 Mod II: The Humanities and Entrepreneurship Idea looking for bus. -* Humanities 

TU1 Knowledge Based Entrepreneurship (Ph.D.) Idea looking for bus. Linear Management Eng. 

TU2 Entrepreneurship in Technical Science  Idea looking for bus. Linear Photonics Eng. 

TU3 Knowledge Based Entrepreneurship Idea looking for bus. Linear Management Eng. 

UO1 Entrepreneurship Idea looking for bus. Linear Centre for Ent. 

UO2 Social Entrepreneurship in Practice Idea looking for bus. Experimental Centre for Ent. 

LU1 Entrepreneurship in Biotechnology Idea looking for bus. Linear Biotechnology 

LU2 Entrepreneurship and Project Management Idea looking for bus. Linear Business Admin. 

LU3 Business Development and Entrepreneurship Idea looking for bus. Linear Business Admin. 

LU4 Entrepreneurial Project Idea looking for bus. Linear Business Admin. 

LU5 Project Mgmt and Ent. for Humanists Idea looking for bus. Linear Philosophy 

UU1 Entrepreneurship Idea looking for bus. Linear Business Studies 

UU2 Entrepreneurship, Basic Course A Idea looking for bus. Linear Business Studies 

UU3 Innovation Magmt, Entrepreneurship and IPR Idea looking for bus. Linear Engineering Sciences 

UU4 Technology Based Entrepreneurship Idea looking for bus. Linear Engineering Sciences 

SU1 Innov. Mgmt & Academic Ent. in Sci. & Tech. Idea looking for bus. Linear Materials, Env. Chem. 

RI1 Bioentrepreneurship  Idea looking for bus. Linear Ind. Econ. and Mgmt 

RI2 Entrepreneurship Idea looking for bus. Linear Ind. Econ. and Mgmt 

RI3 Entrepreneurship in Developing Countries Idea looking for bus. Linear Ind. Econ. and Mgmt 

RI4 Entrepreneurship for Engineers Idea looking for bus. Linear Ind. Econ. and Mgmt 

RI5 Entrepreneurship for Engineering Physicists Idea looking for bus. Linear Physics 

RI6 Entrepreneurship with Focus on the Life Sci. Idea looking for bus. Linear Ind. Econ. and Mgmt 

RI7 Entrepreneurship and Management Idea looking for bus. Linear Banking and Finance 

RI8 Social Innovation and Entrepreneurship Bus. looking for idea Linear Ind. Econ. and Mgmt 

RI9 Technology-based Entrepreneurship Idea looking for bus. Linear Ind. Econ. and Mgmt 

* Can’t be determined based on the course syllabus. 

 

The analysis of the courses give that most courses hold the idea looking for business 

perspective and are developing new businesses in a sequential linear process. Many of these 

courses use the classical business plan as a key tool in the entrepreneurship education. The 

business plan is usually based on the student’s own business idea. From a teaching 
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perspective the business plan is a rather natural choice as it contains many of the critical 

elements, tools and analysis needed. There are only a few (4) courses contrasting the general 

patter. Notably two of these are concerning social entrepreneurship.   

 

Surprisingly few courses syllabuses do clearly state target student group. This is especially 

remarkable as there is so much research done regarding the personal profile and 

characteristics of successful entrepreneurs.  

 

Table 3 

Profile of Interviewed Entrepreneurs 

 Born Age, when first 

company started 

Years, experience 

prior to start 

Number,  

companies started 

Main ICT area* 

PK1 1956 39 15 3 Business Software  

LG1 1954 29 4 5 Payment Solution 

DB1 1980 28 9 1 Video Ad Platform 

DL1 1967 25 5 9 Gaming 

FB1 1974 25 8 5 Traffic Generation 

MH1 1956 31 6 3 IT Consulting 

BP1 1955 29 6 8 Broadcasting Platforms 

US1 1951 34 11 3 Niche Computers 

JH1 1986 21 0 1 Video Editing Service 

PG1 1976 20 0 6 Digital Media Distribution 

*For serial entrepreneurs all companies are not within the ICT area 

 

10 entrepreneurs have been interviewed. They cover various businesses within the ICT area. 

The interviewed entrepreneurs are born between 1951 and 1986 and have on average started 

4 companies each, ranging from 1 to 9. In total they have started 43 companies of which 

more than half (28) are within the ICT area. As seen in Table 3 they have between 0 and 15 

years of professional experience before starting their first company, with an average of 6 

years. All of the interviewed entrepreneurs claim that they have learnt to master 

entrepreneurship by doing, and trial and error. Only one has taken courses in entrepreneurship 

at university level.  
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Table 4 

Interviewed Entrepreneurs – Perspective and Methodology 

 Perspective Methodology Targeted opportunities* 

PK1 Idea looking for bus. Experimental “Significant processes and planning improvements” 

LG1 Bus. looking for idea Experimental “Opportunities when new technology disrupts business” 

DB1 Bus. looking for idea Linear “Technology as an enabler in transforming industries” 

DL1 Idea looking for bus. Experimental “Concepts redefining existing businesses” 

FB1 Bus. looking for idea Experimental “New and innovative ways to satisfy unmet needs” 

MH1 Bus. looking for idea Experimental “Opportunities in, by others regarded as unattractive, areas” 

BP1 Bus. looking for idea Linear “Solutions for complex new businesses structures” 

US1 Bus. looking for idea Experimental “Opportunities when new technology disrupts business” 

JH1 Idea looking for bus. Experimental “Positive mass market impact of new technology” 

PG1 Bus. looking for idea Experimental “Any profitable business where I can contribute” 

*Quotes based on the question: What do you look for in potential new ventures? 

 

The interviewed entrepreneurs have been asked to position themselves in the same 

framework as was used to categorize the entrepreneurship courses. These results are based on 

their self-assessment. As can be seen in Table 4 the results show a clear dominance of the 

business looking for idea perspective and an experimental approach. Please also note that this 

is not clearly linked to the number of companies started. This is however a quite small 

number of interviews but there is nothing indicating that a larger sample would give a 

different result.  Answers given to the question: What do you look for in potential new 

ventures? also confirm their focus on first finding potential market opportunities and then 

figuring out how to capitalize on that specific opportunity. The experimental approach is 

claimed to be chosen to minimize the use of scarce resources in the early phases of a venture. 

The majority of the interviewed entrepreneurs emphasis sales of fictional but potential 

products to real customers as key to success. Selling is, by the majority interviewed, the 

starting point for an iterative process finding out what may meet the market need. 

 

Analysis and discussion 

Comparing the results of the course categorization and the entrepreneur self-assessment give 

two quite different views and raises questions regarding how this should be interpreted and 

what the consequences are. The results in Figure 2 show completely different patterns. Is this 

a sign of that the education is has little to do with reality, or that the entrepreneurs lack 

critical entrepreneurial education and could do much better if they did? Probably neither, but 

it may certainly challenge the predominant educational approach. 
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Figure 2 

Comparing Perspectives and Approaches between Entrepreneurs and Entrepreneurial 

Education 

 

A lot of the education seems to assume that entrepreneurs mainly are creative innovators that 

need to study business to be able to grow sustainable business based on their own business 

ideas. This do happen, but looking at the entrepreneur sample interviewed one can assume 

that this may not be the key factor to the economic growth the entrepreneurial education 

eventually should result in.  

 

The idea looking for business and business plan centric linear approach of universities is 

natural for two reasons. Firstly, entrepreneurial education, new business creation and start-

ups are believed to be vital for commercialization of academic research. Secondly, the 

business plan is very easy to build a course around, due to its structure including discrete and 

well defined components. This is all fine, but is it so that students get the wrong impression 

what entrepreneurship is about and what creates success. Writing a good business plan, get 

financing and then success comes, or?  

 

The courses given very vaguely state the targeted groups for the courses. The focus of the 

courses may however in many cases give the impression that it is for students that have a 

business idea they want to commercialize. This may result in an unintentional selection 
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somewhat excluding students without ideas but with the desire to build new businesses in 

attractive markets. 

 

Even though the business plan may be a good and practical tool for education one can 

question why not much more of an experimental approach is practiced. Both since this is 

practiced by entrepreneurs but also since universities in many other disciplines are used to 

this methodology and with very good results. The contradiction is that this methodology is 

utilized by entrepreneurs to limit resourced used, while it may have the opposite effect in 

education demanding more supervision.  

 

Changing the perspective and approach of the education may result in attracting other types 

of students, for instance business student wanting to capitalize on new technology rather than 

engineers trying to push products out on the market. Such a change in student intake due to 

changed scope of the courses would be quite interesting to study. A combination of the two 

perspective and types of students may increase the outcome even more. There ought to be a 

need for courses teaching business administration students how to capitalize on new 

technology, the creation of new markets or markets where technology upturns the present 

equilibrium. 

 

Interviewed entrepreneurs have on average 6 years of experience before they start their own 

business. This aspect has to be taken into account when teaching for entrepreneurship. 

Whatever taught has to have a chance to have a lasting impact. Details about how to set up a 

company etc. will probably not last, but an ability to see opportunities and business may have 

a better chance.  

 

Conclusions and implications 

It may be concluded that there is a significant discrepancy between the embedded models for 

business success in entrepreneurial education and the way entrepreneurs work. The education 

mainly takes the product or creative idea as the starting point for the entrepreneurial process 

while entrepreneurs start from the market opportunity and need. This may seem as an 

insignificant difference but is key for how to run and manage a new venture. The 

experimental approach common among entrepreneurs is also something that should be added 

to the skill set taught. 
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Universities are very much driven by the assumption that commercialization of academic 

results through start-ups will drive economic growth and that knowledge gained within any 

area may be turned into new businesses by adding an entrepreneurship education by the end 

or close to graduation. In this view the predominant perspective idea looking for business is 

quite natural.  

 

The results imply that entrepreneurial education needs to rebalance between the perspectives 

but also introduce more experimental approaches. Also the studied universities need to be 

clearer on and communicate both the perspective taken as well as aimed target groups. It will 

thereby also be easier to define course targets and general outcomes. Improving 

communication may also further help refining the educational content. 

 

We need to match the right student with the right education to capture the full potential of 

entrepreneurship education. Getting the potential entrepreneur into the wrong course may do 

more harm than good. This may also explain the conflicting results regarding achieved effects 

of entrepreneurial education reported (Oosterbeek et al. 2010). 
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ABSTRACT 

This study analyzed the impact that entrepreneurial training and external macro-economic 

factors such as interest rate, economic growth rate and per capita income have on the rate of 

business discontinuation across 40 countries. The paper developed a conceptual model of the 

relationship between training, external macro-economic variables and their impact on 

discontinuation rate of start-up firm and tested this model using a semi-log regression model. 

The results revealed that it is macro-economic variables mainly per capita income that has the 

most significant impact on the level of business discontinuation not training. The interpretation 

is that the higher the level of per capita income in a country the lower the level of business 

discontinuation. In other words, countries that have higher levels of disposable income will see 

more start-up firms moving to become established operations. The policy implications from these 

results are clear. Policymakers will have to grow their economies in order to improve the level 

of disposable income if they are to ensure stronger transition of businesses from start-up to 

established operations.  

 

Key words: Discontinuation rate, start-ups, established firms, entrepreneurial training, macro-

economic variables. 
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INTRODUCTION 

Long-term economic growth and survival requires more than business start-up. It will 

require that businesses grow to a level where they can contribute to job creation, income and 

overall economic growth (GEM, 2008; Williams 2009). It means that more start-ups need to 

transition into established businesses. In other words, it is important that policies are put in place 

to reduce the rate of discontinuation in the business environment. That is, the number of start-ups 

that discontinue operation or quit must be minimized.   

 A survey of the data on discontinuation rate for businesses in Global 

Entrepreneurship Monitor (GEM) studied countries across the globe showed that the main reason 

for discontinuation is that the businesses become unprofitable (GEM, 2008). Indeed, this main 

factor that results in business discontinuation highlights the need for stronger managerial training 

in order to design strategies that can lead to improved profitability and long term survival of 

businesses. Scholars have recognized the importance of education and training in moving 

business start-ups from their nascent stage in their development life cycle to become established 

operations that contribute to employment and economic growth (Edelman et al. 2008; Kirby, 

2004; Katz, 2003, Parker & van Praag, 2006). Both public and private sector partners are 

involved in education and training for businesses in order to help them to move from start-ups 

into more established enterprises and make a stronger contribution to economic growth and 

development (Kirby, 2003; GEM, 2008). Despite the recognition that better management is 

needed for businesses to generate more profitability in order to minimize discontinuation, there is 

little empirical scientific work on how entrepreneurial training impact on the level of business 

discontinuation. The important question that still remains unanswered in any scientific way is: 

What is the impact of entrepreneurial training on business discontinuation rate?    

 While is it argued that education and training are important for moving businesses 

from their nascent stages to become more established enterprises, it is still not clear whether or 

not, entrepreneurial training indeed impacts on discontinuation. Some researchers argued that 

training especially in the formal such as educational degrees, dulls the cutting edge of commerce 

and prevents creativity and innovation which are critical for moving from start-ups to established 
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businesses (Bartlett, 1988). This inconsistency has made it more important to do a formal test of 

the relationship between entrepreneurial training and discontinuation rate of businesses. Indeed, 

the paper will test the null hypothesis that there is no relationship between entrepreneurial 

training, external macro-economic conditions and business discontinuation rate.  The findings 

from this work will be useful for public policymakers as they will be better informed to 

determine whether or not they should design training programmes to move businesses from their 

start-up stage to become more established enterprises. Also, the findings will extend the 

literature which looks at the training and business discontinuation, a missing part of the research 

on businesses failure and success.    

In order to test the research hypothesis and answer the question at the heart of this 

enquiry, the remainder of the paper is organized as follows: the next section will present a review 

of the extant literature looking at the relationship between training and business success/ failure. 

It is this literature that will inform the relationship between training and discontinuation rate.  

Following the review of the literature and the development of the research hypothesis, the paper 

will discuss the research method and present the results from the analysis of the data. The 

subsequent sections will present a discussion of the results and provide some concluding 

remarks.  

LITERATURE REVIEW AND THEORETICAL FRAMEWORK 

Training has become a very serious issue for most business persons. This is evidenced by 

the rise in the number of business schools over the last 30 years and more recently, the rise in the 

number of entrepreneurship programmes in University. Indeed, scholars have been paying close 

attention to the rise in entrepreneurship programme and business schools and have started to 

analyse their contribution to the growth in entrepreneurship and by extension, economic growth 

and transformation (Walter & Dohse, 2009; Katz, 2003; Kirby, 2004). While it is generally 

recognized that training is important for businesses to grow and survive, it is not always clear 

whether or not training does enhance the longevity of the firm. The Debate in this area is still 

wide open (Gendron, 2004). This research will make a contribution to this area by empirically 

testing whether or not training impacts on the discontinuation rate of businesses.  
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Many policy makers both in the public and private sectors seem to be of the view that 

investment in training and education is critical for the success of entrepreneurial firms. This is 

evident in their quick pronouncements and support for increased training in entrepreneurship and 

other educational offers that signal training for business persons.  Education and training are 

important in helping entrepreneurial firms to find opportunities and exploit them (Shane, 2000). 

However, it is not always clear whether or not this training should be delivered through 

formal or informal settings. Researchers who look at how training impacts business performance 

are still divided on whether or not entrepreneurship can be taught in a formal way (Gendron, 

2004; Gorman et al, 1997; Rosa, 2003). While it is acknowledged that education and training 

does help to transfer some know- how in the area of entrepreneurship, it is still not clear how 

training and education impacts on the entrepreneurial intentions. For indeed, besides university 

training and education, there is still a large non-university environment in which the business 

man operates which may help to shape his/her entrepreneurial intentions and success of the firm 

(Walter & Dohse, 2009). It is no doubt therefore, that Edelman et al., 2008 raised the issue of 

relevance of training to actual practice.  In their study, Edelman et al noted that there was indeed 

a gap between what is taught about entrepreneurship and what actually happens on the ground.  

In other words, the needs of the customer are not always captured in the training courses on 

entrepreneurship and business start ups.   

Critically also, other researchers have shown unease with the training delivered by 

business schools in order to improve business growth and success. Solomon (1989) noted that 

the training provided by business schools in the area of entrepreneurship tend to teach students 

how to become employees of owning successful businesses. Further, Kirby (2004) noted that 

with the large number of programmes that have sprung up in the area of entrepreneurship and 

educational training for businesses, there is still confusion as to what they should be focused on. 

It appears that most of these programmes equate entrepreneurship with small business 

management and new venture creation and further, teach persons to about entrepreneurship 

rather than educating for entrepreneurship. That is, the courses and training are not geared 

towards developing the skills and traits of an entrepreneur such as creativity, risk taking, 

innovativeness etc. Instead, the courses teach them general information about entrepreneurship. 
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Researchers have contended this entrepreneurship education and training are important 

for a number of reasons. Some scholars see it as important for generating business ideas and 

confirm whether or not an idea is new and valuable. Further, education and training provide 

entrepreneurs with the knowledge on how to bring business ideas to market and derive the value 

from such ideas better than the competition. Indeed, participation in training courses helps this 

process as students are able to share knowledge and experience and thus contribute to the 

diffusion of knowledge on best practices that can lead to business success. Empirical studies 

have shown that there is a positive relationship between training in entrepreneurship and 

entrepreneurial intentions (Petermann & Kennedy, 2003). With higher entrepreneurial intentions, 

it is expected that the longevity of the firm will increase because there will be greater levels of 

creativity and innovation from the owners of these firm. Learning styles are also critical as they 

will impact on the outcomes from education and training. There are both active and reflective 

learners
1
 and courses designed to encourage training for business continuation must take this into 

consideration.   

While education and training are important for business continuation, there are other 

critical factors that help to determine the success or continuation of a business. The extant 

literature cites other factors that shape the entrepreneurial orientation of owners of firms which 

contribute to creativity and innovation and by extension; the continuation of businesses. These 

extra- university factors are very important as well education and training.  

An important source of business and entrepreneurial success is derived from the social 

networks of the entrepreneur. Social ties are found to complement the education and training that 

entrepreneurs receive, to shape the future success of their businesses (Walter & Dohse, 2009).  

Entrepreneurs tend to tap into the knowledge base of their networks to learn about potential 

markets, sources of funding, entrepreneurial training techniques such as writing of business 

plans, financial and market analyses, among other things. This knowledge transfer from social 

networks is critical in helping firms to position their businesses for the long run and thus slower 

discontinuation rate.  Also critical to the social networks of entrepreneurs is the role of previous 

work experience of the entrepreneur. Work experience is critical as it helps the entrepreneur to 

                                                            
1 An active learner is one who learners through active experiment such as seminars, simulations etc. A reflective 
learner is one who learns through observations such as attending a lecture, reading books etc. 
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acquire  some critical skills in areas such as marketing, finance, management etc, that are  critical 

for success of a business (Williams, 2009).  It also provides training in some essential areas of 

business such as: negotiation, communication, selling, problem solving among other things 

(Shane, 2003). These essential skills make it more likely for owners of firms to exploit 

opportunities to further the growth and survival of their businesses.   

Besides the knowledge transfer from entrepreneurial training and education which are 

important for business continuation and also for the identifying international market 

opportunities to improve business performance (Miocevic & Crnjak-Karanovic, 2011), there are 

some environmental factors as well that may impact on the rate of discontinuation of the firm. 

This is especially true when the enabling business environment in which the firm operates is not 

sophisticated. Some of the most critical variables are interest rate, economic growth rate and the 

level of disposable income (per capita income) of households in the society. These variables are 

not within the control of the firm but can impact whether or not a firm remains open or closed, 

irrespective of the level of training and education that the owners of these firms possess.  

In the external environment, the level of interest rate that firms are charged for borrowed 

fund is critical in determining whether or not it can survive. Economic theory suggests that the 

higher the interest rate (real or nominal), the greater is the cost of borrowed money which 

increases the cost of doing business and thus, can negatively impact on the longevity of the firm 

(Hall & Taylor, 1997). Indeed, this variable is even more important in developing country 

environments where the interest rate on borrowed funds are general high and in double digits. In 

more developed economies like the United States and Western Europe, the interest rate is 

generally in single digits and is very low. This variable therefore, may not become a significant 

determinant of whether or not a firm continues its operation. In essence, context will help to 

determine whether or not interest rate is indeed a critical variable in determining business 

discontinuation rate.    

Other critical variables that are generally studied in the business cycle are; the level of 

per capita income in the population and the rate of growth of the country’s output. The higher the 

level of per capita income, the greater will be people’s purchasing power and, all other thing 

being equal, the more they will spend consuming the products that firms have to offer (Frank & 

Bernanke, 2004). With increased activities for businesses, it is expected that it is less likely for 
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them to discontinue operations. Also, with increased output growth or economic growth, it is 

expected that per capita income will be higher as well. With a growing economy, there will be 

more opportunities for businesses and therefore, a slower discontinuation rate. In other words, 

there is expected to be a positive relationship between the growth of the economy and business 

discontinuation. That is, as the economy expands, more businesses are expected to remain open. 

It is also expected that more new businesses will come on stream as a result of the economic 

expansion. The expansion will lead to more business opportunities and entrepreneurs can 

diversify their operations in order to fulfill their company’s objectives.  

From the extant literature, it appears that business discontinuation rate is a function of 

both training for the entrepreneurs and other external variables in the macro economy such as the 

interest rate, per capita income and, economic growth rate. The cognitive ability of the owners of 

firms is critical in helping to shaping policies and strategies to move the enterprise forward 

(Miocevic & Crnjak-Karanovic, 2011). As such, training cannot be ignored when analysing the 

performance of businesses. However, the internal dynamics alone will not lead to longevity of 

companies. The forces in the external environment which the managers of a firm do not 

generally have control over also play a critical role in determining discontinuation rates among 

businesses. Therefore, to shed ling on the research question which guides this study, the 

following conceptual model is used as the framework in which the analysis is grounded.  
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Figure1: Conceptual Model 

 

The model basically captures the idea that, the discontinuation rate of businesses in an 

economy is a function of the internal dynamics of the firm – namely training for its managers 

and, the external environment in which the firm operates, namely the macro-economic 

environment. The macro-economic environment is even more important in the context of 

developing economies, given that they are generally characterized by macro-economic instability 

that is, high interest rate, high inflation, huge debt burdens and unstable exchange rates. These 

factors impose an additional cost of doing business in these environments and as such, can lead 

to businesses closing rather than remaining open. Therefore, the reviewed evidence in the extant 

literature on business discontinuation leads to the following null hypothesis that will be tested in 

this study: 

1. H0: There is no relationship between entrepreneurial training, external marco-economic 

conditions and business discontinuation rate.  

The next section of the paper will provide an overview of the method that was used to derive 

conclusions from the analysis of the data.  
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The Method 

To motivate this study, a general framework which captures the relevant variables that determine 

discontinuation rate of firms has to be established. As such, the general expression for the model 

that will be tested in this research is as follows: 

Yj = ∫ (X1, X2, X3….Xn) + εj                            (1) 

Where: 

Y is the dependent variable representing business discontinuation rate  

J is each country from 1- 40 

X1….Xn represent the vector of variables that impact on the discontinuation rate of businesses. 

These include Training, Economic Conditions, Social conditions etc.  

 εj = The error term 

In order to operationalize the theoretical model, specific variables that relate to the research 

question under consideration were identified. The variables selected from the vectors were 

determined by what is  theoretically robust but also empirically feasible. Taking these issues into 

consideration, the choice was made to focus on variables that reflect the macro-economic 

conditions of the country and, those that reflect the internal dynamics of the enterprise such as 

training for entrepreneurs. These specific variables were used to build a variant of the general 

theoretical model presented above. The estimated model therefore became: 

Yj =       (2) 

Where: 

γ  = Interest rate 

δ = per capita income  

θ = GDP growth rate    

φ = level of training for the entrepreneur 
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 εj = error term 

When this theoretical model is estimated, the degree of significance of the variable will 

determine which factor is most responsible for the discontinuation rate of the enterprises from 

the countries in this study. 

The Research Data 

Cross sectional data for 2008 on 40 countries that are studied in the Global 

Entrepreneurship Monitor report were collected on the four independent variables (interest rate, 

per capita income, GDP growth rate and entrepreneurial training), the dependent variable 

(business discontinuation rate) and used to estimate the theoretical model in equation 2 above. It 

must be noted that the countries represented in this study were drawn from all contingents and, 

are at different stages of economic development that is, factor driven, efficiency driven, 

innovation driven and wealth driven. This helps to give the study an international orientation 

which is critical for generating interesting results from various locations.  

The statistical data for 2008 in respect of each of the variable in the study; were collected 

from various sources such as the international financial statistics and the world economic outlook 

published by the IMF, World development indicators published by the World Bank, and the 

Global Entrepreneurship Monitor, Jamaica Report 2008. Table 1 below shows the variables, their 

measurements and, the source from which the data were derived.  
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Table 1: Regression Variables 

Variables Measurement Data Sources 

Business Discontinuation Rate Percentage of businesses that 

do not move from start-up to 

established firms 

Global Entrepreneurship 

Monitor Jamaica Report 2008 

Interest rate  Prime lending rate in the 

country 

International Financial 

Statistics 

Per capita income Average income per persons 

in the population 

World Development 

Indicators,  

GDP growth rate Percentage change in GDP 

from one period over the other 

World Economic Outlook, 

World Development 

Indicators 

Level of  entrepreneurial 

training for entrepreneurs 

Percentage of population that 

received voluntary or 

compulsory entrepreneurial 

training  

Global Entrepreneurship 

Monitor 

   

 

Results  

This study set out to analyse the impact of training and external macro-economic 

variables on the business discontinuation rate for firms in various economies across the world. 

The results from the analyses of the data suggest that, business discontinuation is a function of 

the level of per capita income in the country not the level of  entrepreneurial training of the 

entrepreneurs, the interest rate nor the growth of gross domestic product (GDP). In other words, 

the results suggest that, there is an inverse relationship with the level of per capita income and 

the business discontinuation rate. That is, as per capita income increases, the level business 

discontinuation reduces. In other words, the interpretation is that; the higher the level of income 

that citizens have, the lower the level of business failure in the society. The rationale for this 

finding will be explored in the discussion section. Table 2 below highlights the results from this 

analysis. 
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Table 2 

Multivariate regression result:  

Determinant of business discontinuation rate 

Variables Beta T p-value  

Constant 33.18 3.3 0.00 

 Interest Rate 2.05 .99 .33 

Per capita 

income 

-7.01 -3.37 0.00* 

GDP Growth 

Rate 

-1.23 -.79 .44 

Training- 

compulsory 

schooling 

-.05 -.41 .68 

R
2
 .49   

Adjusted R
2
 .43   

F-statistic 7.9 (0.00)   

    

Dependent variable: Business Discontinuation rate (% of businesses that do not go from 

start-up to established firm) *: variable significant at 5% level. 

While a number of the variables are not statistically significant, they still possess the 

correct hypothesized signs. For instance, the relationship between discontinuation rate and 

interest rate is positive. It means that, as interest rates increase, the level of business failure also 

increases. Also, the results suggest that as the economy grows, the level of business failure 

reduces. Further, with increased training for entrepreneurs, this will lead to a lower rate of 

business failure or discontinuation.  

The model diagnostics also suggest that the model is robust. The model R-square looks at 

the percentage of the dependent variable (business discontinuation rate) that is explained by the 

four independent variables. In this case, almost 50 percent of the discontinuation rate is 

explained by the independent variables. Also, the F-statistic suggests that the beta values for the 

independent variables are different from zero and as such, the model can be estimated. The 
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results also showed that multi-collinearity was absent from the model. The tolerance statistics 

values are above 0. 1 and the variance inflation factor values are below 10, the benchmark for 

multi-collinearity (Menard 1995; Myers, 1990). These statistics suggest that there is no level of 

multi-collinearity in the model. In other words, the relationship between the independent 

variables is not very strong. The results for the test of multi-collinearity are presented in Table 3 

below.  

Table 3 

Results from Multi-Collinearity Tests 

Variables  Statistics  

 Tolerance Variance 

Inflation Factor 

 Interest Rate .59 1.70 

Per capita 

income 

.42 2.40 

GDP Growth 

Rate 

.59 1.70 

Training- 

compulsory 

schooling 

.80 1.24 

   

 

To test the stability of the variables in the model, the training variable was analysed further. 

Instead of compulsory training in entrepreneurship that all countries provide, the model was 

estimated to capture any type of training that is available to entrepreneurs in the society. The 

results from this analysis are presented in Table 4 below.  
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Table 4 

Multivariate Regression Result: Determinant of Business 

Discontinuation Rate 

Variables Beta T p-value  

Constant 35.64 3.64 .00 

 Interest Rate 1.92 .97 .34 

Per capita 

income 

-7.81 -3.89 .00* 

GDP Growth 

Rate 

-1.30 -.83 .41 

Training- Any 

type 

-.06 1.09 .28 

R
2
 .51   

Adjusted R
2
 .48   

F-statistic 8.50 (.000)   

    

Dependent variable: Business Discontinuation rate (% of businesses that do not go from 

start up to established firm) *: variable significant at 5% level. 

Interestingly, from Table 3, the data suggest that the variables are indeed stable even 

when the training variable is broken down into different levels. Whether or not training is 

compulsory, the data suggest that it is external macro-economic conditions that have the greatest 

impact on business discontinuation rate. Again, it is the level of per capita income that has the 

greatest impact on the discontinuation rate of firms. The directionality of the relationship also 

remained the same as in the case of compulsory training. Also, the hypothesized sign for the 

other non-significant variables (Interest rate, GDP growth rate and training) remained the same 

as well. This is a significant indication that the model is robust irrespective of the type of training 

offered. Further, the model diagnostics moved marginally with the R2 moving slight from 0.49 

to 0.51, another indication of the robustness of the model. Overall, the results suggest that it is 

eternal macro-economic conditions not training that have the most impact on the discontinuation 

rate of businesses. More specifically, it is the level of per capita income that has the most 

significant impact on business discontinuation rate. The interpretation is that, the lower the level 
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of per capita income in a country the higher the likelihood of failure of businesses. That is, an 

economy that has a lower per capita income will see less businesses transferring from start-ups to 

well established firms. The discussion section below will explore the theoretical and empirical 

rationale for this finding. 

DISCUSSION AND CONCLUDING THOUGHTS 

This paper aimed at understanding the impact of entrepreneurial training, a variable 

internal to the firm and, external conditions in the macro-economy on the rate of business 

discontinuation in a country. Business discontinuation refers to the failure of start-up firms to 

move to more established enterprises. In most cases, it is not difficult to start a business. In the 

World Bank ease of doing business survey, the data revealed that most developing countries do 

well in there rankings in relation to starting a business. For example, Jamaica, a small developing 

Caribbean country, in 2012, ranked 23 out of 183 countries in its ease of starting a business 

while move advanced countries like Sweden is ranked 46 out of 183. The challenge that most 

nations like Jamaica faces is to move these start-ups from their nascent stage to well established 

businesses that have a long life span and can employ a critical mass of persons to contribute to 

economic growth and development. It is this troubling reality that has motivated the work done 

in this paper.         

Previous research have pointed to the internal environment of the firm and also the 

external macro-economic and social environment in which the firm operates as factors that are 

responsible for the lack of significant movement from start-up to more established firms (GEM, 

2008; Hall & Taylor, 2001). However, these research have not established in any scientific way, 

the impact of specific external or internal variables on the rate of business discontinuation. This 

research has deviated from this path by testing in a rigorous scientific way, the impact of specific 

internal and external variables on the rate of business discontinuation across all the countries 

studied in the GEM 2008 report.   

The analysis of the data in the semi-log regression model that was used to test the impact 

of entrepreneurial training, a variable internal to the firm and, external macro-economic variables 

such as per capita income, interest rate and, economic growth rate on the rate of business 

discontinuation; suggest that it is the external macro-economic variable, specifically the level of 
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per-capita income in a country that has the most statistically significant impact on business 

discontinuation rate and not the internal variable of entrepreneurial training. This result is 

interesting but not surprising. Indeed, van der Sluis et al., (2005) noted that more educated 

workers in developing countries go to wage employment compared to starting an enterprise. This 

will no doubt, have implications for the performance of firms as the management capabilities of 

the owner of the firm do impact on its performance (Porter, 1990; Penrose, 1980)   

The level of per capita income, which is the amount of money citizens in a population 

have to spend, has a negative relationship with the discontinuation rate of businesses. Intuitively, 

this makes sense. When consumers have more money to spend, the greater the likelihood they 

will buy the products and services from enterprises that are operating in their geographic 

location. If consumers spend more money in the economy, businesses will benefit by having 

more capital and can invest in modern processes and offering even greater value to the consumer. 

When citizens spend money to buy the goods and services that businesses produce and the 

businesses generate a profit, their shareholders will be motivated to continue to invest and in 

essence, keep the firm in operation for a longer time. When consumers do not spend, the level of 

demand in the economy shrinks, businesses do not make profits and shareholders do not receive 

the returns on their investment so they are not motivated to continue that investment. As such, 

businesses will generally close their operations if they are unable to generate a profit from the 

items that they produce and sell.  

Indeed, irrespective of the sophisticated training and world class management practices 

that are associated with an enterprise, if citizens do not have money to spend to buy the goods 

and services that are produced, the firm will go out of business. Businesses create value by 

producing a product and then selling it at a price above the cost of production in order to 

generate a profit for the shareholders (Dees, 1998). If a sufficient mass of consumers do not have 

money to buy these goods and services, the firm will not be able to generate a profit and the 

return on the capital employed by shareholders will not be sufficient for them to continue to 

invest. This will no doubt lead to the firm being closed down and go out of business. This finding 

in no way, discounts the importance of entrepreneurial training to move firms from a mere start-

up to become established enterprises.        
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Although the model did not find that entrepreneurial training is statistically significant in 

determining the rate of business discontinuation, the hypothesized sign intuitively, is pointing in 

the right direction. The results suggest that there is a negative relationship although not 

statistically significant, between business discontinuation rate and training received by 

entrepreneurs. This makes sense if we believe that training helps business people to handle more 

effectively, the complexities associated with running an enterprise. Training provides 

entrepreneurs with tools that can help them to overcome problems from financial, marketing, 

human resources to operation and logistics that are associated with running an enterprise. It will 

provide them with the knowledge of how other organizations have overcome similar problems, 

best practices in running an organization, and the most current knowledge on the subject. These 

are important issues that any entrepreneur should be familiar with. Without such knowledge, it 

will be difficult for them to manage the complexities that are involved in running a firm in an 

increasingly complex business environment. The way these entrepreneurs learn, that is, their 

different learning styles will no doubt impact on how they eventually value entrepreneurial 

training and transfer that training into the operations of the firm. Understanding how people learn 

and the different types of learning and knowledge that exists (Wolff & Pett, 2010) will be 

important for designing training courses for entrepreneurs if they are to be effective in helping to 

get firms from the start-up phase to become established enterprises. The rise in business school 

and entrepreneurial training courses are all evidence of the increased importance that is being 

placed on training for entrepreneurs.   

The results from this research may not have found a statistically significant impact of 

training on business discontinuation but this may be due to the way the variable was 

operationalized. The research merely captured the percent of persons who got training to start a 

business whether through compulsory education in the school system or through their voluntary 

efforts. However, to know if this training really benefits the businesses, more nuanced 

understanding has to be had in terms of the benefits that the entrepreneur derives from the 

training. A qualitative exploration with the entrepreneur to see how the training they receive 

impacts on the businesses will better capture the impact on training. Modelling may not be the 

most appropriate way to capture the impact that this variable has on the business discontinuation 

rate of a firm. The latent value from training may be very difficult to be revealed in an 

econometric model.  



Conference version- ICSB2012. Do not reproduce without permission from the author.  

The other important result, although not statistically significant but shows the correct 

hypothesized sign, is the impact that interest rate has on the level of business discontinuation. 

The results suggest that there is a direct positive relationship between interest rate and the level 

of business discontinuation rate in the economy. In other word, the higher the interest rate the 

higher the level of business discontinuation and the vice versa is also true. This intuitively makes 

economic sense. The interest rate that businesses pay on the cost of borrowed funds is a cost that 

the firm has to bear. This cost impacts on the level of profitability that the firm can earn and by 

extension, the returns it can give to its shareholders. The higher the rate of interest, the greater 

the cost of borrow to the firm. If this rate becomes to onerous, it will reduce significantly, the 

profit which the firm earns. In some cases, it will result in the firm making losses thus eroding its 

value.  As value is eroded, the chance of the firm closing down increases and eventually, the firm 

may have to discontinue its operation. It is therefore clear why business persons generally lobby 

governments to manage their economies well so that they can keep interest rate low in order to 

facilitate investments and the growth of enterprises.   

The implication of this result for policymakers is quite clear. Economic policymakers 

will have to ensure that they manage the economy in such a way to generate macro-economic 

stability. They will have to keep their fiscal deficits at a sustainable level and also keep their debt 

to GDP ration at manageable levels as well. If these variables are out of line, it forces the market 

to demand a higher interest rate and thus pushes up the cost of borrowing for the firm. 

Developing economies with less sophisticated systems of governance generally run high budget 

deficits and have huge debt ratios. This may explain the low levels of investments that are 

generally seen in these societies. This lack of investment also impacts on the level of growth that 

the economy enjoys. With lower levels of investments, economies will find it difficult to growth. 

When the economy fails to grow sufficiently, it will also impact on the level of business 

discontinuation rate.           

 Indeed, this study also found, although not statistically significant, that the level of 

economic growth rate also impacts on business discontinuation rate. The hypothesized sign in the 

study shows an inverse relationship between economic growth rate and business discontinuation 

rate. This result finds resonance with the reasoning in mainstream economics (Frank & 

Bernanke, 2004; Hall & Taylor, 2001). When the economy is growing, it expands the amount of 

income that the members of the population will have and as such, increases the purchasing power 
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of the citizens. As expected, with increased purchasing power, consumers will be more inclined 

to buy the goods and services produced by the firm. This will help the firm to generate greater 

value and give higher returns on investment to capital. This will therefore motivate more persons 

to invest and by extension, propel businesses to move from their start-up stage to become more 

established firms.   

A growing economy also expands the opportunities for doing business. Besides increased 

per capita income, when an economy is growing, it leads to an expansion of industry sectors and 

also the creation of new industries. This will provide increased business opportunities for start-up 

firms to expand their operations. A growing economy will provide start-up firms with the 

opportunities for diversification of their offerings and increasing their revenue streams. This can 

help to offset weak areas of the business and ensure its continued performance. Indeed, a 

stronger economy will give more impetus for businesses to continue their operation because of 

the opportunities for diversification of offerings and new lines of business for expansion. Adroit 

business leaders will be able to spot these opportunities and ensure that their businesses benefit 

from this stronger economy and do not fold under. Good entrepreneurial training will help in this 

regard.            

 Again, the policy implication of this finding is quite clear. Policymakers who want to 

reverse the level of business discontinuation will have to put policies in place to grow the 

economy. This will mean that the economy has to become more business friendly which will 

ensure greater levels of investments. With more investments, this will stimulate aggregate 

demand and with increased aggregate demand, this will provide a fillip to the economy and by 

extension, generate stronger growth.  Growth oriented policies will have to be implemented by 

policymakers and not growth blocking policies. The issue of economic growth is not without its 

controversy (Rodrik, 2008; Frank & Bernakne, 2004; Bhagwati et al; 1998), but with correct 

management of the economy, some common policies can be implemented to induce growth.  

Policymakers will have to apply standard growth inducement strategies but adopt them to the 

idiosyncratic nature of their own economies. The one size fits all policy approach to growth will 

not generate the expected result in most cases. Rodrik 2006 provides a good discussion on how 

policymakers should approach growth. The important lesson, however, is that growth 

inducement strategies will be important for reversing the level of business discontinuation rate 

that is observed in most economies across the global environment. 
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Concluding Thoughts 

This research showed that increased per capita income, not so much entrepreneurial 

training, interest rate or economic growth rate, is the most significant variable to impact the level 

of business discontinuation rate across countries studied in the GEM report of 2008. The 

interpretation is that the higher the level of per capita income, the greater the likelihood of 

businesses moving from start-up to become established enterprises. Consumers will spend more, 

the greater their level of disposable income. This increased spending will lead to greater profits 

for firms and thus ensure their survival. In other words, the regression model says that almost 50 

percent of the dependent variable, business discontinuation rate is explained by the dependent 

variables in the study. The results suggest more than mere correlation.  The findings however, 

should not be interpreted to mean that other variables such as entrepreneurial training for 

entrepreneurs, interest rate and economic growth rate are not important to ensure that businesses 

move from start-up to established enterprises. Although these other variables are not statistically 

significant, their hypothesized signs are inline with the intuitive explanation in both economics 

and organizational behaviour literature and learning theory. Policymakers who are trying to 

reduce the level of business discontinuation rate of the firms in their economies should not 

ignore these factors.   

While the results are robust, given the limited sample of countries used in this study, 

there are some limitations that must be borne in mind when trying to apply the results. Only 40 

countries of a population of 204 countries were analyzed in this study. This may pose problems 

for the generalization of the results beyond the sample given that the sample was a convenient 

sample. Also, the operationalization of the training variable could be more nuanced. It merely 

captured the percentage of the population that had training in entrepreneurship. It did not capture 

the type of training for example, or how the training was used to benefit the firm. These factors 

can make a difference in how training impacts on the performance of the firm. These issues 

however, can be very difficult to model so a more qualitative exploration could be a possible 

direction in which to take future research on the subject. Future researcher should also try to do 

the study on a larger sample size in order to do more disaggregated analysis at the country level. 

For example, research can explore whether or not the training is important in developed versus 

developing countries, transition versus poor developing countries, large versus small countries 
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among other categorization. This will give a better insight into the generalizability of the 

findings.    

Despite the limitations indentified, the results are still important. They extend the literate 

on entrepreneurship and business discontinuation, an area that is not well studied in the extant 

literature. Further, the results must be treated as descriptive rather than prescriptive. The work is 

more exploratory and was not aimed at reaching specific conclusions as to the magnitude of the 

relationship and predicting discontinuation rate. It was merely interested in finding whether or 

not an impact exists. Further work can look at prediction for failure.    
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Abstract 

SMEs focus more on developing industrial design (ID) in the new product development 

(NPD) process when undertaking transformation from OEM to ODM/OBM. Besides using 

RBV and capabilities approach, we attempt to explore whether the social network approach 

and its brokerage theory could be used to explain the roles of ID. Based on literature review, 

it is found that ID could play the dual role, i.e. brokerage and cohesive role in the NPD 

process and they also produce a positive impact on NPD performance.  
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1. Introduction 

Many SMEs are in the process of transforming from the stage of Original Equipment 

Manufacturers (OEMs) to the stage of Original Design Manufacturers (ODMs) or 

Original Brand Manufacturers (OBMs) to enhance their added value in the market and 

this phenomenon is particularly true in the emerging economy like China. To help 

facilitate the transformation process successfully, SMEs are required to shift their focus 

from manufacturing orientation to the orientation towards marketing, design and branding, 

which would further support the firms to implement new product development (NPD) 

process effectively. In this paper, our overall objective is to explore conceptually the role 

of industrial design (ID) for SMEs in the NPD process, from the social network 

perspective, so that it would help to complete the transformation from OEM stage to 

ODM/OBM stage. 

 

Industrial design (ID) has emerged as a valued creative resource, so from the standpoint 

of resource-based view (RBV) (e.g. Wernerfelt, 1984; Amit, 1993), ID could add value to 

SMEs in the new product development process, particularly in the front end (Rosenthal 

and Capper, 2006; Ende, 2007). Moreover, the utilization of ID resources can be further 

addressed by the perspective of dynamic capabilities, where the uniqueness of the 

resource is integrated and ultimately the true competitive advantage is realized 

(Teece,1998; Jevnaker, 2002). However, the question remained to be addressed is: How 

to best describe ID’s integration and utilization within a firm? Since the role and 

responsibilities of ID in the NPD process is not seen as a single task performed by a 

single actor and in most cases, it is a process resulting from an interaction among various 

parties, it should be described as a setting that is typically collaborative in nature, 

requiring work between team members from different areas of expertise and 

responsibility including marketing, ID, engineering, purchasing, manufacturing, etc. 

Within such context, the paper is then attempt to shed some light on the following 

specific questions: 

 

a) Apart from the traditional perspectives of RBV and dynamic capabilities, is there any 

other alternative to explain the integrative roles and responsibilities of industrial design in 

the new product development process of SMEs? 
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b) How could we explain the relationship between industrial design and collective/team 

creativity in the product development process of SMEs? 

  

c) What specific functions industrial design would perform in different stages of an 

SME’s new product development process and what factors, with particular reference to 

social network perspective, would affect the NPD performance? 

 

2. Conceptual Development  

As the study is exploratory in nature, we would aim at developing the plausible 

propositions based on a priori theoretical framework that covers the subject discipline in 

industrial design. Specifically, extensive literature search on two major areas is conducted 

in the conceptual development process: the NPD process of SMEs and the social network 

theory.   

 

(1) Industrial Design and NPD Process of SMEs 

NPD is a good place to start when researching the interaction of ID in a team 

environment. This setting is typically collaborative in nature, requiring work between 

team members from different areas of expertise and responsibility including marketing, 

ID, engineering, purchasing and manufacturing, etc.  In this case, ID must collaborate 

with team members to define, develop and deliver a finished product. In this context, ID 

is involved in the creative front-end, which requires divergent thinking and conceptual 

skills through to the convergent phase of consolidating options and reaching consensus on 

the final design strategy.  

 

The front-end of the NPD process is critical in ensuring that a project has the best chance 

for success. Many studies advocate that the front-end process is geared towards reducing 

the uncertainty surrounding an idea to a point where it meets with a firm’s set of pre-

determined selection criteria (Kim 2003; Moenaert, Caeldries et al. 2000). Ende (2007) 

conducted a thorough concept exploration that is vetted and consolidated early in the 

NPD process (i.e., the front-end) minimizes the risk of unknown issues emerging in the 

project during the implementation phases where the cost of change is higher, more 

difficult to correct and timing consuming to implement. 
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In this collaborative role with role sharing and redefining of responsibilities, it is 

becoming increasingly challenging to universally define ID’s place within a firm.  This is 

especially true for transitional firms that are either transforming from an OEM to 

ODM/OBM strategy or simply looking strategically toward a heightened marketing 

orientation strategy. Issues that are likely to arise in this process of defining ID evolving 

roles and responsibilities in NPD are concerns such as job creation, job sharing, and job 

territoriality with team members. These issues will need to be addressed, but ultimately a 

more substantive understanding of how ID interacts with NPD team members and to what 

degree and form ID takes a leadership role in NPD process is needed. This is especially 

important in the creative front-end of NPD where information gathering, problem 

framing, reframing, divergent conceptualization, consolidating, visualizing, 

demonstrating and validating are important processes required in the early divergent 

concept development and later convergent design selection phases of NPD front-end. 

 

(2) Social Network Theory Overview  

 

Use of networks as a means to acquire resources has received much focus in management 

literature over recent years. (Borgatti and Foster 2003). “Structuralist’ perspective 

advocates that the types of resources that can be acquired from a network depend on the 

structure of the network relations (Adler 2002). The structural perspective reveals 

essentially two distinct—though not necessarily opposing—views on how structure 

affects the benefits that can be obtained from social networks (Ende 2007). 

 

a) Structural Holes Theory 

(Burt 1992)  describes structural holes as separation between non-redundant contacts. 

This hole or gap serves as a buffer, like an insulator in an electric circuit.  Burt further 

explains that two contacts that can bridge a structural hole are “in some degree additive 

rather than overlapping”. Actors that connect across structural holes and form “weak 

ties”, defined by (Granovetter 1973) have been shown to provide knowledge searching 

benefits (Hansen 1999), giving actors autonomy (Perry-Smith 2003) and accessible to a 

diverse range of information. (Granovetter 1973). 

 

b) Social Cohesion Theory 
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 Coleman’s (1988) view on social cohesion is that it “refers to the extent to which 

relations between people are surrounded by third-parties, the so-called friends.” This is a 

view built from Granovetter’s (1973) work on tie strength, and later research expounded 

on this theory to further include that strong ties are characterized by frequent two-way 

interactions (Hansen 1999), though begin more difficult to establish can create trust 

(Regan 2003) and help facilitate the transfer and building of knowledge (Hansen 1999; 

Uzzi 1999; Handley 2006; Roberts 2006). 

 

The above two theories of social network forms the fundamental basis for the dynamics 

of team interaction in the front-end of NPD process of SMEs. 

 

3. Development of Hypotheses 

(1) ID’s Role as Creative Broker in the front-end of NPD 

The front-end of NDP requires gathering of information and resources based on initial 

insights and direction given to the team. As reviewed in the above literature, the 

innovation process requires divergent thinking and cross-referencing of information, 

concepts and perspectives. In NPD, the team often consists of regular team members 

making them homogenous by nature thus subject to group think. This is not conducive to 

divergent explorative concept development. Based on the idea of creative brokerage, this 

is a critical opportunity for an actor to bring into the group new and different information 

from outside the homogenous knowledge and experiences that can reside in a team.  

 

ID can play a valuable role in early divergent concept development given their particular 

skill sets in free association and visualization. It is at this critical conceptual phase that the 

role of creative broker can also enhance ID’s contribution by giving them and the team 

access to new ideas and perspectives. Furthermore, it is because of ID’s particular 

creative skills that this role as creative broker can heighten ID’s influence because they 

can integrate information and ideas into concepts before they can be rejected without 

being completely understood and realized within the context of a concept. It is in the 

added role of creative broker that ID can reach beyond their basic design service 

limitations and provide an opportunity for creative activities to fully reach their potential 

with enhanced and innovative perspectives and insights. 
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Hypothesis 1: ID’s increased role as a creative broker in the divergent phase of the front-

end of NPD directly improves NPD performance in team innovation. 

 

(2) ID’s Central Role in Team Cohesion in the Convergent Phase of NPD 

Selecting a design direction in the front-end of NPD requires a focus and attention. As the 

team transitions from the divergent process of concept development to the convergent 

design selection phase, team cohesion becomes important. The review and vetting of 

concepts require mutual understanding of project parameters and other success factors 

that are used to filter multiple concepts into one final agreed upon direction. As theory of 

strong-ties and team cohesion proposes, successful creative development ultimately 

requires a process of reviewing proposals, reaching an understanding of options and 

building consensus toward a final solution. ID’s role in this convergent process can be 

important. ID’s skill in lateral thinking and visualization can help the team understand 

how valuable aspect of different concepts can be consolidated into a final optimized 

direction. As ID plays a leadership role in the convergent process, it is important that they 

be perceived as being well grounded in core understandings that are seen to be important 

to the team and business. Furthermore, it is important that ID be seen as being able to 

rationally review and refine options so that they can be fully embraced by the team.  

When ID can transition to a more central role and build team cohesion in the convergent, 

design selection phase of the front-end, then the likelihood that the team can successfully 

refine and execute an optimized solution increases. 

 

Hypothesis 2: The closer ID is to the team’s cohesive center in the convergent phase of 

the 

front-end of NPD directly improves NPD performance in team innovation. 

 

(3) Structure Holes and Team Creativity/Innovation 

As outlined in the literature review, structural holes as a network of non-redundant 

contacts can provide an individual who bridges such holes with information and control 

benefits (Burt 1992). Furthermore, research applying network structure to creativity 

focusing on idea generation and argues that good ideas are the results of having non-

redundant, heterogeneous contacts that enables a person to generate ideas by combining 

diverse information (Perry-Smith 2003; Burt 2004; Perry-Smith 2006). To elaborate 

further, non-redundant contacts are contacts that are only connected to the individual in 



7 
 

question and not to each other. Heterogeneous contacts represent different functional 

backgrounds or levels of tenure (Perry-Smith 2006). These arguments show that bridging 

of structural holes is beneficial to information gathering and idea generation. It can be 

asserted that the number of structure holes is related to the performance of NPD in terms 

of creativity and innovation through information gathering and idea generation.  

 

Hypothesis 3: The number of structure holes is related to NPD performance in terms of 

team innovation. 

 

(4) The Moderation Effect of Network Ties 

According to Burt (1992), weak ties of NPD members across and outside groups will 

support the bridging and free exchange of diverse knowledge. This would help encourage 

the development of novel ideas of team members through acquisition of diverse 

information from various connected sources. However, it is also suggested that strong ties 

of members within group, i.e. the NPD team supports knowledge sharing and consensus 

building. This would help the effective implementation of novel ideas in the social 

cohesion stage. As a result, it is asserted that strong tie will moderate the relationship 

between structure holes and team performance in innovation. 

 

Hypothesis 4: Weak tie strengthens the relationship between the number of structure 

holes and NPD performance in terms of team innovation.  

 

4. Conclusion 

In an effort to understand ID’s role within a firm, this paper has proposed utilizing social 

network theory as a means of research and evaluation. Based on extant brief literature 

review, we have outlined two key propositions based on social network theory, the role of 

brokerage and principle of team cohesion, which are offered as key defining roles of ID in 

the front-end of NPD. 

First, with regards to the research question to be addressed, we did find some support on 

the following creativity factors to be related to ID capabilities , e.g. job design (Elsbach 

2006), organizational and supervisory encouragement (Amabile, 1996), leadership 

(Shalley, Zhou, et al., 2004), social networks (Perry-Smith, 2006), help seeking, help 

giving, reflective reframing, and reinforcing (Hargadon, 2006).  Secondly, with the 

support of literature review, social network theory offers a good alternative perspective 
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which can be used to explain the roles and responsibilities of ID in the process of new 

product development of SMEs. Furthermore, the brokerage approach under social 

network is even more relevant to the front end step of how ID help add its creative value 

to SMEs in their transformation process. Thirdly, it is hypothesized that the following 

roles of ID, if performed effectively, could contribute to higher performance of NPD: 

brokerage role (Lingo and O'Mahony 2010), centrality in cohesive role (Borgatti and 

Foster 2003), structure holes and network ties. 
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INTRODUCTION 

Innovation has been recognized as a key driver of economic growth and performance 

enhancer for business during the past sixty years (Sweezey 1943: Brozen 1951; Ames 1961). 

Although small to medium sized enterprises (SMEs) have been the subject of several studies, 

research on their in innovation management and commercialisation is still scarce (Hoffman et 

al, 1998). Tidd (2001) noticed lack of clear and coherent conceptual foundations to assist 

managers in managing innovations. Adams, Bessant and Phelps (2006) suggested that exist 

many confusing and contradictory approaches to innovation management and they developed 

a framework for its measurements.  

 

Past research into the behaviour of innovative SMEs has generated a range of taxonomy 

(Pavitt and Townsend 1989; Rizzoni 1991; Archibugi 2001; Dirk et al. 2010). These studies 

have offered valuable insights into the factors influencing innovative SMEs as they relate to 

success or weakness, sectoral patterns, types of innovations, strategies, organizational 

structures (Pavitt 1989; Rizzoni 1991) or business models (Dirk et al. 2010). However, scant 

research has investigated the typology of SMEs innovators along the dimensions of the firm’s 

anticipated innovation rent and its commercialisation processes. SMEs are often 

characterized by limited resources to develop innovation and commercialisation (Mazzarol 

and Reboud 2011). Therefore, a systematic approach to innovation management is likely to 

have a positive influence on the firm’s ability to generate potentially valuable returns to 

investment in such innovation (Mazzarol and Reboud 2011). However, many SMEs have 

little formality in their approach to innovation management adopting a more intuitive 

approach, relying on local market knowledge and creativity (Lindman 2002).  

 

As investments into innovation often involve uncertainty, it is essential for firms to evaluate 

the potential risk and return before developing new innovations. Earlier studies have shown 

that an assessment of the potential return from an innovation investment helps to predict the 

success of failure of new innovations (Mansfield et al, 1977; Astebro and Michela 2005). 

This concern has stipulated various investigation into the determinants of the project success 

(Cooper 1981; Montoya-Weiss and Calantone 1994; Balachandra and Friar 1997; Henard and 

Szymanski 2001), key success factors for new product development (Balachandra and Friar 

1997; Henard and Szymanski 2001; Lilien and Yoon 1989; Linton, Walsh, and Morabito 
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2002; and Montoya-Weiss and Calantone 1994) and survival of innovations (Astebro and 

Michela 2005).  

 

The purpose of this paper is to investigate the relationship between the anticipated return of 

an innovation and its commercialisation process. This relationship will be explored by 

generating a typology of innovative SMEs to differentiate their behavior and characteristics 

in commercialisation by drawing on a sample of 525 SMEs from 10 OECD countries. We 

focus on key differentiating criteria such as the size, age and growth of firms, resource 

endowments (for example, the R&D intensity and the preferential financial channel), the 

novelty, the protection of intellectual properties (IP) and the major innovation types that firms 

developed. This study contributes to bridge the research gap in relation to the cause - effect 

relationships underpinning the commercialisation processes. As such, we aim to answer the 

following research questions: 

1. What are the factors that differentiate SME innovators’ anticipation of potential high rent 

returns to innovation from those that do not?  

2. What are the factors that differentiate SME innovators in implementing systematic 

processes of innovation management from those that do not? 

3. What are the factors that results in SME’s high anticipated rent despite their unsystematic 

processes of innovation management? 

 

THEORETICAL BACKGROUND 

Innovation Rent Concept 

In the context of innovation management, the concept of “rent” is associated with the 

anticipated financial outcome generated by the investment in an innovation. The innovation 

rent is defined as returns that “arise from the existence, discovery and successful commercial 

exploitation of entrepreneurial opportunities” and “are excess of the opportunity costs of all 

resources used” (Miles, Paul and Wilhite, 2003 p 394). Alvarez and Barney (2004) remarked 

that two of the most important activities that firms often engage in enhancing their 

competitive advantages are exploiting innovation opportunities and capturing an appropriate 

rent. The rent is often achieved under uncertain task environment due to the unknown value 

of these resource combinations (Schumpeter 1934; Rummelt, 1987; Mahoney and Pandian 

1992; Alvarez 2007).  



3 

 

According to several scholars, the firm’s capability in generating potential rent above the 

average rate of profits within its industry stems from the utilization of its competitive 

advantages (Porter 1985; Mahoney and Pandian 1992). The estimation of the rent indicates 

the firm’s capacity in assessing the investment risks and its returns from the innovation. Santi 

et al (2003) suggested that the evaluation of the amount of innovation rent is determined by 

the volume of sales, the rate of margin and the duration of the innovation. The volume refers 

to the potential amount of sales that could be generated over one year. The rate of margin 

refers to the profits generated from the innovation. The duration indicates the length of time 

during which the innovation can be deployed. This framework for the assessment of 

innovation risks and returns was further improved and successfully applied by Reboud and 

Mazzarol (2003) in the context of SMEs. 

 

Systematic Management of Innovation Commercialisation  

After having assessed the potential rent of innovations, firms have to decide whether to 

launch the innovation into the market. This commercialisation phase is not only associated 

with the market assessment but also to customers, suppliers, the nature of innovations and 

profitability. Herdman (1995, p 2) defined commercialisation as “the attempt to profit from 

innovation through the sale or use of new products, processes, and services... More than 

invention or innovation, commercialisation is driven by firm’s expectations that they can gain 

a competitive advantage in the marketplace for a particular product, process, or service”. 

According to Rosa and Rose (2007), the commercialisation process of innovation involves 

the interaction between firms with markets, the R&D and elements influencing the 

commercialisation outcomes such as financial, skills and human resources, intellectual 

properties, the global perspective, regulatory environment, partnering and collaboration. This 

outline strengthens the role of the flow of information or ideas from customers and suppliers 

though all stages of the commercialisation.  

 

In reviewing innovation management measurement, Adams et al. (2006) indicated that the 

commercialisation process is often associated with the marketing capabilities such as market 

research, promotion, market planning and monitoring, because its aims are to launch the 

products or services into the market successfully. Moore (1991, 2002)‘s work emphasized the 

significance of market orientation and firm’s difficulties in identifying initial market segment 

and marketing approach to adopt in commercializing innovations. Harabi (1998) suggested 
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vertical relations between firms, suppliers and customers. His empirical study of the German 

cases showed that about 84 percent of innovators cooperated with either suppliers or 

customers in managing innovations, indicating a significant link among them. 

 

Findings from various studies showed that formal planners were found to have a positive 

relationship with the firm’s performance and enhanced the organization’s effectiveness 

(Baker 1993; Amstrong 1982). For example, Burt’s (1978) longitudinal study of Australian 

firms indicated that formal planners achieved higher profitability; higher return on invested 

capital, rates of return on total funds employed and on the absolute rate of return on invested 

capital in comparison with non- formal planners’ performance. A more in-depth measurement 

of the systematic commercialisation process was described by Mazzarol and Reboud (2006). 

Their Innovation Diagnostic Diamond (IDD) framework comprised of the assessment from 

the market, resource, innovation and strategy perspectives. The four indexes were proposed 

to measure the firms’ understanding of the market and customers’ needs, the firms’ capacity, 

the formality of product development, the protection of intellectual property and the 

strategies in commercializing innovations. According to this framework, the higher score 

indicated the firm was more systematically engaged in the process of commercialisation. 

 

Effects of the Firm Size, Age and Growth 

Age, size and growth of firms have often been mentioned in literature as key factors to 

differentiate the innovators typology. Autio and Lumme (1998) indicated that the significant 

difference of innovative behavior relates to the size and growth of firms. In their study, the 

four types of small innovative firms comprised of application, market, technology and 

paradigm innovators, with the ascending level of market novelty, innovativeness and level of 

R&D intensity. Firm size was considered to play a more controversial role in innovation 

management. According to the resource- based view, the availability of having high stock of 

resources or inputs strengthens a firm’s performance (Wenerfelt 1984; Barney 1991; Sundbo 

and Fuglsang 2002). Large firms were known as having an advantage in accessing financial, 

human, and knowledge resources, compared to small firms (Roger, 2004). In addition, Cohen 

and Klepper (1996) stated that there was a spread of fixed costs in managing innovation in 

larger firms due to the effects of economy of scale. By contrast, small firms were understood 

to be more flexible in managing innovation, more innovation focused, and more dynamic in 

recognizing opportunities (Roger, 2004).  
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In a recent empirical study of innovation management in Australia, France and Switzerland, 

Mazzarol, Volery and Reboud (2010) suggested that the size, age and firm maturity had a 

partial impact on the commercialisation of firms due to the change of the extent and the 

nature of their innovation focuses over time. The age of firms was described to have the 

effect of diminishing returns on innovations as mature firms were more reluctant to invest in 

high level of innovation novelty so as not to lower the profits deploying from their current 

innovations (Loderer and Waechli 2010; Dibrell, Craig and Hansen 2011; Warusawitharana 

2011).  

 

Effects of the Resource Endowments 

The investment into research and development (R&D) has been described as the most 

significant determinant of innovation in the literature (Baldwin and Hanel 2003; Becheikh et 

al 2006; De Jong and Vermeulen 2007). Romijn and Albaladejo (2001) remarked that the 

R&D as a percentage of sales correlated with the number of patents and the innovation index. 

In addition, Mazzarol and Reboud (2011) remarked that the R&D indicator was positively 

associated with the proportion of firms which generated potentially high innovation returns.  

 

In developing innovation the firm’s financial resources are often considered to be the key 

factor that determines its decisions in relation to a particular investment. Balwin, Gellatly and 

Gaudreault (2002) indicated that debts (both long and short term) and equity were the most 

two common forms of financing found in small innovative firms. These firms were often 

known as having much constraints relating to financial resources for developing innovations. 

Balwin et al. (2002, p. 9) concluded that “shortages of equity (retained earnings and share 

capital) are more important impediments to innovative activity than imperfect debt markets”. 

Equity financing was found be more significant in SMEs, which were high R&D intensive or 

undertook investments in a more uncertain task environment. With limited resources, small 

firms were often known to have more difficulties in obtaining loans from banks and financial 

markets than large firms. Hence, small firms are often found to rely more on equity markets 

to be more flexible in managing their innovations. On the other hand, debts or loan financing 

impose much more constraints on small firms due to their uncertain investments. As a result, 

debt-financed SMEs were found to engage more in either low- knowledge intensive industry 

or low R&D intensive firms (Balwin et al. 2002). 
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Effects of Innovation Novelty Level, IP Protection and Innovation Portfolio 

Findings from previous studies suggest that the launch of an innovation enhances a firm’s 

market value and its profitability (Chaney, Devinney and Winer 1991; Blundell, Griffith, and 

Van Reenen 1999; Geroski, Machin, and Van Reenen 1993). In addition, the level of the 

novelty was found to have a positive relationship with the return on investment 

(Kleinschmidt and Cooper 1991). According to Chaney, Devinney and Winer (1991), original 

new products generate higher financial value than products which were only simply 

modified. 

 

Even though the protection of intellectual property (IP) is regarded as the tool to maintain the 

sustainability of innovations, its contributing role remains controversial. On the one hand, 

Levin et al. (1987) claimed that patents, as the most common form of the IP, was found to be 

a key factor in protecting products and processes, in particular in pharmaceuticals and 

chemicals industries. According to Burrone (2005), the protection of IP has been increasingly 

aware within SMEs in OECD countries due to the increase of knowledge intensive sectors in 

the economy. Although SMEs constitute a heterogeneous group because of their varying 

innovative capacity and ability across sectors, size, resources and the task environment, 

patenting activities are perceived as an important protection tool in high technology sectors 

(Burrone, 2005). Santi et al (2003) also noted the protection of IP as an indicator that 

influence the length of the innovation exploitation. 

 

The selection of different types of innovations as part of a specific portfolio has been found to 

influence the anticipated return. In this study, we draw on the definition of innovation by 

North and Smallbone (2000) which categorizes innovations into five types including 

products/ services innovations, process innovations, marketing innovations, market 

development innovations and administrative innovations. According to Miles, Paul and 

Wilhite (2003), different economic rents are created depending on the different modes of 

innovation. Several scholars indicated that firms which developed both products and process 

innovations simultaneously achieved better returns than firms which pursue separate 

innovations (Capon, Farley, Lehmann and Hulbert 1992; Athey and Schmutzler 1995). It is 

anticipated that they type of innovation will also influence the commercialisation process. For 
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example, a product innovation might require more a more formal process than a process 

innovation. 

 

METHODOLOGY 

The analysis was conducted with a sample of 525 SMEs from 10 countries from the 

Organization of Economic and Cooperation Development (OECD). The countries included 

Australia (78 firms), Austria (78 firms), Belgium (51 firms), Canada (47 firms), France (68 

firms), Italy (12 firms), New Zealand (92 firms), Spain (10 firms), Switzerland (63 firms) and 

United States (26 firms).  

 

Data collection was part of an international project on innovation management in SMEs from 

2006 until 2008. These firms were from a range of industry sectors, among which the 

manufacturing accounts for approximately 34 per cent of the total. The other major groups 

were services firms including retailing. The average age of firms was 22 years and the 

average level of investment on innovation was 23.25 per cent. In accordance with the 

definition of SME from the OECD (2004), all firms had less than 250 employees and an 

annual turnover of less than 50 million euros and they were actively engaged in the 

commercialisation of an innovation. Based on the definition of high and low technology firms 

by Hirsch-Kreinsen, Han and Jacobsen (2008), 73.5 per cent of the SMEs in our sample were 

high-tech firms (with R&D intensity higher than 5% of annual turnover), while 26.5 per cent 

were low to mid-tech firms (with below 5% of annual turnover invested into R&D). 

 

A discriminant analysis was conducted on a typology of four groups of SMEs in terms of the 

size, age and growth of firms, the preference financing types, the protection of intellectual 

properties, the R&D intensity and the innovation novelty and the types of innovation. The 

typology was based on two dimensions: the potential rent and how systematic the 

commercialisation process was. Hence, firms in this typology were either systematic or 

unsystematic in the commercialisation process and were anticipating that they would capture 

either high or low potential rent returns.  

 

The potential innovation rent was computed as a rent index = mean volume x mean rate x 

mean duration (Santi et al. 2003). The rent index was then transformed from a scale ratio into 

a dummy variable, which categorized it into high or low rent. 
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The systematic nature of the commercialisation process was measured by the mean score of 

the four dimensions described by Mazzarol and Reboud (2006): 

 

1. Market index―a measure of the firm's focus on customer needs and how the new 

innovation offers customers value for money. 

2. Innovation index―a measure of the firm's systematic approach to the process of new 

product development, and its management of intellectual property. 

3. Resources index―a measure of the firm's technological, human, financial and 

managerial resources. 

4. Strategy index―a measure of the firm's strategic planning in relation to its 

commercialisation process. 

 

Each index comprises a total of ten items that are scored by the owner-managers undertaking 

the survey. Each score ranges from 1 to 10. The firms in the data sample which obtained the 

score above or below average were classified into either systematic or unsystematic 

commercialisation group. 

 

Figure 1: Typology of Innovators        
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The typology of SMEs innovators is illustrated in Figure 1. The first group of firms was 

anticipating achieving low potential rent from their innovation, while also having a largely 

unsystematic approach to the commercialisation process. The second group had a more 

systematic approach to commercialisation, but were also anticipating low rent returns. In 

contrast, the third group was anticipated to achieve high rent returns, although they had a 

largely unsystematic approach to the commercialisation process. The fourth group had a 

systematic approach to the commercialisation process and also anticipated a high potential 

rent return from their innovation. 

 

Discriminating Factors 

Firm Age: The measure for the age of firms was based on the number of years since their 

establishment. The sample included firms ranging from 4 months old to 167 years old. Three 

groups were created in the sample based on age since establishment: young firms (less than 7 

years old); adolescent firms (from 7 to 21 years old); and mature firms (more than 21 years 

old). The young, adolescent and mature firms accounted for 26 per cent, 40 per cent and 34 

per cent of the sample respectively.  

 

Firm Size: The size of firms was measured by the number of employees in the organization. 

The size was categorized into 3 levels including micro (fewer than 9 employees), small 

(from10 to 49 employees) and medium (from 50 to 249 employees), according to the 

definition of SMEs by OECD (2004). In the sample, the micro, small and medium size 

accounted for 35 per cent, 31 per cent, and 33.5 per cent respectively.  

 

Firm Growth: Three groups of firms were defined based on Mazzarol et al (2010): low 

growth (less than 19% growth in annual turnover); medium growth (from 19 to 46% growth 

in annual turnover); and high growth (more than 46% growth in annual turnover). 

 

Research and Development (R&D): R&D as a percentage of annual sales or turnover 

indicates the level of investment in innovation. It was categorized into 5 levels ranging from 

1 (bottom 20%) to 5 (top 20%) (Craig, Dibrell and Hansen 2011). 
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Protection of intellectual property:  This variable was a single item with a 5 point-Likert 

scale to examine the importance of the intellectual property protection in commercializing the 

innovation.  

 

Financing types: In this analysis, we considered only the financial sources that SMEs utilized 

for the development of innovations. The three types of financing were bank loans, retained 

profits and equity financing. The variables were formulated into the 5 point- Likert scale to 

measure how important each type of financing is to the successful innovation 

commercialisation of the firm. 

 

Innovation Novelty: The level of innovation was based on a single item which distinguished 

between incremental innovation and radical innovation (Dewar and Dutton 1986). The lower 

level, incremental innovation measures new knowledge which is compatible with the existing 

products. On the other hand, radical innovations indicate revolutionary changes in technology 

which encompasses an absolute new design or system. 

 

Innovation Types: This variable indicates the major kinds of innovation that firms developed 

over the last three years. Categories of innovation types were products/services, process, 

market development, marketing and administrative innovations. 

 

EMPIRICAL FINDINGS 

The discriminant analysis models were run in the SPSS statistical software program. Wilk’s 

Lambda statistics were used to determine the significance of the models (Wilks and 

Thompson, 1973). The empirical results showed that 381 cases or 73 per cent of the total 

firms all had valid values for this discriminant analysis. The first function of the discriminant 

analysis was valid with 69 per cent of the variance explained, while the second function was 

significant with 29 per cent of the variance explained. The rotated structure matrix indicated 

that the most significant correlated variables with the discriminant functions were the 

protection of intellectual property rights, equity financing, firm size, firm age, R&D intensity 

and the innovation novelty. The two other financing sources (e.g. retained profits and debt 

financing), and the types of innovation did not considerably influence the degree to which 

commercialisation was undertaken systematically, or the anticipated rent that these firms 

were anticipating.  
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The coefficients of the standardized canonical discriminant functions are presented in Table 

1. Variables with high coefficients (for example, firm and protection of intellectual property) 

indicate a stronger discriminant effect. 

 

The group centroid functions (the unstandardized canonical discriminant functions evaluated 

at group means) was used to plot the positions of the four clusters of firms. The plot of the 

discriminant analysis is illustrated in Figure 2. Each of the six discriminating variables are 

shown as arrows with the direction representing the coefficient scores across the two 

functions. The length of each arrow indicates the strength of the coefficients. Four types of 

firms shown in the diagram are plotted using their unstandardized canonical discriminant 

functions evaluated at group means (functions at group centroids). The labelling for this 

typology of innovators was based on the differences of firm age, size, innovation novelty, the 

R&D intensity, equity financing and IP.  

 

The first cluster, which included 119 firms, was differentiated from other groups in terms of 

their older age, largely unsystematic commercialisation and low anticipated innovation 

outcome. The mean age of this group was 28 years and 4 months, accounting for the majority 

number of old firms in the sample. These “mature incremental innovators” were found to be 

more conservative and reluctant to invest into radical innovation. Statistical results indicated 

that 75 per cent of the innovations launched by these SMEs were incremental or compatible 
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with the existing products/services. In addition, the average investment in R&D was 16 per 

cent, which was lower than the average R&D of the whole sample. The number of 

innovations launched by these mature innovators was also limited. For example, 61 per cent 

of these firms launched fewer than 5 innovations over the last 3 years. Therefore, these 

mature firms were less active in innovation than other groups. Eighty-four per cent of these 

firms financed their innovations through retained profits, whereas only approximately 40 per 

cent of them relied on equity financing. 

 

Figure 2: Plot of Discriminating Factors by Innovator Typology
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The second cluster of innovators encompassed 97 bigger-size firms, most of which were 

medium-sized. This cluster was labelled as “medium-sized self-financed, incremental 

innovators”. Similar to mature innovators, firms in this cluster were investing on average 16 

per cent of their turnover into R&D. Among them, 71 per cent developed incremental 

innovations. In addition, 85 per cent of these firms used retained profits to spur innovation, 

indicating their high reliance on internal financing. 

 

The third cluster comprised of 47 firms that were highly R&D intensive and focused on 

developing radical innovations. The average investment in the R&D was approximately 34 

per cent of turnover. The vast majority of these firms (70%) were young and adolescent. 

Approximately half of the total successful innovations were of a radical nature, and 62 per 

cent of these innovations were launched to create a new market. Therefore, these firms were 

labelled as “radical innovators”. 

 

The fourth cluster encompassed 118 firms which differentiated themselves from other 

clusters in terms of their preference of equity financing and their stronger focus on the IP 

protection. Fifty-six per cent of these SMEs relied on equity financing for developing 

innovations. In addition, approximately 55 per cent of them considered that the legal IP 

protection was a determinant of the innovation success. The majority of these firms was 

adolescent and invested approximately 29 per cent of annual turnover into R&D. 

 

Based on the discriminating factors of the four clusters, the typology of innovators was 

mapped on the two dimensions measuring the level of the firm’s systematic management of 

the commercialisation process and their anticipated innovation rent. The descriptive typology 

of innovators is illustrated in Figure 3. It can be seen that “mature innovators” had both 

largely unsystematic approaches to commercialisation and low expectations of potential rent 

returns from their innovation. Their old age and conservative behaviour in innovation 

resulted in their low score in both dimensions. On the one hand, despite their systematic 

approach to commercialisation, “medium-sized, self-financed incremental innovators” were 

also anticipating to get low rent returns. That result could be explained due to their 

engagement into lower levels of innovation novelty and modest investment into R&D. For 

these firms the incremental nature of their innovation meant that above average rent returns 

were no longer anticipated from their already established markets. 
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Figure 3: Descriptive Typology of Innovators 

 

           

By contrast, the “radical innovators” and “investment- ready innovators” were mapped in the 

potential high rent dimension. Despite their limited resources, these firms anticipated that 

they could obtain high rent returns due to their strong emphasis on radical innovation. In 

particular, “radical innovators” targeted a high level of innovation novelty and focused on 

R&D investments. This potentially enables them to anticipate a high potential outcome 

despite their largely unsystematic way of commercializing innovation. However, it may also 

reflect a somewhat naive perspective on the rent return possibilities for their innovation. On 

the other hand, “investment- ready innovators” were the high potentials due to their high 

anticipated rent and their systematic commercialisation process. These SMEs innovators were 

investment- ready thanks to their use of equity financing and their strong IP protection to 

lengthen the innovation life. This in turn strengthened their competitive advantage. 

 

DISCUSSION 

This paper investigated differentiating characteristics of firm typologies in two dimensions: 

the systematic nature of the commercialisation processes and the anticipated rent return to the 

innovation. A typology comprising four types of firm ― mature innovators, large self-

contained incremental innovators, radical innovators and investment ready innovators ― 

was developed. Findings from the discriminant analysis indicate that these four types could 
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be differentiated from each other in terms of the age, size, R&D as percentage of annual 

turnover, the novelty of the innovation adopted, the IP protection and the preference type of 

financing for developing innovations. 

 

The results indicate that the size and age of firms have an impact on the anticipated 

innovation rent and the related commercialisation process. The age of firms resulted in the 

diminishing returns effects, which is consistent with previous studies (e.g. Loderer and 

Waechli 2010; Dibrell, Craig and Hansen 2011; Warusawitharana 2011). As bigger firms 

have more capacity and experience in developing innovations, as mentioned in Klepper 

(1996) and Roger (2004), medium-sized firms in our sample adopted a more formalized 

commercialisation process. However, the growth rate of SMEs did not have a considerable 

effect on differentiating firms in terms of their commercialisation behaviour or in anticipating 

the innovation rent. 

 

The R&D proxy not only significantly differentiated high and low knowledge intensive firms, 

but also in terms of the anticipated innovation outcome. SMEs which spent a high proportion 

of their annual turnover on R&D were more innovative and more likely to anticipate that they 

could capture high potential rent outcomes. This conclusion is in accordance with previous 

findings (Romijn and Albaladejo 2001; Baldwin and Hanel 2003; Becheikh et al 2006; De 

Jong and Vermeulen 2007; Mazzarol and Reboud 2011). 

 

Regarding the novelty of innovation, our results indicate that investment into radical 

innovations may lead to higher expectation of profitability, in comparison with those firms 

focusing on incremental innovations. This finding is in line with the conclusions of 

Kleinschmidt and Cooper (1991), and Chaney et al (1991). Evidence from our study suggests 

that potential high rent earners tend to place more importance on the protection of IP rights 

than the firms that anticipated low rent returns. However, the firm’s attitude towards IP 

protection also seems to depend on the type of innovation, plus the novelty and nature of its 

high or low knowledge-intensive sector. For example, high-tech firms were more likely to 

focus on the protection of IP when developing radical innovations rather than incremental 

innovations.  

 

With regards to the preferential financing sources, mature and medium-sized firms tended to 

use predominantly retained profits to finance their innovations. In addition, firms which were 
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R&D intensive or engaged in radical innovation relied more on equity financing. This 

conclusion was in accordance with the findings in the report by Baldwin, Gellatly and 

Gaudreault (2002). Even though the types of innovation were insignificant in differentiating 

the innovation typology, the results indicated that more product innovations were developed 

in the clusters “radical innovators” and “investment-ready innovators”, whereas more process 

innovations were developed by “mature innovators”.  

 

The results of our study suggest that young radical innovators may be more likely to have 

greater optimism that they can secure high innovation rent returns. By contrast, the optimism 

of the innovation return was much lower in mature and large firms which have more 

experience of commercializing innovations. This finding is in accordance with Fraser and 

Greene’s (2010) study which described the negative relationship between optimism and 

business experience. Similarly, Busenitz and Barney (1997) indicated that a small firm’s 

owners were found to be more likely to overestimate the successful probability in comparison 

to experienced executives. This idea supported our findings that young owner-managers 

seemed to have higher optimism of the anticipated return despite their unsystematic approach 

to the commercialisation process. As noted above, this is likely to be reflection of 

inexperience or naivety on the part of these owner-managers. 

 

Based on the results of our study, some propositions could be suggested as follows: 

 Proposition 1: There is a negative relationship between the anticipated innovation 

rent and firm age.  

 Proposition 2: Young firms rely more on equity financing to develop their 

innovations in comparison to old firms. 

 Proposition 3: The more the firm grows in size, the more it is likely to formalize the 

innovation commercialisation process.  

 Proposition 4: Firms pursuing radical innovations tend to expect higher anticipated 

rent than those developed incremental innovations.  

 

CONCLUSION 

This study contributes to the academic literature by developing a framework that is linked to 

the concept of the innovation rent (Santi et al 2003) and the formal commercialisation process 

suggested by Mazzarol and Reboud (2006; 2011). The innovator typology was mapped on the 
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framework with the aim to deepen the understanding of how firms commercialized 

innovation and what they expected to capture. By plotting the differentiating factors found 

amongst SMEs in commercializing innovation, the paper investigated firm characteristics and 

behavior to explain the reasons why some firms which approach the process of 

commercialisation systematically might have low expectations of potential rent return 

outcomes and vice versa. The findings suggest that the two measures of how systematic the 

commercialisation process is, and the anticipated potential rent return of the innovation, may 

be associated with other factors. These are firm age, size, the R&D intensity, the financing 

types, the IP protection and the novelty of innovation. 

 

The study has implications for how SMEs might approach the management of innovation and 

suggests that approaching commercialisation in a systematic manner may engender more 

realism amongst entrepreneurs. Besides the age and size of firms, it is significant for 

innovation decision makers to consider the type of financing, costs and risks in undertaking 

high or low levels of technical novelty and value of the IP protection in the long term. In 

addition, this descriptive typology of innovators can be used to explain and distinguish firms’ 

management characteristics and behaviour in developing innovations, which is beneficial for 

owner-managers, investors and policy makers.  

 

The limitations of the study are that our focus on measuring the innovation outcome was 

based on the “anticipated rent”. The erosion of the rent due to the competitive market, 

competitors and the “residual rent” were not yet considered in the analysis. It would be 

beneficial to extend the research into a longitudinal study to examine entrepreneurial 

optimism in-depth and compared with their real captured innovation rent. The follow-up 

investigation would strengthen the reasoning for the high optimism of young firms despite 

their non-systematic innovation management and the low optimism of the anticipated return 

from mature and medium- sized firms. 
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Abstract 

This article analyses the importance of two types of innovation and the impact of 

innovation capacities on financial performance among small and medium sized 

enterprises (SME) on either side of the border between two countries (Portugal 

and Spain). Based upon a sample of 61 companies, the results show significant 

differences in terms of both the drivers and inhibitors to innovation in these two 

countries. The introduction of products into new markets only proved significant 

at Spanish companies whilst innovations in both products and processes are 

significant in both sets of Iberian companies. Furthermore, we were able to 

classify the companies into two distinct clusters and found that medium sized 

enterprises engage in the greatest innovation levels and record higher levels of 

business turnover. 
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Innovation is a process involving the transformation of opportunities into 

practical utility (Tidd et al., 1997). The effective implementation of innovation 

has gained an increasing level of recognition as synonymous with constructing 

sustained competitive advantage thereby boosting organisational performance 

(Koc & Ceylan, 2007). Within an ever more competitive environment, 

innovation proves a critical factor both for companies attempting to retain 

dominant positions and for raising profit levels (Hu & Hsu, 2008; Kaminski et 

al., 2008). Various authors point to innovation as the only route to companies 

adapting to increasingly dynamic surrounding environments (Roberts & Amit, 

2003; Hua & Wmmerlov, 2006; Doloreux & Melancon, 2008). Through analysis 

of the introduction of new processes, products or ideas at the organisational 

level, we may measure firm innovation capacities (Hurley & Hult, 1998). 

Innovation derives from the flexibility of companies able to make recourse to 

different options for meeting the demands of their consumers (Banbury & 

Mitchell, 1995), through a sustained strategy focused upon the resources and 

capacities in place at companies, which are not only able to satisfy those desires 

in the present but also into the future (Wernerfelt, 1984; Barney, 1991; Drazin & 

Schoonhoven, 1996; Tushman & O’Reilly, 1997; Souitaris, 2002; Hwang, 2004; 

Lemon & Sahota, 2004). However, despite this growing awareness of how 

innovation extends beyond technical processes and products, some recent 

research has tended to take technical innovation exclusively into consideration 

and especially in the transformation industrial sector (Becker & Dietz, 2004; 

Huergo & Jaumandreu, 2004; Lynskey, 2004; Nieto & Santamaria, 2005).  

There is also a range of different research findings on the performance of 

companies in relation to their innovation based activities (Klette & Griliches, 

2000; Klette & Kortum, 2001, 2004; Thompson, 2001; Lentz & Mortensen, 

2005). Many of these studies concentrate on interpreting the endogenous growth 

models, for example, the works by Gossman and Helpman (1991) and Aghion 

and Howitt (1992) based on the perspective that companies operate at the macro 

level and thereby assuming heterogeneous firm behaviour and the influence of 

these activities on innovation and consequently on their investment in research 

and development (R&D). Other studies directly approach the relationship 



3 
 

between R&D expenditure and firm innovation activities and demonstrating that 

there is a positive relationship between these two variables (Phillips, 1971; 

Dasgupta, 1985;  Hopenhayn, 1992). 

This article aims to analyse the importance of innovation types and the actual 

impact of innovation capacities on the financial performances of companies 

located in two neighbouring countries (Portugal and Spain). 

After this brief introduction, the article is structured as follows: section two 

provides a review of the literature on innovation capacities and the influence of 

innovation on firm financial performance. In section three, we set out our 

methodology and describe the sample and the statistical methods applied. 

Section four presents our results before closing with some final considerations in 

section five. 

 

2. Literature Review 

2.1.Innovation and innovation capacities 

 

With the theme of innovation under academic study ever since around the 1940s, we opted, 

and taking the literature review into consideration, to classify studies of innovation and 

innovation capacities, into four distinct and chronologically evolving phases (figure 1): 

origin, integration, distinction, and systematisation.  

In the first phase, the origin phase (1940-1960) researchers detected the important need for 

change. They concluded that change involved innovation and within the framework of 

which they also approached invention. Schumpeter (1942) drew attention to the need for 

companies to open up to new markets, terming this a process of creative destruction and 

attributing this process as the primary concept driving capitalism. Schmookler (1957) went 

still further and referred to “invention” as the route towards creating new knowledge that 

thereby consequently enabled the creation and launch of new products.  

Following in wake of the studies of these authors there then came a second phase - 

integration (1960-1985), in this phase, innovation is associated with material technology 

and equipment. The most commonly adopted indicators for measuring innovation were 

statistics on R&D and patents (Hoops, 1963; Koprowski, 1967; Fuchs, 1968; Blackman, 

1971; Jervis, 1972; Ferrari, 1973; Brewer, 1973; Gaudin, 1973; Bell, 1973; Roseger, 1976; 
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Pavitt & Walker, 1976; Ford, 1977; Sawyer, 1978; Abernathy & Utterback, 1978; Mowery 

& Rosenberg, 1979; Ray, 1980; Poznanski, 1980; Colombo, 1980; Piatier, 1981; Ettlie & 

Rubenstein, 1981; Biggs & Clay, 1981; Kennedy, 1982; Smith, 1982; von Hippel, 1982; 

Williams, 1983; Sahal, 1983; Pavitt, 1984; Walsh, 1984; Iwai, 1984; Abraham & Hayward, 

1984).  

This correspondingly led onto a third phase, that of distinction (1985-2000). Now, research 

made recourse to resource and capacity theory to explain firm innovation capacities with 

new products, processes and patents the main indicators studied to portray the innovation 

capacities existing. Researchers conceived of innovation as a process involving the entire 

organisation while simultaneously conditioning organisational behaviour (Kline, 1985; 

Roy, 1985; Abernathy & Clark, 1985; Holt & Schoorl, 1985; Barras, 1986; Zuscovitch, 

1986; During, 1986; Chakrabarti & Souder, 1987; Acs, 1988; Nelson & Winter, 1982; 

Achilladelis et al., 1990; Teece, 1991; Wakelin, 1998). Studying the organisational 

variables conditioning innovation opens up a very important insight into understanding 

firm innovation capacities (Archibugi, 1988; Román et al., 2011). Udwadia (1990) defends 

creativity as the pathway to attaining innovation. The innovative behaviours of companies 

are in the majority evaluated according to their innovation capacities (Cohen & Levinthal, 

1990; Teece et al., 1997). The firm has to adapt itself to whatever the needs deriving from 

the innovation process in terms of generating and leveraging the desired innovation 

capacities (Nonaka & Takeuchi, 1995). Capacity is thus a factor fundamental to the study 

of innovation. However, what are these innovation capacities? Potter (1989) and Doyle 

(1989) recognise innovation capacities in terms of timely responses to market needs. 

Nueno (1998) come out in favour of innovation capacities as displaying three fundamental 

dimensions: knowledge, organisational culture, and human capital. From the perspective of 

Kasper (1987), innovation capacities refer simply to the capacity to innovate products and 

processes.  

In the fourth phase, systematisation (as from 2000), researchers understand how the 

application of any single approach will prove insufficient for any meaningful explanation 

of innovation capacities. Thus, we have witnessed an eclectic and integrative application of 

these theories. Innovation capacities are, however, increasingly associated with firm 

financial performance records. 
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Neely et al. (2001) find innovation capacities include innovation in the prevailing 

organisational culture, the capacity to innovate internal processes and the capacity to 

understand the surrounding environment. Catalantone et al. (2002) define innovation 

capacities simply as the level to which companies attain innovation. Romijin and 

Albaladejo (2002) propose innovation capacities as the ability and knowledge necessary to 

innovate effectively while simultaneously boosting the levels of existing technologies 

necessary to ensuring the creation of new resources. Meanwhile, Guan et al. (2003) stress 

that all the steps taken by a firm with the objective of implementing and attaining their 

strategic and competitive goals in the surrounding environment are reflections of the 

innovation capacities in effect. Zhao et al. (2005) conclude that innovation capacities 

consist of the ability to manage knowledge in the form of intellectual property through the 

registering of patents. They also back how the capacity to respond to market needs and 

successfully implement creative ideas in an organisation is also bound up with any 

definition of innovation capacities. However, Sher and Yang (2005) turn to the resource 

and capacity theory to define innovation capacities as those factors fundamental to the firm 

boosting its competitive strategy while simultaneously attaining sustainable competitive 

advantage and improving their performance in whatever the respective surrounding 

environment. Subramaniam and Youndt (2005) argue that innovation capacities are 

measured through incremental innovations (the capacity for redefining and strengthening 

already existing products and services) and radical innovations (the capacity to 

significantly transform already existing products and services). The authors furthermore 

highlight that the difference between these two types of capacity, incremental and radical, 

lies in the type of knowledge incorporated. According to Assink (2006), the ability to 

manage and explore new ideas and concepts and generate solutions for potential 

opportunities that meet needs in the markets and turn them into viable solutions represents 

the scope of innovation capacities (Hult et al, 2004). Akman and Yilmaz (2008) maintain 

that all the factors facilitating the existence of an innovative organisational culture and the 

capacity to respond appropriately to the surrounding environment are synonymous with 

capacities. Technological diversity positively impacts on firm competences to the extent 

such is able to drive innovation capacities (Quintana & Benavides, 2008). Xu et al. (2008) 

propose that the relationship between the structural characteristics of firm cooperation and 

the innovation activities ongoing at each of the partners represents innovation capacities. 
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Furthermore, Chen and Yang (2009) identify technological positioning as the means by 

which companies may demonstrate the greater or lesser extent of their innovation 

capacities. Meanwhile Girma et al. (2009) opt in favour of export levels to reflect the 

capacity to innovate with the greater the weighting of exports in firm sales turnover, the 

greater the extent of its innovation capacities. According to Yam et al. (2011) and Puranam 

et al. (2009), innovation capacities are susceptible to measurement through the patents 

registered and the intensity of knowledge present in the firm, such as expenditure on R&D. 

Bertrand (2009) defends how innovation capacities depend on its level of R&D investment 

and hence correspondingly dependent on the depth and intensity of knowledge in effect at 

the firm. This position has also been supported by other research findings (Nassimbeni 

2001; Elmquist & Le Masson, 2009; Li & Kozhokode, 2009; Kroll & Schiller, 2010). 

However, Wonglimpiyarat (2010) suggests innovation capacities are measurable through 

organisation innovations, in processes, in services, in products and in marketing. In 

accordance with Hull and Covin (2010), the greater the learning capacities present, the 

swifter the firm responds and meets needs arising in the marketplace through designing 

and launching new products. Thus, the greater the intensity of knowledge, the greater the 

innovation capacities. Forsman (2011) maintains innovation capacities are a composite 

phenomenon incorporating variables including internal resources and capacities and 

cooperative network participation rates. 
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Figure 1: Evolution of innovation and innovation capacities 
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2.2.Innovation capacities and financial performance 

 

Currently, there is agreement that in addition to differences in innovation performances 

between regions, innovation capacities and firm innovation strategies also depend on the 

region of location (Cooke et al., 2004). Furthermore, beyond these innovative capacities 

in themselves, government innovation support policies are fundamental alongside 

technological changes in the regions, especially in more rural locations (Doloreux & 

Dionne, 2008). Indeed, according to the OECD (2007), the motivation underpinning 

studies about differences in regional innovation should be that of enabling the design of 

policies ensuring less advantaged regions return better innovation performances. 

On analysing firm growth, two characteristics are always underlying, the age and the 

scale of the firm under study (Cucculelli & Ermini, 2012). These variables are posited 

by Jovanovic (1982) in his model of passive learning. This model fundamentally 

reflects the idea that small and young companies innovate more than their older and 

larger scale counterparts. The same conclusions were reached by other authors (Evans, 

1987a; 1987b; Hall, 1987; Dunne & Hughes,1994; Lotti et al., 2003; Audretsch et al., 

2004). More recently, some empirical evidence does report a positive correlation 

between firm growth, its age and the ongoing level of innovation activities (Das, 1995; 

Heshmati, 2001; Ermini, 2008; Teruel-Carrizosa, 2010). Cucculelli and Ermini (2012) 

go so far as to identify innovation as the key factor to firm growth. 

Other researchers have analysed the impact of technological innovation on firm 

productivity (OECD, 1986; Crepon et al., 1998; Bönte, 2003; Hall et al., 2008a; Ortega-

Argilés et al., 2009). Through the adoption of R&D or innovation capacity based 

indicators (innovations in products, processes, or patent numbers), various research 

projects conclude in favour of the positive impact of innovation on firm performance 

levels (Nolan et al., 1980; Hall, 1987; Amirkhalkhali & Mukhopadhyay, 1993; Singh, 

1994; Lefebvre et al., 1998; Del Monte & Papagni, 2003; Nurmi, 2004; Yang & Huang, 

2005; Coad & Rao, 2008). However, Mishra (2005) finds that only the innovation 

capacity variables impact on the firm performance of Indian firms and not those related 

to R&D and concluding that indices of R&D expenditure do not contribute towards 

evaluating firm growth and performance (Geroski, 1995; Geroski et al., 1997; Coad & 

Rao, 2008; Hölzl, 2009). Other researchers hold, however, that these results stem from 

companies being unable to separate R&D expenditure from other operational costs with 
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the knowledge driving innovation activities taking place in the informal node (Dosi et 

al., 1995; Michie, 1998; Flor, & Oltra, 2004). This means that despite R&D expenditure 

representing an indicator demonstrating a greater or lesser propensity towards 

innovation, its adoption may nevertheless cause bias in the results for the 

aforementioned reasons (Arundel, & Kabla, 1998; Becheikh et al., 2006). Thus, for 

Kirner et al. (2009), innovation capacities are very much associated with R&D 

activities, with innovations in terms of new products the output of these activities. In 

this way, new products require new capacities or, alternatively expressed, a new 

combination of already existing competences (Koch & Strotmann, 2008). New 

competences as a pre-condition for generating new products or services may be seen as 

the result of the acquisition, assimilation and dissemination of new knowledge (Cohen 

& Levinthal, 1989; 1990) and thus susceptible to reference as innovation capacities. 

Innovation capacities stem from individually held competences, pre-acquired 

knowledge and the specific competences of the companies as well as through recourse 

to diverse means of knowledge production (Cohen & Levinthal, 1990; Malerba & 

Torrisi, 1992; Becker & Petrs, 2000; Schmidt, 2005). 

Thus, innovative companies tend to record better economic-financial performances than 

their non-innovative competitors (Ferreira, 2010; Cucculelli & Ermini, 2012). 

Innovation is, in every sector of the economy, fundamental to surviving and to 

prevailing in an increasingly globalised world. Innovation aids companies seeking to 

respond to diversified patterns of demand undergoing constant change and enables 

improvements to the different fields and activities taking place in society (Cooke, 1998). 

Therefore, innovation is perceived as the motor of progress, of competitiveness and 

economic development (Romer, 1994; Johansson et al., 2001). 

 

3. Methodology  

 

3.1. Sample  

The questionnaire was structured to inquire about innovation activities and their 

respective influence on financial performance across a sample of 61 companies in two 

neighbouring countries (Portugal and Spain). 

Table 1 below details the main sample characteristics. 

 

Table 1 – Survey Data Collection 
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Temporal Basis Cross-sectional 

Geographic Area Portugal and Spain 

Sectors Manufacturing and service industries 

Analysis Unit 25 Portuguese firms 

36 Spanish firms 

Sample Intentional/convenience: 61 valid questionnaires 

Questionnaire date October - December, 2011 

Data gathering Postal questionnaire 

Key Informant Owner–managers or CEO 

Data Analysis Univariate and Linear Regression 

 

3.2. Defining and measuring the variables  

Analysis of the numerical variables produced their averages, medians, minimum, 

maximum, and standard deviation while qualitative variables were analysed according 

to their absolute and relative frequencies. In the comparative bivariate analysis of 

Portuguese and Spanish companies, we applied the Mann-Whitney test and the t-test for 

continuous variables and the chi-squared test for the categorical variables. In 

multivariate terms, linear regression was the methodology deployed to analyse the 

importance of innovation types (differences between Portugal and Spain). To analyse 

the extent to which the innovation capacity variables influence financial performance 

(turnover), we made recourse to Probit Regression models. 

We classify associations as statistically significant when returning p-values of less than 

0.10. We furthermore applied the Nagelkerke calculated determinant coefficient 

(Pseudo R
2
).

 
In the bivariate analysis, we rank as significant p-value differences lower 

than 0.05 with this level set at 0.10 in the multivariate analysis. We applied the latter 

value in recognition of the sample containing only 61 companies. 

 

3.2.1. Firm profile  

Firm characteristics, such as age, sector of activity or scale in terms of number of 

employees have been broadly defended as crucial to innovation based processes (Mills 

& Marguiles, 1980; Acs & Audretsch, 1988; Gallouj, & Weinstein, 1997; Tether, 2003; 

Drejer, 2004; Criscuolo et al., 2012). 

Regarding firm profile by location (Table 2), there were statistically significant 

differences (p<0.05) between Portuguese and (PT) and Spanish (SP) companies in terms 

of their core business activity. In Portuguese companies, the most common activity is 
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Transporter (46.2%) while the main activity among Spanish firms is Production and 

Distribution (54.3%). There are also statistically significant differences (p<0.05) in 

terms of levels of firm employment. The majority of Spanish companies employ less 

than ten employees (60%) and the largest category of Portuguese companies was that 

classifying firms employing from 10 to 49 employees (61.5%). According to the 

European Commission (1996) criteria, these companies are classified as micro and 

small companies respectively. 

 

Table 2: Firm Profile  

                               Country 

p  PT SP Total 

 N % N % N % 

Core business sector               

Production 2 7.7% 8 22.9% 10 16.4% 0.001 

Production & Distribution 8 30.8% 19 54.3% 27 44.3%  

Transporter 12 46.2% 3 8.6% 15 24.6%  

Logistics Operator 0 0.0% 4 11.4% 4 6.6%  

Other 4 15.4% 1 2.9% 5 8.2%  

Total 26 100.0% 35 100.0% 61 100.0%   

Number of employees                

Less than 10 employees 9 34.6% 21 60.0% 30 49.2% 0.033 

From 10 to 49 employees 16 61.5% 10 28.6% 26 42.6%  

From 50 to 249 employees 1 3.8% 4 11.4% 5 8.2%  

Total 26 100.0% 35 100.0% 61 100.0%   

 

3.2.2. Inhibitors to Innovation 

Different authors defend how factors such as financing issues, difficulties in predicting 

potential demand, the lack of qualified employees and the difficulties inherent to 

organising innovation are perceived as some of the inhibitors to innovation (Banbury & 

Mitchell, 1995; Wheelwright & Clark, 1995; Amabile et al., 1996; Slappendel, 1996; 

Damanpour & Gopalakrishnan, 1998; Hwang, 2004; Lemon & Sahota, 2004; Koc & 

Ceylan, 2007). As regards the level of difficulties regarding innovation, Spanish 

companies, in comparison with their Portuguese peers, consider the difficulties are 

significantly greater (p<0.05) due to insufficient firm equity and externally sourced 

financing, very high wage costs, the difficulty to predict demand, the difficulty in 

organising innovations as well as an overall lack of qualified employees in the fields of 

R&D, Production and Marketing/Sales. 
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Table 3: Inhibitors to innovation 

  
Countr

y 
N Av. DP p 

Lack of equity capital  
PT 14 2.4 1.4 

0.00

6 

SP 31 3.7 1.5   

Lack of external financing 
PT 14 1.7 1.1 

0.00

0 

SP 31 3.7 1.4   

Very high wage costs  
PT 14 1.6 0.9 

0.01

7 

SP 32 2.5 1.2   

Demand difficult to forecast  
PT 14 2.4 1.2 

0.03

5 

SP 29 3.3 1.3   

Innovations difficult to organise  
PT 13 1.8 0.8 

0.04

1 

SP 30 2.5 1.4  

Lack of employees qualified in R&D  
PT 14 2.1 1.2 

0.03

5 

SP 30 3.0 1.4   

Lack of employees qualified in Production  
PT 13 1.2 0.4 

0.00

5 

SP 28 2.4 1.3   

Lack of employees qualified in Marketing and Sales  
PT 14 1.9 1.3 

0.01

3 

SP 31 3.0 1.4   

 

3.2.3. Factors of Innovation 

The literature demonstrates that firm innovation activities directly derive from certain 

specific factors, such as cooperation with suppliers, with clients, with universities, the 

existence of risk capital investors and business angels, an innovation friendly climate in 

addition to infrastructures (Roberts & Berry, 1985; Cooper, 1990; Wheelwright & 

Clark, 1995; Slappendel, 1996;  Dussage et al., 1992; Lemon & Sahota, 2004;  Koc & 

Ceylan; 2007; Tidd & Bessant; 2009). In terms of regional factors and their level of 

importance as regards firm innovation capacities, Spanish companies attribute 

significantly higher importance (p<0.05) than their Portuguese peers (Table  4) to the 

following factors: risk capital, research laboratories and centres, universities, study 

offices and specialist publications.  
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Table 4: Factors of innovation 

  Country N Average DP p 

 Risk capital 
PT 15 1.7 1.2 0.000 

SP 32 3.6 1.2   

 Qualified human resources 
PT 15 4.0 1.2 0.053 

SP 27 3.1 1.5   

 R&D 
PT 15 3.2 1.4 0.544 

SP 30 3.5 1.4   

 Consultants 
PT 15 3.9 1.6 0.262 

SP 32 3.4 1.1   

 State support for economic and technological 

development 

PT 15 3.5 1.5 0.966 

SP 29 3.6 1.3   

 Innovation friendly climate 
PT 15 3.3 1.3 0.879 

SP 30 3.2 1.4   

 Clients 
PT 15 3.6 1.5 0.280 

SP 32 3.2 1.2   

Suppliers 
PT 15 3.3 1.6 0.297 

SP 31 2.8 1.4   

Specialist publications PT 17 1.9 0.9 0.024 

 SP 21 2.7 1.2  

Study offices PT 17 1.4 0.9 0.003 

 SP 20 2.5 1.3   

 

Universities 

PT 17 1.4 0.9 0.013 

SP 21 2.5 1.5  

 

 

3.2.4. Innovation capacities 

Wonglimpiyarat (2010) proposes measuring innovation capacities through 

organisational innovations across the dimensions of processes, services, products and 

marketing. 

In Table 5, we provide the descriptive results for the level of importance attributed to 

the innovation capacity variables. Despite the averages showing how greater importance 

is attributed to product innovations, the results are not statistically significant. 
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Table 5: Innovation capacity variables 

  Country N 
Avera

ge 
DP p 

Product innovations 
PT 13 3.2 1.6 0.968 

SP 23 3.1 1.7   

Process innovations 
PT 12 2.5 1.8 0.187 

SP 20 3.3 1.2   

Organisational innovations 
PT 10 2.4 1.6 0.909 

SP 21 2.3 1.4   

Introduction of already existing 

products in new markets  

PT 10 2.1 1.8 0.924 

SP 19 2.2 1.4   

 

4. Results 

4.1. Multiple regression estimates for innovation capacities 

With the objective of analysing the importance of innovation types to companies (and 

the respective differences between Portugal and Spain), we applied multiple linear 

regression by country to ascertain the factors determinant to the level of importance 

attributed to innovation across the following areas: processes, products, organisation, 

and introduction of already existing products into new markets. 

In relation to process innovations, no variable returns a statistical level of significance 

(p>0.05) in terms of the importance attributed at either Portuguese or Spanish 

companies. The level of importance attributed by Portuguese companies to product 

innovations (Table 6) is significantly associated with the importance attributed to the 

following factors of innovation: (I) Public support (B=-1.81, p<0.01); (II) Suppliers 

(B=1.31, p<0.01), (III) Clients (B=1.40, p<0.01) and (IV) Innovation friendly climate 

(B=-1.25, p<0.05). The greater the importance attributed to suppliers and clients, the 

greater the importance attributed to product innovation with the inverse holding for the 

factors of public support and innovation friendly climates, thus, the greater the 

importance attributed to these factors, the lower that attributed to product innovations 

and thus potentially perceivable as inhibitors to this type of innovation.  

In Spanish companies, the descriptor “firm age” bears influence on rates of product 

innovation (B=-2.34, p<0.01) as do the levels of importance attributed to the following 

factors of innovation: (I) Innovation friendly climate (B=-0.69, p<0.05) and (II) Local 

labour supply (B=0.73, p<0.05). They all significantly influence the importance levels 

attributed to product innovations. Therefore, companies in business for up to 15 years of 
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age (young companies) and which endow greater importance to the innovation friendly 

climate factor attribute significantly less importance to production innovations, which 

may be approached as obstacles to innovation. Hence, when Spanish companies are 

young in age, then this implies lower levels of product innovation. In the case of the 

local labour supply factor, the greater the importance attributed to this factor, the greater 

the importance attributed to product innovations.  

 

Table 6 – Linear regression – importance of product innovations  

    B 
Std. 

Error 
Beta t p R2 

PT 

(Constant) 5.37 0.49   10.99 0.000 0.962 

State support for economic and technological 

development 
-1.81 0.21 -1.49 -8.52 0.001  

Suppliers  1.31 0.23 1.09 5.76 0.005  

Clients 1.40 0.26 1.15 5.30 0.006  

Innovation friendly climate -1.25 0.32 -1.05 -3.96 0.017   

SP 

(Constant) 4.12 0.89  4.65 0.001 0.716 

Innovation friendly climate -0.69 0.23 -0.55 -3.01 0.013  

Firm in business up to 15 years -2.34 0.61 -0.66 -3.85 0.003  

Local labour supply 0.73 0.24 0.56 3.06 0.012   

 

The level of importance attributed by Portuguese companies to organisational 

innovation (Table 7) is significantly associated with the importance attributed to the 

factors of innovation: (i) Clients (B=1.20, p<0.05), (ii) State support (B=-1.25, p<0.05) 

and (iii) Research (B=-0.61, p<0.1). The greater the importance attributed to clients and 

to research, the greater the importance awarded to organisational innovations with the 

inverse holding in the case of the state support factor where the greater the importance 

attributed to this factor, the lesser the importance attributed to organisational innovation 

with this factor perceived as an obstacle to innovation.  

Meanwhile, the level of importance attributed by Spanish companies to organisational 

innovation is associated with the following factors: (i) Research (B=0.31, p<0.1); (ii) 

Consultants (B=0.84, p<0.05) and (iii) Innovation friendly climate (B=-0.53, p<0.05). 

as well as the firm descriptive variable “number of employees” (B=3.36, p<0.01). 

Companies currently employing between 50 and 249 employees (annual firm average) 

are those endowing organisational innovations with greater levels of importance with 
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the higher the level of importance attributed to the consultants and research factors, the 

greater the important attributed to organisational innovation. However, the inverse is 

observed for the innovation friendly climate factor where the greater the importance, the 

lesser that attributed to organisational innovations and thus ranked as an inhibitor to 

innovation. 

 

Table 7 – Linear regression – importance of organisational innovation  

Dependent   B 
Std. 

Error 
Beta t p R2 

PT 

(Constant) 1.43 0.99   1.45 0.207 0.799 

Clients 1.20 0.32 1.01 3.71 0.014  

State support for economic and 

technological development 
-1.25 0.37 -1.04 -3.33 0.021  

Research 0.61 0.28 0.57 2.13 0.086   

SP 

(Constant) -0.31 0.79  -0.39 0.707 0.803 

Research 0.31 0.18 0.30 1.71 0.099  

Between 50 and 249 employees 3.36 0.70 0.75 4.78 0.001  

Consultants 0.84 0.26 0.66 3.26 0.010  

Innovation friendly climate -0.53 0.21 -0.46 -2.47 0.036   

 

The importance granted by Portuguese companies to the introduction of already existing 

products in new markets is not linked to any variable.  

In Spanish companies, the level of importance attached to the introduction of already 

existing products in new markets (Table 8) is significantly associated with the 

importance attributed to the factors of innovation: (I) Clients (B=-0.73, p<0.01), (II) 

Qualified human resources (B=1.43, p<0.001), (III) Local labour supplies (B=-1.85, 

p<0.001), (IV) Transport infrastructures (B=0.81, p<0.01), (V) Research (B=-0.55, 

p<0.01) and (VI) Risk capital (B=0.51, p<0.05), as well as the firm description 

variables: (i) firm age (B=2.40, P<0.001) and (II) number of employees (B=0.69, 

p<0.1). Companies in business for less than 15 years (young) and employing between 

50 and 249 employees (firm average) award significantly greater importance to the 

introduction of already existing products in new markets and the greater the importance 

of qualified human resources, transport infrastructures and risk capital, the greater the 

importance attributed to the introduction of already existing products in new markets. 

This returns an inverse relationship in the case of the factors of clients, local labour 

supplies and research, which may thus be perceived as obstacles to this innovation type. 
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Table 8 – Linear regression – importance attributed to the introduction of already 

existing products in new markets (Spain) 

  B 
Std. 

Error 
Beta t p R2 

(Constant) 2.19 0.42   5.24 0.003 0.988 

Clients -0.73 0.13 -0.59 -5.46 0.003  

Qualified human resources 1.43 0.09 1.62 16.15 0.000  

Local labour  -1.85 0.17 -1.67 -10.90 0.000  

Firm in business up to 15 years 2.40 0.29 0.79 8.35 0.000  

Transport infrastructures 0.81 0.14 0.85 5.68 0.002  

R&D -0.55 0.12 -0.57 -4.47 0.007  

Capital  0.51 0.14 0.49 3.62 0.015  

Between 50 and 249 employees 0.69 0.33 0.17 2.11 0.089   

 

4.2. Relationship between modes of innovation and financial performance 

Many theoretical studies have undertaken research on the influence between innovation 

and financial performance (Chakrabarti, 1990; Klette & Griliches, 2000; Klette & 

Kortum, 2001, 2004; Thompson, 2001; Lentz & Mortensen, 2005; Cucculelli & Ermini, 

2012). 

With the objective of analysing the influence of the respective innovation types on 

financial performance, we calculated Probit Regression models, for each country in 

order to determine which innovation related factors, whether innovating products, 

processes, organisations or introducing already existing products into new markets, 

influence financial performance as measured through turnover (Table 9). At Portuguese 

companies, we find there is no statistically significant association (p> 0.10) between the 

importance attributed to the different factors of innovation and turnover.  

As regards Spanish companies, the level of importance attributed to product innovations 

is significantly associated with turnover (B=0.38, p<0.10), with the greater the 

importance attributed to this innovation type associated with a greater probability of the 

level of sales breaking the €2 million mark (average level of turnover). 
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Table 9 –Probit Regression – Influence of innovation types on financial performance 

    
B 

Std. 

Error 
Wald p R2 

    

PT 

Constant -0.81 1.00 0.65 0.421 0.297 

Product innovations 0.42 0.41 1.07 0.301  

Process innovations 0.75 1.05 0.50 0.478  

Organisational innovations -0.60 0.71 0.71 0.398  

Introduction of already existing products 

in new markets 
-0.63 1.29 0.24 0.625   

SP 

Constant -1.76 1.50 1.38 0.240 0.381 

Product innovations 0.38 0.23 2.81 0.094  

Process innovations 0.42 0.40 1.13 0.288  

Organisational innovations -0.14 0.26 0.31 0.579  

Introduction of already existing products 

in new markets 
-0.47 0.33 2.03 0.154   

 

4.3. Firm typology: Cluster analysis  

Taking into account the firm type, we applied cluster analysis through the K-Means 

methodology. We correspondingly grouped the companies into two groups with 19 

companies in the first and nine in the second. The second cluster displays average levels 

of importance attributed to each of the innovation types significantly greater than in the 

first cluster (Table 10). 

Table 10 – K-Means Clusters: grouping the innovation variables for products, 

processes, organisations and the introduction of already existing products into new 

markets  

 
Cluster 

1 2 

Product innovations 2.16 4.67 

Process innovations 2.37 4.44 

Organisational innovations 1.63 3.89 

Introduction of already existing products in new markets  1.58 3.22 

N 19 9 
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Analysing the characteristic of companies belonging to each group (Table 11), we find 

there are statistically significant differences in the number of firm employees with the 

first cluster containing companies exclusively with less than 50 employees whilst in the 

second cluster 33.3% of the companies employ between 50 and 249 employees 

(companies with 50 or more employees were grouped into cluster 2). A similar situation 

took place with turnover with no firm in cluster one reporting turnover in excess of €5 

million, while 33.3% of firms in the second cluster generate turnover in excess of €5 

million (with all companies reporting turnover in excess of €5 million found in cluster 

two). There are no statistically significant differences (p>0.05) between the clusters as 

regards firm age, firm type and country. 

Table 11 – Description of companies by cluster 

 

Cluster  

p* 1 2 Total 

N % N % N % 

Firm in business up to 15 years  

No 13 68.4% 8 88.9% 21 75.0% 0.371 

Yes 6 31.6% 1 11.1% 7 25.0%  

Total 19 100.0% 9 100.0% 28 100.0%  

Between 50 and 249 employees 

No 19 100.0% 6 66.7% 25 89.3% 0.026 

Yes 0 0.0% 3 33.3% 3 10.7%  

Total 19 100.0% 9 100.0% 28 100.0%   

Production (with or without 

distribution) 

No 4 21.1% 2 22.2% 6 21.4% 0.944 

Yes 15 78.9% 7 77.8% 22 78.6%  

Total 19 100.0% 9 100.0% 28 100.0%  

Sales turnover over €5 million   

No 19 100.0% 6 66.7% 25 89.3% 0.026 

Yes 0 0.0% 3 33.3% 3 10.7%  

Total 19 100.0% 9 100.0% 28 100.0%   

Country 

SP 12 63.2% 6 66.7% 18 64.3% 0.856 

PT 7 36.8% 3 33.3% 10 35.7%  

Total 19 100.0% 9 100.0% 28 100.0%   

* Exact Fisher Test 

 

 

 

Final Considerations  

 

To the extent by which globalisation has advanced and deepened the level and 

consequences of interdependence between national economies, the business world has 

become ever more complex and exponentially more competitive. This scenario has 
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driven companies to adopt proactive strategies designed to seek out sustainable 

competitive advantage. Innovation has thereby now emerged as one of the core strategic 

priorities for companies seeking success in their business dealings. Innovation is 

strongly dependent on the capacities of companies to acquire, generate and apply 

knowledge. 

Many business leaders already perceive business success as depending on the capacity 

to bring new products, services or processes to the market and before their competitors 

manage to do so. Innovation requires timely decision making about the investments 

going into knowledge, assets, brands and reputation from the perspective of developing 

capacities beyond those already wielded and deployed by the respective firm. The 

competitive pressures and the desire for greater returns further boost the incentives 

acting to drive innovation. 

This paper sets out the findings of research undertaken to study the factors and obstacles 

verified within the framework of the innovation capacities reported by a sample of 

companies located in the border regions of two neighbouring countries from a 

perspective of identifying similarities and differences between the companies and their 

respective national location as regards both their innovation capacities and their 

financial performance. 

The empirical results return significant differences between the companies in the two 

countries under study in terms of the innovation capacities across products, 

organisational innovation and the introduction of existing products into new markets. In 

the case of Portuguese companies, the leading regional factors of innovation were the 

relationships with suppliers, with clients and the level of commitment to R&D. 

However, in the case of Spanish companies, the most significant regional factors of 

innovation were the existence of local labour supplies, R&D expenditure, firm size, 

consultants, qualified human resources, transport infrastructures and the capital 

available for investment.  

In terms of innovation inhibitors, Portuguese companies reported that the lack of state 

support and weak innovation friendly climates were the main obstacles. On the Spanish 

side, companies identified firm age (young companies), weak innovation friendly 

climates, local labour supplies, client relationships and the lack of investment in R&D 

as the primary innovation inhibitors.  
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The relationship between innovation and financial performance was statistically 

validated in the case of Spanish companies that confirmed the introduction of greater 

numbers of product innovations did drive higher overall turnover.  

Carrying out cluster analysis led to the identification of two groups of companies with 

different innovation typologies. Thus, the first group proved to be less innovative in 

character with lower levels of importance attributed to the different innovation types 

with companies defined by being smaller in scale with lower turnovers and attributing 

greater importance to product and process innovations. The second group is clearly 

more innovative in nature and placing greater emphasis on all types of innovation and 

made up of companies of average scale, with higher sales volumes and awarding 

importance to product and process innovations. There is, however, no particular 

association between either of the groups and the countries under study, which means 

that these border regions are actually very similar in the influence they exert over firm 

innovation capacities.  

The identification of regional factors enabling and hindering innovation generates 

worthwhile indicators for public innovation support policies as they may now be 

tailored to take into account the specific properties of companies actually located in the 

border regions under study.  

Given this study contained a sample of only 61 companies, this limits the 

generalisations that may be drawn from its findings. Nevertheless, it did prove possible 

to compare the innovation capacities in effect in two countries and would therefore 

correspondingly suggest a future research project engaging with not only a larger study 

sample to ensure the conclusions are more robust and more generally applicable but also 

expanding the research approach to other countries.  
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ABSTRACT 

Analyzing the opportunity discovery and exploitation processes is of utmost importance for 

entrepreneurship and small business researchers as well as for practitioners. This article aims 

at shedding light on the discovery and exploitation processes of innovative opportunities. In 

doing so, two exploited entrepreneurial opportunities in the handicraft industry are studied. 

Both opportunities are discovered rather unintentionally due to customer interactions. 

Furthermore, the ambition to solve a technical problem is the main motivation for 

exploitation rather than financial outcomes. In exploiting the opportunity both entrepreneurs 

use experimentations in their own homes in order to experience the benefits and 

disadvantages of the solution.  
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INTRODUCTION 

 

Although entrepreneurial research focuses often on newly founded ventures (e.g. Elfring & 

Hulsink, 2003), opportunity discovery is highly relevant in existing small- and medium sized 

businesses as well (Shane & Venkataraman, 2000). Entrepreneurs are challenged by discovering 

a second, third or fourth opportunity to gain future competitive advantage. These entrepreneurs 

are embedded in networks with customers and suppliers which are important for the transfer of 

relevant information for opportunity discovery (e.g. Hills & Shrader, 1998). In this regard, 

interactions with customers can lead to the transfer of information about their problems and 

needs which can be relevant for opportunity discovery (Priem, Li, & Carr, 2012; Yli-Renko, 

Autio, & Sapienza, 2001). Innovative customers such as lead users (Lettl, Hienerth, & 

Gemuenden, 2008; von Hippel, 1986) transfer knowledge about their needs to an existing firm 

due to their high motivation of solving their problems. Despite the importance of demand side 

entrepreneurship only a few studies could be found researching how information about customer 

needs is obtained by the entrepreneur. Hence, I intend to shed further light on this phenomenon 

by exploring how entrepreneurs discover innovative demand side opportunities.  

In addition, entrepreneurs are confronted with different customer requests wishing to 

satisfy their needs. However, entrepreneurs are only able to exploit a limited amount of 

opportunities from these needs due to scarce timely and financial resources. Therefore, it is 

relevant to address the motivational aspects why entrepreneurs take an effort to exploit some 

opportunities while neglecting others. Surprisingly, only a few small business studies could be 

found which address the motivation of entrepreneurs to exploit opportunities solving customer 

needs. It is that surprising because there is an increasing number of studies analyzing the 

motivation of customers to transfer such information about their needs (Bogers, Afuah, & 

Bastian, 2010; Lettl et al., 2008; von Hippel, 1986). Furthermore, there is a vast amount of 

studies analyzing why entrepreneurs found a new venture (e.g. Kuratko, Hornsby, & Naffziger, 

1997). Other studies research why small business owners are prone to growth (e.g. Gray, 2006). 

To conclude, there is a lack of understanding about the reasons of entrepreneurs to invest in 

costly efforts to develop technical solutions solving requested customer problems. Thus, I aim at 
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researching why entrepreneurs exploit innovative opportunities in order to solve customer 

problems.  

The exploitation of an innovative opportunity is stated to be uncertain because the context 

of use and technologies are often new to the individuals involved (Ravasi & Turati, 2005). In 

addition, opportunities can feature a rather undefined up to a precisely set form (Ardichvili, 

Cardozo, & Ray, 2003) and thus, they can be modified during the exploitation process. 

Especially when technical solutions for an indicated customer need are searched, entrepreneurial 

learning is relevant. Entrepreneurial learning researchers analyze how knowledge is created by 

transforming experience through experiential learning (e.g. Politis, 2005), how prior knowledge 

affects learning (e.g. Dimov, 2007) or which learning styles can be differentiated (e.g. Dimov, 

2003; Kolb, 1984). In this regard, it would be of value to further explore how entrepreneurs learn 

to find innovative technical solutions through techniques of experimentation. Hence, it is 

analyzed in this study, how entrepreneurs find means (technical development) to defined ends 

(customer needs).  

To answer these three questions I analyze two extreme cases of entrepreneurs in Swiss 

handicraft industry using case study methodology. This industry is characterized by a high 

proportion of small- and medium-sized enterprises and a strong competition often leading to low 

margins for companies in general.  

This article aims to make several contributions to research. First, unintentional opportunity 

discovery processes are analyzed in-depth in order to advance our understanding about similar 

contexts such as the accidental opportunity discovery of user entrepreneurship (Shah & Tripsas, 

2007). Second, as the transfer of information about customer needs through customer 

interactions is researched this study sheds further light on phenomena relying to the current 

research stream of demand side entrepreneurship (Priem et al., 2012). This is especially relevant 

in small businesses due to their existing networks consisting of suppliers and customers. Thus, 

this study also contributes to opportunity discover literature in small business contexts. Third, 

this study advances research about motivational aspects why entrepreneurs exploit opportunities. 

Particularly small business owners, who are often occupied with operative tasks in the firm, 

experience challenges to exploit innovative opportunities. Developing a new product involves a 

timely investment of an entrepreneur’s spare time. Therefore, this study is an advancement of 
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research about entrepreneurial motivations for opportunity exploitation (e.g. Shook, Priem, & 

McGee, 2003). Fourth, I contribute to entrepreneurial learning literature (e.g. Dimov, 2007) as 

entrepreneurial experimentation is analyzed in more detail: 

 

THEORY 

 

Entrepreneurship and small business researchers highlight the importance of understanding 

the whole process of opportunity discovery, evaluation and exploitation (Eckhardt & Shane, 

2003).  

 

Discovery of opportunities 

 

Entrepreneurship and small business scholars are interested in the analysis of how and by 

whom entrepreneurial opportunities are discovered (Shane & Venkataraman, 2000; 

Venkataraman, 1997). There are different attempts and perspectives to define these 

opportunities. Hansen, Shrader and Monllor (2011) show that there are diverse and 

heterogeneous conceptual definitions. Thus, it is important to define and conceptualize how an 

opportunity is used in this study. I define an entrepreneurial opportunity as a possibility to 

introduce a new product or service to the market for a higher price than its costs of production. 

The entrepreneurial opportunity can appear as rather abstract and imprecise up to a precisely 

defined (technical) solution (means) for a clearly described customer segment and its needs 

(ends) (Ardichvili et al., 2003; Scott & Eckhardt, 2003). Demand side research is a stream of 

research which emerged in the last years (Priem et al., 2012). Priem et al. (2012) differentiate 

between opportunity signaling (e.g. Yli-Renko et al., 2001) and user entrepreneurship (Shah & 

Tripsas, 2007). Opportunity signaling assumes that information asymmetries exist between 

customers and entrepreneurs. Customers own private knowledge about their needs which 

entrepreneurs only receive if a knowledge transfer takes place (Kirzner, 1973; Priem et al., 

2012). This customer knowledge is also called sticky as it is often tacit in nature (e.g. von 

Hippel, 1994). Such knowledge about customer needs can be a breeding ground for opportunity 
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discovery (Priem et al., 2012). User entrepreneurs themselves have already this knowledge about 

customer needs. They improve the properties of products they used according to their own needs 

(Shah & Tripsas, 2007). As friends, family and colleagues also demand this improved products 

these user entrepreneurs commercialize their improved products and found a new venture. This 

phenomenon can be observed amongst others in the type setting or juvenile products industry 

(Shah & Tripsas, 2007; Tripsas, 2007). These user entrepreneurs did not discovered and 

exploited this opportunity due to financial reasons but primarily for satisfying their own needs.  

 

Motivation for exploitation of entrepreneurial opportunities 

 

The discovery of opportunities is accompanied with evaluation and exploitation (Shane & 

Venkataraman, 2000). Evaluation of opportunities is a multi-dimensional phenomena which can 

include individual motivational aspects as well (McMullen & Shepherd, 2006). Entrepreneurship 

scholars study the motivation factors of entrepreneurs starting new ventures: financial rewards, 

wish for independence and autonomy, intrinsic rewards, family security (e.g. Hamilton, 2000; 

Kuratko, Hornsby, & Naffziger, 1997) or the absence of other employment opportunities are 

outlined in the literature (Reynolds, Camp, Bygrave, Auto, & Hay, 2002). The motivation of 

small business owners to exploit a second or a third entrepreneurial opportunity can therefore be 

stated as being either extrinsic (e.g. financial reward or necessity driven due to market pressure) 

or intrinsic (e.g. self-fulfillment, joy).  

 

Means for exploitation 

 

Entrepreneurs often purposefully search for information after opportunity discovery and 

evaluation (Kirzner, 1973). This search can include information seeking about technological 

capabilities in order to solve customer problems. In addition, other resources such as financial 

means are searched. This process is often accompanied with complex learning situations. 

Entrepreneurial learning scholars analyse which activities and cognitive processes entrepreneurs 

conduct in order to exploit opportunities (e.g. Corbett, 2007; Politis, 2005). Such processes are 



5 
 

often complex in nature and outcomes are uncertain due to imperfectly defined customer 

problems (Ravasi & Turati, 2005). Thus, entrepreneurs face a high degree of ambiguity because 

of imperfect knowledge about the means, the ends and the connection between them (Garud & 

van de Ven, 1992). The experience of the use of a newly developed concept is limited and also 

the context of use is complex (Clark, 1985). Furthermore, as there are no long-term experiences 

with newly developed solutions the acceptance and appropriateness of the concept is rather 

uncertain. Satisfying customer needs by finding the right technical means is often a creative 

process which goes beyond repetition or incremental improvements (Ravasi & Turati, 2005).  

 

Resource acquisition 

 

Ravasi and Turati (2005) show in their case study that a consequent allocation of time, 

attention and resources is important for entrepreneurial learning in innovation projects. 

Entrepreneurs are often the driving force behind opportunity discovery and exploitation 

especially in small businesses (Ravasi & Turati, 2005). As owner managers are frequently solely 

(or together in a small team) responsible for strategic planning they decide about financial or 

timely efforts to invest in opportunity exploitation. However, as timely resources of 

entrepreneurs are constrained due to their often operative engagement in the firm, it is 

challenging for these entrepreneurs to invest a significant amount of time in the discovery and 

exploitation of opportunities. Hence, if entrepreneurs decide to exploit an opportunity a great 

deal of their time has to be invested for this project. They decide how much of their personal 

time has to be used for the project (Gifford, 1998). Furthermore, by definition, small firms have 

limited resources. Hence, possible financial investments are carefully evaluated. As 

entrepreneurs often work operatively and have a technical educational background, they have 

first a broad understanding about the market and second technical expertise, which allows to 

discover opportunities to meet demand (customer needs) and supply (technical solutions).  

The conceptualization of a technical solution requires timely and financial investments as 

well as competencies, abilities and skills in order to solve customer problems by means of an 

adequate technical solution. Researchers state different ways for entrepreneurs in order to 

acquire these skills. First, entrepreneurs’ human capital can include technical or procedural 
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knowledge which facilitates problem solving. This includes an understanding of functional 

implications of alternative solutions and contexts of use (Ravasi & Turati, 2005). This 

understanding could be acquired through formal education or on the job training. Small business 

owners often have a technical education as their tasks are frequently operative in nature 

depending on the size of the firm. Second, entrepreneurs attain complementary knowledge from 

their social capital if they lack this distinct knowledge: e.g. from industrial, commercial and 

research partners, consultants, members of other business networks (Aldrich & Zimmer, 1986; 

Birley, 1985; Davidsson & Honig, 2003; Larson, 1991; Ravasi & Turati, 2005). Ravasi and 

Turati (2005) show in their case study that entrepreneurs dedicate an immense amount of time 

into development activities. In addition, they complement their knowledge with actors from their 

social network.  

 

Experimentation 

 

In uncertain contexts experiential learning might be a useful mode to tackle mentioned 

challenges. Corbett (2005) applied Kolb’s model of experiential learning to opportunity 

exploitation: Individuals learn through experience, reflection, thought and experimentation 

(Kolb, 1984). Accommodators are stated to use their strengths adequately in exploitation stage: 

Through active experimentation and concrete experience working prototypes are exploited 

(Corbett, 2005). Weick (1995) and Ravasi and Turati (2005) argue that experimentation is a 

means for gradually make sense of the connections between the satisfaction of customer needs 

and the developed functions of the technical solution. Experimenting leads to an experienced use 

of the product and a trial and error procedure until the technical solution meets demand. In this 

process social interactions can take an important role as trustworthy individuals are asked for 

honest feedback. It can be argued that due to interactions and the subjective interpretations of 

entrepreneurs these experimentation phenomena are socially constructed and “situated” (Dutta & 

Crossan, 2005; Lave & Wenger, 1991).  

In this context entrepreneurial learning researchers often state that learning from prior 

failures is important (McGrath, 1999; Minniti & Bygrave, 2001; Ripsas, 1998; Stokes & 

Blackburn, 2002). Entrepreneurs perform new actions which are different to the ones already 
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taken in order to get more insights about possible technical solutions (Minniti & Bygrave, 2001). 

Therefore, new possibilities are explored leading to a broader variety of a solutions which is able 

to reduce uncertainty (March, 1991; McGrath, 1999; Minniti & Bygrave, 2001; Sarasvathy, 

2001). Politis (2005) differentiates “intelligent failures” which are most effective at fostering 

learning. These failures give new information which possibly alters future actions taken by 

entrepreneurs to find a technical solution (Sitkin, 1992). This information would not be acquired 

without experimenting and experiencing the outcomes of the experiments. However, it depends 

on past experiences of entrepreneurs with failures from experimenting if they perform this 

distinct strategy (of experimentation) or not. If successful in the past, entrepreneurs continue to 

find technical solutions basing on learning from failure out of experiments (Sitkin, 1992). 

Therefore, past experiences can also alter the way entrepreneurs learn from failure or define 

which learning technique (e.g. experimentation) they use (Politis, 2005).  

Hence, active experimentation can be an appropriate technique in order to deal with 

ambiguity and to find a technical solution to satisfy a distinct customer need.  

 

METHODS 

 

Qualitative research methods are beneficial in research fields which are in their infancy 

(Edmondson & Mcmanus, 2007). A fine-grained understanding about processes of phenomena is 

often needed in these contexts. As demand side entrepreneurial opportunity research is a young 

field qualitative research methods are an appropriate means to find out more about these complex 

phenomena. I use a case study methodology as it is useful in such contexts in order to grasp in-

depth insights about underlying processes (Hartley, 1994). 

 

Case selection 

 

I use case study methodology to analyze two extreme cases which were selected carefully 

due to the following four theoretical reasons. First, these companies have discovered 

opportunities which were successfully introduced to the market. These exploited opportunities 
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reflect a significant portion of turnover and company success of these two companies after three 

years from initial market introduction. Therefore, these opportunities correspond to the 

mentioned definition of entrepreneurial opportunity as the possibility to gain a financial profit 

from exploitation is given. These two cases are extreme comparing to other ones in the same 

market as the opportunities have a high profit potential due to their innovativeness. Second, 

selected opportunities have to be discovered due to opportunity signaling from demand side. 

Therefore, only opportunities are selected which are discovered from an information transfer 

from customer interactions. Third, the selected cases are small businesses: Entrepreneurs often 

work operatively and interact with their customers frequently. Furthermore, the entrepreneur has 

the strategic responsibility to decide if an opportunity is to be exploited or not. Fourth, exploiting 

the opportunity is reflected by finding a technical solution to customers’ needs and thus, 

entrepreneurial learning takes place. 

 

Data collection 

 

The author conducted formal and informal interviews with the owners along with an 

analysis of internal and external documents. The semi-structured interviews lasted from 86 to 

158 minutes. They were hold in German by the author and included questions such as: How did 

you hit on this specific opportunity? What happened after the initial discovery? How did you 

find a technical solution to this problem? Why did you decide to exploit this opportunity? Table 

1 summarizes the characteristics of the interviews. Furthermore, the two companies are 

compared. Both companies are owner managed and the firm in the metal construction industry 

has more hierarchical levels than the electrician firm. 
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 Case metal construction Case electrician 

Hierarchical structure (2011) 1
st
 level: entrepreneur 

2
nd

 level: management board 

3
rd

 level: department manager 

4
th

 level: employees 

1
st
 level: entrepreneur 

2
nd

 level: employees 

Employees (2011) 80 7 

Interview partner Owner Manager Owner Manager 

Length of formal interviews 86 158 

Interview questions 

(selection) 

How did you hit on this specific opportunity?  

What happened after the initial discovery?  

How did you find a technical solution to this problem? 

Why did you decide to exploit this opportunity? 

Table 1: Description of both firms and the interview characteristics 

The interviews were tape recorded and transcribed verbatim. In addition, data was studied 

using a software for analyzing qualitative data (atlas.ti) and it was coded according to categories 

from extant literature (e.g. opportunity discovery, demand-side opportunity signaling, 

opportunity exploitation, experimentation) or new ones which emerged from the data (e.g. 

technical ambition). A second coder has coded the data as well and the results were compared to 

the author’s classification. Variations in classifications were discussed intensively by the two 

coders and classified due to a shared understanding.  

 

Results 

 

Description of the opportunity 

 

Both opportunities are outlined separately and compared afterwards. The entrepreneur in 

the metal construction industry has developed a new solution for an aesthetic window profile 

which features a highly efficient insulation. Introduced to the market 2003 it is now responsible 

for more than half of the turnover of the whole firm. The amount of employees grew from less 

than 20 in 2003 to 80 in 2011. This growth rate is reflected by the attitude of the entrepreneur. 

Growth is seen as a positive outcome (see table 2).  



10 
 

The second entrepreneur introduced a new solution to minimize electromagnetic radiation 

in a room. The exploited opportunity is responsible for approximately one third of the turnover 

of the firm. Despite the potential of the opportunity the entrepreneur prefers to lead a small 

company in a defined region and does not intend to grow significantly.  

“I don’t exploit this business how I could. For this purpose I am persuaded that this topic has to be 

provocatively promoted with pressure and presentations in a nearby city. Then I would have 

enough [work] to do. But this is not coercively my aim. I want to live from my business, but I don’t 

live for my firm. This is my philosophy and the one of my employees.” 

 Case metal construction Case electrician 

Description of the 

Opportunity 

A new profile for sliding 

windows 

Minimization of electromagnetic 

radiation in a room 

Strategic Importance of 

the Opportunity 

The exploited opportunity is 

responsible for more than half of 

the turnover of the firm 

The exploited opportunity is 

responsible for approximately one 

third of the turnover of the firm 

Growth From less than 20 (2003) to 80 

employees (2011) 

Limited growth in the last 10 years 

Attitude towards 

growth  

 “If I get the chance to employ 

50 people today and I can 

employ them for 5 or 7 years 

and I am forced to reduce it 

afterwards, then I did a glad job 

in these 5 years.” 

 “I am content how I am working 

now and also about the 

responsibility I have. I know that I 

could grow my business but I 

don’t want to.” 

Table 2: Description of the opportunity and its outcomes 

 

Opportunity discovery  

 

Before opportunity discovery the entrepreneur in the metal construction industry 

distributed a similar profile for sliding windows for a producer. This solution, however, had 

some disadvantages. These disadvantages made it difficult to sell this product. Having told the 

producer about this difficulty the entrepreneur got the answer that there is a lack of his selling 

abilities. The producer and other actors of the metal construction industry were persuaded about 

the impossibility of improving the product due to different technical difficulties.  
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It was his own architect, who was also his customer, who pushed the entrepreneur to build 

this sliding window for his personal use in their newly built house. However, the architect had to 

insist that the entrepreneur considers building the producer’s solution. “First I said: ‘Are you 

kidding? I don’t want such a rubbish in my house.’ […] the architect has forced me to do it.” 

After seeing the problems at the own house, the entrepreneur went to the producer with a 

request for improvements:  

“And the first reaction was not that I told myself, I do it by myself. I went to the producer and told 

them where [improvement possibilities] they had to further develop the product. ‘I see that this 

doesn’t function at our place. We lose too many [customer] orders. We only get the orders when 

the builder and the architect fall in love with the design and when they turn a blind eye to the 

technology.’ Their [producer] reaction was that I am a bad seller. They don’t have any problems 

with that [disadvantage of the product]. This was a provocation for me. I told myself: Ok, I am a 

bad seller, but I am good at technics. I want to know that. Then I was stimulated and I began 

[developing a solution].” 

The entrepreneur felt confident about the potential of a new solution as diverse customers 

indicated that they would buy the product without the disadvantages. Furthermore, people who 

bought the producer’s product were happy during the first months. Therefore, the wish of the 

architect to develop it for the entrepreneur’s personal use and the inability of the producer to 

develop a better solution were the initialization of opportunity discovery.  

The electrician entrepreneur discovered the opportunity through a customer request. The 

customer wished to have his room protected from electromagnetic radiation. However, the 

entrepreneur lacked some expertise to develop a technical solution to this problem. Furthermore, 

other market actors were critical about the exploitation as it is technically challenging. Hence, 

the entrepreneur discovered the opportunity due to a customer request. 
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 Case metal construction Case electrician 

Discovery of 

opportunity 

Own experiences as the producer’s 

product was built in the own house.  

Provocation by the producer: 

technical improvements are not 

possible. 

Customers would buy it, if the 

disadvantages are eliminated.  

A customer interacted with the 

entrepreneur because he wanted his 

problem to be solved. 

Properties of the 

customer 

An architect who insisted to have a 

solution. Furthermore he likes 

experiments and new solutions. 

“He is like that. I have worked a 

few times with him. He has an idea 

and carries his point. He is 

relatively persistent.” 

“A customer told me some years ago 

that he had a problem with this.” 

Table 3: Opportunity discovery  

 

There are different similar patterns. Opportunity discovery mainly occurred as information 

about customer needs was transferred through customer interactions. In both cases the request of 

a customer initiated the search for a technical solution (exploitation). Therefore, through the 

customer request an opportunity is signaled as customer’s private knowledge is exchanged to the 

entrepreneur (see Priem et al., 2012). Through the interaction with customers having distinct 

needs and the motivation to share this information, entrepreneurs get information which is 

relevant for opportunity discovery. In both cases this knowledge transfer was rather unintentional 

in the perspective of the entrepreneurs. 

 

Proposition 1: The transfer of knowledge through customer request is essential for 

unintentional opportunity discovery by entrepreneurs.  
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Motivation for exploitation 

 

Although other market actors and the producer of the sliding window profile with 

disadvantages neglect the availability of a solution, the entrepreneur of metal construction began 

to find a solution. Although seeing the market potential it was not the first motivation factor for 

exploitation. It was rather the provocation of the producer and the challenge to find a technical 

solution.  

The electrician entrepreneur tried to find a solution despite the fact that other market actors 

were critical. The motivation was not based on financial profit but on tackling the challenge of 

finding a technical solution to the problem.  

 “[decision to start the study] It was my personal interest. Because I have learned electrician and 

afterwards I studied at a technical school. After that I had the feeling, I want to have something 

which challenges me a little bit more and which needs maybe another way of thinking, where more 

problems could be solved and experienced.” 

“This was just happening. There was not the idea that this could be a main business area. It has 

just become one.” 

 

 Case metal construction Case electrician 

Motivation for 

exploitation 

Provocation of the producer that 

it is not possible to create a 

technical solution.  

Ambition to learn something new. 

Personal interest. 

 

Table 4: Motivation for exploitation  

 

Both entrepreneurs were driven by the prospect for finding a technical solution. Therefore, 

in both cases it is rather the ambition to find a technical solution rather than the potential 

financial profit to be the incentive for exploitation. Hence, it is the self-fulfillment in order to 

tackle the challenge of finding a technical solution to the indicated problem which is primarily 

relevant for opportunity exploitation in these two cases.  
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Proposition 2: Entrepreneurs with a technical background are rather motivated by technical 

challenges than by financial rewards in order to invest their spare time for solving a distinct 

customer problem. 

 

Means for exploitation 

 

The exploitation process was initiated by the experiment in the own house. In the beginning 

the entrepreneur of metal construction was challenged by operatively leading the company and 

by finding a solution during spare time (evening or at the weekends).  

“Basically, I was working 150%. The idea development and the refinement of the invention were a 

hobby: In the evenings, at nights or on the weekends. […] I have made money the whole day for 10-

12 hours in order to work on the idea in the evening or at night.” 

Furthermore, the process of finding a technical solution was accompanied by uncertainty. 

As no long-term experiences were available it was not clear if any of the developed solutions met 

the quality standards.   

“It was often that I didn’t have the certainty if it [technical solution] functions without any 

problems. I have developed something on a paper and we produced it [a certain component] for 

the first time where we didn’t have any experiences.” 

“It was a point, where I found it [connection of two technical components] a hard nut to crack for 

a long time. It was difficult for me. I was not sure anymore if I had done everything right. This was 

a relatively long time with less effort.” 

“We didn’t have any long-term experiences. […] And I had to tell myself what happens if 

something pops up which I couldn’t predict?” 

Drawings were made using trial and error processes. If a drawing did not meet the criteria, 

a new one was drawn. Therefore, the entrepreneur learned from failures of past drawings. As the 

entrepreneur experienced years in the metal construction industry, he had the technical expertise 

to develop a new technical solution in this field.  

“It was a technique which I learned from my studies at the technical school: Draw until you don’t 

come any further with a solution, then begin from scratch.” 
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Although he had to use a lot of time to find a solution, there was no interaction with other 

people besides the own employees or the architect in order to conceptualize the solution in the 

beginning. Complementary knowledge was acquired when building a prototype. The 

entrepreneur used his social network in order to produce technical components where he lacked 

expertise.  

 “I needed technical assistance from other experts where I did not have any experiences 

[production of technical components]. I was lucky that I had [found] the right ones.” 

The electrician entrepreneur found information in the internet especially about solutions of 

other markets which were technologically more advanced in this field. In addition, he attended 

further education in order to complement his expertise in this field.  

“[after the customer request ] I had to say: I reach my limits. Then I studied this field.” 

Also interactions with other actors – especially friends in the same industry – helped him 

finding a technical solution. Mostly spare time was invested in order to develop the solution, 

whereby the personal house was the first object to experience if the solution is appropriate.  

“Afterwards I have begun to experience in the own four walls: with measurements in the own 

residence and in the firm I tried possible restorations in order to experience in a protected area at 

home.” 

“I have experienced physically what could be done with minimization of electromagnetic radiation 

and this motivated me extremely.”  
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 Case metal construction Case electrician 

Activities under 

uncertainty 

It was unclear if the technical 

solution was sustainable. Other 

people like the producer did not 

believe in the existence of a 

technical solution.  

The entrepreneur had only little 

knowledge before the studies. 

Therefore, in the beginning 

uncertainty about a possible 

solution was high.  

Financial resources Particularly time invested by the 

entrepreneur.  

Financial investment in the own 

private house. 

Particularly time invested by the 

entrepreneur. 

Financial investment in the own 

private house and the studies. 

Acquisition of 

technical abilities 

Technical background of the 

entrepreneur. 

The entrepreneur draws different 

concepts and solutions.  

Some technical components had 

to be produced by other firms 

due to a lack of knowledge of 

the entrepreneur.  

Technical background of the 

entrepreneur. 

Due to a lack of knowledge, the 

entrepreneur attended further 

studies in this field. 

 

 

Experimentation Experiment in building the 

producer’s solution in the own 

house. Experiencing the 

disadvantages of the solution.  

Trial and error with drawings. 

Possibility to experiment in the 

own house and experiencing the 

advantages and disadvantages. 

 

Role of entrepreneurs The entrepreneur developed 

technical solutions in the 

evenings, at nights or on the 

weekends. He was operatively 

working 10-12 hours a day.  

The solution was developed 

mainly in the spare time.  

 

Table 5: Means for exploitation 

 

Both cases showed that experimentation in an own context (house) and learning from 

failures (e.g. drawings) are important for finding a technical solution. Both of the entrepreneurs 

took a customer perspective as the solution was applied at their own house. This has led to the 

insight about the real benefits of the technical solution. As there are time constraints mainly 

spare time was invested by both entrepreneurs in order to develop the new technical solution.  
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Hence, experimenting with a personal object is a good mean to learn from failures and 

experiencing the benefits and disadvantages of the newly developed solution.  

 

Proposition 3: Experimentation in the own context leads to knowledge about the 

specification of the solution for customers (ends). 

 

CONCLUSION 

 

Three different patterns could be found in the data: First, opportunity discovery was in both 

cases induced by a request of a customer. It was a private customer telling the entrepreneur about 

his problems with electromagnetic radiation in the case of the electrician business and it was an 

architect informing the entrepreneur about his needs in the case of metal working industry. 

Therefore, opportunity discovery took place due to knowledge transfer from customer 

interaction. It was rather unintentional in the entrepreneur’s perspective. Second, both 

entrepreneurs were not primarily motivated by the potential financial profit they would earn but 

rather from the technical and professional ambition to find a solution and to perform it with 

persistence. They were both fascinated about the technical problem and about finding an 

appropriate solution. In addition, the first case showed that provocations can function as another 

motivation factor. Third, learning in the exploitation process occurred as both entrepreneurs first 

tried technical solutions in their own homes. Therefore, they had the possibility to experiment 

and experience the effects directly. Additionally they got the user’s perspective about useful 

specifications as the solution was built for their own homes.  

 

Implications for research 

 

This article contributes to existing research in various ways. First, it sheds further light on 

the process of opportunity discovery and exploitation in small businesses. The unintentional 

discovery induced by customer requests sheds further light on the growing literature about 
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demand side entrepreneurship (Priem et al., 2012) as well as accidental opportunity discovery 

(Shah & Tripsas, 2007). Especially small business owners interact with customers almost daily 

where (private) customer information is transferred. Furthermore, the insights of this study 

advances research about motivation factors for opportunity exploitation. The motivation to find a 

technical solution due to personal ambition rather than financial profit despite high opportunity 

costs of these entrepreneurs might be an underestimated factor in existing entrepreneurship and 

small business research. This can also contribute to research about innovative opportunities: It 

can be stated that these technically motivated entrepreneurs need a provocation or a challenge for 

exploitation. Finally, entrepreneurial learning research is advanced as one form of active 

experimentation is analyzed. Due to experiments in their own homes the entrepreneurs get direct 

feedback about the benefits and disadvantages of their solutions. Hence, they take a customer 

perspective for the specification of the solution. Characteristics of accommodators can be further 

advanced with the insights of this study in mind (Corbett, 2005).  

 

Implications for practice 

 

Entrepreneurs of existing companies might be challenged by their customers in order to 

find technical solutions which fit their needs. Although it is important to know customer needs in 

detail it is costly and risky to satisfy every single need of these customers. Technical 

developments involve an immense amount of time to be invested which could lead to a 

negligence of daily business activities of the main market. Hence, entrepreneurs should frame 

appropriate criteria when they should exploit an opportunity induced by customer requests and 

when not. The appropriate technical expertise might be one criteria, the personal joy to learn new 

knowledge might be another one.  

It could be of value for entrepreneurs to interact with specific customers at the edge of the 

market in order to sense their needs and problems. These customers experience needs long 

before the bulk of the market (von Hippel, 1986). Hence, it is beneficial that these customers 

transfer their private knowledge about their needs to the entrepreneur. These users might be 

tempted to transfer their knowledge if the entrepreneur has a reputation of solving problems of 

customers effectively. 
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Challenging the entrepreneurs was an important impulse for them to exploit the 

opportunity. Especially small business owners who often have daily interactions with customers 

can discover latent needs due to problems which these customers experience. Additionally, not 

only customers can play the role of a challenger, but also other actors of an entrepreneur’s social 

network. On the other hand especially the first case has shown that producers neglect feedback of 

their distribution partners missing a great opportunity. Producers can instead collect all 

improvement ideas and even work together with these customers and distribution partners in 

order to find a technical solution.  

 

Limitations 

 

There are different limitations to this study. First, I selected successful examples of 

opportunity exploitation. Therefore, it might be biased as unsuccessful opportunities are not 

included. Second, as cases were purposefully selected this study does not aim to fulfill the 

condition of statistical representation. In addition, the study analyzed the special context of 

handicraft businesses. It has to be analyzed if it is also applicable to other industries as well.  

 

Suggestions for further research 

 

I suggest further exploring the processes of opportunity discovery and exploitation in the 

small business context. Especially the often daily operative activities are the reasons why small 

business owners usually have a sensibility for their markets, needs and problems of their 

customer base. This can be beneficial for the discovery of entrepreneurial opportunities. 

Therefore, further research could analyze the opportunity discovery of small business owners in 

other contexts in more detail.  

Furthermore, this type of entrepreneurs (technically motivated) could be compared to other 

types, which would advance research about the characteristics of different types of entrepreneurs 

(e.g. Miner, Smith, & Bracker, 1992). In this respect, it is of interest how these entrepreneurs 

evaluate opportunities and why they exploit some opportunities while they neglect others. In 
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addition, entrepreneurial learning literature could be advanced by analyzing other learning modes 

than experimentation (accommodators).  

In this study differences in entrepreneurial orientation of entrepreneurs are found. Hence, it 

would be of value to investigate small business orientation comparing to entrepreneurial 

orientation and how this affects decision processes of entrepreneurs to exploit opportunities 

(Carland, Hoy, Boulton, & Carland, 1984; Runyan, Droge, & Swinney, 2008; Stewart, Watson, 

Carland, & Carland, 1998). 

The propositions can be tested using quantitative measurements and experiments. For 

example, literature about the characteristics of innovative customers (e.g. von Hippel, 1986) can 

give hints how proposition 1 could be measured. Additionally, proposition 2 could be measured 

by conducting an experiment. One group consists of entrepreneurs motivated by technical 

challenge and the other group is motivated by potential profit. In order to measure proposition 3 

an experiment might be of value. It could be researched if there is a difference for exploitation 

and motivation of entrepreneurs if the experimentation takes place at their own homes or not.  

I am persuaded that this study lays the basis for further fruitful research in opportunity 

discovery and exploitation in small businesses. 
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Innovative SMEs are usually constrained in access to financial services. Therefore, 

enhancing access to finance of innovative SMEs needs government’s active role.  

The suggestions on the improvement of financing support system and the revitalization of 

technology financing for innovative SMEs are as follows. First, it is necessary to revitalize 

M&A to expand the financial market. Second, it should create and operate new technology 

investment fund. Third, it should ease the requirements to list the Inno-Biz on the KOSDAQ. 

Alternative proposals for promoting Korean innovative SME financing are follows. First is 

to activate the investments of venture capital funds to innovative SMEs in the early stage. 

Second is to activate bank loans to SMEs in the growth stage. Third is to activate regional 

SME financing by rearing regional financial institutions. Fourth is to activate the investments 

of private equity funds to innovative SMEs. Fifth is to activate SME financing from abroad. 
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INTRODUCTION 

The innovative SMEs can be, in general, defined as SMEs that can become the driving 

force of future growth and high quality of employment with the constant innovation. It has 

been reported in domestic and international studies that the performance of the innovative 

SMEs are better than the general SMEs in job creation, sales, R&D investment, etc. However, 

there is no legalized definition of innovative SMEs. The Korean government regards venture 

enterprises, Inno-Biz (technology-innovative SMEs), and business-innovative SMEs as 

innovative SMEs. 

SME policy in Korea began with taking steps to protect SMEs from large enterprises. 

Since the currency crisis of 1997, however, SME policy paradigm has been largely shifted to 

promote innovative SMEs for enhancing growth potential of national economy. However, 

innovative SMEs are highly constrained in their access to financial services. Therefore, 

enhancing access to finance of innovative SMEs needs government’s active role. The Korean 

government has provided various policies to create an environment where innovative SMEs 

can more easily access to finance. 

  The objective of this study is to discuss the various policies which the Korean government 

has accomplished to promote innovative SMEs, and suggest the reform directions of financial 

policies and market environments that can increase innovative SMEs’ access to finance. This 

paper is organized as follows: Section 2 offers contribution of Korean SMEs to national 

economy. Section 3 overviews the features and characteristics of SME policies focusing on 

promotion of innovation and the SME financing structure in the Korean economy. Section 4 

discusses the innovation related activities and systems. Section 5 introduces financing 

programs to promote innovation for SMEs. Section 6 recommends the policy directions for 
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fostering innovative SMEs, the suggestions for revitalization of technology financing and the 

alternative proposals for promoting SME financing. 

The considerable portion of this paper is based on website materials of SMBA (Small and 

Medium Business Administration), Small and Medium Business Corporation (SBC), Korean 

Intellectual Property Office (KIPO), Korea Technology and Information Promotion Agency 

for SMEs (TIPA), Korea Institute for Advancement of Technology (KIAT), Korea Institute 

of Industrial Technology Evaluation and Planning (KEIT), Korea Credit Guarantee Fund 

(KODIT), Korea Technology Finance Corporation (KOTEC), Korean Federation of Credit 

Guarantee Foundations (KOREG), Bank of Korea (BOK), and so on. 

  

CONTRIBUTION OF KOREAN SMEs TO NATIONAL ECONOMY 

Korean SMEs have been playing an important role in the nation’s economic growth 

through active start-ups and the creation of jobs. As the backbone of the Korean economy, 

SMEs represent 

- No. of SMEs is about 3 million, 99.9% of whole enterprises as of 2009. 

- No. of Employees in SMEs is 11.8 million, 87.7% of whole employment. 

- Production by manufacturing SMEs is 47.6% of whole manufacturing industry. 

- Value-added by manufacturing SMEs is 50.5% of manufacturing industry. 

Especially, Korean SMEs made a great contribution to resolve unemployment problems by 

increasing the number of those employed by 2.9 million while that of large enterprises 

dropped by 1.1 million during the period from 1998 to 2007, 10 years since foreign exchange 

crisis of 1997. 
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Table 1  Contributions of Korean SMEs to National Economy(2009) 

(Unit: each, person, billion US dollars, %) 

 
Total(A) SMEs(B) Ratio (B/A) 

All industry 

(1-299 employees) 

No. of establishments 3,069,400 3,066,484 99.9 

No. of employees 13,398,497 11,751,022 87.7 

Manufacturing 

(5-299 employees) 

No. of establishments 111,722 111,126 99.5 

No. of employees 2,798,297 2,150,451 76.8 

Gross output 1,168 556 47.6 

Value of Shipments 1,169 555 47.5 

Value Added 393 198 50.5 

Source: National Statistical Office of Korea (NSO), Report on the Census on Basic Characteristics of 

Establishment and Report on Mining and Manufacturing Survey. 

 

SME POLICIES AND SME FINANCING STRUCTURE IN KOREA 

Definition of SME 

In general, SME is defined to be an enterprise with less than 300 employees in 

manufacturing, mining, construction, transportation and large general retail stores, 200 

employees in business support service, 100 employees in wholesale and product 

intermediation, and 50 employees in other sectors as table 2.  

 

Features and Characteristics of SME Policies Focusing on Promotion of Innovation 

Definition of Innovative SMEs 

The Korean government intensively fosters innovative SMEs as a growth engine of the 

national economy by designating SMEs with technological competitiveness and growth 

potential as innovative SME. The number of Korean innovative SMEs is continuously 

growing through ceaseless technological development and the tripartite cooperation of 
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industry, academia, and research institutes. Innovative SME is divided into 3 types of venture 

business, Inno-biz, and management-innovative business by certification criteria. 

Venture Company Certification: Small and Medium Business Administration (SMBA) designates 

qualified venture-type companies as 'Venture' Company' based on the Special Measures on the 

Promotion of Venture Companies, which was enacted in 1997. A venture firm is defined as table 3.   

Table 2  Definition of Korean SMEs 

Sector  

SMEs 
Small 

Business  

Micro-

enterprises  

No. of Workers 
Capital & 

Sales  

No. of  

Workers  

Manufacturing 
 

Less than 300 
Capital worth 

$8M or less 
Less than 50 Less than 10 

Mining, construction 

and transportation 
 

Less than 300 
Capital worth 

$3M or less 
Less than 50 Less than 10 

Large general retail 

stores, 

communications, and 

other computer- 

related industries 
 

Less than 300 
Sales worth 

$30M or less 
Less than 10 Less than 5 

Seed and seedling 

production, fishing, 

electrical, gas and 

business 

support service 
 

Less than 200 
Sales worth 

$20M or less 
Less than 10 Less than 5 

Wholesale and 

product 

intermediation, R&D  

and news provision 
 

Less than 100 
Sales worth 

$10M or less 
Less than 10 Less than 5 

Other sectors 
 

Less than 50 
Sales worth 

$5M or less 
Less than 10 Less than 5 

 

Source: Article 2 of Framework Act on SMEs and Article 3 of Enforcement Decree of the Act. 
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Table 3  Venture Company Certification Criteria 

C Criteria First phase Second phase 

Investment by 

Venture Capital 

Evaluation of 

Technology and 

Management Innovation 

Venture capital holds minimum of 10% 

equity stake, and it is maintained for 

minimum of 6 months. 

Investment in R&D 

Minimum of 50 million Won in annual 

R&D expenses and 5-10% of revenue 

depending on the industry. 

Commercialization 

of New 

Technology 

Received good evaluation for business 

from venture evaluation organization in the 

following area. 

- Patent 

- Technology transferred from 

 public  institution 

- Technology developed with 

  government investment 

 

Source: SMBA. 

 
 

Inno-Biz Certification: Korea has been implementing a technology innovation certification system 

since 2001 to support SME innovation. The assessment is based on 'Oslo Manual' developed 

by OECD. Application & Qualification →As companies defined as SMEs in the Framework 

Act on Small and Medium Enterprises, those which have been in normal operation for more 

than three years after establishment as of the application date. Selection Criteria (Online self-

diagnosis: preliminary assessment) → Assessment of technology innovation system (full 

mark: 1,000 points): 650 points or more. The assessment system consists of four fields 

(technology innovation, technology commercialization & technology innovation management 

capability and technology innovation achievements) and about 60 items.  
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Main-biz Certification: SMBA is implementing Main-biz (Management Innovation 

Business) certification system, with assessment of management innovation capacity. The 

system, based on the Oslo Manual, is designed to foster SME innovation in marketing, 

management, quality movement, etc., which are essential to the enhancement of 

competitiveness. Main-biz assessment indices include → Leadership, Sustainable innovation, 

Human resource management process, Customer and market-oriented process, Production & 

service operation process, Production facility status (manufacturing), Measurement, analysis, 

and knowledge/information management. Korean SMEs have also endeavored to upgrade 

their productivity and create new values by innovating non-technological aspects of their 

business.  

 

Policies for Promoting Innovative SMEs 

■ Policy Framework of SME Innovation 

First, the Korean government has focused on enhancing the innovation capacity of SMEs 

according to their business type and growth stage. Policy financing has been provided for 

SMEs in their early stage. Second, the government has made a shift in SME policy to 

promote competition and cooperation. Third, the government is continuously creating a 

market-friendly business ecosystem and expanding its infrastructure. Fourth, the government 

has promoted the balanced growth of traditional markets.  

SMBA announced '5-Year (2009~2013) SME Technology Innovation Plan' at National 

Science & Technology Council (NSTC) Meeting held on August 2009. This plan aims to 

foster global SMEs through enhancement of technological competitiveness and to maximize 

R&D investment efficiency in accordance with a 'choice and concentration' strategy. Under 



- 7 - 

 

this plan, SMBA intends: To increase SME R&D investment, allocate investments 

strategically, and expand demand-oriented technology innovation infrastructures; To focus 

choice and concentration on future promising growth fields, green technologies, new growth 

engines, and knowledge services; To strengthen custom-tailored support in terms of growth 

stage and innovation capability for global leader SMEs, innovative SMEs and SMEs in the 

start-up stage. As promotion strategies, meanwhile, SMBA suggests identification of 

promising technologies, planning and efficiency enhancement of R&D investment, increase 

of commercialization success rates, etc. 

For innovation-type SMEs, SMBA also plans to select 260 small business technology 

innovation groups and support the R&D activities in order to expedite creation of 

technological innovation achievements. After completion of the small groups' activities, 

SMBA intends to identify and award excellent enterprises that produce outstanding 

technological innovation results and also to hold a 'Nationwide Small Groups' Contest' with a 

view to spread a technological innovation atmosphere to all SMEs. 

■ SMBA’s Core Policies for Promoting Innovative SMEs in the case of 2010 

  First, it should maximize job creation via biz start-up & employment. To do this, SMBA intends: 

To organize venture businessmen's special lectures on entrepreneurship at universities,  

accelerate start-up activities of professors, researchers and collegiate students, and improve 

the spin-off start-up system for executives and employees of large firms; To operate a 'home-

based start-up system' and expand the infrastructure for one-person creative enterprises; To 

establish excellent SME/venture enterprise information database and nurture industry-

academia manpower that are custom-tailored to work site demand. Second, it is necessary to 

stimulate economic vitality and enhance productivity. To do this, SMBA intends: To implement 
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policy financing at an early stage, execute SME-support budget at an early date, expand 

purchase of new-technology products through support for R&D linked to supply & demand, 

diversify SME sales channels, and enhance product reliability; To enhance productivity and 

nurture manufacturing-based enterprises, improve three fields with weak productivity 

intensively, enhance energy efficiency, and spread green management. 

 

Structure of SME financing: financing policies, policy related funds and institutions 

Problems of Korean SMEs Financing 

Korean SMEs used to experience financial distress due to a high ratio of bank 

loans(60~75%) in external financing when banks strengthened terms of loans and tightened 

money, confronting with the economic recession and the changes of economic conditions. As 

of 2010, the proportion of bank loans in external financing of Korean SMEs is the largest as 

65.9%. 

Table 4  Ratios of Bank Loans to SMEs by Security 

(Unit: %) 

 
Banks Policy funds Non-banks Stocks 

Corporate 

bonds 

Private curb 

loans 
Overseas 

2005 72.2 22.7 2.8 0.0 0.3 1.3 0.8 

2006 71.9 24.8 1.5 0.3 0.4 0.9 0.2 

2007 74.3 21.7 2.1 0.1 0.4 1.2 0.2 

2008 71.5 21.8 3.9 0.2 0.1 1.8 0.5 

2009 62.1 30.8 3.1 0.3 0.8 2.8 0.1 

2010 65.9 26.5 3.4 0.2 0.8 1.5 1.6 

Source: Korea Federation of Small and Medium Business (KBIZ). 
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In regard to term structure of bank loans, the ratio of loans less than 1 year in bank loans to 

SMEs is high as 65~75%. Thus Korean SMEs have financial instability and difficulty in 

investing in long-term equipment.  

In the types of bank loans to SMEs, real estate collateral loans are widely used. As of 2010, 

the ratio of real estate collateral loans is 44.7%; credit guarantee loans, 25.3%; credit loans, 

16.3%. Accordingly, Korean SMEs, which do not have real estate collaterals or cannot get 

credit guarantee, have difficulties in raising funds. 

Financial institutions in Korea have a great difficulty in analyzing credit risk of SMEs 

when investments or loans are decided because they cannot easily access or get credit 

information on SMEs. For that reason, financial institutions in Korea require real estate 

collaterals or public credit guarantees to SMEs. Also, most of financial institutions respond 

uniformly and sensitively to economic fluctuations. Most of financial institutions in Korea 

invest and make loans based on the information about corporate financial affairs, preferring 

loan to investment. Even to start-up or early stage enterprises, funds are supplied on basis of 

real estate collaterals. 

Table 5  Ratios of Bank Loans to SMEs by Security 

(Unit: %) 

 
Real estate Credit guarantees Credit Others 

2005 43.3 30.1 11.7 14.9 

2006 46.2 22.9 17.2 13.7 

2007 47.2 21.1 16.9 14.8 

2008 44.3 26.7 13.8 15.2 

2009 40.1 32.0 15.9 12.0 

2010 44.7 25.3 16.3 13.7 

Source: Korea Federation of Small and Medium Business (KBIZ). 
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Korean Financial Support System for SMEs 

■ Credit Guarantee Services 

Primary objective of credit guarantee services is to enhance the financial accessibility of 

SMEs. Korea Credit Guarantee Fund (KODIT) mainly supports general SMEs; Korea 

Technology Finance Corporation (KOTEC) supports technology SMEs; and Regional Credit 

Guarantee Foundations (RCGFs) support regional small enterprises. 

Korea Credit Guarantee Fund (KODIT): KODIT is a public financial institution 

established in June 1976 under the provisions of the Korea Credit Guarantee Fund Act. The 

main purpose of the credit guarantee services is to enable promising SMEs without enough 

collateral to obtain funds and make smooth headway in the financial or business transaction. 

The objectives of KODIT are as follows. First is to lead the balanced development of the 

national economy by extending credit guarantees for the liabilities of promising SMEs which 

lack tangible collateral. Second is to extend credit guarantee services for the liabilities of 

promising enterprises which lack tangible collateral. Third is to stimulate sound credit 

transactions through the efficient management and use of the credit information. 

Korea Technology Finance Corporation (KOTEC): KOTEC was founded in 1989 as a non-

profit guarantee institution under the special enactment, Financial Assistance to New 

Technology Businesses Act. The mission of KOTEC is to contribute to the national economy 

by providing credit guarantees to facilitate financing for new technology-based enterprises 

while promoting the growth of technologically strong SMEs and venture businesses. Since its 

foundation, KOTEC has provided guarantees to SMEs that possess prominent technology and 

business prospects but lack of security for financing. In particular, more than 80% of the total 
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guarantee amount was first provided to the companies which desired to develop or apply new 

technologies. 

Regional Credit Guarantee Foundations (RCGFs): RCGFs have been established in each 

city and province since 1996 to extend credit guarantees for micro enterprises lacking 

substantial collateral. RCGFs were established in accordance with the provision of Article 32 

of the Civil Law. To strengthen credit support for micro enterprises, the Regional Credit 

Guarantee Foundation Act, a special law, was enacted in September 1999. Through RCGFs' 

services, promising micro enterprises can obtain financing from various types of financial 

institutions without tangible collateral. RCGFs of 16 provide management consulting services 

to micro enterprises to enhance their management skills and productivity. 

KKoorreeaann  FFeeddeerraattiioonn  ooff  CCrreeddiitt  GGuuaarraanntteeee  FFoouunnddaattiioonnss  ((KKOORREEGG))::  TThhee  OObbjjeeccttiivveess  ooff  KKOORREEGG  

aarree  ccoonnttrriibbuuttiinngg  ttoo  tthhee  ddeevveellooppmmeenntt  ooff  rreeggiioonnaall  eeccoonnoommiieess  bbyy  eennhhaanncciinngg  tthhee  ssoouunndd  

ddeevveellooppmmeenntt  ooff  RRCCFFGGss  aanndd  bbyy  pprroovviiddiinngg  rree--  gguuaarraanntteeee  sseerrvviicceess  ffoorr  RRCCFFGGss..  TThhee  mmaajjoorr  

ffuunnccttiioonnss  aarree  advancing techniques related to credit investigation and methods of guarantees, 

cooperating with governmental, financial and other related organizations, providing of 

education and training for executives and employees of RCFG, and operating re-guarantee 

services for RCFGs. 

■ Policy Fund Program 

As a subsidiary of SMBA, Small Business Corporation (SBC) supplies funds at low-

interest rate directly or through banks to support start-ups, facility investment, automation, 

and commercialization of technologies of SMEs. Maturity of loan is relatively long-term as 

3~8 years. 
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SBC is a non-profit, government-funded organization established to implement 

government policies and programs for the sound growth and development of Korean SMEs. 

To achieve its purpose, SBC operates financial and non-financial programs for SMEs. 

Through financial programs, SBC provides financing for SMEs to expand operations, 

develop new products, and convert their business structures. SBC provides SMEs with 

finance for venture firms in their start-up and early growth stages, finance for 

commercialization of intellectual property and R&D results, and finance for innovative 

SMEs in high-tech and low-carbon industry sectors to improve their competitiveness. SBC 

also provides SMEs with opportunities to improve their financial structure by converting 

loans to capital. With non-financial programs including consulting, training, marketing, and 

global cooperation programs, SBC supports SMEs to enhance their global competitiveness.  

■ Others 

SBC invests in venture capital companies and cooperatives to improve investment climate 

to innovative SMEs. Venture capital companies and cooperatives invest in promising start-

ups and venture enterprises.  

Other governmental ministries and local governments also manage various financial 

support systems for SMEs respectively. 

 

Problems in Korean Financial Support System for SMEs 

Although Korean financial support system for SMEs highly contributed to enhancing the 

growth of SMEs under the financial system and practices that favored large enterprises on 
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rapid economic development, policy inefficiency and negative side-effects have been 

disclosed because of following reasons. 

Credit Guarantee Service: The first reason is the direct performance of credit investigation 

and evaluation by credit guarantee institutions. In addition, it is due to the excessive 

dependence of both financial institutions and SMEs on credit guarantees. These caused 

obstructions in the growth of credit evaluation ability of financial institutions and in the 

improvement of the ability for SMEs to manage credits 

Policy Fund Program: It is focused on medium and high credit rating enterprises. It is also 

the credit evaluation based on corporate financial affairs. These resulted in insufficient 

support for start-ups, ventures and small enterprises, and lowering policy effectiveness. 

Investment Promotion Scheme: It is focused on the support for loans. It is also the 

management by institutions undertaking indirect financing supports. These caused 

insufficient support for start-ups and venture enterprises, and also performance of support. 

 

Recent Reform of Korean Financial Support System for Promoting Investments and 

Loans to SMEs 

■ Reform of Credit Guarantee Program 

The first is the extension of supports for innovative SMEs. For example, the credit 

guarantees to start-ups increase from 0.1% of 2004 to 10.0% in 2009 and the credit 

guarantees based on technology appraisal of KOTEC increase from 15.2% of 2004 to 60.0% 

in 2009. The second is the expansion of loan guarantees for which financial institutions are 

responsible. The third is the increase of credit guarantees over 3 years in maturity to 

encourage long-term loans of financial institutions. The fourth is the establishment of system 
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which enterprises, financial institutions and government balance to bear finances. For this, it 

is necessary to increase the guarantee fee of enterprises and the contribution rate of financial 

institutions to credit guarantee funds. 

■ Activation of SMEs Financing by Technology Appraisal 

The credibility of technology appraisal is enhanced by using the technology assessment 

results of exterior institutions when KOTEC evaluates the credit of technology SMEs. The 

new credit guarantee system sharing with enterprises profits as well as risks is also introduced. 

In addition, the loan procedure based on technology appraisal of Korea Development Bank is 

simplified. 

■ Reform of Policy Fund System for SMEs 

It is the concentration of policy fund supports for innovative SMEs. It is also the extension 

of investments to innovative SMEs by utilizing 'Fund of Funds'. In addition, the support of 

policy fund to SMEs in which venture capitals invest is enlarged. At last, it is the compound 

support of investments and loans to regional SMEs for promoting balanced national 

development. 

■ Activation of Financial Support by Market Mechanism 

The function of Korea Enterprise Data (the credit bureau specialized in SMEs) is enlarged 

by promoting the exchanges of information about SMEs among participating institutions. It is 

also to activate not only the listing of SMEs but also the issues of stocks and corporate bonds 

by SMEs through the reform of listing conditions, the improvement of disclosure, and 

accounting system. In addition, it is to activate SME restructuring through giving incentives 

to SME workouts by banks and eliminating the factors that obstruct workout. 
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INNOVATION RELATED ACTIVITIES AND SYSTEMS: MARKET & 

TECHNOLOGY DRIVEN 

Patent Supporting System for SMEs 

The Korean Intellectual Property Office (KIPO) provides a patent evaluation service for 

SMEs so that they can use the results for getting loans to support SMEs having a high level of 

technology but insufficient assets for security against loans. To activate the patent technology 

transfer and trade, KIPO runs an on/off-line patent technology trade system. KIPO 

established a one-stop total service system that comprises various services from diagnosis of 

IP capacity of SMEs to commercialization of IPs. KIPO is providing IP education for SMEs 

to reinforce SMEs capacity in IP. KIPO has established a package of SME support programs 

and held on-site presentations on the programs since January 2009. A total of 13 on-site 

presentations were made, which had more than 1,500 CEOs and IP workforce of SMEs. 

KIPO has established regional IP centers to strengthen the IP capacity of regional 

provinces since 2004. It conducts a comprehensive IP consulting service so that regional 

SMEs can upgrade their product brand images and relevant IP. Consultants of each center 

specialized in patent information analysis and commercialization of patent serve the regional 

needs. They provide one-stop service covering all aspects of technology development and 

commercialization. A patent commercialization consulting service matches potential 

licensees with potential licensors for a successful technology transfer by utilizing KIPO’s 

database. KIPO has provided various programs for local brand value improvement. KIPO 

began the pilot program of brand development for SMEs to help increase penetration in the 

non-English speaking markets in 2008.  
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Technology and R&D Supporting System by Government-related Organizations 

Korea Technology and Information Promotion Agency for SMEs (TIPA) 

The TIPA was established in May 2001 as a quasi-government institute under the SMBA. 

TIPA is specialized organization to support SMEs in the areas of technology development, 

promotion of SME management innovation, and ICT promotion, with an aim to actively cope 

with a changing competitive environment and to dramatically improve the innovation 

capacity of SMEs through technology innovation and ICT. To achieve these goals, TIPA has 

conducted a variety projects, including technology and management innovation, 

establishment of ICT infrastructure, evaluation on consulting services, SME research & 

analysis, education & training for SME experts, and support of SME innovation in the APEC 

region.  

 

Korea Institute for Advancement of Technology (KIAT) 

The KIAT was established in May 2009 as a quasi-government institute under the Ministry 

of Knowledge Economy (MKE). KIAT is playing a crucial role in suggesting R&D strategies 

for industrial technology through systemic technology planning and policy research to 

promote Korea’s industrial development and industrial technology innovation. It is also 

strengthening the competitiveness of the industrial technology ecosystem in Korea by 

promoting various activities such as transferring and commercializing industrial technology, 

establishing an industrial technology infrastructure, supporting parts & materials industries, 

and regionally specialized industries. KIAT is going to establish systems that will improve 
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the technological innovation competency of individuals, corporations, research institutes, and 

the government, as constituents of the technological environment.  

Its functions and roles for SMEs are as follows. Commercialization Support: KIAT 

identifies excellent technological assets and manages a global technological information 

service network for the commercialization of technology and the effectiveness of investment 

in R&D. It provides funds for technology commercialization in the future growth driver fields, 

and encourages the growth of global technology-based corporations by linking them with 

technology funds. KIAT promotes business-oriented networks of corporations, universities, 

and research institutes to transfer and commercialize technology for public use. It also 

supports the utilization of intellectual property rights. Infrastructure Support: KIAT improves 

the competence of engineers and researchers on the scene and fosters manpower to meet the 

demands of the future. In addition, it increases technology-friendly awareness towards people 

and boosts the pride of researchers and engineers. 

 

Korea Institute of Industrial Technology Evaluation and Planning (KEIT) 

The KEIT was launched as the amalgamation of six previous R&D funding organizations 

by the MKE in May 2009 to keep the government's promise of innovating the state 

department and its agencies. KEIT is a state of the art technology think-tank charged with the 

missions of policy research, R&D management, technology assessment and international 

cooperation. KEIT performs comprehensive planning and evaluation for the diffusion of a 

technological base through the pursuit of domestic and international synergy. Its role is to 

support technology planning and implementation and to act as a catalyst to expand 

technology infrastructure. KEIT is taking the initiative to create technology for the future 
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through establishing industrial R&D support systems on the foundations of customer service, 

efficient utilization of R&D, and the achievement of a high level of expertise in industrial 

technology planning, evaluation and management. KEIT is playing a pivotal role in 

supporting industrial R&D projects; seeking out emerging technologies that can be modified 

to have practical applications for the real world.  

 

Technology Commercialization Policies and It’s Performance  

The Korean government enacted the Technology Transfer Promotion Act in 2000 to 

promote technology commercialization in universities and government research institutes. 

Shortly after the enactment of the Act, most of Korea’s universities organized new managing 

teams and established technology licensing offices (TLO). This law was slightly modified in 

2005 and explicitly indicates that the rewards to inventors should be more than half of the 

technology royalties. Despite this new law and government support, the performance of 

technology commercialization is still below expectations.  

The Korean government amended this law as the Technology Transfer and 

Commercialization Promotion Act in December 2006. This new law includes most of the 

policies regarding technology commercialization of universities and public research institutes. 

As technology transfer and commercialization is inactive, the Korean government supports a 

group of TLO organizations in building a consortium to overcome limited stock and 

experience within each TLO organization. The combination of government policies and 

intensive competition among public research institutes and universities for government’s 

research grants has influenced the intellectual property and technology commercialization. 

The changes of research activities in public research institutes and universities have resulted 
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in a rapid increase of domestic and international patents and technology licenses with 

royalties. The ratios of technology transfer in total increased from 20.3% of 2005 to 27.4 % 

of 2007
1
.  

Despite the rapid increase of technology commercialization, however, there are large 

performance differences between research activities and universities in Korea. According to a 

recent survey(2010) of 131 Korean universities, only 40 universities (30.5%) have more than 

one patent and 58 universities (43.3 %) have recorded at least one technology licensing 

contract with industry licensee. This indicates that Korean universities are still under-

performing in technology commercialization.  

 

Situation of Business Start-ups Based on Technology & Innovation  

SMBA's main task is to cultivate a business environment that encourages, nurtures, and 

grows new business start-ups, especially for those based on technology & innovation and 

generates Korean can-do spirit-based entrepreneurship. To promote business start-ups on 

technology & innovation, jointly with Korea Technology Credit Guarantee Fund (KOTEC), 

SMBA selects SMEs that are less than seven years since start-up and expected to show 

excellent growth potential after succeeding in commercialization of new-tech or promising 

products. To spread the start-up fever throughout society and accelerate technological start-

                                                 

1 Ministry of Knowledge Economy did not published Technology Transfer & Commercialization White Paper 

after 2008. 
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ups, SMBA has selected, awarded, and supported excellent technological start-up SMEs as 

'Technological Start-up Leader Enterprises' in the first and second half of every year since 

starting the program in 2008. SMBA plans to publicize the technological start-up success 

practices of the selected excellent enterprises and support them further by holding investment 

marts, etc., in addition to presenting them with SMBA Administrator's prize.  

As mentioned above, ‘5-Year SME Technology Innovation Plan' aims to foster global 

SMEs through enhancement of technological competitiveness and promotion of new business 

start-ups based on technology & innovation. SMBA is promoting the spread of the research 

results of public research institutes to technological start-up SMEs. As of 2010, business 

start-ups based on technology & innovation are 46,044 enterprises: venture firms of 24,645, 

Inno-biz firms of 16,243, management innovative business (Main-biz) firms of 16,642.  

Table 6  Trend of Start-ups Based on Technology & Innovation 

 (Unit: each)    

 1998~2005 2006 2007 2008 2009 2010 

Venture 9,732 12,218 14,015 15,401 18,893 24,645 

Inno-biz 3,454 7,183 11,526 14,626 15,940 16,243 

Main-biz - 2,619 6,510 11,324 13,988 16,642 

Sum 13,186 22,020 32,051 41,351 48,821 57,330 

(Overlap) 2,455 5,006 7,650 8,988 9,735 11,486 

Total 10,731 17,014 24,401 32,363 39,086 46,044 

Source: SMBA. 

 

Situation of R&D Institute and Research Personnel in SMEs 

Korean Government enacted the Technology Development Promotion Law in 1991 to 

promote the establishment of the industrial R&D Institutes in companies. This has been the 

major contribution for the industry in putting a heavy emphasis on the R&D activities, 
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leading a huge increment in the number of industrial R&D centers. Benefited from several 

incentives such as the likes of taxation exemption, tariff reduction, and the military service 

exemption for their own R&D personnel through this special law, together with an increased 

awareness on the R&D, growth in industrial R&D institutes has become the driving force to 

put Korea as R&D powerhouse globally. As such, the policy to promote the establishment of 

the industrial R&D Institutes in companies has borne the remarkable results, especially in 

SMEs, as below. The number of R&D institutes in SMEs increased rapidly from 10,894 of 

2005 to 17,703 of 2009 and the number of researchers in SMEs increased largely from 

90,601 to 131,031 during the same period. As of 2010, the ratio of SMEs to total enterprises 

in the number of industrial R&D institutes was 94.8%. 

Table 7  Trend of R&D Institutes and Researchers in SMEs 

(UNIT: each, person, %) 

 2005 2006 2007 2008 2009 2010 

No. of 

R&D 

Institute 

Total(A) 11,810 13,324 14,975 16,719 18,772 21,785 

SMEs(B) 10,894 12,398 14,014 15,696 17,703 20,659 

B/A 92.2 93.1 93.6 93.9 94.3 94.8 

No. of 

researcher 

Total(A) 163,646 179,709 193,340 209,137 219,975 235,596 

SMEs 90,601 100,595 111,348 122,944 131,031 141,080 

B/A 55.4 60.0 57.6 58.8 59.6 59.9 

Source: Korea Industrial Technology Association (KITANET). 

 

Situation of Business Incubating Activities 

The SMBA supports Business Incubators operated by universities and research institutes 

equipped with facilities and equipment that can support would-be entrepreneurs or new SME 

founders. This program is designed to promote the survival and growth of newly established 

venture companies. SMEs are provided with land, an expert consulting service, marketing 
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education, and other support. This program began to be funded by government in 1998, 

which bore some costs for establishing BI center at university, national and public research 

institutions. SMBA has increased the number of BI centers to create jobs. As of 2009, there 

were 279 BI centers, which accommodated 4,727 enterprises and graduated 6,705 enterprises. 

Table 8  Situation of Business Incubating Activities 

(Unit: each) 

 
2005 2006 2007 2008 2009 

Universities 
  

224 223 226 

SBC 
  

7 7 7 

Institutes 
  

15 16 22 

Local Government 
  

7 8 11 

Others 
  

13 14 13 

Total 
  

266 268 279 

Occupied firms 
  

4,441 4,532 4,727 

Graduated firms 
  

4,887 6,225 6,705 

Source: Korea Institute of Startup & Entrepreneurship Development (KISED) 

 

FINANCING PROGRAMS AND COMPLEMENTARY SYSTEMS TO PROMOTE 

INNOVATION FOR SMEs 

The Korean government is pursuing consistent and sustained efforts to expand innovative 

SMEs' access to capital, opening funding channels that have been traditionally closed to them. 

SMBA's indirect SME financing programs are focused on helping innovative entrepreneurs to 

set up or expand operations, develop new products, and invest in new staff or production 

facilities. The ultimate objective of innovative SME financing programs is to maximize the SME 

financial pipeline and bridge the financing gap. 
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Development of Technologies: Expanding New Growth R&D Investment 

The Korean government continues to encourage R&D investment copying with the 

contraction of SME investment potential following the economic slowdown and   

strengthen strategic support for SME R&D. SMBA provides financing for innovative SMEs 

in high-tech and low-carbon industry sectors to improve their competitiveness through   

SBC as stated above. If SMEs share intellectual property rights jointly with universities and 

research institutes, technology license fees will be supported. Moreover, the government is 

driving a 5-Year SME Technology Innovation Plan, which encompasses continuous 

expansion of SME R&D investment, support for technology innovation R&D by capability 

and cultivation of global leader enterprises, intensive technology development support for 

expansion of future growth engines, and development of SME-type green technologies, 

activation of technical start-ups, etc. 

The Korean government established the Korea Small Business Innovation Research 

(KOSBIR) Program and has conducted the program since 1998 to offer government-wide 

support for SME technology innovation activities. In KOSBIR, 18 agencies including 12 

government agencies with massive R&D budget and 6 government investment agencies 

provide more than 5% of R&D budget to SMES. 

The Korean government has also accomplished the SME Technology Innovation 

Development (TID) Program to promote technological innovation of SMEs which have 

inherited R&D capacity and enhance technological competitiveness by supporting costs for 

developing new products. SMBA undertakes the tasks in 1 year or 3 year project. The central 

government supports 50% of the cost of technological development and local government 

provides 25% of the cost. After conducting this Program, SMBA receives back 30% of its 

contribution as technology fees in installment for 5 years. Regarding the progress of program, 
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SMEs have bombarded SMBA with requests for technological development due to their lack 

of finance and workforce in a rapidly changing technological environment. 

 

Development of Information and Digitalization 

As stated above, SMBA is supporting the information promotion of SMES through TIPA. 

The SMBA also helps SMEs enhance their productivity through digitalization. Digitalization 

measures include the assessment of the SME digitalization level, provision of the 

comprehensive consulting for digitalization to SMEs, and the digitalization facilities for 

SMEs. In the projects to help SMEs to encourage the digitalization, there are the SME 

Production Digitalization Project, Total Information Management Providers, and Cluster for 

Digitalization Innovation Project. The Cluster for Digitalization Innovation Project, 

supported by SMBA, is designed to establish a broadband internet infrastructure and internet 

network in an effect to lay the foundation for digitalization in the cluster. The main propose 

of project is to accelerate the digitalization of SMEs in economically poor areas.  

 

Technology Commercialization: Translating Technology into Commercial Success 

Believing that the future of the Korean economy depends on the technological powers of 

its SMEs, SMBA has made the promotion of technologically innovative SMEs as one of its 

most important policy initiatives. The focus of SMBA's technology policies includes the 

reinforcement of industry-academia-research institute networks, commercialization of 

developed technology. SMBA provides SMEs with financing for the commercialization of 

intellectual property and R&D results through SBC. SMBA provided about 36.3 million U.S 
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dollars in technology development funds in 2009 to support commercialization of excellent 

technologies developed by SMEs and public research institutes. The support funds were 

provided without collateral or interest. From this project, SMBA expects such effects as 

reduction of development expenses, shortening of development period, technical exchange, 

etc. SMBA has also supported technology commercialization of SMEs through KIAT as 

mentioned above.  

As the technology development environment is changing from development of single 

technologies to the development of cooperation-type fusion & complex technologies and the 

importance of technology transfer and commercialization is increasing, SMBA is promoting a 

C&D (Connect & Development) form of technology development to expand common 

development projects among enterprises and also to spread the research results of public 

research institutes to SMEs. SMBA also plans to operate an R&D coaching program in order 

to achieve successful commercialization with introduction of external technological sources. 

 

Knowledge Service: Commercialization of Knowledge Service Ideas 

SMBA has strengthened its support for commercialization of ideas in the knowledge 

service fields in an effort to activate start-ups by young persons and create new jobs. Since its 

announcement of model businesses for cultural content in March 2009, SMBA has promoted 

activation of one-person creative enterprises. In 2010, SMBA is intending to identify and 

select about 100 excellent cultural content ideas in nine business types of the cultural content 

field, including cartoons, games, characters, animations, movies and broadcastings, and in the 

IT field. For the 2010 tasks, SMBA intends to support their commercialization and also 

intends to increase the scope of support and budgets on a step-by-step basis.   
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SMBA plans to actively help those enterprises that succeeded in commercialization to 

secure sales channels in linkage with App Store (Application Store), a mobile-based e-

marketplace that is growing rapidly of late. While supporting the success of 

commercialization through diverse methods, such as publicity utilizing public media 

including broadcasting, investment inducement and holding of purchasing consultation 

meetings, SMBA will pursue policies in a direction to become substantially helpful for start-

ups with excellent ideas.  

 

Creation of Venture Business 

Revitalizing & Globalizing Venture Businesses as New Growth Engine 

SMBA continues to promote the venture sector as a new growth engine. SMBA provides 

financing for venture firms in their start-up and early growth stages through SBC. SMBA is 

also pursuing policies that support the globalization of ventures through the establishment of 

small business development centers abroad, Global Star Funds and other programs. To 

stimulate active M&As among venture businesses, the SMBA has implemented various 

policy measures, especially relaxing regulations which include a simplified procedure 

regarding small-scale stock exchanges, corporate value assessment by certified institutions, a 

streamlined procedure regarding M&As and business transfer, replacement of a stock-

holders' meeting by an executive board when shares traded are less than 50% of the total. 

Also, tax benefits have been expanded regarding stock trades and M&As. 
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Strengthening Venture Investment to Raise Growth Potential 

Venture capital investment continued a growth trend that began in 2003. Due to the recent 

financial crisis, however, investment results have been sluggish. SMBA is supporting a 

creation of private fund through its investment in the Fund of Funds and with inducement of 

investment through fiscal administration and additional investment from foreign and private 

funds.  

The Fund of Funds: The Korean government created the Fund of Funds to promote the 

establishment of investment funds for innovative SMEs and venture businesses, thereby 

expanding the supply of investment. Korea Venture Investment Corp (KVIC), incorporated in 

2005, is the government-backed management company of the Fund of Funds. KVIC invests 

in top tier funds in a broad range of asset classes from venture capital to mid-cap buyout 

funds in Korea. Since its establishment, KVIC has invested in various industries including 

ICT, Life-science and clean tech. 

Furthermore, SMBA plans to encourage venture capital investment by overseas funds, oil 

money, etc. To do this, it intends to allow joint fund operation between overseas investment 

institutions and domestic venture capitalists, while providing preferential treatment by 

increasing the investment equity ratio for foreign funds to 50% from the present 30%. SMBA 

also created a small unit venture ecological system that integrates the capabilities of newborn 

venture companies (technology) and leader venture companies (market). Under this system, 

SMBA intends to create a lot of funds and support joint R&D and overseas marketing for IT. 

After revision of the Special Act on Ventures in October 2009, SMBA is propelling a support 

program for medium-size venture companies that can grow into global venture enterprises 

after graduation from venture start-up. SMBA also intends to expand the advance of domestic 

enterprises into U.S. procurement markets. 
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Entrepreneurial Education & Entrepreneurship 

To strengthen SME competitiveness, SMBA is pursuing initiatives that enhance 

entrepreneurship and promote start-ups as follows. To create a more nurturing environment 

for SMEs, SMBA introduced a system that evaluates the impact of regulations on SMEs and 

recommends solutions as well as an ombudsman system that will help SMEs solve specific 

problems in June 2009.  

■ Entrepreneur Club 

The SMBA provides financial support and training for entrepreneur clubs at universities to 

expand their start-up mind-set and inspire their entrepreneurship. This program is designed to 

train college students as future entrepreneurs with creativity and pioneer spirit. 

■ Entrepreneur Graduate School 

In order to foster start-up specialists through systematic and professional education, 5 

universities and colleges have run pilot programs for entrepreneur graduate schools since 

2004. 

■ Biz-Cool for Teenagers 

 To inspire teenagers' pioneering spirit and business mentality, 80 middle and high schools 

have implemented Biz-Cool pilot programs. About 20,000 students have participated in the 

program and in a variety of financial education courses that conduct case studies on self-

management, business start-up, business administration, and finance. The purpose of this 

program is to help them find their career and revitalize start-up activities. 
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Business Models with Creative Work 

Invigorating Innovative Start-ups & Generating Entrepreneurship 

Aiming at generating a new vigor of the economy, SMBA has run various programs to 

prime innovative business start-ups across the country as follows. 

Business Incubator: Refer the description stated in previous section 

Start-up Course: Start-up course is an education program targeting would-be entrepreneurs 

or new SME starters, designed to improve their management capabilities and raise the start-

up success rate. Local universities and specialized institutions offer about 100 courses a year. 

 

Vitalizing One-person Creative Enterprises 

  The global economic landscape has been changing dramatically, shifting from an industrial 

economy into knowledge economy and again to a creative economy paradigm. This 

monumental change has generated a new era for individual entrepreneurs. Any person with a 

great business idea will be able to plug into a vast global network of interlocking 

marketplaces where they can quickly and easily assemble the right sets of business processes 

to succeed. In a plug-and-play economy, sourcing major business processes - design, 

animation, finance, scheduling, logistics, insurance, sales, marketing - will be as easy as 

opening the Yellow Pages. And this specification, automation and outsourcing of processes 

with global economies of scale will bring a huge growth in the number of strategies for 

assembling business. The number of potential business and marketplaces will grow 

exponentially. 
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In advanced countries with developed IT technologies including the internet, one-person 

enterprises in the knowledge service field are taking the lead in business start-ups and job 

creation. The Korean government has promoted fast-track development of one-person 

enterprises. SMBA is propelling various policies to foster one-person enterprises as follows. 

Establishing and operating 'Idea Biz Bank' designed to collect and identify creative ideas; 

Improving restrictions for activation of business start-ups (5 laws and ordinances and 7 

systems of 11 ministries); Supporting creation of demand for one-person enterprises; 

Strengthening the management stabilization support system for one-person creative 

enterprises.  

 

Differentiation in Supply Chains 

SMBA has pursued various policies which facilitate overseas advance and the extension of 

supply chain for innovative SMEs & venture companies. 

Large enterprises and SMEs need each other in order to maximize performance and 

competitiveness. SMBA has promoted a win-win relationship and thus the construction of desired 

supply chain between large enterprises and SMEs. On April 20 of 2010, SMBA held an 

inauguration ceremony for the 'Private-Government Joint R&D Cooperation Fund' with the 

four big enterprises. From the fund, SMEs, which carry out development tasks desired by the 

large enterprises receive financial support up to 75% of total development expenses.  As the 

fund is to be implemented in the form of investments, SMEs will have no burden for repaying 

principal and interest. If successful in technical development, SMEs are to receive a 

guarantee of stable sales channels for more than 2 years from the large enterprises that 

suggested the successful development tasks. 
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 The R&D project model with condition of purchase has become rooted as a representative 

win-win form of cooperation between large enterprises and SMEs. With participation of large 

enterprises continuing, private-government joint R&D funds are also expected to expand 

gradually.  

SMBA has helped globalization and overseas advance of innovative SMEs. To this target, 

SMBA provides links to networks at home and abroad to extend the benefits of value chain 

(or supply chain) and content convergence effects. 

 

CONCLUSION (and RECOMMENDATION) 

Policy Directions for fostering innovative SMEs 

In the short term, it is necessary to set up the policy framework for supporting innovative 

SMEs. The policy framework for supporting SMEs is necessary to revitalize the stagnation 

and lay the foundation for productivity advance. The R&D budget should be increased by 

stages which is essential for promoting the innovative SMEs. It should be promoted to 

industrialize the innovative SMEs with potential through custom support followed by 

innovative capacity 

In the medium term, it is necessary to establish the innovative system for SMEs based on 

this policy support. It is better to devise ‘Development strategy for the next generation 

growth engine in SMEs’ in order to increase the importance of innovative SMEs. It should 

expand the innovative model into the entire SMEs and establish a foundation, based on 

technology, for ‘Innovative SMEs’ to face against the global competition. The innovative 

SMEs should be expanded dramatically by the integrated support policy over all ministries. It 
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is necessary to create the conditions that enable the SMEs specialized in the production of 

parts & materials to export their products. 

In the long term, the innovative SMEs should be promoted to settle down as the driving 

force of Korean economy. It is crucial to create a growth ecosystem for market-friendly 

innovative SMEs, set up the innovative system for SMEs, and establish SMEs to be ‘global 

supplying source for parts & materials’. In the long run, it should be intensively supported so 

that the production and value added level of innovative SMEs are comparable enough with 

those of large enterprises. Consequently, it is necessary to strengthen the financial market and 

the system to estimate & guarantee the value of developed technology including the credit 

evaluation specialized in start-up SMEs.  

At last, the policy support can be effective under the circumstances that it is necessary to 

make an effort on innovation continuously even by overcoming difficulties  to enhance the 

technology. Since it is hard to carry out new plans or strategies, they should be careful not to 

fall into this situation.  

 

Suggestions for Revitalization of Technology Financing 

The critics on the supporting system for innovative SMEs are as follows. The first problem 

is loan-type technology financing. It is said that the loan is not made on the basis of the 

technology and thus it does not contribute technology development as much. In addition, it 

corrupts SMEs & venture enterprises from being autonomous and distorts the private 

financial market. The second problem is guarantee-type technology financing. It is indicated 

that KOTEC’s (Korea Technology Credit Guarantee Fund) monopoly/oligopoly structure 

placed a limit on the growth in the technology evaluation and exchange. The third is the 
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investment-type technology financing. The investment sectors characterized by Fund of 

Funds have contributed to promoting innovative SMEs. But it does not play enough roles to 

invest for the future and attract the foreign investment. The fourth is the technology 

evaluation. The efficiency of the government's policy based on technology evaluation is 

falling due to lack of consistency/standardization and reliability in the technology evaluation. 

The suggestions on the improvement of financing support system for innovative SMEs are 

as follows. First, it is necessary to revitalize M&A to expand the financial market for private 

technology. It expands the inflow of private investment in that it helps cash R&D investment. 

Second, it should create and operate new technology investment fund. It revises the market 

failure and stimulates the private investment in terms of establishing the market-friendly 

financial system for technology investment. It directly invests in the technological innovation 

enterprises and the initial stage of new technology. It fortifies the information system to use 

the professional companies of private technology, to connect with diverse R&D programs, 

and to attract the private investment. Third, it should also ease the requirements to list the 

Inno-Biz on the KOSDAQ. Venture companies among the innovative SMEs receive benefits 

when listed on the KOSDAQ. But it is not easy to push to list for Inno-Biz companies 

because of the listing regulations.  

 

Alternative Proposals for Promoting SMEs Financing 

Policies for Promoting Korean innovative SME Financing 

First is to activate the investments of venture capital funds to innovative SMEs in the early 

stage. To do this, it should be enhanced the financial stability of venture capital companies by 

inducing investment to venture capital cooperatives of large pensions and funds. Second is to 
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activate bank loans to SMEs in the growth stage. To do this, it should be decentralized loan 

risks by developing of financial derivatives. Third is to activate regional SMEs financing by 

rearing regional financial institutions. It should be decentralized loan risks of regional 

financial institutions by expanding basic finances in RCGFs. Fourth is to activate the 

investments of private equity funds to innovative SMEs. To do this, it should be Induced the 

enlargement of scale in private equity funds by activating the participation of large pensions 

and funds. Fifth is to activate SMEs financing from abroad. To do this, It should be 

established a specialized organization that provides foreign investors and financial 

institutions with the information about innovative SMEs. 

 

Policies for Promoting Asian SME Financing 

First is to establish or rear a credit bureau (CB) specialized in SMEs in each country of 

Asia and sharing credit information about SMEs across Asian countries. Second is to 

establish an international organization that collects information about innovative SMEs in 

Asia and provides information to the investors and the financial institutions in Asian 

countries. Third is to enhance the transparency of SMEs by introducing the accounting 

system of international standard in each country of Asia. Fourth is to establish an Asian 

common credit guarantee institution which can reduce the risks of investments and loans to 

innovative SMEs.  
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Abstract 

The role of knowledge creators and accumulators like universities and their research 

institutions is consistently growing and obtaining new forms of operation. Triple-Helix 

theory
1
 emphasizes entrepreneurial university model and distinguishes several routes of 

knowledge and technology transfer. Recently the traditional university model considering 

importance of new knowledge flows in regional innovation systems
2
 tend to contribute to 

external knowledge absorption readiness thus requiring new role to such regional knowledge 

centres in less developed countries. In essence, today the model of interaction with 

commercial sector has much more complex mode.
3
  

                                                            
1 Etzkowitz H., Leydesdorff L. (2000) The Dynamics of Innovation: From National Systems and „Mode 2” to a 

Triple Helix of University-Industry-Government Relations, Research Policy 29 (2): 109-123. 
2 Etzkowitz H., Leydesdorff L. (2001) Universities and the global knowledge economy. Continuum, London, 

2001, p.13. 
3 Etzkowitz H. The Triple Helix. University-industry-government innovation in action. Routledge, New York, 

2008, 164 p. 



New knowledge and ideas, used by researchers themselves, i.e. remaining separated from 

innovation, are economically worthless. Competitive research may result in scientific carrier 

and high worldwide reputation, but remaining with negligible relevance for the innovation 

system. For a stationary economy, where entrepreneurs are engaged in reproducing the given, 

this poses no difficulty. But as soon as development enters, and comparative advantages 

based on given products and technologies are eroded by newly industrializing economies, the 

situation transforms fundamentally. The production of new knowledge, to achieve an 

economic activity with high value added, has to become embedded into new combinations of 

resources. This requires a structural coupling of the science with economic development level 

of society. The traditional division of labour and functions between academic science and 

academic teaching, industry and society (applied research, development, innovation, societal 

benefits) is obsolate. Today university activities crosses traditional boundaries through 

linkages with the socially-economic development level, it should develop new ways to 

interact between each other. 

Less developed countries have an advantage to adopt new knowledge created by technology 

leaders. The role of efficient technology transfer system, providing conducive to spillovers 

and communication environment, and society ready to promote technological adoption, 

implementation and application determines also new role for regional universities or research 

centres. The ability and capacity to absorb secondary or tacit knowledge may increase 

competitiveness on different levels.
4
 

The primary aim of this paper is to systemize industry-university-society linkages and 

emerging concept of entrepreneurial university in less developed country into proper model 

scheme to catalyse much easier and faster assessment of effectiveness factors of any 

university on its way to introduce top-down, or better bottom-up approach of entrepreneurial 

university. In the first part of this paper we analyse the concept of academic entrepreneurship 

and technology absorption readiness, the second part is devoted to entrepreneurial university 

models, but third section analyses case of Ventspils University College and national 

university in capital city. 

 

                                                            
4 Lankhuizen, Maureen, "Catching Up, Absorption Capability and the Organisation of Human Capital", 1998, 

Maastricht, 25.lpp. 
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1. Introduction 

An entrepreneurial society refers to places where knowledge-based entrepreneurship has 

emerged as a driving force for economic growth, employment creation and competitiveness 

in global markets (Audretsch 2007). In this context, the entrepreneurial university plays an 

important role as both a knowledge-producer and a disseminating institution. In this sense, an 

entrepreneurial university could be defined as a survivor of competitive environments with a 

common strategy oriented to being the best in all its activities (e.g., having good finances, 

selecting good students and teachers, producing quality research) and tries to be more 

productive and creative in establishing links between education and research (Kirby 2005). 

Consequently, an entrepreneurial university is not only a promoter of multiple support 

measures for entrepreneurship but is also a developer of administrative techniques, strategies 

or competitive postures (Antoncic and Hisrich 2001). Based on this, entrepreneurial 

universities are involved in partnerships, networks and other relationships with public and 

private organizations that are an umbrella for interaction, collaboration, co-operation and 

among the core elements of a national innovation system many different interactions may 

exist (Inzelt 2004). This means that the entrepreneurial university implements several 

strategies and new institutional configuration to work together with the government and 

industries to facilitate the generation and exploitation of knowledge and technology 

(Leydesdorff and Meyer 2003). But still the missing component is „entrepreneurial thinking”. 

High growth and high impact innovation requires an entrepreneurial mindset that is able to 

assess big challenges as big opportunities. Peter Drucker
5

 stresses that „entrepreneurs 

innovate” and deep involvement of e.g. academic entrepreneurs (entrepreneurs are not always 

business people) gets extremely high importance and entrepreneurial mindset is integrated 

into university community and in all its operational structures and parts.
6
In the literature, 

theoretical models have tried to visualise and explain the phenomenon of entrepreneurial 

                                                            
5 Drucker P.Innovation and entrepreneurship, p.26. 
6 Thorp H. And Goldstein B. Engines of innovation. The entrepreneurial university in the Twenty-First century. 

North Carolina Univ.Press., Chapel Hill, 2010, 170 p. 



universities (Clark 1998; Sporn 2001; Etzkowitz 2004; Kirby 2005; O’Shea et al. 2005, 2008; 

Rothaermel et al. 2007).  

2. Triple Helix model & Regional Entrepreneurial universities 

Innovation is a driver of companies’ competitiveness leading to increase of productivity and 

efficiency of production. The role of knowledge creators like universities is consistently 

growing and obtaining new forms of operation. Several authors
7
 have outlined that since 

1990s university-industry partnership was guided by interaction with government in a 

systematic way to promote economic and social benefits and outputs for society. 

Triple-Helix theory
8

 emphasizes importance of commercial return from  university, 

introduces entrepreneurial university model and distinguishes several routes of knowledge 

and technology transfer. One study informed that MIT graduates have funded 4000 

companies with annual revenues for USD 232 billion worldwide.
9
 

More detailed approach considers importance of knowledge flows in regional or national 

innovation systems (Etzkowitz (2001))
10

 and EC (2001)
11

). In essence, the model of 

interaction has more complex mode. Sometimes the best way how universities may transfer 

their knowledge to industry and society is via soft or indirect channels, like publications, 

exhibitions, conferences, consultations, informal exchange or unpaid advices.
12

 Non-linear 

approach to innovation processes requires more wide focus to understand clear role of both 

industry and university.
13

 Kautonen (2000)
14

 presents several categories of companies 

involved: customers, suppliers, competitors and partners.  

                                                            
7 atsauces 
8 Etzkowitz H., Leydesdorff L. (2000) The Dynamics of Innovation: From National Systems and „Mode 2” to a 

Triple Helix of University-Industry-Government Relations, Research Policy 29 (2): 109-123. 
9 BankBoston 1997, MIT: The impact of innovation. Bank Boston Economics Department Special Report, 

Boston MA, USA. 
10 Etzkowitz H., Leydesdorff L. (2001) Universities and the global knowledge economy. Continuum, London, 

2001, p.13. 
11 EC. (2001) Building an innovative economy in Europe, a Review of 12 studies of innovation policy and 

practice in Today’s Europe. 5, 11. 
12 Philpott K., Dooley L., O’Reilly C., Lupton G. The entrepreneurial university: examining the underlying 

academic tensions. Technovation, 31, 2011, 161-170. 
13 Etzkowitz H., Leydesdorff L. (2001) 
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As a result of substantial private and public investment in research activities it is important to 

manage existing interactions in a way to get maximised return back.
15

 Sources of new 

knowledge might be classified as follows: 

- research organisations (we can name them as R&D); 

- customers (C); 

- other research driven firms (B); 

- intermediates (here we classify also educational and training institutions, it could be 

better to name it as external expertise class; I); 

- individual persons (P). 

The variety of existing technology transfer channels, the main routes for commercial return - 

B2R&D, B2B, B2C, B2P, R&D2R&D we described in our previous work, where we 

identified main TT channels between R&D and industry. There is growing importance of 

intangible components of technology transfer process: role of formal and informal linkages as 

well as skills and abilities to transfer, imitate and copy are increasing.
16

 

Dalkir (2005)
17

 proposes three main steps in knowledge transfer and management model: 

1. knowledge assessment, sharing and dissemination; 

2. knowledge understanding, acquisition and application; 

3. knowledge capture and / or creation including adjustment or update of captured one. 

The primary aim of this paper is to understand better processes of industry-university 

linkages and emerging concept of entrepreneurial university, and systemizing them into 

proper model scheme to allow much easier and faster assess factors of effectiveness of any 

university on its way to introduce elements of entrepreneurial university. In the first part of 

this paper we will analyse the concept of academic entrepreneurship, the second part is 

devoted to subject models, but third section analyses case of Latvia. 

Delivering the “third mission” is now at the top of almost all university agendas. The term 

“entrepreneurial university” (Etzkowitz, 1983) has been adopted by academics and policy 

makers to describe outstanding universities that effectively deliver on their “third mission” 

(Clark, 1998, Van Vught, 1999, Lambert, 2003). A growing body of literature relating to 
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entrepreneurial universities and academic entrepreneurship equates these developments to the 

commercialisation of science. However, a significant cautionary message has been emerging 

from the literature for some time about assuming a simple causal relationship between 

university-led scientific innovation and economic benefits (Fairweather, 1990, Liu and 

Dubinsky, 2000). Bramwell and Wolfe (2005) concluded that universities can have a much 

wider impact on regional economic development than simply the provision of basic research 

but, to be fully effective, the knowledge assets of the university must be fully aligned with the 

multi-variate needs of local firms. This study describes a range of enterprising activity within 

a new university that supports this more inclusive view of the university role in economic 

development. 

In many regions, universities are viewed as the core of the knowledge base, acting as key 

elements of innovation systems, supporting science and innovation-based regional growth 

(Huggins & Kitagawa 2009). The so-called regional engagement of universities has been 

developed through an evolutionary process during the last 50 years. Traditionally, 

universities primarily focused on teaching and, to some extent, research, while university 

activities were elite education. Universities have had to seek alternative sources of funding 

from business, industry, civil society and non-national state actors. Also, the public funding 

became increasingly competitive funding, and research activities often require public-private 

partnership. This is called the “entrepreneurial turn”, or the servicing mission of universities 

(Tjedvoll, 1997; Inman & Schuetze, 2010) or entrepreneurial university (Gibbons et al., 1994; 

Clark, 1998; Chatterton & Goddard, 2000). Later, in addition to teaching and research 

universities started to adapt a third role (third mission) in regional economic development, 

which can be described as “community service”, “regional engagement” (Holland, 2001), 

“regional innovation organisation” or “academic entrepreneurialism” (OECD, 1999). 

But it is not sufficient to have all three components on university agenda: still the missing 

component is top-down driven „entrepreneurial behaviour”. Consequently, new 

entrepreneurial strategy should motivate entrepreneurial academics working in quasi firms or 

entrepreneurial laboratories in close collaboration with industry forming entrepreneurial 

mindset of university community in all its operational structures and parts.
18

 

3. Way of transformation to  Entrepreneurial university 
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A. Promotion of entrepreneurship training in different forms 

Transforming to Entrepreneurial  university is a university whose graduates have received 

necessary entrepreneurship skills within study courses during their education, and the 

university, offering practical exercises and case analysis in  short term courses and workshops 

by sector professionals.. Integration of schools of entrepreneurship in study process help to 

diversify courses by adding entrepreneurial modules. The dimensions of entrepreneurship 

have obtained  various forms that some universities include entrepreneurial modules in the 

framework of a multi-unit lesson, and some offer training as a separate field of study. In such 

course, students learn basic concepts, the importance and the role of entrepreneurship in 

establishing small and average companies, get market and economical development 

understanding, and learn how to get commercial return from investment into R&D.  

B. Creating Entrepreneurship Opportunities in Universities 

Universities now more and more  provide an environment that individuals or groups of 

nascent entrepreneurs can practice applying it. These environments are often called as growth 

centers, design centres, business laboratories, pre-incubators and incubators, business idea 

contests, student entrepreneurship centres, garages, accelerators, which can operate inside 

universities or outside. In growth centers entrepreneur individuals or groups can obtain 

practical skills how entrepreneurs operate and be able to operate in turbulent markets 

themselves. Nascent entrepreneurs are supported in different ways by soft or hard wares, such 

as environment or facilities, or even workshop and laboratories. They are also offered legal, 

scientific and technical advice by experienced business people and industrial academics. 

They are taught marketing and financial affairs, developing "Business Plan", creating 

learning firms, and are supported financially until they generate sufficient deal flow. 

C. Administrative Processes of Educational Environment for Growing Entrepreneurs 

Universities, by establishing investigation and development centers, have realised their initial 

task and have transformed from being mere practical entrepreneurial skills oriented university 

to entrepreneurial and investigation focused university. 

4. Models of Entrepreneurial university 



Concept 

Burton Clark
19

 defines an entrepreneurial university as “a type of modern university that 

stands on its own feet in order to adapt, on its own terms, to a highly complex and highly 

uncertain world”. Clark emphasizes common culture
20

 characteristic to entrepreneurial 

universities supporting commercialisation activities. Henry Etzkowitz
21

 foresees 

entrepreneurial future of universities and suggests hybrid organisational forms as most 

suitable to balance interaction with industry and public organisations with increasing 

independence of university. Preconditions of successful university with ability to transform 

towards entrepreneurship is strong will to attract foreign students and provide competitive 

educational and research services; substantial financial assets, primarily in the form of land 

and buildings, to make investments and sustain independence; income from tuition fees 

stabilises university budget; university can attract industry funding for research projects 

employing PhD students and there are comparable to world leading universities direct 

funding from state.
22

  

Independence should be delegated also to department, and to certain extent to even laboratory 

level. Instead of education sold to students by university or state lifelong learning academic 

partnership among teachers and qualified majority of students should be introduced where 

building of entrepreneurial spirit is merged with real research in institutes. Establishment of 

strong academic community with entrepreneurial mindset should integrate willingness of 

alumni to contribute to their Alma Mater. This is a relatively undeveloped use of university 

development potential in Europe and even more in Latvia.
23

 

The transformation of university’s philosophy starts with the change of university-

stakeholders relations and happens when a majority of influential people agree to implement 

organised initiative how to change university within a medium term.
24

 

Creation of environment and entrepreneurial mindset in the academic community 
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Creation of environment for (active support of) knowledge exploitation should happen both 

inside and outside university. Inside it is university policy regards to its intellectual property, 

general strategy, spin-out and start-up companies, and sets motivation and conditions for 

university – industry interactions. It also includes uptake of an entrepreneurial modules in the 

regular curriculum of university students (as minor program or part of major programs). 

External environment includes incubator, science park, even venture fund. All university 

community should have as objective entrepreneurial behaviour and the improvement and the 

optimisation of instruments to better exploit university knowledge and technology. A 

relatively recent concept of pre-incubation
25

 was introduced. 

Concept of pre-incubation is comparable to the Spanish (University of Barcelona) concept of 

“quasi companies”, but different from quasi companies, the incubatees don’t stay in the 

university, but are brought further under the organisational umbrella of the incubator.
26

 When 

entrepreneurial behaviour in the academic community (undergraduate, graduate and PhD 

students, teachers, researchers, professional and administrative stuff) is to be stimulated, than 

special training programmes for each of these groups have to be developed and implemented.  

Teaching and researching personnell at least should have a working knowledge of 

entrepreneurship and an clear understanding what is and what is not possible at their 

university: in case they are inclined towards setting up a company themselves, there should 

also be training and available facilities (to test the technical and market feasibility, and for the 

office of the company) available for them – preferably at the university campus. The task of 

administrative stuff is to support teaching and research at the university and this means that 

they must also be able and willing to support and facilitate the entrepreneurial and innovation 

culture in the academic community. 

Technology managers serve as liaisons between two separate worlds – academics and 

entrepreneurs. We should keep in mind also firms and entrepreneurial managers to provide 

enough trust and appropriate culture to make collaboration motivated and encouraged.
27

 

Many of European academics take the term “entrepreneurial university’ as simply research 

commercialisation and reduction of academic freedom in education and research.
28

 The 

                                                            
25 Reiner & Sievers; Broadfoot & Sheen and Steffens & Traude 
26 Etzkowitz H. Research groups as „quasi-firms”: the invention of the entrepreneurial university. Research 

Policy 32 (2003) 109-121. 
27 Siegel D.S., Waldman D.A., Atwater L.E., Link A.N. Commercial knowledge transferts from universities to 

firms: improving the effectiveness of university-industry collaboration. Journal of High Technology 

Management Research 14 (2003) 111-133. 



solution might be informative and explanatory seminars about entrepreneurial university for 

academic community. The bottom-up policy approach to start transformations towards 

entrepreneurial university might be more sustainable compared to more used in EU top 

down
29

 approach.
30

 

A number of studies covered by Perkman (2011) show that quality of research in departments 

of university correlates to engagement with industry.
31

 

Incentive policy for academics to engage in entrepreneurship is extremely important and 

usually is known as “university intellectual property policy” setting spread of any commercial 

income from owned by university intellectual property among researcher, department and 

university. 

Open innovation and university technology transfer 

The tacit and tangible knowledge created and available in university forms framework of 

university’s innovation system and is used in technology transfer processes. Several main 

processes determine delivering of new innovative products and services:
32

 

1. Outside-in process, where external knowledge is sourced from universities, 

customers, suppliers and partners to initiate innovation inside firm. 

2. Inside-out process, where university or its start-up transfers ideas to outside 

environment getting income from Intellectual property rights portfolio. 

3. In-campus process, where collaborative research activities within university 

innovation system generate new innovations. 

4. Merged process, where collective research 

Core assumption here is that firms increasingly innovate by using external source of 

knowledge, and universities have increasing role as external knowledge providers.
33
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The balance between open science tension more to publish and academic innovation 

motivation system related to IP protection and disclosure could be managed.
34

 Open science 

would provide access to university tacit and tangible knowledge at far earlier stage excluding 

cases of licensing of university IP by patents. The industrial or applied research much closer 

to market needs is more guided towards commercial return.
35

 

4. Commercial return of university research  

The intellectual property (generated new knowledge, inventions, proof of concept) can be 

protected by a patent, and a patent owned can be commercialised either via giving a licence 

to or selling the patent to a third party. This is traditional route, although many universities 

rarely use this route. The other routes for knowledge transfer, used by universities, are: 

- provision of highly skilled and talented graduates equipped with problem-solving 

skills to both private and non-commercial organisations represent the most valuable 

channel to society. Much limited but important transfer of knowledge happen through 

movement of research personnel to industry, sometimes it covers also technical and 

support stuff transfer. Availability of skilled workforce capable to meet future 

industry needs ensures industry for collaboration. 

- exploitation of embedded knowledge: there is a lot of knowledge embedded in the 

university equipment and facilities: these university facilities are (most of the time) 

rather state-of-the-art and could be put at the disposal of companies (facility sharing). 

Sponsored research and equipment by companies reflect philanthropic side of 

partnership. 

- contract research: contract research shouldn’t only bring in money, but also (new) 

knowledge (and technology). 

- research with collaborative nature: Joint R&D ventures with industry or clusters of 

technological firms: one of the core tasks of a university is doing research and the 

built-up expertise could be used to team up with industry (one company or a group of 

companies) to work out on more industrial oriented research leading to the 

development of new products; such a joint venture will be a new legal entity in which 

the university receives equity e.g. return for knowledge (expertise and patents / 

licences) and the use of university facilities (equipment, building). R&D consortia, 
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Competence centres also play here an important role as well as industry professional 

associations etc. Science parks can be characterised by long term relationships 

between universities and industry and might obtain very complex and integrated, even 

including non-market channels of technology transfer formats. “On campus” presence 

provides additional benefits to new firms as result of technology diffusion and 

spillovers. Most significant of them is uncompensated imitation, “in which a rival 

firm learns the technological or design secrets of another firm’s” (might represent also 

R&D consortia or organisation) formula or products”.
36

 

- Licensing where firm purchases exploitation or exclusive use rights of new 

technological solution or know-how. 

- consultancy: knowledge and technology can be transferred via hired university 

researchers and engineers providing technical solutions, consultancies and advices to 

industry. It often happens that consultancy contract is the first relation with firm and if 

it is satisfactory then the more complex longer term collaborative contracts might be 

introduced. 

- continuous professional development – via this route the knowledge and the 

technological developments are transferred to industry within training programmes, e-

learning tools, seminars  and workshops. 

- Spin-off companies. OECD (2001)
37

 identified five types of university spin-offs: 

o A company started by staff, professors and post-docs working in a university; 

o A new company based on a licence (or a patent) for technology originating 

from the university; 

o Companies started by students or alumni; 

o Companies that are located in an academic incubator or science park;
38

 

o Companies in which the university has equity or which are directly founded by 

the university. 

- Open source technology transfer and diffusion. 

Some authors (Philpott (2010),
39

 Powers (2004)
40

) also stress potential of university to obtain 

large-scale open competition research grants from external sources for basic research as one 
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of the form of entrepreneurial activities. As side measures supporting academic 

entrepreneurship can be mentioned publishing of books and articles thus enhancing university 

reputation and attracts industry to the campus. 

The new firms started by graduates or alumni are rather start-ups and we can consider them 

as spin-off of the university when the university (knowledge and technology) substantially 

contributes to the company (at least in the start-up period). The same could be said also about 

professors and post-docs’ established firms.  

The relevance of incoming transfer of technological information to university is higher for 

less developed country and it may have the following channels: 

- Import of relevant to research structure goods and services. All such import bear 

potential for absorption of technological information to be analysed for design 

purposes and reverse engineering. 

- Foreign direct investment – through technology advanced subsidiaries and formal and 

informal channels; 

- Collaborative networks: JV, competence centres, clusters, industry associations, 

technology platforms, project consortia and collaborative or partnership research. 

- Recruitment of former in industry employed senior technological stuff and visiting 

professors. 

- Diffusion of information through open source science, technology exhibitions etc. 

5. Triple Helix model 

Initial linear model of the innovation was transformed by Etzkowitz and Leydesdorff to 

Triple Helix model with spiral approach of innovation capturing multiple reciprocal 

interactions among organisational structures (public, private and academic) “at different 

stages in the capitalisation of knowledge”.
41

 Triple Helix model is part of regional innovation 

system as the universities play central role as knowledge – producers and disseminators. 

Nevertheless of the elaborated triple-helix context policies so little changes in behaviour of 

government was achieved, the triple-helix approach was applied more in static way, like “a 
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hollistic device”, not a basis for actual and needed policy formulations.
42

 According to triple-

helix theory in an emerging knowledge economy those places with entrepreneurial 

universities should increasingly demonstrate growing demand for knowledge transfer to 

industry and society. In reality we see deviations from this rule, i.e. asymmetric R&D 

spread.
43

 The third role of universities – to cooperate with surrounding ecosystem in addition 

to teaching and performing world class research still stay on top of academic-industry 

relations thus narrowing earlier projected in triple helix approach wider private – public 

interaction.
44

 The solution might be extension of this third role to creativity and cross-

disciplinary conducive environment for talented people. This requires also for new revised 

actions within more dynamic and closer, long-term university- industry collaboration in a 

format of entrepreneurial mindset. 

US policy document “Innovateamerica”
45

 stated already before seven years that “universities 

should promote an innovation-oriented culture while maintaining a commitment to creating 

new knowledge at the frontiers of research. This culture should seed traditional technical 

studies with new exposure to methods for creative thinking and translating ideas into 

commercial applications.”
46

 New approach includes changes in curricula, establishment of 

innovative partnerships and creation of efficient innovation support infrastructure. 

It is not enough to attract right firms and establish active collaborative academic-industry 

networks. The talented and skilled people should be attracted by setting complementing to 

business growth additional policies which means strong focus to people’s social climate in 

addition to business climate. The attitudes of politicians and planners should be redirected 

from firms to talants (in reality in three areas with different focuses: how to keep existing, 

how to return back gone and how to attract externally educated talants), i.e. away from 

transport hubs and urban areas to creative city-regions with high density and diversity of 

human capital, knowledge and creativity thus spurring economic growth. This strongly 

introduces concept of so called innovation ecosystems with new tasks also for universities.
47
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6. Findings 

Entrepreneurial university in its simpliest model interlinks its three missions: education, 

research and societal benefits. Institutionally that has meant having in a university structure 

besides traditional education and research functions, a technology transfer office (TTO) and 

active patenting of own research results by the university (Baldini, 2006).
48

 

 

General business model schema includes main fields and players of cooperation: education 

and research, government, industry, but it does not present in details all possible trajectories 

of knowledge creation and functions of entrepreneurship domain in the university 

environment. There can be two different approaches to university business model: 

• wider view to university as a creator of intellectual and social capital for and in society, 

• narrower view to university optimizing commercialization of research as fund-rising 

function. 

Although, other solutions could be located somewhere between them, which approach to 

prefer depends on the agreement between society and the university.  

Not depending on institutional realization, knowledge transfer and entrepreneurship domain 

in current business model have the following roles (Howard, 2005; Autio, 2007; Mets, 2009): 

• Knowledge diffusion is covered mainly by scientific and popular publications, and 

standards, capacity building of university graduates – new employees for private and public 

sector carrying new knowledge to their jobs, life-long (post-graduate) training, but partly also 

via other (staff) public and personal communications, and (not protected as IP) new products 

and services launched by university spin-offs. That means also creation of social capital and 

sharing of knowledge via networks. The role of entrepreneurship domain is mainly 

educational: training university students and facilitating entrepreneurial culture within the 

region. 

• Knowledge production means patenting new technology at first, and following publications, 

sales of licenses on patents and other protected IP to industrial partners. Partly this function is 

covered with investment of own IP into spin-off companies and financial involvement of 
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venture capital. Entrepreneurship domain (support system) is mainly targeted to spin-off 

processes and entrepreneurial attitude and competencies of the academic personnel, incl. 

development of entrepreneurial environment, business incubation, consultancy and 

mentoring, seed and venture capital funding, etc. 

• Knowledge relationship includes donation and corporate sponsoring of research projects 

and funding of chairs or scholarship, contracted teaching services, research and consultancy, 

cooperative and collaborative research, business and research partnerships, incl. industry 

(trans-disciplinary) research centers and institutes, joint laboratories, facilities and ventures. 

Because of complexity of ownership IP becomes special issue in this relationship. The roles 

of entrepreneurship, besides these listed above, are strategic and management support 

functions on industry (trans-disciplinary) level, incl. linking business and IP strategies. 

• Knowledge engagement comes from the third mission of university and means interaction 

between universities, industry (business) and government to solve complex problems before 

society. The need for that comes from non-linearity of innovation processes which need 

active collaboration of UIG partners in the field of strategic issues of knowledge-based 

economic development, incl. R&D and knowledge transfer policies and support measures on 

the state level. Complex domain of entrepreneurship can be implemented as facilitator of 

entrepreneurial competence and culture via education and creation of entrepreneurial 

environment transcending university boundaries. 

Hindle (2004) have tried to integrate commercialisation, entrepreneurship and spin-offs from 

public research.
49

 The use of life-cycle of new business idea as a base of model leads to 

linearity of process which in its turn limits applicability of such model. 

Jacobs (2003) analysing Chalmers Technological university case suggests to establish 

integrated structure for supporting science based entrepreneurship. Getting substantial funds 

for research Swedish universities have achieved impressive research results. Lack of upside 

incentive scheme for academics together with existing downside risks for inventors’ careers 

has lead policy for commercialisation of research results efforts to a failure.
50
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The existing reward schemes for academics are not fully encouraging as at the bases of 

researcher career are cited publications determining researchers’ reputation and recognition. 

According to Goldfarb (2003)
51

 three possible measures to compensate inventors are salary, 

royalties and equity. These measures are separated from traditional academic reward 

schemes. Jensen (2001)
52

 proves that most preferred by academics are research grants 

allowing the researcher to keep place in the lab and continue commercially viable research. It 

is important for researcher to avoid downside risk of lost academic opportunity which occurs 

if commercial activity requires time and resources for the new venture instead of initially 

planned for research activity.
53

 In the case of grant researcher may work for company as a 

consultant or founder, but such sort of engagement (salary) has usually insufficient incentive, 

especially in a case of tacit knowledge transfer. The alternative might be consultancy fees; 

the major risk is related with potential conflict of interest. The third option for academics is to 

establish new firm in a way not to leave their academic position. In IPR regulated 

environment performance-based compensation mechanisms like royalties or equity prevail 

over hourly-fixed salary schemes. If IPR protection is weak and role of tacit knowledge high, 

like for electronics industry, rational for transfer is to use equity incentive.
54

 Transfer of IPR 

to university instead of researcher in USA (Bayh-Dole Act) has created encouraging 

incentives for inventors, including also universities, departments etc. Temporary leave for 

academics to set up a company which is traditionally accepted in USA are not in place in 

Sweden; it has often been an interest of faculty to disrupt the researcher – industry contacts as 

researchers payment system of civil servants conflicts with valuated compensations offered 

by industry – as a result it is difficult to retain such competent personnel. The consequence of 

Faculty full IP ownership is that universities have little involvement in technology transfer 

and therefore Swedish academics tend to get consultancy fee as compensation.
55

 Faculties are 

not part of reward procedure. Absence of appropriate licensing infrastructure is a significant 

failure in Sweden. Swedish attempts to introduce in universities USA entrepreneurship 

models lead to top-down model compared to bottom-up approach in USA. In terms of 

publications in recognised journals per million USD of university budget Sweden is second to 

Israel while USA ranks less than 20
th

. USA universities as endogenous ones, characterises 
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higher capability, competition in all levels and flexibility to adapt to external changes. The 

bulk of undergraduate teaching in Sweden with extremely centralised university system is 

done by teachers who do not perform research at all and are paid as civil servants. University 

degree requirements in Sweden are like a fixed formula compared to flexible accumulation of 

requirements and credits as in USA making more difficult to introduce changes.
56

 The 

conclusions of comprehensive analysis of Swedish academic entrepreneurship system 

performed by Goldfarb (2003) can be easily applied also to Europe. Etzkowitz (2003)
57

 

emphasizes that top-down creation of entrepreneurial universities in Europe is response to 

growing innovation gap between USA and Europe. Research groups of 8-9 people lead by 

professor in USA operates with certain freedom as small business entities where professor 

takes leadership of research group, keeps relations with external financiers, spends more time 

for organisational work compared to research.
58

 

Wood (2011)
59

 introduces a process model approach to explain academic entrepreneurship as 

a serious of separate events. The weakness here is that we loose system which is replaced by 

fragmented and not interacting technology commercialisation actions we are described yet. 
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But all these models don’t include all components and can’t be acceptable as entrepreneurial 
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The most adaptable model for Latvia could be promotion of conducive ecosystem model, 

where we could clearly see importance of renewed Triple Helix model with platform of 

Entrepreneurial university. This might be described by 3 logical stages:  

1. Entrepreneurial university with its first and second priorities: open innovation system 

for new generated knolewdge; 

2. protection of intellectual property rights; 

3. Societal benefits and commercial return within efficient local innovation system: 

technology transfer by different channels. 

 

 

This sheme describes how the main actors of ecosystem can have different roles or 

functions. Several authors have tried to develop integrated entrepreneurship models 

describing social return and benefits from public research. - atsauce 

Situation in Latvia 

Latvia is a small country and our economy is very closely tied to the global economy. 

Currently, Latvia has the distinction of being the fastest-growing economy in the European 

Union. For the past ten years, real GDP growth in Latvia has exceeded the average GDP 



growth rate in the EU countries. Ever since 2004, Latvia’s GDP  has increased by 10.4% on 

average annually and in 2007 Latvia’s GDP increased by 10.3%. This year Latvia faces the 

same challenges as many other countries: a slowdown of economic development, an urgent 

need to reduce administrative expenses, and a government increasingly searching for 

measures to promote economic growth.  

Developing a knowledge economy has become the objective of the Latvian government, in a 

situation when country Latvia is more heavily reliant on labour intensive and low – tech 

industries, having little need for new knowledge. Acquiring or developing knowledge is 

perceived as a panacea because it can help a country with limited natural resources generate 

growth, and for others, to diversify their sources of growth. Today, economic development is 

often viewed as a technological phenomenon; for a lagging economy, it is seen as the 

phenomenon of catching up with technological advancements. Still, the fact remains that the 

generation of knowledge is concentrated in relatively few innovation driven countries. 

Today, Latvia is not yet a knowledge economy. The key knowledge-intensive sectors—

informationcommunications technology, electronics, materials science, wood chemistry 

processing, and biotechnology and pharmacology, remain marginal in the Latvian economy. 

High-technology sectors represent only 2% of the total workforce in Latvia, which is much 

lower than the average of 3.5% in existing and future EU member countries.  

The same conclusion emerges from foreign direct investment and export flows, which 

capture two important channels through which technology is diffused and enhanced in a 

transition economy like Latvia.   

Latvian industry isn’t quite developed, there are no high growth innovative companies like 

“Microsoft”, “Nokia” or “Skype” which have possibility to invest in researches and to create 

high technology laboratories themselves.  

Latvian enterprises are not concerned to invest in technology’s development and adopting. 

The proposition demonstrates the statistics of European Union where Latvia’s indexes lag 

behind ES average in the all fields. The traditional model of technology transfer (PROs – 

industry) in Latvia has low performance. This cross-country comparison also emphasizes the 

limited participation of the Latvian private sector in the knowledge economy. Not only have a 

few private firms been directly involved in the so-called knowledge intensive sectors but the 

level of R&D effort funded by the private sector remains one of the lowest in Europe, 



accounting for only 0.2% of GDP, which is approximately six times lower than the EU 

average. 

Innovation policy in Latvia is formal priority as it has too little financial resources. The most 

part of enterprises operate far below the technological frontier. Only very few Latvian 

enterprises are product innovative and most of these firms innovate by investing in capital 

equipment rather than by either conducting applied research themselves or purchasing 

research services from Latvian or foreign research institutes. 

The innovation culture is undeveloped and as a consequence, ability of imitation and 

adoption of external knowledge is low.  

If we are talking about the Latvian situation in education and science field, then we have to 

mark some main factors which affect educational system in Latvia. All these factors are 

described in next table. As  we can see, Latvian universities are not active in technology 

transfer. Technology transfer is quite new field for Latvia. The main problems of technology 

transfer in Latvia are: 

Case Introduction 

Ventspils University College (VUC) was established in 1998 and it serves appr. 900 students 

attending three faculties in Management, Language studies and IT, as well as an emerging 

new electronics department. VUC has defined five main areas of research specialisations in 

astronomy and astrophysics, space technologies, high performance computing, electronics 

and applied language technologies. From this competitive research two collaborative clusters 

are established and pass early development stage: satellite technologies and applied language 

studies. According to the national strategy Competence Centre in Electronics with strong 

focus to space technologies and State Excellence Centre of ICT and Signal Processing were 

established recently. 

The VUC innovation system includes incubator, science park (Ventspils High Technology 

Park), Technology transfer Office. 

VUC was the first university seriously thinking to establish efficient incubation system.
60

 In 

2011 new pre-incubator was as a separate facility. The Business Incubator serves for up to 60 
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companies in ICT, electronics, machinery and space areas; it has a branch incubator in Talsi 

city and it is a founder of Kurzeme incubator with incubator facilities in Liepaja, Kuldiga and 

Saldus. VUC has several joint projects with incubator and promotes new techniques for new 

business idea generation, design of training schemes for investor readiness and creation of 

linkages with risk capitalists. 

In 2006 VUC was among the first universities in Latvia to establish a targeted Technology 

Transfer Office (more precisely, Technology Transfer Contact Point (TTCP)) 

Its objective is to support commercialisation of VUC IP potential, inventors, commercial 

contacts of researchers, industry collaborative activities, licensing, spin-offs and to operate as 

direct channel of interactions between academics and industry. 

The second university of our case studyy was University of Latvia.  

The University of Latvia with its 17,000 students, 13 faculties and more than 20 research 

institutes is one of the largest comprehensive and leading research universities in the Baltic 

States. The University offers more than 150 state-accredited academic and professional study 

programmes. At University of Latvia, research is conducted in over 50 research fields which 

represent four main areas of inquiry: the humanities, sciences, social sciences, and education 

sciences. 

The University of Latvia is renowned for its research on Latvian studies, material science, 

information and communication technologies, process simulation and socio-economic as well 

as environmental and health problems of the transition period. 

At UL, research is conducted in over 50 research fields which represent 4 main areas of 

enquiry: the humanities, sciences, social sciences, and education sciences.  

With the help of the funding of the European Structural Funds, procurement and 

modernisation of equipment is currently carried out in many institutes and faculties. 

This will aid the competitiveness of the achievements of our scientists among the global 

scientific community. 
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The institutes of the University of Latvia have longstanding research traditions, and they 

cooperate with their respective faculties. For instance, the Institute of Solid State Physics is a 

European Union 6th Framework Programme Center of Excellence, where advanced research 

is conducted on nanotechnologies, holography, and robot technologies; the Institute of 

Educational Research of the Faculty of Education and Psychology carries out comparative 

research on education in cooperation with approx. 50 countries all over the world. 

The Innovation Centre of the University is the similar department like TTCP in VUC. ICU 

also promotes cooperation between scientists and companies and commercialisation of 

selected research results 

On the second level (in 2009) was planned to divide TTCP and TTO, but was realised only 

one programm: TTCP. The main problem of this disbalance is lack of finances for: IP 

international offers, new inventions (tests, pilot models etc).  

Latvian environment of university research 

The economic downturn in 2008 reflected in essential cut of state R&D budget by 40% in 2 

years (from 2008 till 2010). The so called guaranteed infrastructure budget was reduced by 

69% and constitutes only 4% of Institute’s total budget. Such strong dependence on 

successful project tenders locally and internationally where all budget lines are strongly 

allocated and fixed almost limits any research flexibility for curiosity research, 

experimentation of new tests or demonstration models and as a result shifts collaboration 

with industry towards contract research compared to collaborative forms if particular state 

program don’t prefer collaboration. 

There are few organisations specialised in provision of innovation and technology related 

services. Dominance of small and micro innovative companies requires specific and 

additional fine-tuned services to reach sustainable and high growth trend. Lack of specialised 

service providers, especially in R&D and technology areas and almost non-existing supply of 

such services reflects non-existing demand and market segment, which in its turn show lack 

of collaboration between academic and industry sectors.
61

 

Table 1. Actual and forecasted outcomes of the VUC and LU 
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Metric VUC LU 

Commercial offers 16 9 

New Patents 2 23 

License negotiated/sold 0 0 

Spin-offs 0 0 

Start-ups*** 0 0 

BI firms benefitting from Univ 6 0 

Industrial agreements 16 9 

Income generated from contract research and consultancies 5 2 

Study courses with integrated entrepreneurial modules  6 

Available entrepreneurial training courses  6 

Industrial / normal PhD students 16 89 

Research turnover, mill.LVL ? 987 000 7 880 600 

* - estimation **- forecast *** - only university related start-ups were presented (established by 

students, graduates, alumni or teaching / research stuff 

If to base strategic decisions on the planned amounts of national and EU structural fund 

resources, universities cannot foresee any increase in new knowledge creation. The VUC ERI 

VSRC strong growth case is outstanding and rather exception if we take into account its 

ability to keep the line of ambitious aims and vision reached within last two – three years. 

The EU requirements to increase public and private funding for research is far away in Latvia 

and it is not clear when the existing decrease trend might stop and turn in increase. 

METHODS 

Several research methods have been used while carrying out research: empirical/experimental 

method, surveys with individualised face-to-face interviews with predesigned questionnaires, 

analysis of statistic data, Lean innovation method and Triple-Helix methodology, technology-

transfer method, desk research. 

 

RESULTS AND IMPLICATIONS 

This paper discusses complex channels of knowledge commercialisation in the context of 

polycentric regional development in a country with low share of process, organisational and 

product innovations. The model of entrepreneurial university is analysed in Triple Helix 

framework, and finally, new role of regional university is discussed when technology 

absorption readiness is foreseen as a priority of national innovation policy. Such more 

complex approach allow better to get return process provincial knowledge centres integrate 

them into regional development and cohesion policies for new EU planning period. The new 

model of entrepreneurial university is validated by providing two case analysis – university in 

capital city of Latvia and VUC. The process of technology transfer in the capital and the 



regions is very different. The state has to set trends or primary technology directions. Latvia 

is adapting the proposed model from other countries through Latvia relevant facts. Most 

challenges are related to low productivity, lack of innovation and business development in 

sectors with high added value. 

The bottom-up developed entrepreneurial university becomes as a driving force in micro, 

meso and macro levels in developing country if it aims to achieve efficiency in education, 

research and societal benefits and this is bottom-up strived.  

Framework factors to assess efficiency of entrepreneurial university as a key force in regional 

innovation system where priority is given to knowledge absorption readiness, and validated 

in case analysis of VUC. This experience might lead to understand entrepreneurial university 

and used to assess core processes in way of transformation of traditional teaching school 

model to new one. It has become apparent that more social and economic value might be 

achieved from investments in education and research if concentration of young talented 

people with entrepreneurial behaviour is in focus of innovation policy measures. If the 

environment and offer is not sufficient to keep local talented people we cannot expect that we 

could compensate outflow of talants by importing them. In common EU market Latvia with 

its broad policy measures would  become a transit area for highly skilled foreign people. 

The change of University networks and transfer channels could drive further value of by 

entrepreneurial and applied research, integrating open science. Whilst this paper examines 

university within the context of becoming entrepreneurial and existing technology transfer 

channels, there exist opportunities that universities could generate additional value from their 

knowledge networks as the role of universities is increasing in national and regional 

innovation systems. University as sometimes the only knowledge centre in a region can 

essentially contribute in overall technology absorption readiness and firms’ competitiveness. 

The further studies might be related to assess role of open innovation knowledge transfer 

processes compared to protected technology transfer processes based on university developed 

innovation ecosystem. 

Future research – mēģināt apspriest un dziļāk izpētīt piedāvāto ekosistēmas mopdeli, to precizējot.  
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ABSTRACT 

 

This paper analyzes the university Spin-Offs (USO), technology-based firms created from the 

capitalization of the results of university research as a business opportunity. These firms, for their 

intrinsic characteristics, combine two very significant factors in the economic literature: 

entrepreneurship (Schumpeter 1934) and knowledge as a competitive advantage (Grant 1996).  

 

The creation of this type of firms is a recent phenomenon in Spain. For this reason also there 

is a lack of empirical studies on the specific reality of the determinants of the creation of 

these firms in the Spanish case. The results indicate that knowledge 

via patent protection has a direct and positive about the creation of USO. As a way 

of transfer of research, we also found significant relationships to other forms of technology 

commercialization. 

 

Keywords: Entrepreneurship, University Spin-Offs, knowledge transfer 
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INTRODUCTION 

University Spin-Offs: entrepreneurship and knowledge as a competitive advantage 

 

This paper analyzes the university Spin-Offs (USO), technology-based firms created from the 

capitalization of the results of university research as a business opportunity. These firms its 

own way of setting up and running, joining two factors very significant economic growth in 

the economic literature: entrepreneurial activity (Schumpeter, 1934) and knowledge as a 

competitive advantage (Grant, 1996). 

 

In this context, universities and public research centres have a responsibility as actors of 

economic growth. In fact, the importance of the role of these institutions in knowledge 

generation and triggering innovation is being increasingly recognized as a factor in economic 

development (Mansfield, 1991; Castells, 1994; Rosemberg & Nelson, 1994; Saxenian, 1994; 

Audretsch, 1998).  However, the knowledge and ideas generated by these institutions if not 

generate innovation do not have an immediate economic value in the market. The 

incorporation of knowledge into the innovation process is the basic function of 

entrepreneurship (Schumpeter, 1934). 

 

This interaction between entrepreneurial activity and knowledge generated innovations that 

result depends on many actors and relations between them. One way of promoting the union 

of these relationships is innovation systems (Freeman, 1988; Lundvall, 1992; Nelson, 1993; 

Braczik et al., 1998; Cooke, 1998). These innovative systems are composed of different 

stakeholders, among which is the University as one of them. (Cooke & Morgan, 1993; 

COTEC, 1998; COTEC, 2002).   

 

Knowledge transfer from universities, as the focus of innovation systems, has a number of 

tools that can make it viable. (COTEC, 2005). Traditionally, patents and licenses have 

been the route used for the protection and knowledge transfer. However in recent years have 

been gaining special attention Spin-Off as a tool for knowledge transfer (Siegel et al., 2003; 

Lockett & Wrigth, 2005).  

 

The creation of this type of firms is a recent phenomenon in Spain. Some authors argue that 

the field of studies is in a growing phase (Roberts 1996; Carayannnis 1998; Steffensen, 
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Rogers & Speakman 2000; Ndonzuau, Pirnay & Surlemont 2002). For this reason also there 

is a lack of empirical studies on the specific reality of the determinants of the creation of 

these firms in the Spanish case (Rodeiro et al. 2009). This paper aims to identify 

the academic context effects influence the creation of University Spin-Off (USO). 

 

The “Third Mission” and USO as a tool of knowledge transfer 

 

Recent changes in the economy have highlighted the importance of knowledge as a valuable 

resource and source of sustainable competitive advantage (Grant, 1996). Knowledge as a 

competitive advantage is considered a potential latent, to become a reality depends on the one 

hand, the concentration level of knowledge we have and, secondly, the capacity of 

absorption, transmission and application of knowledge to generate a value, which acted as a 

differentiator (Grant, 1996; Teece, 1998; Teece, 2000; Tsai, 2001). 

 

The generation of knowledge and technology is a process that takes a lot of resources that is 

normally out of reach of the social partners separately (Menck & Oliveira Filho, 2008). Most 

of the knowledge and technology generated within academic institutions, technology transfer 

from these institutions to the enterprise is one of the pillars that underpin the European 

innovation policy and through it links the innovation programs of member countries 

(Rubiralta, 2004). 

 

The benefit society reverted to investments in universities, has traditionally been 

accomplished through the incorporation of its graduates in business and the scientific 

production published in articles and books. This reversal of benefits to society corresponds to 

the two traditional missions of the university which are teaching and research. However in 

recent years most universities have adopted the so-called "third mission" (Etzkowitz, 2003), it 

extends the performance range of universities as responsible for technology transfer for 

economic and social development of the regions where they are located. 

 

USO are one way of representing this new role of universities. These companies are a type of 

entrepreneurship with particular characteristics for economic development (Etzkowitz, 2003). 

These companies are born of scientific findings and know-how generated within universities 

from the initiative of researchers, and incorporates the following advantages as a tool for 

technology transfer: 
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 Promote the industry with products, processes and services, and therefore are of great 

importance to the technological, economic and social development of a region or 

territory (McQueen et al, 1991; Rogers et al, 2001; Solé, 2002; Araújo et al, 2005). 

This promotion of the business occurs because the USO usually addresses emerging 

markets, thus enriching the business fabric of the regions where they are located. 

 Generate employment, particularly for graduates of the universities, incorporating 

graduates and doctors, creating a market of knowledge of human resources (Solé, 

2002; Montañez, 2006).  

 They are the closest interlocutor between research produced in universities and 

research centres, with the market. In these firms the cycle between innovation and the 

market (market innovation-feedback-adapting technology) occurs more directly 

against other routes of technology transfer. In this sense the USO in some cases create 

technological opportunities that would not be viable in the traditional industry.  

 In some cases the nature of technology is not easily transferable or cannot capture the 

full value through licensing agreements or by patents. These transfer modes are 

characterized by working with knowledge, mostly encoded. In contrast, the spin-off 

for working with tacit knowledge, plus the ability to absorb knowledge (because of its 

human resources incorporated) is clearly greater than in other businesses, given the 

characteristics of the USO and the proper context in which these companies are 

located. 

 Generate an economic return to society directly - via job creation and corporate 

profits, and long-term host universities themselves through participation in the 

financing of the same (Bray & Lee, 2000) – and indirectly, for operation course also 

need to incorporate other assets that were not requested in certain regions (new 

equipment, materials ...). 

 

These favourable characteristics are well coordinated potentially generating sustainable 

competitive advantages for both the Spin-Off own university, and the regions where they are 

located. Are pathways for the transfer and intrinsically incorporated in its structure, research 

and market orientation. 

Given its uniqueness and importance have increased the number of descriptive papers related 

to this way of technology transfer in the U.S. and Europe as well indicate some authors 

(Rodeiro et al., 2010). However, much of this research are scattered (Rothaermel et al., 
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2006), sometimes they are theoretical, not empirically tested by creating models or draw 

conclusions from studies. 

 

THEORETICAL  

 

Concept, characteristics and evolution of USO 

 

The Spin-Off is an Anglo-Saxon term that is related to the concept of electron spin. In 

Physics the electron spin refers to an electron jumps from orbit outermost one atom to 

another, similar, the concept of Spin-Off relates to an innovative idea for a business or 

academic environment can lead to a new business idea, a new project that is independent but 

has strong relationships with the originator. Similarly a spin-off company is a "enterprise 

born of a pre-existing organization (referred to in literature as a Parent Organization) 

involving individuals from the parent organization devoted partly or wholly to the new 

organization created"  (Pirnay & Nlemvo, 2003). 

 

The creation of USO companies is a relatively new and therefore not yet agreed its concept, 

so there is certain variety in terms of terminology. Variations on the concept of Spin-off 

Company are related to technology transfer, entrepreneurial mobility and participation of the 

parent organization (Fig. 1). Present in all definitions is the fact that the Spin-Off is the term 

given to the process of creating a new organization from an existing organization or parent 

organization. 

 

On the other hand the various definitions of Spin-Off are the result of the different processes 

that generate them, some authors have made some distinction between terms and Spin-off 

Spin-Out (Duff y Hilton, 1999), for these the spin-off comes from another organization but 

remains under the control of the parent organization and the Spin-Out is born as a company 

from a parent organization but does not own the majority stake and no control over the 

management of the company Spin. The reverse path is also identified in the literature by the 

term Spin-in, which is the case of the acquired company in order to absorb technologies and 

knowledge. 

 

 



6 

 

Figure 1. Distinctive features in the definition of a Spin-Off: authors and characteristic 

features. 

Author(s) Characteristics of a Spin-Off 

Steffensen, Rogers e Speakman (1999); Cooper (1971); 

Pérez e Sánchez (2003); Smilor, Gibson e Dietrich 

(1990); Pirnay (1998); Franco e Filson (2000); 

Chesbrough e Smith (2000); Klepper e Sleeper (2002); 

Agarwal et al. (2002) 

abandonment of the entrepreneur to the 

new organization 

Anton e Yao (1995);Chesbrough e Smith (2000); Shane 

(2003); 

Pérez e Sánchez (2003); Locket y Wright(2005) 

Technology transfer / formal knowledge 

of the parent organization to the new 

company 

Cooper (1971) Carayannis et al. (1998) Steffensen, 

Rogers e Speakman (1999), Rogers, Takegami e Yin 

(2001); Pirnay,et ál.(2003) 

Transfer of technology / knowledge formal 

or informal of the parent organization to 

the new company 

Dahlstrand (1997), Carayannis et al. (1998) Bellini et 

al. (1999) Huylebroeck (1999) 

The new company must be based on a 

technology or idea originated in the parent 

organization. 

Source: Adapted from Mendes (2011) 

 

Pirnay proposed Spin-off Company meets the following three requirements (Pirnay & 

Nlemvo, 2003): 

1) It originated in an existing organization called Anglo Saxon literature as Parent 

Organization. 

2) Involves one or more individuals, regardless of status or role in the organization of 

origin. 

3) Individuals involved leave the organization of origin to create a new organization, 

the Spin-Off. 

Concept of University Spin-Off 

 

We will use the definition of USO considering the first two requirements given by Pirnay, 

proposed by adopting the definition of Djokovic posed in the group of founding members of 

the Spin-off the inventor may be present or not (Djokovic, 2007): 
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“A company was born out of a process from the university to the outside, with the aim of 

commercializing intellectual property and technology transfer market developed in the 

academic institution of origin” 

 

We understand that you do not need an abandonment of the home organization for the 

creation in the case of a USO; in fact in Spain most enterprising researchers maintain a 

contractual relationship with their home institution (Ortín et al, 2008). We believe, moreover, 

that the USO companies have emerged from an active process (planned) and participatory 

(push) of the universities (Steffensen et al., 2000). 

 

Main features of the USO 

 

Small size, orientation towards emerging markets and value based on intangible assets, these 

three previous features that are normally linked to long-term investments make these 

businesses find it difficult to find external funding. 

 

We believe that, although this group of companies is relatively small and possess a number of 

factors that impede the creation and consolidation, its importance, plays a key role in the 

transmission of knowledge in an economy that increasingly there is more importance to this 

variable (Fernández et al., 2007). 

 

Evolution of USO 

 

It is difficult to determine exactly when really there is the phenomenon of USO with 

reference to this as a technology based company born from the capitalization of research 

results. Under this concept several USO companies could have arisen before there was a 

specific name for these businesses. But we know when the universities begin to recognize 

and give some value to technology transfer and emerging agencies, programs and regulations 

to focus on the creation of USO. 

We could have as a first significant reference of USO in 1930 in the USA, Stanford 

University, where Frederick Emmons Terman Professor of Electrical Engineering 

Department, concerned about the employability of their students in the region and the 
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consequent loss of human capital to the eastern United States, decided with their financial 

and structural setting with two former students William Hewlett and David Packard (HP), 

Hewlett-Packard, one of the largest companies in the sector computer in the world and gives 

rise to a region of high-tech production (Silicon Valley). In these years, HP was the first U.S. 

technology company that was not directly linked to NASA or the Navy, so we can call it as 

the first USO. 

 

Terman was considered an area owned by the University would be perfect for intellectual 

property development and established a program to encourage graduate students to establish 

their enterprises in this by providing risk capital for them. In 1951 the program expanded 

Terman created by creating the "Stanford Industrial Park", a complex of small buildings 

rented to low-cost technology-based companies (we could call as the first Science and 

Technology Park). 

 

In the U.S. the model of Silicon Valley has been cloned in different parts of geography and in 

Europe the equivalent concept is the Science and Technology Parks. Other regional models 

similar to the initiative and also very prominent Silicon have emerged with strong 

government support, models such as the Medical Alley (in Minneapolis), the science and 

technology cluster around Cambridge or region of technology air navigation in Toulouse 

(Thierstein & Wilhelm, 2000). In the 1990 Thierstein detects two patterns or models of 

technology transfer and promoting the creation of technology-based companies: the 

continental European model and the Anglo-Saxon model. 

 

The continental European model is characterized by the fact that dominates public funds to 

improve the business by promoting innovation networks. The Anglo-Saxon model promotes 

the creation of technology-based companies through close collaboration with universities 

and the private sector.  

 

Both models are relatively opposites in the sense that Europe takes the focus from public 

sector support and the Anglo-Saxon has its basis in collaboration with the private sector. 

Anyway, we can say that the evolution of building technology companies from the University 

has grown in numbers and interest from governments, universities and research staff. 
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Spanish evolution of USO 

 

In Spain, the creation of USO companies is a recent phenomenon existed before 2000, the 

Report RedOTRI, only 18 companies formed USO. The support and commitment from the 

Spanish universities regarding entrepreneurship USO has also performed very marked. In 

2003 22 universities had entrusted the implementation of a program of support USO creation 

of the TTO, in 2007 this figure fell to 42 universities (report RedOTRI). However, in many 

cases have proliferated other units are not dependent on the TTO, driven by universities, 

dedicated to promoting the creation of USO. 

 

According to the report RedOTRI 2007, there are 26 units dedicated to this function are not 

TTO. These units are usually foundations and entrepreneurship centres that absorb the 

function of creating technology-based companies, and although they are not dependent on the 

TTO, we mention that are closely related to them. Regarding the evolution of the number of 

USO created by the report RedOTRI elaborate the following graph: 

Graph 1. Evolution of the creation of USO companies in Spain 

 

Prepared by author(s) adapted from RedOTRI Reports 
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According to the report RedOTRI (2008), the process of creation of USO is still little settled, 

however, the situation of the universities is higher than the European average (2.4 enterprises 

created by university versus 1.6) and lower U.S. average in (2.9 firms per university). 

 

This development in Spain is not uniform on a regional and sectorial terms, Ortín et al (2008) 

developed a descriptive picture of the sectorial and regional distribution of the number of 

USO in 2008, where we can see that the regional focus highest concentration of USO are 

Valencia and Catalonia, and in terms of sectors, there is a clear majority in the computer 

industry over other sectors (Ortín, 2008). 

 

Figure 2. Distribution of USO in sectorial and regional terms. 

Regions /Sectors Computing R &D Chemistry Biotechnology Overall 

Andalucía, Extremadura y 

Murcia 

12 3 4 3 22 

Aragón  2 1 1 0 4 

Baleares 3 2 1 1 7 

Cataluña 99 28 38 22 187 

Galicia y Cantabria 11 6 5 3 25 

Madrid y Castilla y León 24 11 7 2 44 

País Vasco y Navarra 20 11 6 1 38 

Valencia 99 30 25 15 169 

TOTAL 270 92 87 47 496 

Source: Adaptated from Ortín et ál (2008) 

 

Technological osmosis in the ivory tower 

 

Universities are traditionally characterized by reversing the benefits of investments made by 

society, by two activities that have been pillars of their existence: teaching as their basic 

function of disseminating knowledge and research with the aim of generating new 

knowledge. In this regard the University has been conceived or comparative literature with an 

"Ivory Tower" outside the business world (Junquera et al, 2007).  

 

The knowledge generated if not translated into improvements or creation of new products, 

services and processes, lack of economic value. This translation requires knowing how to 

transfer and use, this means making a technology transfer process. This evidence has led 
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many universities to adopt a greater or lesser extent, a "Third Mission" that runs through this 

technology transfer has been called technological osmosis in the "Ivory Tower"(Etzkowitz, 

2003). 

 

This concept of technological osmosis is closely related to triple-helix model, the concept 

of entrepreneurial university and the third mission of universities. These concepts have 

been used to refer to a number of significant developments that have taken place in 

universities, more university involvement in the socio-economic development, promotion of 

entrepreneurial culture among the university community and technology transfer. 

 

The third mission is focused on the literature with different connotations, first is the 

orientation of the University to be linked to their socio-economic (Sheen, 1992; Etzkowitz et 

al., 2000) and a second connotation is the capitalization of knowledge (Etzkowitz et al., 2000; 

Schulte, 2004) or the Entrepreneurial University (Clark, 1998).Third Mission could be 

defined as: 

“The orientation of the University to generate socio-economic benefits to their region, 

through the technology transfer process.” 

 

This new university function capitalization of the knowledge generated is specified through 

technology transfer. 

 

Transfer of knowledge 

 

Technology is a body of knowledge and techniques applied to solve a problem or task 

(Rogers, 1995). Technology transfer is the application of this knowledge for use (Rogers, 

1995). The transfer process requires (Williams & Gibson, 1990): A source of technology that 

possesses certain knowledge and technical skills, and transfer to a recipient who does not 

possess the technical capacity and cannot generate the technology itself. 

 

A number of instruments of transfer of technology from the University, can be considered as 

such any means ensuring that enterprises reaches a certain knowledge that comes from 

university research. Among the most studied in the literature, we highlight the following: 

 Agreements and contracts for collaboration between universities and enterprises 

(Shane, 2002) 
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 Licensing of patents generated by universities (Agrawal et al 2002; Cohen et al, 2002; 

Shane, 2002; Thursby, 2002) 

 Mobility of human resources between the university and the private sector (Shane, 

2002) 

 Publications in journals and contributions to conferences (Rogers et al, 2001; Cohen 

et al, 2002)  

 Informal relations (Audretsch et al, 1996) 

 Creation of companies from the results of university research. 

 

In the Spanish case, the university technology transfer is structured formally by the Transfer 

Offices Results (TTO). The figure of the TTO was established in 1998 in the First Plan of R 

& D presented and developed by the Secretary General of R & D (Martínez, 1995), is created 

with the approach of stimulating the transfer of technological innovations from the 

University to Industry. 

 

Instruments of transfer of knowledge 

Agreements and contracts for collaboration between universities and enterprises 

 

One way of technology transfer cited in the literature, are the agreements and contracts 

between the University and Enterprise (Shane, 2002). In Spain, this type of contracts and 

agreements are governed by Article 83 of the Universities Act of 2001 (LOU – Ley Orgánica 

de Universidades), more precisely in point one. 

 

These contracts are carried out technical work, research or artistic by the University for the 

various economic agents. Article 83 has marked a turning point in the regulation of 

university-industry relationships by providing them greater flexibility. These contracts are 

usually research projects focused on specific and complex problems, or basic research 

projects that a particular company wants to undertake, but lacks the necessary resources and 

subcontracts to the University. 

 

According to the report RedOTRI in its 2009 edition, this mode of knowledge transfer is the 

most common in Spanish universities, compared to the licenses on the results and the USO. 

This procurement of R&D is an instrument used to generate and transfer knowledge through 
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the application of R&D capabilities of the University for troubleshooting. The character of 

the knowledge transferred in this mode of transfer is partly tacit. 

 

This technology transfer may also be funded (subject to contracting with public research 

centres) and promote the financing of the new company and return provides monetary 

benefits to the university. In fact many of the agreements and contracts under Art.83 are 

linked to subsidies granted to companies, on condition of contracting with research centres. 

In other instances are grants awarded to the universities for their cooperation with companies. 

About half of the contracts and agreements made during the period of 2007-2009 were linked 

to subsidies. With USO companies, this tool of knowledge transfer may in some cases, 

complementary. Contracts or agreements can help to promote knowledge transfer from 

university to own Spin-Off to a specific project. 

 

Furthermore, it should be noted that in the case of subsidized contracts or agreements, to be 

an open process other companies and can also perform this contract covered by Article 83. 

We assume that the Spin-Off normally subcontract their services will be beneficial to the 

University for it.  

 

In any case, the simple fact that the technology or the knowledge generated by the University 

are marketed through this type of contracts, generate a University-Industry interaction that 

can lead to the generation of business opportunities not raised without the existence of such. 

 

Technology licensing 

 

Another way of technology transfer includes licensing of technologies from universities 

(Agrawal & R., 2002; Cohen & Nelson, 2002; Cohen & Nelson, 2002; Shane, 2002; Thursby, 

2002). These are the most common mechanism of knowledge transfer that could qualify as 

consolidated, i.e., knowledge that has already been generated and identified as a result of 

research and exploitation rights which belong to the University. 

 

To produce the technology licenses, a number of intermediate steps, from detection through 

communications inventions to patent grants, or other means of protection technology. This 

process can often take several years and has considerable complexity (RedOTRI Report 
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2009). It should be noted that in technology licensing contracts do not transfer the ownership 

of it, but what your rights are transferred to holding for a while and given territory. 

 

Patents are the normal mechanism or majority of protection of knowledge, although there are 

not patentable results may have other means of protection, such as software, which in Spain 

is not patentable and is protected via copyright (regulated by the Intellectual Property Law). 

Other types of protection results of R&D such as plant varieties, utility models, industrial 

designs and confidentiality agreements. In this paper we will restrict ourselves to the 

relationship between patents and technology licenses, with respect to the creation of USO. 

 

Regarding patents, it is necessary to mention that the same may be granted co-ownership 

scheme, i.e. the University can share ownership of research results with another or others. 

The Spin-Off plays an important role in some cases being co-holder of the license or be 

licensees (i.e. "buyers") licenses. 

 

Some USO are positioned in the market as "licensors" technology, allowing them to develop 

their R&D and commercial efforts to outsource to other agents, the proof is that a significant 

part of the USO were created under a license. Another highlight, especially in the time range 

we have set for our empirical study (2006 - 2009), is the fact that USO have been licensed to 

an approximately 18% of university technologies licensed (ReportRedOTRI 2009).  

                                    

As we can infer, technology licensing may act jointly to create spin-offs from the university, 

further enriching the technology transfer process and their interrelationships. However we 

understand that when a licensing agreement between the University and a licensee, the initial 

need to create a company by the University to exploit this technology loses its value by what 

appears to be an alternative to the creation Spin-Offs. 

 

Publications and contributions to conferences 

 

Part of the research work undertaken by teachers, is reflected in the quantity and quality of 

publications, i.e. scientific production. Through this there is a transfer of knowledge in a 

broader sense (Rogers et al., 2001; Cohen & Nelson, 2002). In terms of technology transfer to 

operating results in the market, it is difficult to measure the impact of scientific publications. 
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Some authors have included in their research that the scientific production related to the 

creation of USO. This argument assumes a linear sequence research-transfer-Spin-Off that 

was already proposed in the literature, considering the publications as a step towards the 

creation of companies (Grandi & Grimaldi, 2003). 

 

Regarding his relationship with the creation of USO, several authors have indicated through 

their empirical studies that the average number of publications by academic entrepreneurs is 

above average (González & Alvaréz, 2006). Moreover, papers from the perspective of the 

publications, as a conditioning factor in the creation of Spin-Off, have come to negative 

relationships between the number of publications and the creation of USO (Rodeiro et al., 

2010). These results indicate that perhaps having a greater orientation towards the publication 

in selected universities (publish or perish) causes a decrease in entrepreneurial activity 

(Nlemvo Ndonzuau, 2002).  

 

Framework for analysis and previous studies 

 

When performing an analysis of the literature on the determinants in the creation of USO, we 

cannot forget that they are a special case of business and, therefore, its creation is also a case 

of start-ups. No purpose of our paper is an analysis of literature developed on business 

creation, however it should be noted that it offers a framework for a wide range of theoretical 

approaches applicable to this phenomenon. 

 

Veciana (1999) performs an exhaustive classification of the main theories of entrepreneurship 

distinguishing four blocks as the prevailing approach: economic, psychological, socio-

cultural and institutional and managerial. For each of them different levels of analysis: micro 

or individual, meso and macro business and economics in general (Veciana, 1999). From this 

perspective our study opted for an institutional approach to a macro level, as we understand 

that it provides a framework for studying the influence of context on business creation USO. 

From the perspective of studies about the USO, Perez and Carrasco (2009) developed a 

framework for analyzing USO according to four aspects, the authors have received increased 

attention in recent years: the concept of USO, their type, the training process and the 

determinants of their creation (Aceytuno Pérez Cáceres & Carrasco, 2009). We have chosen 

in this work to investigate the last-mentioned subject. 
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Confining in our subject, we can see that despite the relative novelty of the phenomenon, a 

considerable number of studies. Majority of papers is done from the viewpoint of the theory 

of Resources (Rodeiro et al., 2010), a perspective that is consistent with most studies in 

entrepreneurship in recent years. Rodeiro et al. have developed the following table which 

summarizes the main contributions made by empirical studies conducted in the U.S., UK and 

Spain. 

 

However it is interesting to note that there are other scattered studies (Rothaermel et al., 

2006) and theoretical studies are not empirically tested models, in some cases drawing 

conclusions from studies. 

 

According to the characteristics of the studies the major studies in the proposed Rodeiro 

(2010), our work has the following framework: 

 Number of observations: 46 

 Country and period: Spain (2006-2009) 

 

We have not opted a priori for any particular approach in terms of economic theory of the 

firm, however some of the hypotheses related to the approach of Resources and Capabilities. 

 

 

 

 

 

 

 

 

 

 

 



  

  

 

Figure 3. Major empirical contributions on the study of the determinants in the creation of 

USO. 
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Lockett, Wright 

& Franklin 

(2003) 

57 U.K. 

(1994-

1998) 

Polls 

nonparametric test 

Mann-Whitney 

TTO (+) 

Networking (+) 

Capital participation by the University(+) 

Capital participation by the inventor (+) 

Lockett, Wright 

& Vohora 

(2004) 

48 U.K. 

(2001-

2002) 

Poisson negative 

Binomial  

Expenditure on R&D (+) 

External costs of intellectual property protection 

(+) 

Experience of the TTO (+) 

Business skills TTO staff (+) 

Lockett & 

Wright (2005) 

48 U.K. 

(2001-

2002) 

Poisson negative 

Binomial  

External costs of intellectual property protection 

(+) 

Business skills TTO staff (+) 

Low Royalties (+) 

O'Shea, Allen, 

Chevalier 

& Roche 

(2005) 

141 U.S. (1980-

2001) 

Negative 

Binomial  

Previous experience in spin-off activities (+) 

Research quality (+) 

Private research income (+) 

Budget technical careers and health sciences (+) 

Size of the TTO (+) 

Rodeiro et ál. 

(2010) 

47 Spain 

(2004) 

Negative 

Binomial  

Technology stock (+) Degree of applicability of 

the technology stock (+) Stock of human 

resources of the TTO (+) Experience in 

technology transfer from the TTO (+) 

Powers & 

McDougall 

(2005) 

120 U.S. (1991-

2000) 

Poisson and 

Negative 

Binomial  

Expenditures on private R&D (+) 

Venture capital in the region (+) 

Experience of the TTO (+) 

Research quality (+) 
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Di Gregorio & 

Shane 

(2003) 

101 U.S. (1994-

1998) 

Negative 

Binomial  

Royalties (-) 

Capital participation by the University (+) 

Research quality (+) 

Expenditures on private R&D (+) 

Link & Scott 

(2005) 

51 U.S. (2002) Tobit Expenditure on R&D (+) 

Age of the Science Park (+) 

Proximity of the Science Park (+) 

Biotechnology activities in the Science Park (+) 

González & 

Álvarez 

(2005) 

15 Spain 

(Until 

2005) 

Multiple 

correspondence 

analysis 

Student teacher ratio (+) 

Montañez 

(2006) 

1 Spain 

(2005) 

Interviews and 

multiple cases 

Financial resources (+) 

Business training (+) 

Physical space (+) 

Peer support (+) 

NOTE: (+) Positive influence in the creation of 

USO 

    

Source: Adapted from Rodeiro et ál. (2010) 



  

  

 

 

METHODOLOGY AND EMPIRICAL ANALYSIS 

 

Hypothesis approach  

 

Most studies have focused on an approach from the perspective of the Theory of Resources 

(see figure 3.). However, other studies as we can see are not placed in any particular theory 

but choose to focus on the actions taken by the University to promote technology transfer. 

Here we present the factors that determined the creation of SOU at public universities in 

Spain, combining the above perspectives with the hypothesis of our paper. 

 

Human Resources 

 

Applying the Theory of Resources and Capabilities for the creation of USO, we can assume 

that the population of potential creators of Spin-Off constitutes the entire faculty staff of the 

University. Moreover, consider the faculty of the University as a conditioning factor in the 

creation of USO allows us to collect part of the effect of "size" of University on the creation 

of USO. 

 

H1: “There is a positive relationship between the staff of faculty staff employed and the 

USO” 

 

Another factor to consider is the Transfer Offices Results (TTO). The Spin-Off is a way of 

technology transfer and the role of technology transfer at universities is often represented by 

the TTO, consequently they become a resource for creating viable Spin-Off. In a first phase 

detection opportunities, TTO, namely human resources, are responsible to detect which ones 

are the best ways to transfer technology, this task is done to maintain close contact with 

research groups. 

 

The Spin-Off is also a part of the work performed or commissioned from the TTO, the Report 

RedOTRI (2009) the vast majority of TTO’s explicitly contemplated in the Spin-off as one of 

its assigned functions and staff time is approximately 40 employees in the different Spanish 

Universities dedicated to Spin-Off. 
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To measure the impact or the weight of the human resources of the TTO as a conditioning 

factor, some authors have taken as reference the number of members of the Transfer Office 

(O’Shea et al., 2005), others have incorporated an additional nuance concerning the business 

and management skills of the members (Lockett & Wrigth, 2005) In both cases mentioned 

above the authors have found a significant positive relationship between the membership and 

the business skills of these, concerning the creation of USO. 

 

In the Spanish case, the empirical study by Rodeiro et al (2010), regarding the TTO as a 

conditioning factor, the authors found a positive relationship between the Spin-Off to the 

number of members of the TTO and similar case regarding the antiquity of them. In our case 

we will only study the relationship between the number of members comprising the TTO and 

the Spin-Off. 

 

H2: “There is a positive relationship between the provision of HR of the TTO and the 

creation of USO”. 

 

Publications and contributions 

 

Previous studies proposed a linear sequence between research and transfer. In this sense, 

argue that the larger scientific production the greater the transfer and the greater the number 

of Spin-Offs created. Another argument along these lines (Di Gregorio & Shane, 2003) argue 

that there is greater credibility with investors (especially if there is funding from the 

university), the researcher or research group the greater its prestige. This line of argument 

adds interest in the quality and quantity of publications as a conditioning factor conducive to 

the creation of USO. 

 

However it is possible that the more dedication or as much guidance as to the publication by 

the teachers, have the effect of a lower creation of such companies (Ndonzuau et al., 2002). 

We have chosen in this paper by this argument because we believe that there is still a long 

way to go in the direction of incentives to teachers to transfer activity. 
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H3: “There is a negative relationship between scientific production and the creation of 

USO” 

Research results and protection of knowledge 

 

Patents, as mentioned, are the majority form of protection of knowledge. The process leading 

to the grant of a patent could be simplified as follows (Diagram 1.) 

 

Diagram 1. Process prior to the patent application 

 

Prepared by the author(s) 

 

According to linear reasoning, it is assumed that there is a technology matures, that is a result 

of the investigation open to commercial exploitation, which leads to the realization of a 

communication invention. Obviously not all research results lead to communications 

invention. Communications invention follow an increasing trend in the IP chosen (2006-

2009), however, only about half complete communications invention in patent applications; 

turn applications thereof reaches about half be granted (RedOTRI Survey Report 2009). 

 

Although this process is iterative, the number of patents granted to a university is in the same 

line behaviour, but on the contrary, that operating results are subject to corporate exploitation. 

The existence of these patents turns on an indicator of them. 

 

H4: “There is a positive relationship between the number of patents granted and the 

creation of USO” 

 

Alternatives routes of the technology commercialization 

 

For the commercialization of technology, we understand technology in a broad sense, i.e. as 

research results susceptible to exploitation. We note that the University may use different 
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ways of commercializing the technology, in this sense, we understand that starting from a 

certain marketable technological level, we are able to license, establish contracts (Art.83), 

service and / or create business SOU. Illustrating the argument would have established the 

following diagram: 

 

Diagram 2. Technology commercialization pathways  

   

Prepared by the authors 

 

When we refer to the licensing of technology we refer not only to the licensing of patents 

(which are often more typical), but in a broader sense (know-how, databases, software, 

biological materials), meaning the same as any agreement that the university as licensor, 

transfer the operating rights to licensees. When a license agreement between the University 

and a licensee, the initial need to create a company by the University to exploit this 

technology loses its value comparatively. 

 

H5: “There is a negative relationship between the volume of technology licensing 

agreements made by the University and the creation of USO” 

 

In the case of contracts covered in Art.83, these are agreements with a view to solving 

technological problems. In these contracts the work is carried by the market research groups, 

these same groups are those that are potentially academic entrepreneurs, it is therefore think 

that the larger the volume of contracts covered in Article 83 more USO will be creating. 

 

H6: “There is a positive relationship between the volume of contract R & D of the 

University and the creation of USO” 

 



22 

 

The technical services are small-scale work normally performed by the equipment and 

specialized training available in universities, are analysis services. Although not involving a 

generation of scientific or technological knowledge, also happen to be a way for 

commercialization of university research results and alternative to the creation of SOU. 

 

H7: “There is a negative relationship between the volume of technical services by the 

University and the creation of USO.” 

 

Although we consider some of the ways of commercialization of research as alternatives to 

the creation of SOU are not exclusive about the same, meaning that in all cases can be related 

and even complementary. So from a technology that potentially can be marketed, we have 

these alternative pathways and that are related (but not so directional). To summarize the 

hypotheses and to translate our model this diagram. 

 

Diagram 3. Theoretical model of the effects of academic context on the creation of USO 

  

Prepared by authors 
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Information gathering and processing of data 

 

The Spanish university system comprises 77 universities, 50 public and 27 private and / or 

the Catholic Church. These in turn are subdivided into class, no-class and special. Of the 77 

institutions: 70 are class universities, of which 47 are public and 23 private, no-class 5 are 

universities, public and 4 private 1 and, 2 are taken as special universities (only specialized 

programs taught postgraduate Masters and PhD-), being the 2 public. 

Diagram 4. Spanish university system and sample. 

 

Prepared by the authors 

 

The universe of this study covers only class public universities as it is a homogeneous 

subgroup for the type of study to apply, are 47 Spanish class public universities  (Diagram 

4.), Covering the period from 2006 to 2009. 

 

The information used in this study was collected from two sources: 

1) Annual Reports of Surveys RedOTRI in 2006 -2009 period, the reports referred to are 

those who have provided disaggregated data for 46 of the 47 Spanish Class Public 

Universities. 

2)  Report of CYD 2010, prepared by the Foundation for the "Cooperation and 

Development." 

For coding and information processing program was used GRETL (Gnu Regression, 

Econometrics and Time-series). The initial database consisted of 1656 items and 184 

comments. However, we have chosen to draw from the above observations the averages of 

the variables of different periods, we consider it more appropriate variable to measure the 

technology transfer in periods longer than one year and especially in the case of USO, where 

the process from the conception of the opportunity until the effective creation or constitution 
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of it is usually higher than the calendar year. This reasoning also applies in the case of patents 

and international patent extensions. 

 

Therefore, we chose an approach to cross-sectional data (given as a single period 2006-2009 

and the average taken from each variable in this period), compared with a possible approach 

to panel data, since we consider it more in line with the reality of technology transfer and the 

creation of USO. 

 

Definition of variables 

 

Dependent variable (USO): average of USO created by the Spanish public universities 

(2006-2009) 

 

The endogenous variable used as a measure of the ability of universities to build technology-

based companies, has been the average of companies created by universities during 2006-

2009. Similar to other research quantifying the dependent variable is not exempt from 

criticism because of the difficulty of obtaining reliable statistical data (Rodeiro et al., 2010, 

Gonzalez & Alvarez, 2005). However, the fact of considering the data provided in various 

exercises provides greater confidence, reducing the distortion of data biased in some 

exercises. The data used were obtained through surveys of the TTO. 

 

Independent variables: 

 

Average active teachers (TEA) in universities (2006-2009) 

 

The first exogenous variable used, teachers, corresponds to the average for the years 2006 to 

2009 of University teaching staff, specifically to obtain this information surveys for each year 

by the RedOTRI. It is noteworthy that the data is in full-time equivalent (FTE), a unit of 

work. An FTE corresponds to a full-time, of a person for a year. 

 

Average technical staff of the transfer office (TTO) active in the universities (2006-2009) 
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It is the second variable used as an independent and corresponds to the average staff during 

the period devoted to technology transfer. This personal, as in the previous variable is 

measured in FTE. A second feature of this variable is the consideration of those who make 

the technical staff, in this sense; surveys conducted by the RedOTRI are defined by the 

following expression (RedOTRI Report): 

"Staff whose primary task (more than 50% of its dedication) requires expertise or experience 

in knowledge transfer." 

 

Average of publications and contributions (PC) made by universities (2006-2009) 

 

Other authors have used different variables to measure research and relate creation of USO 

(O’Shea et al., 2005; Rodeiro et al., 2010). In some cases even consider the theses proposed 

in experimental fields. In our case, we obtained variable Foundation Report Knowledge and 

Development 2010, which includes a table of Spanish scientific production during the period 

2000-2009, separated by universities.  

 

We have considered only the average for the period of our study, i.e. 2006-2009. For the 

study of scientific production in national magazines they used the information from the 

Institute of Documentary Studies on Science and Technology, which is based on the 

databases developed by the CSIC (Centro Superior de Investigaciones Científicas- National 

Research Centre): ICYT (for Science and Technology) and ISOC (for Social Sciences and 

Humanities). The ICYT databases collect information from more than 750 Spanish scientific 

journals of experimental science and technology, and the ISOC analyzes approximately 2,300 

journals in social sciences and humanities. 

 

Average of national patents granted (PAT) to universities (2006-2009) 

 

This variable is obtained from RedOTRI Surveys Reports, the reports mentioned patent 

defined as "industrial property title which recognizes the right to exclusively exploit the 

patented invention, preventing others from making, selling or using without consent of the 

owner.” The variable consists of the average for the period 2006-2009, and every year turn by 

a sum of patents granted by the Spanish Office of Patents and Trademarks Office (OEPM – 

Oficina Española de Patentes y Marcas). 
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Average of international patent extensions (IPE) granted to universities (2006-2009) 

 

To complement the previous variable and the hypothesis four, we included this variable. Is 

international patent extensions or in our case, the average of the same during the period of the 

study. This information was also obtained by RedOTRI Reports, and is considered in this 

case the patents granted by the European Patent Office (EPO) and the U.S. Patent Office 

(USPTO). 

 

Average annual revenue from the licensing of technology (LICE) in thousands of Euros 

obtained by the Universities (2006-2009) 

 

This variable, technology licensing, is measured in thousands of Euros, the average in the 

selected period of revenue generated annually for licenses. Technology licensing considered 

here are: 

 Patents 

 Computer programs or software 

 Databases 

 Know-How 

 Biological materials, plant varieties and microorganisms 

 

Average value of the contracts for R&D and consulting (CON) in thousands of Euros with 

universities (2006-2009) 

 

For the fifth hypothesis of our study we chose this variable. It consists of the average annual 

amounts (in thousands of Euros) contract R&D and Consulting signed by the University. 

These contracts are made under the protection of Article 83 of the Universities Act and refer 

to both contracts financed through public announcements, as well as without public funding. 

 

However, note that in the year 2008 taken as an example, 68% of the funds for these 

contracts was private, compared with 32% of public funding. From another perspective, 

customers of these contracts are largely the same region (63%) and almost all (95%) are 

Spanish institutions. 
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Average revenues from technical services (SERV) in thousands of Euros to universities 

(2006-2009) 

 

The services are sales of services or works made little analysis and laboratory tests that do not 

require a contract. As noted earlier, this is not a technology transfer, however provides 

companies that outsource research services. In this sense they are an index of an alternative 

way of commercialization of research. 

 

Estimation and model specification 

 

Given the data variables available to us could have taken two different approaches. We could 

have taken the approach of panel data considering each university and year as different 

observations at different times formed from 2006 to 2009. In a second approach we can 

choose a cross-sectional data using the means of the variables chosen in the period. 

 

We opted for a cross-sectional data, i.e. each university is an observation and the period of 

study is comprised of 2006-2009. The fact that our study as more than one term is more 

appropriate, since both the creation of SOU as the other variables that we included, are 

usually the result of a process that makes up more than one calendar year. 

 

We choose the statistical treatment of a model feasible generalized least squares (FGLS). The 

GLS arise because the properties of the estimators presented verified by the simple linear 

regression model by ordinary least squares (OLS) are deficient. In other words, GLS propose 

alternative estimators verifying best properties. When the variance is not known we need to 

estimate it in advance. This type of estimators, we will call feasible generalized least squares 

(FGLS). The generic specification of this model is: 

 

For the estimate we used the statistical package GRETL. 
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Empirical analysis 

 

The main descriptive statistics, the dependent and independent variables listed in figure 4. 

During the period from 2006 to 2009 Spanish universities have created a total of 483 USO, 

which generates an annual average of 120 spin-off created and an average of 2.62 established 

by the University. However as seen in the output of GRETL on the frequency distribution, 22 

universities (almost half) have fewer than 1.47 USO created in the period, these should be 

noted that 9 of the universities (about 20%) have not created any Spin-Off in the period. 

 

Another significantly large group (34.78%) is occupied by the second line of the frequency 

distribution in half during the period chosen, created between companies SOU 1.47 to 4.41 

per year. 

 

Finally we note that a relatively small group consists of the following universities (figure 6). 

Created on average of 4.41 more university spin-off, note that the Autonomous University of 

Madrid has maintained the atypical average of 17.66   USO created annually. 

 

Figure 4. Main descriptive statistics 

Variable Source Observations Minimum Maximum Average Standard 

Deviation 

USO RedOTRI 46 0 17,667 2,6268 3,6294 

TEA Fundacion CyD 46 0 6489 1522,2 1271,4 

TTO RedOTRI 46 0 108 12,921 15,992 

PC  Fundacion CyD 46 3 2420 696,59 597,34 

PAT RedOTRI 46 0 43 10,154 9,5717 

IPE RedOTRI 46 0 20 5,038 5,3979 

LICE RedOTRI 46 0 548,25 49,68 93,704 

SERV RedOTRI 46 0 19212 1201,9 2938,9 

CON RedOTRI 46 715 75080 9905,7 12,133 
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Figure 5. Frequency distribution for the variable USO. 

Frequency distribution - USO,  

      Range           midpoint    frequency  rel     acum. 

           <  1,4722   0,00000       22     47,83%   47,83% *************** 

    1,4722 -  4,4167   2,9444        16     34,78%   82,61% ************ 

    4,4167 -  7,3611   5,8889         4      8,70%   91,30% *** 

    7,3611 -  10,306   8,8333         1      2,17%   93,48%  

    10,306 -  13,250   11,778         2      4,35%   97,83% * 

    13,250 -  16,194   14,722         0      0,00%   97,83%  

          >=  16,194   17,667         1      2,17%  100,00%  

 

Figure 6. Universities with higher average in the creation of USO 

University USO created average 

(2006-2009) 

Universidad Autónoma de Madrid 17,66 

Universitat Politècnica de Catalunya 12,75 

Universidad de Granada  11 

Universidad Politécnica de Madrid 8,75 

Universidad del País Vasco/ Euskal Herriko Unibertsitatea 6,5 

Universidad de Almería  6,25 

Universidad de Cádiz 5 

Universitat Autònoma de Barcelona 4,5 

 

Figure 7. Correlation matrix  

TEA PC TTO CON SERV PAT IPE LICE USO  

1 0,816 -0,0658 0,5343 0,2978 0,5991 0,5366 0,2327 0,3959 TEA 

 1 0,0379 0,4367 0,1958 0,5946 0,6929 0,2844 0,4626 PC 

  1 0,0915 0,1057 0,0748 0,0676 0,2045 -0,02 TTO 

   1 0,872 0,8593 0,6236 0,48 0,5482 CON 

    1 0,6674 0,3532 0,3315 0,3281 SERV 

     1 0,7783 0,5027 0,6741 PAT 

      1 0,6218 0,5932 IPE 

       1 0,2758 LICE 

        1 USO 

 

The figure above shows the correlation matrix. Confirming most expectations, the variables 

correspond to the relationship suggested in theory, except for the variable TTO (TTO 
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technical staff) having a negative and almost zero. As for the models estimated, the estimate 

obtained by the statistical package GRETL, we made the following models (Fig. 8.), Ignoring 

or omitting iteratively, according to the criteria of significance of Student's T and the P-value. 

 

Then we made an estimate including the variable TEA and we obtained the following model 

optimized according to the criteria of goodness, significance of the parameters and 

information (model 9). 

 

Figure 8. Goodness and information statistics of the tested models 

Models SSR Corrected 

R^2  

Akaike Schwarz Hannan-

Quinn 

Omitted 

variables 

model 4 165,668 0,860721 207,484 223,942 213,649   

model 5 110,614 0,884834 186,903 201,532 192,383 IPE 

model 6 110,015 0,887806 184,653 197,454 189,448 IPE, TTO 

model 7 122,119 0,956646 187,455 198,427 191,565 IPE, TTO, TEA 

model 8 128,127 0,958597 187,664 196,807 191,089 PCT,TTO,TEA, 

PC 

 

Model 9: FGLS   
46 observations 1-46 

Independent variable: USO 

 Variable coefficient      Stand. Dev.   Students T     P-value   
 Const 0,0461084 0,19338 0,2384 0,81276   
 TEA -0,000251312 0,000314092 -0,8001 0,42837   
 CON 0,000171585 7,92E-05 2,1667 0,03627 **  
 SERV -0,000683364 0,000223176 -3,062 0,00392 ***  
 PAT 0,266796 0,0540835 4,933 0,00001 ***  

 LICE -0,00976507 0,00496759 -1,9658 0,0563 *  
 Statistics based on weighted data:  
               Sum of the squares of the residues  = 122,293   
 Standard dev. of the residues  = 1,74852  
 R2 = 0,989275  

 R2 corrected = 0,987935  

 F (5, 40) = 737,933 (valour p < 0,00001)  
  Akaike = 187,52  
                                                                     Schwarz = 198,492  
 Hannan-Quinn = 191,63  
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Discussion of the results 

 

The model 9 is the one with better criteria of goodness (Corrected R) and also presents 

information criteria (Akaike, Schwarz and Hannan-Quinn) quite favourable. But the reason 

for choosing this model, omitting some of the variables proposed, is the fact that the meaning 

of the parameters in this model have a very low p-value (significant) in the variables used 

(CON, PAT SERV and LICE). The fact that we maintain the variable TEA but has a 

relatively high p-value and its value is negative for the Spin-Off, is because if we omit this 

variable, we lose in information criteria and goodness. 

 

Regarding human resources, and more specifically in the case of Teachers (hypothesis 1), we 

can see, as the correlation matrix, which has a positive relationship to the creation of SOU. 

However, in the same matrix we can see that it also comes with almost all independent 

variables used in the model except for the variable TTO. In the chosen model remains the 

variable TEA as mentioned, however this does not present significant values by Student's T 

and the P-value. 

 

As for the technical staff of research transfer offices as variable (TTO) we can see almost no 

relation with respect to the creation of USO, accompanied by a high ratio compared to the 

independent variables PAT (national patents granted) and CON (contracts R & D and 

consulting). Confirming this trend in all tested models the degree of significance by Student's 

t and the P-value, in this sense the model 9 is not included this variable, rejecting the 

hypothesis (H2) baseline. This contrasting is not without criticism as in other studies (Lockett 

& Wrigth, 2005; Rodeiro et al., 2010), the variable itself has been confirmed. Of course 

samples, and period estimation methods chosen are different.  

 

Publications and contributions (PC) have a positive relationship to creation of USO. 

However, it has high positive relationship respects to some independent variables, indicating, 

therefore, problems of correlation and in the tested models the significance of that variable is 

low. These results reject the hypothesis although initial results are consistent with research 

conducted (Rodeiro y otros, 2010). Similarly we agree with the position proposed by the 

authors mentioned that perhaps the reason is that the focus of research in Spanish universities 
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are more focused on publications, because they carry a high importance in promoting 

research and therefore, it is rather difficult to perform the same transfer on initiatives. 

 

Granted national patents (PAT) have a high ratio and direct regarding the creation of SOU, as 

the correlation matrix. The international patent extensions (IPE), as might be expected, also 

have it. However, there is a significant correlation between selected variables and, as the 

tested models, the significance of the variable PAT is superior, why omit the variable IPE for 

not providing information to the model. Patents have a significant and positive with respect to 

Spin-Off in the proposed model, as the parameter for the same, an increase of approximately 

four national patents, taking into account the analyzed period, corresponding to a spin-off 

created. It confirms the initial hypothesis (H4). 

 

Technology licensing (LICE), specifically the revenue generated from licensing of 

technology, presented as the correlation matrix, a positive and direct the creation of USO. 

However, contrasting models and model 9, we see that the licenses have a negative parameter 

in any case; the variable has a significant relationship with respect to the creation of 

university spin-off companies. We start from the idea that for technology licenses were born 

there and departed from results of farms potentially marketable and protected and that these 

licenses were an alternative to creating USO companies, the hypothesis (H5) is confirmed by 

the contrast model. 

 

About contracts for R&D and consulting (CON) measured value of contracts signed, we 

assume that they have a direct positive relationship held both in the correlation matrix as in 

the contrast model. This confirms the initial hypothesis (H6) and we can deduce that it 

corresponds to this trend that there are contracts for R&D; previously there are some research 

results potentially exploitable.  

 

The existence of a high turnover in R&D contracts and consulting, indicates a positive 

University-Industry relationship and therefore the propensity for creating and Spin-Off by the 

University so is. According to the proposed model we can calculate that for every 

approximately six million of university procurement amount corresponds the creation of a 

USO. 
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In the line of reasoning that the assumptions on technology licensing, also placed the 

hypotheses related technical services undertaken as an alternative to the creation of USO. In 

this case we used as a variable to compare the revenue generated by the University's 

provision of technical services. As noted earlier, the technical services are not a technology 

transfer, but try to work on smaller-scale analysis, however if they involve a sale of research 

results.  

 

In the first instance involve a positive relationship to the creation of USO, however in the 

final model, the parameter indicates a negative but significant with respect to the Spin-Off 

(confirming the initial hypothesis 7). This negative relationship indicates that technical 

services can be considered an alternative way of transferring knowledge about the USO, i.e., 

although the contribution of technology is not high, these same services could be performed 

by USO because they are recurrent.  

 

To summarize we can set the following figure, in contrast to the assumptions of our 

theoretical model. 
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Figure 9. Hypothesis testing 
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Conclusions, limitations and future research 

 

Conclusions 

 

In a society where knowledge and information are important actors in development, it is easy 

to see the important role and commitment of the third mission of the university. Knowledge is 

a source of competitive advantage (Grant, 1996) and thus creates wealth. 

 

In a changing environment where it is increasingly frequent crises and stagnation of the 

economy, both micro and macro level, the wealth of the business and increasing 

competitiveness through knowledge generation, is a key factor. The generation and transfer 

of this knowledge is a relatively complex process that depends on the interaction between 

innovation actors. 

 

This can only be done in an effective way based on a regulatory framework that fosters an 

entrepreneurial culture and synchrony in the relations between universities and industry. 

Individuals, companies, regions and economies achieve more strength and flexibility the 

research process and knowledge transfer may reach sustainable competitive advantages and 

generate wealth, understanding the wealth not only economic benefits but also as industrial 

enrichment. 

 

The USO are a way of channelling the transfer of knowledge, have very unique 

characteristics that constitute a bridge and feedback mechanism between the University and 

the Market. These companies promote very desirable direct effects on the economy and its 

environment: create high quality jobs, demand and supply services previously unavailable or 

unusual, or implied or indirect cause effects such as indirect jobs and the possible effect of 

imitation or entry new competitors. Moreover, the existence and visibility of USO as an 

alternative to transfer knowledge provide an image to the University and their environment, 

connecting companies with the knowledge gained. 

 

We understand that different routes of transfer of knowledge assume the existence of research 

results that can be exploited commercially. We believe that some of these results are 

protected via patents and that they are an indicator of the same. Our empirical analysis 
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indicates a significant positive relationship between the protection of knowledge (in this 

paper represented by patent grants) and the creation of technology-based companies. 

 

The R&D contracts established under the protection of Article 83 are positively related with 

respect to the Spin-Off, this ratio tells us how old are the intersections that are established 

between the University and the Market in the form of contracts, as a result we obtain a greater 

propensity for these relationships are established continuously be a way to create technology-

based companies. 

 

We can interpret the capitalization via licensing of technology and services as an alternative 

means of transfer of knowledge regarding the creation of USO. Our paper has contrasted that 

there is a significant negative relationship between these pathways of transfer with respect to 

the creation of USO. But we insist that the normative form of knowledge transfer pathways is 

not exclusive and in many cases they can be complementary. 

 

In summary we believe that despite the complexity of the innovation system, there is a strong 

interrelationship between forms of knowledge transfer regarding the creation of USO and 

depends on the agents of the system to promote synergies between different transfer paths to 

facilitate the process. 

 

Limitations and future research 

 

We have performed in this work an empirical approach to the creation of university spin-off 

from a framework of aspects of the university and more specifically of technology transfer. 

We used secondary data for the development of our paper, since it does not have planned to 

perform field work; we can say that at all times our approach has been subject to it because of 

the relative ease of obtaining secondary data. 

 

A future research line would repeat this study incorporating variables by targeting areas of 

study and try to collect primary information. We intend to address issues that we have not 

covered in depth as the academic entrepreneur, incubator structures and capital structures of 

the Spin-Off. 
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Derived from the data collection form (secondary) and the deepening of some important 

aspects, we should mention that future research would expect the inclusion of approaches, 

assumptions and other variables, including some aspects of which part has already addressed 

in the literature as how to incubation of Spin-Off, expenditure on R&D in the universities. 

 

 

 

BIBLIOGRAPHY 

 

Aceytuno Pérez, M. & Cáceres Carrasco, F., 2009. Elementos para la elaboración de un 

marco de análisis para el fenómeno de las Spin-offs Universitarias. Revista de Economía 

Mundial, 23, pp.23-52. 

Agrawal, A. & R., H., 2002. Putting Patents into Context: Exploring Knowledge Transfer 

from MIT. Management Science, pp. 44-60. 

Araújo, M. et al., 2005. Spin-Off" Acadêmico: criando riquezas a partir de conhecimento e 

pesquisa. Quimica Nova, 28(Suplemento), pp.26-35. 

Audretsch, D., 1995. Innovation and Industry Evolution. Cambridge, MA: MIT Press. 

Audretsch, D., 1998. Agglomeration and the location of innovative activity. Oxford Review of 

Economic Policy, 14(2). 

Audretsch, D. & Feldman, M., 1996. R&D Spillovers and the Geography of Innovation and 

Production. The American Economic Review, pp. 630-640. 

Autio, E., 1997. New technology-based firms in innovation networks symplectic and 

generative impacts. Research Policy, 26, p.263–281. 

Benner, M.Y.S.U., 2000. Institutionalizing the Triple Helix: Research Funding and norms in 

the Academic System. Research Policy, 29, pp.291-301. 

Beraza Garmendia, J. & Rodríguez Castellano, A., 2010. Factores Determinantes de la 

Utilización de la utilización de las Spin-off como mecanismo de transferencia de 

conocimientos en las universidades. Investigaciones Europeas de Dirección y Economía de la 

Empresa, 17(2), pp.115-35. 

Braczik, H., Cooke, P. & Heidenreich, M., 1998. Regional Innovation Systems. The Role of 

Governances in a Globalized World. London: UCL Pres. 

Bray, M. & Lee, J., 2000. University Revenues from Technology Transfer: Licensing Fees vs 

Equity Positions. Journal of Business Venturing, 15(5/6), pp.pp. 385-392. 



38 

 

Carayannnis, E.E.K.K.A.M., 1998. High technology spin-offs from government R&D 

laboratories and research universities. Technovation, 18(1), pp.1-11. 

Castells, M.y.H.P., 1994. Technopoles of the world. The making of twenty-first century 

industrial complexes. Routledge, Londres. 

Clark, B., 1998. The Entrepreneurial University: Demand and Response. Tertiary Education 

and Management, 4(1), pp.5-16. 

Clarysse, B. et al., 2005. Spinning-out New Ventures: A Typology of Incubation Strategies 

from European Research Institutions. Journal of Business Venturing, 20, pp.183-216. 

Cohen, W.M.y.L.D., 1990. Absortive capacity. A new perspective on learning and 

innovation. Administrative Science Quarterly, 35, pp.128-52. 

Cohen, W.M. & Nelson, R.R.y.W.J., 2002. Links and Impacts: The Influence of Public 

Research on Industrial R&D. Management Science, 48( 1), pp.1-23. 

COMISION EUROPEA, 2002. European Competitiveness Report. Bruselas: Entreprise 

Directorate-General. 

Cooke, P., 1998. Regional Innovation System. An Evolutionary Approach. In Braczyk, 

P.C.y.R.H. Regional Innovation Systems. London: UCL Press. 

Cooke, P. & Morgan, K., 1993. The Network Paradigm: New Departures in Corporate. (11), 

pp.543-64. 

Cooper, A., 1971. Spin-offs and technical entrepreneurship. IEEE Transactions 

onEngineering Management, EM-18(1), pp. 2 - 8. 

COTEC, 1998. El sistema español de innovación, diagnóstico y recomendaciones. (Libro 

Blanco). Madrid: COTEC. 

COTEC, 2002. Informe COTEC 2002. Tecnología e innovación en España. Madrid: COTEC. 

COTEC, 2005. Transferencia a las empresas de la investigación universitaria. Descripción 

de modelos europeos. Madrid: Fundación COTEC. 

Dahlstrand, A., 1997. Entrepreneurial spinoff enterprises in Goteborg, Sweden. European 

Planning Studies, 5(5), pp.659-74. 

Davenport, S., Carr, A. & Bibby, D., 2002. Leveraging Talent: Spin-off Strategy at Industrial 

Research. R&D Management, 32(2), pp.241-54. 

Degroof, J. & Roberts, E., 2004. Overcoming Weak Entrepreneurial Infrastructure for 

Academic Spin-off Ventures. Journal of Technology Transfer, 29, pp.327-52. 

Di Gregorio, D. & Shane, S., 2003. Why do Some Universities Generate More Start-Ups than 

Others. Research Policy, 32, pp.209-27. 



39 

 

Djokovic, D.y.S.V., 2007. Spinouts From Academic Institutions: A Literature Review with 

Suggestions for Further Research. Journal of Technology Transfer, Online First,DOI 

10.1007/s10961-006-9000-4.. 

Dolfsma, W., Leydesdorff, L. & Panne, G.V.d., 2005. measuring the knowledge base of an 

Economy in terms of Triple-helix Relations among Tecnology, Organization and Territory. 

Druilhe, C. & Garnsey, E., 2004. Do academic spin-outs differ and does it matter? Journal of 

Technology Transfer, 2, p.269– 285. 

Ericson, R. & Pakes, A., 1995. Markov-Perfect industry dinamics: A framework for empirical 

work. Review of Economic Studies, 62(1), pp.53-82. 

Etzkowitz, H.Y.L.L., 1997. Universities and the Global Knowledge Economy - A Triple Helix 

of University-Industry-Government Relations. London: Pinter. 

Etzkowitz, H., 2003a. Research groups as ‘quasi-firms’: the invention of the entrepreneurial 

university. Research Policy, 32, pp.109-21. 

Etzkowitz, H., 2003. Triple Helix: A Manifesto for Innovation, Incubation and Growth. 

Estocolmo: SNS Press. 

Etzkowitz, H.W.A., Gebhardt, C. & Cantisano, B., 2000. The future of the university of the 

future: Evolution of ivory tower to entrepreneurial paradigm. Research Policy, 29, pp.313-30. 

Etzkowitz, H. & Klofsten, M., 2005. The innovating region: toward a theory of knowledge-

based regional development. R&D Management, 35(3), pp.243-55. 

Etzkowitz, H., Webster, A. & Healey, P., 1998. Capitalizing knowledge: new intersections of 

industry and academia. Suny Press. 

Fernández, E.y.B.J., 2001. Factores determinantes en la creación de pequeñas empresas: una 

revisión de la literatura. Papeles de Economía Española, (89/90), pp.322-42. 

Fernández, J., Trenado, M., Ubierna, A. & Huergo, E., 2007. Las Nuevas Empresas de Base 

Tecnológica y la Ayuda Pública: Evidencia para España. Economía industrial, 363, pp.161-

77. 

Franklin, S., Wright, M. & Lokett, A., 2001. Academic and Surrogate Entrepreneurs in 

University Spin-Out Companies. Journal of Technology Transfer, 26(1/2), pp.127-41. 

Freeman, C., 1988. Japan: A New National System of Innovation. In al., D.e. Technical 

Change and Economic Theory. London: London: Pinter. pp. 330-348. 

Geuna, A., 1999. The economics of knowledge production. Funding and the structure of 

university research. Cheltenham: Edward Elgar. 

González, M. & Álvarez, G., 2005. Pautas de creación de spin-offs en las universidades 

españolas. In VII Congreso Nacional de Economía. A Coruña, 2005. 



40 

 

González, O. & Alvaréz, J., 2006. Las Spin-Off en la Estrategia de transferencia de 

Conocimientos de las Universidades Españolas. In XII Jornadas de la Asociación de 

Economía de la Educación., 2006. 

Grandi, A. & Grimaldi, R., 2003. Exploring the Networking Characteristics of New Venture 

Founding Teams. Small Business Economics, 21(4), pp.329-41. 

Grant, R., 1996. Toward a knowledge-based theory of the firm. Strategic Management 

Journal, 17. 

Hausman, J. & McFadden, C., 1984. Specification test in econometrics. Econometrica, 52, 

pp.1219-40. 

Henderson, R., Jaffe, B. & Trajtenberg, M., 1988. Universities as a Source of Commercial 

Technology: A Detailed Analysis of University Patenting, 1965-1988. The Review of 

Economics and Statistics, 80( 1), pp.119-27. 

Hergarty, C., 2006. It´s not an exact science: teaching entrepreneurship in Northern Ireland. 

Education + Training, 48(5), pp.322-35. 

Jovanovic, B., 1994. Entrepreneurial choice when people differ in their management and 

labor skills. Small Business Economics, 6(3), pp.185-92. 

Junquera, B., González, J. & Sánchez, E., 2007. Ósmosis Tecnológica en la Torre de Marfil. 

Universia Business Review, Segundo Trimestre. 

Katz, D. & Kahn, R., 1977. Psicología social de las organizaciones. México: Trillas. 

Klepper, S., 1996. Entry, exit, growth and innovation over the product life cycle. American 

Economic Review, 86(3), pp.562-83. 

Levie, J., 1999. The University and the Start-Up: Lessons from the Past Two Decades. 

Journal of Technology Transfer, 30(1-2), pp.49-56. 

Leydesdorff, L. & Meyer, M., 2003. The Triple Helix of University-IndustryGovernment 

Relations: Introduction to the Topical Issue. Scientometrics, 58(2), pp.191-203. 

Lockett, A. & Wrigth, M., 2005. Resources, Capabilities, Risk Capital And The Creation of 

University Spin-Out Companies. Research Policy, 34(7), pp.1043-57. 

Lowe, R., 2002. Invention, Innovation, and Entrepreneurship: The Commercialization of 

University Research by. 

Luc, D. & Filion, L.J., 2002. Rapport de Recherche. Essaimage d’entreprises Classiques. 

1998-2001. Cahier de Recherche, Montreal, École des Hautes Études Commerciales (HEC), 

(2002-11). 

Lundvall, B., 1992. National Systems of Innovation. Towards a Theory of Innovations and 

Interactive Learning. London : London: Pinter. 



41 

 

Mansfield, E., 1991. Academic Research and Industrial Innovation. Research Policy, 20(1). 

Markman, G.D. & Gianiodis, P.T.y.P.P.H., 2008. Full-Time Faculty or Part-Time 

Entrepreneurs. Transactions on Engineering Management, 55(1), pp.29-36. 

Martínez, J., 1995. Información y documentación en el Plan Nacional de I+D. Boletín de la 

ANABAD, 45(1), pp.107-43. 

Mcqueen, D. & Wallmark, J., 1991. University Technical Innovation: Spin-offs and Patents, 

in Göteborg,Sweden. In Brett, A.M.G.D.V.y.S.R.W. University Spin-off Companies, 

Economic Development, Faculty Entrepreneurs, and Technology Transfer. Maryland: 

Rowman & Littlefield Publishers, Inc. 

Menck, A. & Oliveira Filho, J., 2008. Alternativas de implantação para novas empresas de 

base tecnológica. In XIX Congresso Latino americano y del Caribe Sobre Espiritu 

Empresarial. Brasil, 2008. 

Mendes Constante, J., 2011. Um estudo de casos em pequenas e médias empresas brasileiras 

de base tecnológica. 

Merino, C.V.L., 2007. Factores de éxito en los procesos de creación de empresas de base 

tecnológica. Economía Industrial, 366, pp.pp. 147-167. 

Montañez, B.Y., 2006. Factores condicionantes de la creación de spin-off universitarias: un 

estudio exploratorio. In III Jornada de Pre-comunicaciones a Congresos de Economía y 

Administración de Empresas. Barcelona, 2006. 

Muegge, S., 2004. Corporate Ventured Technology Spin-offs: A Grounded Theory of 

Decision and Resource Environments. ISBN: 061289858X. Disponível em: 

http://www.carleton.ca/~callahan/muegge2004.pdf. 

Mustar, P., 1997. Spin-off enterprises. How French academics create hi-tech companies: the 

conditions for success and failure. Science and Public Policy, 24, pp.37-40. 

Ndonzuau, F., Pirnay, F. & Surlemont, B., 2002. A stage model of Academic spin-off 

creation. Technovation, 22, pp.281-89. 

Nelson, R., 1993. National Innovation Systems. Oxford University Press. 

Nlemvo Ndonzuau, F.P.F.y.S.B., 2002. A Stage Model of Academic Spin-off Creation. 

Technovation, 22, pp.281-89. 

O’Gorman, C. & Byrne, O.y.P.D., 2008. How Scientists Commercialise New Knowledge via 

Entrepreneurship? Journal of Technology Transfer, 33(1), pp.22-34. 

O’Shea, R., Allen, T., Chevalier, A. & Roche, F., 2005. Entrepreneurial Orientation, 

Technology Transfer and Spinoff Performance of U.S. Universities. Research Policy, 34(7), 

pp.1994-009. 



42 

 

OECD, 1999. OECD: University Research in Transition. Paris: OECD Publications. 

Okubo, Y.S.C., 2000. The Changing Pattern of Industrial Scientific Research Collaboration 

in Sweden. Research Policy, 29, pp.81-98. 

Ortín, P.S.V.T.M.V.F., 2008. La creación de Spin-off universitarios en España: 

Características, determinantes y resultados. Economía Industrial, 368, pp.79-95. 

Parra Requena, G., García Villaverde, P. & Jimenez Moreno, J., 2008. Competición y 

Ventaja Competitiva en los distritos industriales. Investigaciones europeas de Dirección y 

Economía de la Empresa, 14(1), pp.85-102. 

Pérez, M. & Bañez, M., 2008. La creación de Spin-Off Universitarias: el Caso de la 

universidad de Huelva. Economía Industrial, 368, pp.97-111. 

Pirnay, F., 2001. La valorisation économique des résultats de recherche universitaire par 

création d'activités nouvelles (spin-offs universitaires) : Propositions d'un cadre procédural 

d'essaimage. 

Pirnay, F.S.B. & Nlemvo, F., 2003. Towards a typology of university spin-offs. Small 

Business Economics, 21, p.355–369. 

Roberts, E., 1991. Entrepreneurs in high technology Lessons from MIT and beyond. Oxford: 

Oxford University Press. 

Roberts, E.M.D., 1996. Policies and structures for spinning off new companies from research 

and development organization. R&D Management, 26(1), pp.17-48. 

Rodeiro, D., Fernández, S., Otero, L. & Rodríguez, A., 2010. Factores Determinantes de la 

Creación de Spin-Off Universitarias. Revista Europea de Dirección y Economía de la 

Empresa, 19(1), pp.47-68. 

Rodeiro, D.F.S.O.L.&.R.A., n.d. Determinants of university spin-offs: An empirical analysis 

of the Spanish case. [Online] Available at:  HYPERLINK 

"file:///C:\\Users\\MINAMI\\Dropbox\\@PROJECTS\\DEA\\Disponible%20en%20http:\\ssrn

.com\\abstract=1033520" Disponible en http://ssrn.com/abstract=1033520.  

Rogers, E., 1995. Diffusion of Innovations. New York: Free Press. 

Rogers, E., Takegami, S. & Yin, J., 2001. Lessons Learned About Technology Transfer. 

Technovation, 21, pp.pp. 253-261. 

Rosemberg, N. & Nelson, R., 1994. American Universities and Technical Advance in 

Industry. Research Policy, 23. 

Rothaermel, F.T., Agung, S.D. & Jiang, L., 2006. University Entrepreneurship: A Taxonomy 

Of The Literature. In Technology Transfer Society Conference. Atlanta, 2006. 

Rothwell, R. & Zegveld, W., 1985. Reindustrialization and Technology. London: Longman. 



43 

 

Rubiralta, M., 2004. Transferencia a las empresas de la investigación universitaria. 

Descripción de los modelos europeos. Fundación Cotec para la Innovación Tecnológica. 

Saxenian, S., 1994. Regional Advantage, Culture and Competition in Silicon Valley and 

Route 128. Cambrigde: Harvard University Press. 

Schulte, P., 2004. The Entrepreneurial University: A Strategy for Institutional Development. 

Higher Education in Europe, 29(2), pp.187 - 191. 

Schumpeter, J., 1934. The theory of economic development. Cambridge: Harvard University 

Press. 

Schumpeter, J., 1991. The economics and sociology of capitalism. Princeton: Princeton 

University Press. 

SEGAL QUINCE WICKSTEED, 1990. The Cambridge Phenomenon: The Growth of High. 

2ª ed. Cambridge. 

Shane, S., 2002. Executive Forum: University Technology Transfer to Entrepreneurial 

Companies. Journal of Business Venturing, (17), pp.537-52. 

Shane, S., 2004. Encouraging University Entrepreneurship? The Effect of the Bayh-Dole Act 

on University Patenting in the United States. Journal of Business Venturing, 19, pp.127-51. 

Sheen, D., 1992. Barriers to scientific and technical knowledge acquisition in industrial 

R&D. R&D Management, 22, pp.135-43. 

Siegel, D., Waldman, D., Atwater, L. & Link, A., 2003. Commercial Knowledge Transfers 

from Universities to Frms: Improving the Effectiveness of University-Industry Collaboration. 

Journal of High Technology Management Research, 14, pp.111-33. 

Solé, F., 2002. Creación de Empresas de Base Tecnológica y desarrollo territorial. El rol de la 

universidad. In Artetxe, I., Ibarrondo, M., de Marta, E. & Sansinenea, J.y.Z.J. Creación y 

gestión de Nuevas Empresas de Base Tecnológica. Reflexiones y propuestas. Experiencias en 

el País Vasco. Zamudio. pp. 142-148. 

Stankiewicz, R., 1994. Spin-off companies from universities. Science and Public Policy, 

21(2), pp.99-10. 

Steffensen, M., Rogers, E. & Speakman, K., 2000. Spin-offs from research centers at a 

research centers at a research university. Journal of Business Venturing, 15(1), pp. 93-111. 

Teece, D., 1998. Capturing value from knowledge assets. The new economy, markets for 

know-how, and intangible assets. California Management Review, 40(3). 

Teece, D., 2000. Strategies for managing knowledge assets: the role of firm structure and 

industrial context. Long Range Planning, 33. 



44 

 

Thierstein, A. & Wilhelm, B., 2000. Hoschulen als impulsgeber für die regionale 

Entwicklung. In Thierstein, A., Bieger, T. & Schedler, K. Die lernende Region. Regionale 

Entwicklung durch bildung. Zurich: Verlag Rügger. 

Thursby, J.y.T.M., 2002. Who is Selling the Ivory Tower? Sources of Growth in University 

Licensing. Management Science, 48(1), pp.90-104. 

Timmons, J., 1994. New Venture Creation: Entrepreneurship on the 21st Century. United 

States of America: Library of Congress Cataloguing in Publication Data. 

Tsai, W., 2001. Knowledge transfer in intraorganizational networks: effects of networks 

position and absorptive capacity on business innovation and performance. Academy of 

Management Journal, 44( 5). 

Tübke, A., 2005. Success factors of corporate spin-offs. New York: Springer 

Science+Business Media. 

Veciana, J., 1999. Creación de empresas como programa de investigación científica. Revista 

Europea de Dirección y Economía de la Empresa, 8(3), pp.11-36. 

Vohora, A.W.M.y.L.A., 2004. Critical Junctures in the Development of University High-tech 

Spinout Companies. Research Policy, 33, pp.147-75. 

Williams, F. & Gibson, D., 1990. Technology transfer: a communication perspective. Estados 

Unidos: Sage Publications. 

 

 



THE CREATIVITY OF SOCIAL MEDIA ON SMES 

BRAND BUILDING 

Tak Ming, Eric LAM, Hong Kong Polytechnic University, ericlam0710@gmail.com or mslam@polyu.edu.hk 

Summary 

Social media are online applications, platforms and media which aim to facilitate interactions, 

collaborations and the sharing of content (Richter & Koch, 2007). By conducting the 

questionnaires research with marketers in the event marketing industry, using the Brand 

Resonance Model ( 5A's Model ) (Keller, 2010) related with SMM activities, we would like 

to investigate the correlation on the effects of SMM activities on brand equity. Based on the 

literature review on drivers of brand equity and social media in SMEs, we expect that there 

will be positive relationship between SMM activities with those five constructs of brand 

resonance.  

The potential interviewees are SMEs company members of Hong Kong Exhibition & 

Convention Industry Association (HKECIA). Currently there are 108 numbers in HKECIA. 

The potential interviewees are companies joining the exhibitions and events. The 

questionnaires will be sent through social media sites or direct email account to potential 

interviewees. 

 

Introduction 

Social media are online applications, platforms and media which aim to facilitate interactions, 

collaborations and the sharing of content (Richter A, Koch M. 2007). In Asia, there are more 

and more organizers of events, trade shows and public exhibitions using social media 

marketing (SMM) to promote awareness and reputation of their events and also to enhance 

the engagement of exhibitors and visitors on sharing information, professional comments and 

event planning. It seems that most marketers in events marketing industry know the 

importance of social media activities, however there is no in-depth study for the impact of 

creativity social media activities on the brand equity for SMEs.  

Social media can have a dramatic impact on brand's reputation for SMEs (Kim AJ, Ko E. 

2010a). With significant number of consumers pass along the message to other online users, a 

clear and good brand image is very important to maintain the brand equity when the 

messages are passing along millions of users to users. Remember marketers are not full 

control the flow of message along social media channel. Therefore, it is very important for 

marketers to understand what are the factors influencing the brand equity in social media 

marketing activities for SMEs. 

One commonly used definition of customer equity is “the sum of lifetime values of all 

customers” (Rust RT, Zeithamal V.A, & Lemon K, 2004). Customer lifetime value (CLV) is 

affected by revenue and by the cost of customer acquisition, retention and cross-selling. It is 

made up of three components value equity, brand equity and relationship equity. The 

important of customer equity is that customers who are selected on the basis of their lifetime 

value provide higher profits in future periods than other customer-based metrics (Kumer V, 

Reinartz W. & Thomas J, 2004). 



However, it largely ignores some of the important factors of creating a strong brand for SMEs, 

such as attracting higher quality employees, eliciting stronger support from channel and 

supply chain partners, creating growth opportunities through line and category extensions and 

licensing, and so on. It tends to be less prescriptive about specific marketing activities beyond 

general recommendations toward customer acquisition, retention, and cross-selling. It does 

not always fully account for competitive response nor does it fully account for social network 

effects, word of mouth (WOM), and customer-to-customer recommendations. It also can 

overlook the option value of brands and their potential impact on revenues and costs beyond 

the current marketing environment. However, it provides less practical guidance for specific 

marketing activities in SMEs (Keller K.L 2008). 

Event Organizers applying SMM activities as a middleman to match up exhibitors and buyers 

in virtual market place as well as in fair ground, the phenomenon of many China Hong Kong 

SMEs and events web sites adding the social media like Facebook, Twitter, Linkedin and 

Weibo to enhance consumers engagement. SMM is the hybrid platform with functionality of 

marketing communication and channel marketing. By applying the model of brand resonance 

to measure the effectiveness of SMM as integrated marketing tool, it provides a more clear 

correlation between SMM and brand equity through the measuring the effect of brand 

resonance on SMM activities. 

By conducting the questionnaires research with marketers in the event marketing industry, 

using the Brand Resonance Model ( 5A's Model ) ( Keller K.L. 2010) related with SMM 

activities, we would like to investigate the correlation on the effects of SMM activities on 

brand equity. The factors analysis will be using five constructs of 5A's model including brand 

awareness, brand attachment, brand associations, brand attitudes and brand activity with 

related to SMM activities.  

Base on the literature review on drivers of brand equity and social media in SMEs, we expect 

that there will be positive relationship between SMM activities with those five constructs of 

brand resonance. There will be an ultimate positive impact on brand equity by SMM 

activities.  
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Base on the questionnaires set, 450 samples will be collected to stakeholders in event 

marketing industry. The potential interviewees are SMEs company members of Hong Kong 

Exhibition & Convention Industry Association (HKECIA). Currently there are 108 numbers 

in HKECIA. The potential interviewees are companies joining the exhibitions and events. 

The questionnaires will be sent through social media sites or direct email account to potential 

interviewees.  

Key words: social media, SME, brand building, creativity and brand resonance model 
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Summary: This study analyses the conditions prompting university-employed scientists to get 

engaged in knowledge transfer activities, defined as the sum of up to 14 different activities like 

patenting, publications or education of students and PhDs for example. The academic disciplines 

in the life sciences are the setting for our empirical analysis. Using OLS regressions to analyse a 

unique data set of 254 researchers in Germany and Switzerland, the study provides strong 

evidence that the scientists are engaged in more knowledge transfer activities if they balance 

their working time with respect to their potential fields of activities and responsibilities. 

Moreover, the scientists are also engaged in more knowledge transfer activities if the private 

sector as well as the public sector supports research and development activities.  
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INTRODUCTION 

Transfering knowledge out of academia into the commercial arena is seen as one of the most 

important factors which generates innovation and economic growth (e.g. Arvanitis, Sydow and 

Wörter, 2005; Shane 2004; Stephan, 1996). Consequently, Governments of highly industrialized 

countries encourage universities and their academic scientists to become more active in 

transfering their knowledge from the academia into the public (OECD 2005). Universities, for 

instance, are advised to make their research activities more applicable. That is - aside from using 

the traditional ways of transfering their knowledge (e.g. via papers, conferences and 

presentations or consulting) – universities should recommend their academic scientists to seek 

more and closer cooperation with commercial partners and, for example, increase 

commercialization through patenting or licensing of their research results or by participating in 

academic spin-offs (Stuart and Ding, 2006; Schmoch, 2003). Thus - besides the traditional 

creation and transmission of knowledge (e.g. through research and teaching) - transfering and 

commercializing academic knowledge and technology is seen these days as the third “new” 

assignment to researchers (Powers, 2000, BMBF 2006).  

However, especially in Europe academic scientists are said to neglect the transfer and 

commercialization of academic knowledge and technology (Moog and Hanny, 2009; DIW, 

2004). Thus - given the potential contribution and value of knowledge transfer and 

commercialization to the national economy and society - it is important to shed more light on the 

specific factors which influence the decision of academic scientists to get engaged in knowledge 

transfer activities on the micro level.  

This paper at hand deals with the antecedents of knowledge transfer activities in the academic 

life sciences in Germany and Switzerland. In particular, this paper examines how specific factors 

influence more knowledge transfer activities (i.e. a higher number of such activities). The 

analysis focuses on life sciences because life sciences are regarded as one of today's main driver 

of knowledge-based economies (Thumm, 2003). Moreover, life sciences can be seen as a  bundle 

of research areas with a strong interdisciplinary focus which deal with the application of 

scientific findings in modern biology, chemistry and other areas. Thus, the aspect of continuous 

and rapid innovation, knowledge transformation and commercialization plays a crucial role in 

this field of research.  
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The rest of the paper is structured as follows: In the next section, we briefly discuss the principal 

findings of previous studies relating to our research question and outline a conceptional 

framework for our empirical analysis. Then, we test our propositions using multivariate analysis. 

Finally, we conclude with a discussion of our main results, some limitations of our analysis and 

questions for future research. 

LITERATURE 

In research literature, there are two definitions of knowledge transfer activities which are 

applicable to the field of academic research: 1) Knowledge transfer in a broader sense which 

includes all interactions between universities/the research arena and the economy supporting 

knowledge building, knowledge sharing and realization of knowledge into innovations regardless 

if this happens through teaching in tertiary education or start-ups. Knowledge transfer in this 

sense ranges from traditional ways of transfer up to new forms of transfer (Zinkl and Binet, 

1997; Schmoch, 2003). 2) Knowledge transfer in a strict sense which focuses on the cooperation 

between universities and companies by exchanging research results to generate innovative 

products and services for the economy, mostly defined as patents and licenses (Hotz-Hard, Grunt 

and Reuter-Hofer, 2005) (cf. table 1). 

When dealing with knowledge transfer activities, concepts of measurement have to be discussed. 

For example, One body of research focuses on the technical and institutional features of this 

term. Synonyms used here are "codified" or "explicit". The other body of research, in contrast, 

concentrates on the informal aspect of the construct. Synonyms used here are "non-codified" or 

"implicit". Accordingly, the first body of research concentrates more on patents and licensing 

activities, while the latter body of research embraces all other forms. Moreover, in the Anglo-

Saxon countries, research uses a more codified concept knowledge transfer, whereas in the 

European debate non-codified knowledge is seen as important for knowledge transfer activites. 

Accordingly, European studies emphasize the effects of environmental features on knowledge 

transfer activities. The majority of the Anglo-Saxon studies, in contrast, focus on the the impact 

of (financial) incentives on knowledge transfer (Lach and Schankerman 2003). However, the 

focus seems to be shifting away from a technical and institutional towards a more knowledge-

based informal understanding of the term.  
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Tabelle 1: Kinds of Knowledge and Technology Transfer 

Forms of transfer Specific aspects of transfer 

„Traditional forms of knowledge transfer“ ∑  Teaching  

   - Education and Continuing education 

   - Lectures of practitioners 

   - Master Thesis, Doctor Thesis (PhD) 

   - Workshops, Seminars 

 ∑  Publications 

 ∑  Research collaboration 

 ∑  Conferences 

  

—Hybrid forms of transferÏ ∑  Reviews, expertises 

 ∑ Staff outflow (change of employer)  

 ∑ Contribution to committees, boards,    

  commissions 

 ∑ Demonstration (experiments/research 

results) 

 ∑  Visitations 

 ∑  Calls and meetings 

 ∑  Presentations/booth at fairs 

 ∑  Informal Meetings 

  

—New/modern forms of knowledge transfer" ∑ Contract research 

 ∑  Consultancy 

 ∑  Shared usage of equipment 

 ∑  Exchange of personnel; recruiting  

   service/placement 

 ∑  Patents 

 ∑  Licences 

 ∑  Spin-Offs 

 ∑  Start-ups 

 ∑  Scientific Sponsoring  

 ∑  Contribution to internet-Forum/Platforms 
Source: Zinkl/Binet (1997: 17); Schmoch (2003: 344). 

 

Studies primarily analyzing the technical and institutional knowledge transfer, reveal the 

following relationships: Friedman and Silbermann (2003) investigate knowledge transfer 

activities and show that the higher the monetary share that is distributed to the departments in the 

case of licensing or a patent sale the higher the number of licenses and royalty income generated. 

Using data of individual researchers working in 102 American universities in the years 1991-

1999,  Lach and Schankerman (2003) find a positive correlation between the percentage of the 

amount of the payment of royalties to the researchers and the corresponding total by the 

university licensing income. Hatt (2006), however, could not find any evidence for such a 
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relationship for Switzerland (see also Lam, 2010 and 2011), That is, researchers at Swiss 

universities do not show an increase in patent numbers when universities increased the share of 

licence royalties. Hatt concludes that a stronger informal perspective should be chosen when 

analysing knowledge transfer actvities in Switzerland. Consequently, the following studies try to 

explain the knowledge-based informal knowledge transfer based on supportive structures or 

networks. Schroeder et al. (1991) for example can show that the transfer of technology and 

knowledge from researchers to industry is mostly based on communication and personal as well 

as institutional networks. Other studies show that especially the transition of master and PhD 

students from the university into the business world (as employees) is the most efficient 

mechanism of knowledge transfer, followed by co-coaching of master and PhD theses (Schmoch, 

2003; Schartinger, Schibany and Gassler, 2001). The share of research contracts as well as 

collaborations in knowledge transfer seems to be much smaller in impact than the first two 

mechanisms of transfer (see for example: Lambert Report, 2003; Lessmann and Rossner, 2004). 

Also, case studies from Germany emphasize the importance of informal (personal) contacts in 

contrast to codified transfer (e.g. Schroeder, Fuhrmann and Heering, 1991; Becker, 1993; 

Kuttruff, 1994; Bauer, 1997; Blume and Fromm, 2000; Kassel and Börensen, 2006). Salter et al. 

(2000) show that more than half of the surveyed companies name universities as main source of 

innovation and ideas. Due to the fact that less than ten percent of these companies actually 

generate knowledge transfer by formal relationships, the authors argue that informal networks 

must be much more important and thus research has to focus on informal knowledge transfer as 

well as their impact factors. Accordingly, the OECD study on knowledge transfer (OECD, 2002) 

shows that knowledge transfer activities are rarely generated by formal contracts and quite often 

generated by informal contacts and non-codified ways of collaboration. Moreover, Siegel et al. 

(2002) show that for the case of American universities that the number of licensing agreements 

and, consequently, the level of royalties (as an indicator for knowledge transfer) is increased if 

the private sector supports research and development activities (i.e. contract research, donations 

or equipment funding). Thursby et al. (2001), who measure knowledge transfer by the number of 

licenses and patents as well as the amount of the license royalties and third-party-funds, show 

that all these output indicators rise with higher numbers of employees in the research laboratory 

or the department. Shane (2003) as well as Meyer (2003: 107) emphasize that university spin-

offs play an important role in knowledge transfer activities and, thus, economic value creation. 

Such an establishment will be operated by academics as an ancillary activity (sideline job) to 
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their actual research. However, these academic entrepreneurs often lack practical experience 

(Franklin et al., 2001). Yet, a  supportive infrastructure (e.g. technology transfer office) can 

foster successful spin-offs as the results of Radosevich (1995) and Shane (2003) show.  

In sum, these results reveal two main effects on the different kinds of knowledge transfer 

activites: First, the effect of environmental and institutional structures; and second, the effect of 

(institutional) incentives. However, a debate is ongoing about the precise mechanisms by which 

these effect are produced and our knowledge about the underlying processes are still somewhat 

limited. On the whole, most studies use aggregated data (i.e. on the level of faculties, 

departments or universities).  Studies based on individual data (i.e. the level of the academic 

researcher) are quite rare. Moreover, while many studies deal with different kinds of knowledge 

transfer activites, most of them focus only on one or two transfer modes. Some of these studies 

compare patents and publications. Murray (2002) can show for the USA, McQueen and 

Wallmark (1991) for Sweden, Looy, Callaert and Debackere (2006) for Belgium and Czarnitzki, 

Glanzel and Hussinger (2006) for Germany that patent activities do not hinder publications but 

instead both foster each other. Thus, a specific researcher is able to be engaged in different kinds 

of knowledge transfer activities which do not necessarily hinder but often support each other. 

Thus our analysis will be concentrated on the sum of knowledge transfer activites. 

Based on these results we develop the following set hypotheses: 

HYPOTHESIS 1. -- Scientists are more likely to be engaged in more knowledge transfer activities 

if they balance their working time.  

HYPOTHESIS 2. -- Scientists are more likely to be engaged in more knowledge transfer activities 

if the private sector supports research and and development activities. 

HYPOTHESIS 3. -- Scientists are more likely to be engaged in more knowledge transfer activities 

if the public sector supports research and and development activities. 

 

DATA AND VARIABLES 

To shed more light on whether institutional seetings and incentives affect the knowledge transfer 

activities of academic scientists, we concentrate on the transfer activities of Swiss and German 

academic scientists. Our sample includes the collected data on the different knowledge transfer 

activities of these scientists. For example, we have information about the number of their 
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publications, whether they have made an invention, whether they own patents, or to what extent 

they collaborate with industry partners. The sample used in the paper compromises 301 life 

scientists  who answered all questions relevant for our empirical analysis. 

Dependent Variable 

Knowledge Transfer Activity (WTT) .  To capture the number of knowledge transfer activities 

we have constructed an additive index of up to 14 different of transfer activities (see e.g. 

Schmoch, 2003; Vock, Wirth and Scheidegger, 2005). In particular, we have collected data on 

(1) patents; (2) licences; (3) collaborative research activities with academic and non-academic 

third parties; (4) consultancy; (5) spin-offs; (6) publications; (7) contract research; (8) free 

sharing of research results; (9) shared usage of equipment; (10) education of students and PhDs; 

(11) coaching of master and PhD thesis; (12) staff outflow (change of employer); (13) 

contribution to committees, boards, commissions, and (14) informal meetings and contacts. 

Schmoch (2003: 343) emphasizes that the diversity of the transfer modes makes it 

methodologically difficult to measure transfer. This methodological challenge can be solved by 

reducing the unit information, i.e. to create dummies. Following this approach, we have reduced 

the information (how long, how much, etc.) by creating a set of binary variables (i.e., one 

indicator for each knowledge transfer activity) . Each dummy variable takes on the value “0” if 

the researcher never transferred knowledge by this particular mode and “1” otherwise. Thus our 

overall knowledge transfer variable KTA (sum of knowledge transfer activities) is generated by 

these 14 binary variables: 

 

As depicted in figure 1, our overall kowledge transfer measure is almost normally distributed: 

The maximum value of our WTT index is fourteen, the minimum value is three. Thus, an 

appropriate econometric model to use in our case is an OLS regression model. Moreover, the 

empirical models presented here have robust standard errors with correction for 

heteroskedasticity. 
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Figure 1: Distribution of Knowledge Transfer Activity (WTT) 
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Source: own data  

Swiss researchers do significantly more transfer than Germans, even when the difference is quite 

small (Swiss researchers = 9.18 and German researchers  = 8.49 activities on average, t=2.89, 

p<.001). Thus it seems to be the case that the regional status has had some but not a very strong 

impact on the average sum of knowledge transfer activities.   

Independent Variables 

Work Time Balance.  As an indicator for a balanced work time we use the distribution of the 

individual scientists’ work time (in percent) with respect to the sum of his or her fields of 

activities and responsibilities. The seven possible categories underlying this variable include (1) 

teaching; (2) academic administration; (3) research; (4) non-commercial utilization research 

findings; (5) commercial utilization research findings; (6) procurement of new research projects; 

(7) other field of activity. If the work time of a scientist is perfectly balanced, he or she should 

spend 1/7 of his whole working time on each of these activities (i.e. 14.29 %). However, the 

observed values deviate from these (perfectly balanced) values. Thus, we construct a balance 

score for each scientist based on the sum of the individual deviations from the perfectly balanced 
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values. High values of this variable go hand in hand with a higher deviation scores and, 

consequently,  a more unbalanced distribution of work time with respect to the above mentioned 

fields of activity. Low values, by contrast, indicate a rather well balanced distribution of working 

time.  We do so, because German scientists often claim to be overburdened by teaching and 

administration activities. Thus, we can measure institutional settings of different universities in 

different nations and its influence on the transfer activities of researchers.  

Private and Public Sector Support.  Two of our hypotheses concern the effects of public and 

private support as main indiciators for institutional settings. First, we included three variables in 

the regressions to catch the effect of private and public sector support coded as binary variables. 

That is to identify private support, we created an indicator variable for whether the research 

activities where supported by private third-party-funds. To identify public support, we created 

two indicator variables for whether a scientist had university support or government support. In 

addition, we constructed a set of variables which denote the specific support measures with 

respect to university and government support. We know, for example, that there has been a surge 

in universities efforts' to foster knowledge transfer activities. In particular, we consider six of 

these measures in our analysis: (1) the existence of a formal technology transfer office; (2) 

giving teaching assignments to practitioners; (3) offering courses for scientists in industrial and 

intellectual property rights; (4) inviting visiting professors; (5) offering courses in founding a 

new firm; (6) the covering costs associated to the protection of an invention. We also know that 

government support knowledge transfer activities. In particular, we consider three of these 

measures in our analysis: (1) public support for specific projects; (2) assignment of property 

rights to universities; (3) research orientation with respect to public support programmes. Finally, 

we have created two variables for how many university or government measures were used by 

the responding scientist.  

Control Variables.  To control for department specific human capital and financial capital 

endowments, the regressions include a (standardized) faculty size variable which reflects the 

number of employees and the budget of the department of the responding scientists. Moreover, 

past research has also shown that scientists’ human capital and sociodemographical factors can 

effect knowledge transfer activities (Ding, 2011; Schmoch, 2003). Thus, we include three 

indicators which cover gender, age and if the scientist is appointed to a professorship, due to the 

fact that professors are in specific position in their career whereas PhDs or Postdocs still have to 
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fulfill the community expectations to get tenured (Stephan and Levin, 1996).  In addition, we 

constructed a variable which denotes the country in which the department is located (i.e. either 

Germany or Switzerland). Finally , we also include three control variables in the regressions 

which indicate if the acadamic scientist is engaged in basic research, applied research or applied-

oriented research.   

 

RESULTS 

The appendix provides the correlations the variables used in the further analysis. The results 

reveal a significant degree of correlation between the knowledge transfer activities and our 

central explanatory variables. For example, in line with our hypotheses, the correlation matrix  

shows a significant positive correlation between the sum of knowledge transfer activities (WTT) 

and work time balance (r = .36;  p < .01) and private sector support (r = .25;  p < .01), meaning 

that researchers are engaged in more knowledge transfer activities if the private sector supports 

research and development activities with funding and if the scientists balance their working time. 

Note, as the correlation between the other explanatory variables is only of moderate size so that 

multicollinearity should not be of any issue in our study. 

Table 2 shows the estimation results on the sum of knowledge transfer activities. Four different 

specifications of the empirical model were estimated. All specifications include an identical set 

of control variables but differ in the way the central variables are included. Model A includes the 

control variables (faculty size, gender, age, professorship, country, basic research, applied 

research, applied-orientated research). Model B additionally includes the binary variables 

indicating private, public and university sector support as well as our work time balance variable. 

To test for the number of support measures in our regressions, we replaced the public support 

proxy with a set of dummies variables reflecting the number of university and government 

support measures in model C. For example, the coefficient of the variable university support = 5 

indicates the effect that the research activities where supported by five university support 

measures compared to the reference category (i.e. no university support measures). The 

coefficient of the variable government  support = 3, for instance, indicates the effect that the 

research activities where supported by three government support measures compared to the 

reference category (i.e. no governemnt support measures). 
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Table 2: Determinants of the sum of knowledge transfer activities 

 Model A  Model B  Model C  Model D 

Control Variables            

Faculty Size 0.403** [0.111]  0.320** [0.098]  0.286** [0.096]  0.265** [0.092] 

Gender (1=female) -0.086 [0.296]  -0.123 [0.294]  -0.086 [0.291]  -0.044 [0.272] 

Age (in years) 0.052** [0.013]  0.058** [0.013]  0.053** [0.012]  0.055** [0.013] 

Professorship  0.024 [0.287]  -0.223 [0.268]  -0.125 [0.264]  -0.192 [0.268] 

Country (1 = Switzerland) 0.529 [0.360]  0.453 [0.341]  0.223 [0.338]  0.263 [0.332] 

Basic Research -0.181 [0.280]  0.026 [0.261]  -0.014 [0.266]  0.075 [0.270] 

Applied Research 0.391 [0.287]  0.406 [0.269]  0.338 [0.271]  0.392 [0.267] 

Applied-oriented Research 0.759** [0.236]  0.574* [0.228]  0.507* [0.226]  0.635** [0.228] 

Central Variables            

Work Time Balance    0.045** [0.009]  0.040** [0.009]  0.046** [0.009] 

Private Sector Support      0.409+ [0.228]  0.451* [0.225]  0.385+ [0.228] 

Public Sector Support    0.857** [0.298]       

University Support    1.053** [0.350]       

University Support =1       1.195** [0.397]    

University Support =2       1.106* [0.481]    

University Support =3       1.097* [0.434]    

University Support =4       0.803* [0.388]    

University Support =5       1.105** [0.415]    

University Support =6       0.512 [0.475]    

Government Support =1       0.452 [0.324]    

Government Support =2       1.286** [0.327]    

Government Support =3       1.124** [0.417]    

University Support (TTO)          0.208 [0.307] 

University Support (Pract)          0.694** [0.260] 

University Support (Rights)          0.071 [0.310] 

University Support (Visit)          -0.049 [0.236] 

University Support (SpinOff)          -0.663* [0.293] 

University Support (Costs)          0.567* [0.239] 

Government Support (Project)          0.443* [0.224] 

Government Support (Rights)          0.564* [0.273] 

Government Support (Orient)          0.331 [0.235] 

Constant 6.615** [0.701]  6.161** [0.888]  6.250** [0.865]  6.834** [0.819] 

Observations 254   254   254   254  

R2 0.189   0.317   0.357   0.355  

Robust standard errors in brackets; + p < 0.10, * p < 0.05, ** p < 0.01 

Source: own data 

 

 Finally, in model D, we replaced the dummy variables indicating the number of support 

measures with a set of dummy variables reflecting specific support measures of university and 

government support.  

In Model B we find a significant positive coefficient of work time balance (β = .045; p < .01), 

private sector support (β = .409; p < .10), public sector support (β = .857; p < .01) and university 

support (β = 1.053; p < .01) meaning that these variables increase the sum of knowledge transfer 

activities, respectively. All hypotheses are therefore supported by our data.  However, in model 

C, we find first evidence that the effect of the specific measures are not identical. The results 

show that those researchers who are supported by exactly one university support measure, for 
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example, exhibit more knowledge transfer activities than those scientists who are supported by 

five or six support measures. In addition, those who are supported by two compared to one 

government support measure, for instance, also exhibit more knowledge transfer activities. Thus, 

in model D we have replaced these dummies variables with a set of binary variables indicating 

the specific support measures. We find that researchers in universities that give teaching 

assignments to practitioners (β = .694; p < .01) and cover costs associated to the protection of an 

invention (β = .567; p < .05) show more knowledge transfer activities. We also find that 

government support of specific research projects (β = .443; p < .05) and government support 

with respect to the assignment of property rights to universities (β = .564; p < .05) affect the 

number of knowledge transfer activities significantly positive. All other university and 

government support measures, including the existence of a formal technology transfer office, do 

not seem to have an effect on our dependent variable. Moreover, researchers in universities 

offering courses on how to found new firms even seem to exhibit less knowledge transfer 

activities, all things equal. The interpretation of the control variables is straightforward. Faculty 

size, age and a more aplied-orientated research are all significant and have a positive impact on 

the sum of knowledge transfer activities when all other influences are kept constant. The 

coefficient estimates of the remaining variables (gender, professorship, country, basic research 

and applied research) are insignificant at conventional levels. 

 

DISCUSSION AND CONCLUSION 

It is widely recognized that academic scientists should transfer their knowledge into the 

commercial arena to generate innovation and economic growth. However, up to date a more 

micro based analysis dealing with the question of what exactly spurs or hinders individual 

scientists to transfer their knowledge is still rather limited. In our study, we have tried to fill this 

gap in research by concentrating on the academic disciplines in the life sciences.  

Previous research in this line of research has mostly concentrated on the affect of different 

factors influencing a more commercial oriented knowledge transfer mechanism like patenting. 

Other studies have analysed similar relationships solely on an aggregated level of faculties or 

departments (Lach and Schankermann, 2003; Friedman and Silverman, 2003). Our analysis, by 

contrast, has focussed on a variety of environmental and individual based factors and how these 

factors influence a variety of different knowledge transfer activities. 



 12 

Although some of the studies in this field have shown a positive impact of institutional settings 

on specific transfer mechanisms (spin-offs or licensing), most of them have no data on 

individuals exposure and reactions to different conditions. Thus, to generate some new insights 

about the determinants of technology transfer activities, we included in our regression analyses  

(four models, A to D) different institutional  settings (e.g. existence of a TTO,  rules for property 

rights on inventions, etc.) as well as control variables like the age of the scientist.  

We can show in our analysis that a more balanced work load positively affects the overall 

knowledge transfer, as well as general university settings and public or private support. 

Moreover we can show that one support measure is often better than a few and that some specific 

measures do have more impact than others.  

A quite new point in the discussion on knowledge transfer is the aspect whether scientists have a 

balanced work load or not. As our data show, the more balanced the workload is the higher the 

output regarding knowledge transfer. This results raises the question if the pressure to undertake 

an overload of teaching or administrative activties (as often mentioned to be the case for 

scientists at German public universities) (Jansen, 2010), or the growing necessity to propose 

applications for public research funding is counterintuitive to reach the goal of more knowledge 

transfer. This aspect is not only interesting when comparing the working conditions of 

researchers in different universities or departments but even more for a comparison of national 

university systems like Germany and Switzerland (and others) due to seemingly quite different 

working conditions (Muller-Camen and Salzgeber, 2005). Thus, our results are a first hint that 

working conditions regarding work-time-loads at different universities have an impact on 

knowledge transfer. This result has to be investigated in more detail in future research.  

As our results also show that supporting one university measure is more helpful than to have 

none but, on the contrary,  a few measures show less effective results. These results are similar to 

those in the personnel economics discussion of single or multiple incentives and cafeteria 

packages, where one measure increases productivity, but several unstructured incentives do not. 

Regarding governmental support measures we find evidence that specific measures seem to have 

more impact (regarding project support or support of IP rights) than unspecific, general 

measures. Due to the fact that in Switzerland there exists only a handful of quite specific 

measures compared to a bunch of measures in Germany (Hatt, 2006) the more in depth analysis 

of country specific effects seems necessary.  
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One should keep in mind some limitations when considering our results. First, our data and  

especially our WTT index does not offer much information on the specific volume and kind of 

transfer in which a scientist is actively transfering his or her knowledge. Thus, we cannot directly 

test whether and how the institutional settings influence the one or the other kind of transfer 

mechanism. Furtheron, at this point we can not deliver any results about the relationship of 

institutional settings and the quality of the transfer, i.e. citation rates of papers or patents. Put 

simply, we do not use data on the number of patents, publications, diploma theses etc. 

Nevertheless, we do find evidence that a lot of transfer activities go hand in hand and do not 

exclude one another. This result is in line with the findings of Azoulay, Ding and Stuart (2009), 

Czarnitzki et al. (2006) and Stern (2004) showing that especially patenting and publishing 

support each other. Finally, our observed findings regarding institutional settings should be 

interpreted as tentative evidence. In a next step of research we plan to focus on specific effects of 

the institutional settings in Switzerland and Germany to discuss national effects more in depth.  
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Appendix: Pair-Wise Correlations Among Key Variables 

  1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 

1 WTT 

 

1                    

2 Work Time 

Balance 

0.36 1                   

3 Private Sector 

Support 

0.25 0.14 1                  

4 University Support 

(Costs) 

0.26 0.11 0.09 1                 

5 University Support 

(Visit) 

0.07 0.13 0.06 -0.02 1                

6 University Support 

(Pract) 

0.16 0.15 0.20 -0.03 0.29 1               

7 University Support 

(TTO) 

0.16 0.23 0.06 0.10 0.45 0.47 1              

8 University Sup. 

(Rights) 

0.11 0.21 0.10 0.13 0.37 0.50 0.73 1             

9 University Sup. 

(SpinOff) 

0.09 0.26 0.14 0.01 0.38 0.52 0.71 0.78 1            

10 Government Sup. 

(Rights) 

0.14 0.03 0.05 0.12 0.03 0.03 0.05 0.02 0.04 1           

11 Government Sup. 

(Orient) 

0.07 -0.03 0.05 0.02 -0.03 0.02 0.03 0.03 0.02 0.12 1          

12 Government Sup. 

(Project) 

0.26 0.16 0.11 0.09 0.03 0.10 0.09 0.08 0.08 0.08 0.07 1         

13 Faculty  

Size 

0.22 0.16 0.18 0.03 0.08 0.12 0.08 0.06 0.06 0.04 -0.03 0.25 1        

14 Gender  

(1=female) 

-0.19 -0.16 -0.10 -0.14 -0.01 -0.05 -0.06 -0.07 -0.04 -0.01 -0.05 -0.12 -0.17 1       

15 Age (in years) 

 

0.26 0.21 0.15 0.01 0.05 0.15 0.13 0.08 0.14 -0.04 -0.07 0.18 0.23 -0.23 1      

16 Professorship 

 

0.20 0.28 0.17 0.02 0.14 0.23 0.17 0.14 0.15 -0.07 -0.09 0.22 0.40 -0.18 0.43 1     

17 Country (1 = 

Switzerland) 

0.11 -0.04 0.10 -0.01 -0.05 0.04 -0.03 -0.02 -0.01 0.04 -0.02 0.26 0.12 -0.08 0.10 0.06 1    

18 Basic  

Research 

-0.13 -0.05 -0.23 -0.05 0.20 0.10 0.29 0.2 0.22 -0.07   -0.12 -0.00 -0.07 0.00 -0.04 0.07 0.01 1   

19 Applied  

Research 

0.15 0.07 0.11 0.07 0.08 0.12 0.13 0.13 0.13 0.05 0.12 0.04 0.04 -0.01 -0.05 -0.03 -0.02 -0.17 1  

20 Applied-orient. 

Research 

0.22 0.12 0.15 0.14 0.18 0.18 0.26 0.24 0.25 0.07  0.12 0.06 0.04 -0.03 -0.00 0.02 -0.01 0.05 0.27 1 

Source: own data 
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This report presents results from an evaluation of publicly-funded R&D assistance 

provided to New Zealand firms. We find that additional impacts depend upon the type 

of R&D assistance provided to a firm. Firms that receive Capability Building 

assistance show significantly higher employment growth compared with matched 

unassisted firms. In contrast, we find no overall additional impacts of Project Funding. 

We found significant additional impacts only for small firms and for firms that had 

not undertaken R&D two years prior to receiving their first assistance. We conclude 

that R&D assistance has a significant positive additional impact when it is targeted at 

firms that are building capability; that are small and that have not previously 

undertaken R&D. 
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Statistics NZ takes no responsibility for any omissions or errors in the information contained in this 

report. 

Access to the data used in this study was provided by Statistics NZ in accordance with security and 

confidentiality provisions of the Statistics Act 1975.  Only people authorised by the Statistics Act 1975 

are allowed to see data about a particular, business or organisation.  The results in this paper have been 

confidentialised to protect individual businesses from identification.  

The results are based in part on tax data supplied by Inland Revenue to Statistics NZ under the Tax 

Administration Act 1994.  This tax data must be used only for statistical purposes, and no individual 

information is published or disclosed in any other form, or provided back to Inland Revenue for 

administrative or regulatory purposes.  Any person who had access to the unit-record data has certified 

that they have been shown, have read and have understood section 81 of the Tax Administration Act 

1994, which relates to privacy and confidentiality.  Any discussion of data limitations or weaknesses is 

not related to the data’s ability to support Inland Revenue’s core operational requirements. 

Statistics NZ protocols were applied to the data sourced from the New Zealand Customs Service; the 

Foundation for Research, Science and Technology; New Zealand Trade and Enterprise; and Te Puni 

Kōkiri.  Any discussion of data limitations is not related to the data's ability to support these 

government agencies’ core operational requirements. 

Any table or other material in this report may be reproduced and published without further licence, 

provided that it does not purport to be published under government authority and that 

acknowledgement is made of this source. 
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1 Introduction  

The first stage of the Cross Vote evaluation was completed in 2009. This evaluation 

was a proof of concept, focusing on one specific government programme 

administered by New Zealand Trade and Enterprise (NZTE): The Growth Services 

Range GSR (MED, 2009). The GSR report demonstrated that it was possible to 

measure the average impact of a government programme on firm performance using 

econometric techniques and the available New Zealand data
1
. Earlier evaluations had 

been primarily non-quantitative relying on case studies, interviews, surveys and 

monitoring data.  

This report presents the second stage of the Cross Vote evaluation. Robust 

econometric techniques are applied to a different type of government assistance – 

grants and services aimed at increasing and enhancing R&D undertaken by firms. The 

R&D programmes evaluated in this report are part of Technology New Zealand (Tech 

NZ) and are administered by the Foundation for Research, Science and Technology 

(FRST). R&D grants and services from FRST are intended to lead to additional R&D 

expenditure by the firm. This is, in turn, expected to increase the economic 

performance of a firm over a longer time frame.  

Another distinguishing feature of this report relative to the GSR report is the focus on 

how the impact of assistance varies across firms.  Economic theory and evidence 

suggest that small and larger firms differ in the amount and nature of their innovation 

behaviour, including R&D.  In order to design effective policy, therefore, it is 

important to understand how the impact of assistance varies across firms.   

The main constraint is that we do not have suitable data on the R&D expenditure 

history for all firms. This means that we are unable to estimate the most appropriate 

outcome from Technology New Zealand programmes - whether or not receiving this 

assistance led to a higher level of R&D expenditure than would otherwise have been 

undertaken had the firm not received support (R&D additionality). We assess the 

impact of R&D assistance on firm sales, employment, labour productivity and 

                                                 
1
 The evaluation found that GSR support had a significant and positive mean impact on firm 

performance. GSR supported firms had higher sales and value-added relative to comparable firms. The 
findings were reported to the Minister. 
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multifactor productivity at zero to four year lags after a firm first receives assistance. 

A total of 555 assisted firms are included in our sample: the split by type of assistance 

is Capability Building (402 firms), Project Funding (111 firms), and both forms of 

assistance (42 firms). 

This evaluation report focuses exclusively on the benefits of R&D to firms.  The 

broader question of spillover benefits at the industry or economy level is not explored. 

Indeed, the methods that we use in this paper are less suited for broader spillover 

studies.  

In the next section, we review existing empirical literature on impacts of R&D 

distinguishing between findings relating to private and publicly funded R&D. In 

section 3 we present an overview of Technology New Zealand assistance. Section 4 

presents the method we adopt to remove selection bias. Section 5 describes the data 

and model variables. Results are presented in Section 6 and we conclude in Section 7. 

2 Literature Review  

Why do firms invest in R&D?  It is a costly activity and the returns are uncertain.  In 

short, firms invest in R&D to stay competitive, to earn future profits or merely to 

survive.  R&D can generate new products, which can outcompete those of 

competitors or for which firms can charge a premium price.  R&D can also generate 

cheaper or more efficient ways of producing products or services and delivering them 

to the market.   

We outline the innovation process in firms, and R&D’s place in it in Figure 2-1.  

R&D
2
 is one of a number of activities firms undertake in order to innovate.  In the 

figure we also include other information-creation activities, such redesigning and 

reengineering other firms’ products and processes and other investments such as 

developing the skills of its workforce.  These activities are undertaken with the 

intention of creating new technology (or adapting existing technology) in the form of 

new products and services or processes
3
.  The intention of these innovations is to 

                                                 
2
  OECD Frascati Manual 

3
 The OECD Oslo manual divides innovation into (i) product innovation; (ii) process innovation; (iii) 

marketing innovation and; (iv) organisational innovation. For simplicity, we summarise these as new 
products/services and processes.  
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benefit the firm.  New products and services aim to attract new customers and 

increase sales revenues.  New production processes or organisational forms improve 

the productivity of the firm, this may have an impact on revenue if they enable the 

firm to offer its products and services at a lower price. 

In some ways R&D investment is just another form of capital investment: an 

investment now in anticipation of future returns.  However, the risk and uncertainty 

involved in R&D are much higher.  Conventional fixed capital investments aim to 

increase future production capacity and the risk related to this type of investment is 

often low. Whilst the firm runs the risk that the capacity will not be required, this is a 

calculation about demand for existing goods and services.  The markets for the 

entirely new or significantly-altered goods and services created by R&D are untested.  

The process of technological innovation is complex and risky.  The rewards for 

successful innovation can be very high, but the majority of R&D projects fail. The 

investor who elects to invest in a R&D project risks a complete loss of capital. The 

few successful R&D projects must also pay for the projects that are unsuccessful or 

terminated early by the company. 

 

Figure 2-1: R&D and the Innovation Process 

 

                                                                                                                                            
http://www.oecd.org/document/10/0,3746,en_2649_33723_40898954_1_1_1_1,00.html 
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2.1 The returns to R&D 

It is now widely acknowledged that increases in productivity are the main source of 

long-run economic growth. As Krugman’s famous quote goes: “productivity isn’t 

everything, but in the long run it is almost everything”
4
. Most increases in 

productivity are due to innovation, i.e. either new products and services or a better use 

of input factors (process innovations). R&D activity is one of the most important 

input factors for innovation.  It is also the most widely examined activity that 

influences innovation and hence productivity. 

There are several econometric issues involved with measuring the returns to R&D
5
. 

Problems arise in the measurement of R&D output (innovation) and R&D inputs. 

Typically, it is difficult to directly measure changes in the quality of firms’ outputs 

(this is because firm-specific price deflators are not available).  A further complication 

is that R&D executed in one firm can affect the productivity performance of other 

firms.  Theses spillovers may occur in the same industry or to firms operating in other 

industries, locally or abroad. 

Griliches (1979, 1995, 1998) surveys the major progress made in using a production 

function approach to estimating the return to R&D. The most recent extensive review 

of production function estimates can be found in Hall, Mairesse, Mohnen (2010). 

They summarize the main results of empirical research on private and social returns to 

R&D. They find that: (i) rates of return of R&D are higher than for other factors, such 

as level of capital and human resources; (ii) the social returns are almost always 

higher than private returns; (iii) estimates of the rate of return of R&D vary, 

depending on whether they are measured at the level of the firm, the industry or the 

country. 

Whilst the long-term objective of R&D (from a policy perspective) is its impact on 

productivity, many studies investigate its impact on intermediate outcomes.  These 

include sales, value added and other related variables such as employment or exports 

(European Commission, 2010; López Acevedo and Tan, 2010) or patents 

(Piergiovanni and Santarelli, 2010).  Studies that identify the time frame required for 

an R&D impact to be realised are rare (World Bank, 2010). There are a number of 

                                                 
4
 Krugman (1992), p. 9 

5
 The surveys by Cerulli (2010), Abbring and Heckman (2006), Heckman and Vytlacil (2006a, 2006b) 

deal with the econometric issues arising when estimating the impact on productivity 
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recent studies that are not included in the above mentioned surveys. Lööf and 

Heshmati (2006) performed a sensitivity analysis of different firm performance 

measures and found the same pattern of positive and significant effect of innovation 

on firm performance measures. Bogliacino and Pianta (2010) conclude that both 

technology adoption and R&D improve innovative performance of European 

companies. Benavente (2006) found that R&D and innovative activities are related to 

firm size (and market power), but that R&D activity does not influence firm 

performance. 

Fabling’s (2008) study of R&D expenditure by New Zealand firms examined the 

determinants of a firm’s decision to undertake R&D
6
. He found that the propensity to 

undertake R&D is positively influenced by access to Tech NZ funding, exporting 

history, larger market share, greater R&D intensity and concentration levels in the 

industry of affiliation, lower debt to equity ratio, high retained profits and past R&D 

activity. In contrast and rather unexpectedly, he finds that smaller firm size and lower 

prior profitability increases the likelihood of doing R&D, all other things equal. 

The general conclusion of the literature is that, regardless of how performance is 

measured, private R&D activity positively and significantly affects firm performance. 

2.2 The impact of publicly funded R&D – crowding out and additionality 

Why do governments support R&D activities? The major reason is that R&D has 

some of the characteristics of a ‘public good’.  The value created by R&D projects 

cannot be secured completely by the investing firm.  Once an idea has been generated, 

it can potentially be used by anyone.  Unlike a piece of fixed capital – say a truck, 

which can be driven by only one person at a time – the results of R&D investment 

could benefit many others.  Economists call this non-rivalry.  For private firms, this 

creates a disincentive for them to undertake R&D investment – why create something 

if someone else gets the benefits?  For society as a whole, this ‘spilling over’ of the 

knowledge is an important benefit.  It is very difficult for the investing firm to prevent 

others from using the knowledge they have created.  Economists call this non-

excludability.  Because of these knowledge spillovers, the social rate of return tends to 

exceed the private rate of return.  This in turn leads to an underinvestment in R&D 

from the point of view of society as a whole.  

                                                 
6
 Hall and Scobie (2006), Scobie and Eveleens (1986) estimate the contribution that R&D has made to 

productivity in New Zealand. 
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Note, however, that there are also reasons for firms to appear to be overinvesting in 

R&D.  R&D also benefits the firm by increasing their understanding of other 

advances in technology (what economists call their absorptive capacity) (Griffith et 

al., 2003; Kneller and Stevens, 2006; Cerulli, 2010). 

Another critical line of inquiry pertaining to R&D investment is the relationship 

between publicly and privately funded R&D and whether public subsidies crowd-out 

private investment in R&D.  Crowding out or substitution occurs when a firm reduces 

its level of R&D investment as a result of the government R&D subsidy it receives.  

In the case of 100% crowding-out, the firm merely replaces the investment it was 

already going to make in R&D with the assistance provided by the government.  

Additionality occurs when the firm increases the R&D level it would have undertaken 

in the absence of the subsidy. Cerulli (2010) and Tanayama (2007) give a good 

overview of estimation methods, types of data, policy variables, and different 

econometric models in the context of crowding out and additionality  

Surveying the evidence on publicly funded R&D, David, Hall and Toole (1999) 

observe that findings are ambivalent at best. They find that many estimates of impact 

are subject to a potential selection bias.  This is, amongst others, because the most 

promising candidates for successful research projects are chosen by the funding 

organization to be recipients of subsidies. García-Quevedo (2004) presents results of 

39 studies on evidence concerning the relationship between public funding of R&D 

and private R&D expenditure.  The results tend to support complementarity over 

crowding-out between public and private R&D investments.  That is, public R&D 

investments lead to higher private R&D investments (they ‘crowd in’).  .  

Heshmati and Lööf (2005) suggest that whilst there are complementary effects of 

public R&D financing on private research expenditures, the only beneficiaries are 

small firms. Czarnitzki and Toole (2006) using a sample of German manufacturing 

firms show that R&D subsidies mitigate the effect of uncertainty and thereby increase 

business R&D investment. Gonzalez and Pazo (2008) analyze the effects of public 

R&D support in Spanish manufacturing firms. The main conclusions indicate absence 

of crowding-out and benefits mainly associated with small firms and those operating 

in low technology sectors that might not have engaged in R&D activities in the 

absence of subsidies. Garcia and Mohnen (2010) evaluate whether public support 

from central government spurs innovation in Austrian firms. They find evidence that 

central government support increases the intensity of R&D. 
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A recent New Zealand study by Johnson, Razzak and Stillman (2007) also 

investigated the relative impact of public versus private funding, but instead of 

focusing on R&D additionality they looked at the impact on labour productivity. They 

used panel data for 9 industries to estimate the impact of public and privately funded 

R&D on output per person on their own industry and the rest of the economy. They 

find privately funded R&D increases firm productivity in industries making the 

investment and across the economy, but publicly funded R&D (undertaken by public 

sector providers) has no impact. 

The review presented in this section encompasses a great diversity of approaches to 

measures the effect of public funded R&D and has not arrived at definite conclusions. 

2.3 Evaluating the impact of publicly funded R&D on outcomes  

A separate branch of the literature focuses on the impact on firms receiving business 

support from a programme evaluation perspective.  Cursory analysis often generates 

positive reports of a programme’s impact.  However, as Storey (2000) has noted, it is 

not uncommon for these positive reports to disappear under further scrutiny, when the 

performance of assisted firms are compared to unassisted firms.  Note that the 

problem is not that firms receiving assistance do not do well following their grants.  

Rather, they are not doing any better on average than a group of similar firms drawn 

from the control group.  Rigorous evaluations of these programmes typically found 

little or no impact on the ultimate outcomes of value-added or productivity.  Some, 

however, have identified impacts on intermediate outcomes, such as employment 

growth or increased R&D expenditures (Storey, 2000 and OECD, 2007). 

A recent World Bank report (2010) questions the earlier pessimistic econometric 

assessments of the impact of business support.  The report notes that recent studies 

using improved methodologies and data generate more positive findings.  The report 

included a review of nineteen rigorous impact evaluation studies from high and low 

incomes countries (including New Zealand – our 2009 GSR evaluation was reviewed 

as part of that study).  In general, the reviewed studies found positive impacts on 

intermediate outcomes and mixed performance for longer term outcomes from a wide 

range of business support programmes. 

The World Bank report describes five studies that reported impacts of R&D 

programmes (as opposed to more general SME support).  All five studies find positive 

impacts on the levels of R&D as well as the intensity (R&D expenditure to total sales) 
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following assistance (in the following countries: Argentina, Australia, Belgium, 

Brazil, Chile, and Turkey). The Turkish study (Özçelik and Taymaz, 2008) also found 

that small firms benefited more from public support than larger firms, even though 

larger firms did more R&D. However, there is little evidence for R&D programmes 

affecting final outcomes, such as sales or productivity.  Four studies looked at the 

impact of R&D programmes on productivity (these studies were for Australia, 

Argentina, Brazil, Chile).  All four studies found no effect.  Two of the three studies 

that estimated the impact of R&D programmes on sales found no impact (Argentina 

and Brazil). 

 

The authors then present the results of four new country studies of business assistance 

in Columbia, Mexico, Chile and Peru. These new studies use a consistent method to 

estimate impacts and one that is comparable to our own method. Two of those studies 

in Chile (Tan, 2009) and Mexico (Lopez-Acevedo and Tinajero, 2010) provide 

impacts for R&D programmes. 

The Chile study finds strong mean impacts on sales, value-added, wages, labour 

productivity and export intensity for all SME programmes combined. However, the 

impact due to FONTEC’s
7
 technology programmes (which include R&D development 

and technology transfer) only show significant impact on export intensity and wages. 

The study reports highly significant impacts for a related FAT
8
 programme that 

provides matching grants to fund technical assistance to address specific problems 

including marketing, product design, production processes, information systems and 

pollution control. The FAT impacts are seen on sales, value added, wages and labour 

productivity, but not on export intensity. How the effects of programme participation 

vary over time are also examined, although only for the combined impact of all SME 

programmes and not just R&D related ones.  Interestingly, most impacts take over 

four years to become positive and significant.  The impact continues to become 

stronger and more significant up to the last lag shown (11+ years since treatment).  

In Mexico, the authors find strong evidence of impact on sales, value-added, 

employment (8-10%) and exports (25%) for all assistance delivered by the national 

                                                 
7
 FONTEC (Fondo de Tecnología, Proyectos de Innovación Tecnológica) 

8
 FAT Fondo de Asistencia Técnica 
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science and technology agency (CONACyT
9
) and for the individual CONACyT 

programme called Fiscal Support and Technology Innovation. In terms of timing, the 

impact on outcomes for all SME programmes (not just R&D related programmes) 

only become significant after four years following the start of support.  

2.4 Summary  

Innovation is the main determinant of productivity (and hence economic) growth in 

developed economies.  R&D expenditure is a major determinant of this.
10

  The private 

rate of return for R&D is higher than for other investments and the social rate of 

return tends to be higher than the private rate, Hall, et al. (2010).  This creates an 

incentive for firms to under-invest in R&D from the perspective of society as a whole.  

Because of this, governments intervene to stimulate R&D spending.  It is difficult to 

calculate the impact of government R&D assistance because firms with a high 

likelihood of benefiting from and undertaking R&D self-select into treatment.  

Because of this, simple studies tend to overstate the benefits of assistance.  It is, 

therefore, important to use appropriate techniques including identifying a control 

group of similar firms.  We return to this in more detail in section 4. 

                                                 
9 Consejo Nacional de Ciencia yTecnología—CONACyT This agency had a significant 

budget but limited coverage among firms.  
10

 R&D is only one of many inputs into innovation. Other innovating activities include learning-by-doing 
and work reorganisation. 
. 
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3 Overview of Government R&D Assistance 

In this section, we describe the schemes that are the subject of this evaluation.  It is 

important to understand the types of firms that receive assistance and how they 

compare with the general population.  We compare the firms that receive Capability 

Funding and those that receive Project Funding with the population of unassisted 

firms over six important variables. 

3.1 Technology New Zealand – background information   

The R&D programmes included in this evaluation are known as Technology New 

Zealand (Tech NZ). The included programmes are listed in Table 3-1. Some of these 

programmes are no longer current.  Also, the detailed objectives and implementation 

of most of these programmes have evolved over time.  

Tech NZ represents the bulk of publicly funded R&D assistance targeted directly to 

firms in New Zealand. New Zealand firms also receive indirect forms of government 

assistance through universities and Crown Research Institutes undertaking publicly 

funded R&D to assist long term industry needs. This type of indirect government 

assistance by public providers is not evaluated in this report
11

. We also do not 

evaluate the services provided to firms by Tech NZ staff, including the Global Expert 

scheme which helps businesses link to local and global R&D expertise.  

The Tech NZ programmes are split into two categories: assistance to build R&D 

capability and assistance for R&D projects for firms with more highly developed 

R&D capability
12

.  

 

                                                 
11

The largest source of indirect funding to businesses in Vote RS&T between 2002 and 2008 was 
‘Research for Industry’. This funding was distributed primarily to Crown Research Institutes and 
universities. It also included funding for public-private partnerships known as research consortia. For 
context, the total Vote:RS&T allocated to this type of funding in 2008/09 year was $216M compared to 
the funding available for Technology NZ which was $51 M (The Estimates of Appropriations, Vote 
RS&T). 
12

 These classifications were agreed by the Cross Vote Evaluation Steering Group in 2009. At that time, 
members of the group included representatives from MED, MoRST, FRST, NZTE and Treasury in 2009. 
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Table 3-1: R&D assistance provided by Tech NZ 

Categories 

Broad 

Description Tech NZ programmes 

Start 

Year 

Project 

Funding 

Support for R&D 

projects provided 

to businesses with 

potential for high 

growth 

Technology for Business Growth  1995 

(excluding some historical TBG 

schemes which are classified as 

Capability building)   

Grants for Private Sector 

Research and Development  2001 

Technology Fellowships - Expert  1998 

Capability 

Building 

Support for R&D 

aimed at building 

R&D capability 

within a firm 

TECHLINK 1998 

Technology  Fellowships and 

Internships  1995 

 

Funding for Tech NZ has grown from an initial value of $11.2M in 1996/97 financial 

year to $50.9M in 2008/09. For methodological and data availability reasons, this 

evaluation focuses on firms first receiving Tech NZ assistance between 2002 and 

2008 (inclusive). Table 3-2 displays summary information and Figure 3-1 shows the 

distribution of grant funding for that period. 

 

Table 3-2: Overview of Tech NZ: 2002 to 2008 

 Total grant 

payments 

(millions $) 

Number of 

grants
13

 

Technology for Business Growth (TBG) 156.0 945 

Grants for Private Sector Research and 

Development (GPSRD) 

57.2 1086 

Technology Fellowships (TIF) 38.8 747 

TECHLINK 7.8 2850 

 

 

                                                 
13

 Numbers in this and following tables have been randomly rounded to base 3 to protect confidentiality. 



15 

 

Figure 3-1: Distribution of total grant payments to firms between 2002 and 2008 
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3.1.1 Technology for Business Growth (TBG) 

This was the flagship programme for Tech NZ; it was the largest and longest running 

programme starting in the mid 1990s. Tech NZ has since been restructured: TBG has 

been disbanded, but similar projects are funded under a category called Project 

Funding.  TBG operated as a discretionary grant.  It targeted firms with potential for 

strong growth to enable them to move towards high-value, technology based products, 

processes and services. The objective of the scheme was to foster technological 

learning, knowledge application and the development of technology based human 

capital within firms and to increase the overall level of R&D undertaken by NZ firms.  

The bulk of the funding over time has gone into research contracts which fund 50% of 

the costs of an R&D project. The average grant payment between 2002 and 2008 was 
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$165,000. However, there is quite a wide spread in the total grant payments to firms 

over this period (see, Figure 3-1). The average size of a TBG grant has increased over 

time.  This is partly as a result of the introduction of new schemes, such as Grants for 

Private Sector Research and Development which focuses on smaller grants and a new 

sub-scheme introduced within TBG, known as TBG Strategic in 2006. Under TBG 

Strategic, a firm makes a single application for a series of large R&D projects. TBG 

grants have been invested across a range of industries, particularly manufacturing and 

primary sector related industries. 

3.1.2 Grants for Private Sector Research and Development (GPSRD) 

GPSRD was established in 2001 and was disestablished in 2008 with the introduction 

of a R&D tax rebate, which itself lasted for just one year. The scheme was intended as 

a first step into R&D activities. The grant was targeted at smaller firms with turnover 

of less than $50 million. GSPRD grants provided up to one third the cost of an R&D 

project, with a maximum value of $100,000. The objectives were similar to TBG; the 

main differences were related to the upper threshold of grant value, lower subsidy and 

maximum firm size. The average grant size between 2002 and 2008 was $52,700. The 

average grant size did not change significantly over time. The distribution of 

payments is less spread out than for TBG (see, Figure 2-1) because of the upper 

threshold of $100,000. However, some firms have had more than one GPSRD, so 

there are a few firms in the $200,000-500,000 band. 

3.1.3 Technology for Industry Fellowships (TIF) 

TIF provides fellowship payments to senior undergraduate and graduate students to 

undertake a R&D project within a company. Typically, this project will be part of a 

thesis. The TIF Expert scheme provides funding to bring suitable experts in to a firm 

to assist with an R&D project. The objectives of TIF were: to create new or enhance 

existing Research, Science & Technology capabilities within firms; to foster 

connections between firms and existing research providers and; to increase 

researchers’ appreciation of the commercial focussed R&D environments. These 

types of fellowships are now funded under Tech NZ Capability Funding.  The average 

contract size was between 2002 and 2008 was $51,900, but Figure 2-1 shows a wide 

spread in total grant funding to firms. Some large firms access multiple fellowships 
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leading to large payments ($500,000 or more) over this period. Around 67% of this 

expenditure went to post graduate students. 

3.1.4 TECHLINK 

This assistance programme was designed to create awareness of, and facilitate access 

to, technology and technological capabilities that are new to firms. It aimed to 

improve access to information about public and private suppliers of technology and 

technological services, both within NZ and overseas. It involved several different 

activities, two of which are within scope for this evaluation: Technet and SmartStart. 

Technet was an information service designed to enable research organisations to 

respond to technological information requests at low/no cost to the requesting firm. 

The scheme essentially subsidised fees up to a maximum value of $5,000 per request 

(previously $2,000). SmartStart provided funding of up to $25,000 per project 

(previously $5,000) to an applicant firm to enable then to hire a consultant on a 

technical innovation project. This funding was on a 50:50 basis, i.e., the applicant 

firm had to front up half the cost of the project.  The average contract was small 

$2,700 and over 75% of firms have received less than $5,000 from the scheme 

between 2002 and 2008. 

3.1.5 Summary by R&D categories 

Table 3-3 summarises the policy rationale; types of activities; selection processes; and 

expected outcomes of the individual Tech NZ programmes into the two broad 

categories of assistance used in this evaluation – Capability Building and Project 

Funding.  

The expected long term outcomes for both types of assistance reflect the objectives of 

Tech NZ: enhancement in business performance at the firm, industry and economy 

level through increased private sector R&D. However, it is reasonable to expect that 

there will be differences in the short term outputs and intermediate outcomes of the 

two different types of assistance. Certainly, both are expected to build R&D capability 

in the short term. However, project funding, in particular, is also expected to result in 

more tangible outputs, such as new or improved products, processes and/or services. 
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Both categories of assistance schemes target a wide range of firms at different stages 

of their life cycle - from early stage to maturity. The distinguishing characteristic 

between the two categories is the type of activity funded, not the type of firm. There is 

an additional emphasis on targeting firms with potential for high growth with Project 

Funding. This means that a mature firm may engage in capability building in a new 

area with a goal of increasing their understanding and technological awareness. A 

start up company may apply for and receive significant project funding if it can 

demonstrate (amongst other things) that the idea and has potential to general 

significant future revenue for the firm. 
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Table 3-3: Summary of R&D assistance 

 CAPABILITY BUILDING 

TECHNOLOGY INDUSTRY FELLOWSHIPS 

 TECHLINK (TECHNET AND SMARTSTART ONLY) 

PROJECT FUNDING 

GRANTS FOR PRIVATE SECTOR RESEARCH AND DEVELOPMENT  

 TECHNOLOGY BUSINESS GROWTH  

TIF EXPERT 

Problem to be 

solved/market 

failure 

 

 Perception of R&D capability deficit in firms generally 

 Perception that linkages with universities (and other knowledge 

institutions) are too low.  

 New Zealand firms under-invest in R&D  

 This may reflect a perception (or reality)  that wider returns to 

society from privately funded R&D generally exceed private 

returns   

Inputs/Activities 
 

Examples include: 

 Involving young scientists, technicians and engineers in research and 

development projects  

 Hosting Masters and PhD students in firms 

 Up to $5k for research organisations to provide consultancy services to 

firms 

 Up to $25k for (business) consultant on a 50:50 basis on technical 

innovation project 

 

 Co-funding R&D projects 

 Including engaging experts in R&D and commercialisation 

projects  

 

 

Selection criteria 

 
 Firms are targeted both at early stage to give them the tools they need to 

succeed in R&D, and at the mature stage to help them exploit 

emerging areas.  

 Firms range from start up to established competitors across a 

range of sectors 

 Firms have a potential for high growth  

Expected Outputs 

& intermediate 

outcomes 

 Increased awareness of, and access to, technology and technological 

capabilities that are new to firms. 

 an increased awareness and understanding of the value that 

technological innovation can deliver to their businesses 

 enhanced level of scientific and technology-based human capital in 

participating firms 

 Firms increase/begin R&D  

 Firms enter new globally competitive markets 

 Firms build R&D capability and absorptive capacity 

 Firms develop new technologies,  products, processes or 

services 

 

Expected Outcomes  
 Higher profitability through high value products, processes, services. 

 Higher industry or economy-wide behaviour (e.g. R&D, exporting, productivity etc) 

 Positive spillovers (knowledge and market spillovers) 
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3.2 Assisted and non-assisted firms 

Firms that receive government assistance are on average higher performing than the 

average New Zealand firm, even prior to receiving assistance (MED, 2009; Statistics 

NZ, 2010). To illustrate this point, Figure 3-2 shows the distribution of firm variables 

for three different groups of firms: firms that received R&D assistance (split by the 

type of assistance: Capability Building and Project Funding), and firms that received 

no government assistance from NZTE or FRST. We include plots
14

 of the four 

performance variables that we consider in this evaluation: log sales, log total 

employment, log labour productivity and multifactor productivity (MFP), and also 

show log value-added and the capital labour ratio
15

. All industries (two-digit 

ANZSIC) and year observations are pooled together with industry-year averages 

removed. The distributions for firms receiving government assistance are shown in 

the year prior to their first year of participation in any Tech NZ programme.  

We see that firms that seek and receive Tech NZ assistance are, in general, higher 

performing than unassisted firms; they have higher sales, employment, capital-labour 

ratios and labour productivity compared to the rest of the population of firms that did 

not receive any government R&D assistance. Assisted firms appear to have slightly 

lower MFP than unassisted firms. Interestingly, there does not appear to a large 

degree of differentiation between firms that receive Capability Building and Project 

Funding assistance, at least in the year prior to first participating in a Tech NZ 

programme.  

There are other ways in which assisted firms may differ from the average New 

Zealand firm. For example, if only firms with potential for high growth receive 

Project Funding assistance, then the evaluation will tend to overstate the impact of the 

assistance if a comparison is made with the remainder of the business population.  

This is an example of selection bias in the impact estimate. The appropriate 

comparison group would be firms that also have the potential for high growth, but 

have not received assistance. 

 

                                                 
14

 The x-axes have been restricted to protect confidentiality. 
15

 We only include those firms that are used to estimate the impact of receiving R&D assistance. 
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Figure 3-2: Kernel density plots of firm variables by assisted status 

A: Sales B: Employment 

  

C: Value added D: Labour productivity 

  

E: Capital-labour ratio F: Multifactor productivity 
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4 Method 

In this evaluation we use a combined propensity score matching and difference-in-

difference approach.  This allows us to take advantage of the strengths of both 

methods.  The matching method matches assisted firms with similar, unassisted firms 

from the rest of the population on the basis of observable characteristics.  This allows 

us to take advantage of the size and scope of our dataset, both in terms of the large 

number of firms that are potential controls and the range of firm characteristics prior 

to receiving assistance.  The difference-in-differences aspect of our approach allows 

us to take some account of unobservable aspects of firms that are constant over time – 

such as its management capability or essential business model. 

4.1 The Evaluation Framework 

In this evaluation, we wish to assess the direct impact of receiving R&D assistance on 

the performance of firms that received the assistance.  At the heart of evaluation is the 

following:  In seeking to know the impact of a programme on a firm, we wish to 

compare what happens if they receive government assistance (in the language of the 

literature: receive the treatment) to what would happen otherwise.  If we call the first 

Y
1
 and the second Y

0
, then the treatment effect for each firm i at any time t is defined 

as the difference between its potential outcomes: 

 

(1)      01

ititit YY  

 

where the outcomes of interest might be intermediate outcomes, such as increases in a 

firm’s R&D activity or final outcomes such as improvements in productivity.  The 

fundamental evaluation problem arises because we cannot observe both what would 

happen if the firm received assistance (Y
1
) and what would happen if it did not (Y

0
).  

The outcome that we do not observe is called the ‘counterfactual’. 

We set out the core evaluation issue in Figure 4-1.  Consider a firm that produces at a 

prior to assistance (at time t1).  After receiving assistance (at time t2), the firm’s sales 

rise until it produces at point d.  One simple way to measure the impact of the 

assistance would be to compare the firm before (a) and after (d) assistance.  This is 

the same as assuming that the firm would not grow (i.e. it would have been at b at 
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time t2). If we did this, we would infer that the impact was measured by the distance 

bd. That is, it is the assistance increased sales by Y
1 
- Y'.  

However, this ignores what was happening to the firm already (as well as the other 

changes that affected the firm since assistance).  We can see from the figure that the 

firm was already on an upward sales path.  Indeed, if the firm had maintained its pre-

assistance trajectory, it would have ended up at d anyway.  The difference between a 

zero impact and db in our figure is quite significant. 

If somehow we knew that the firm would have actually ended up at c if it had not 

received assistance, we could clearly identify the impact as the distance dc.  At time 

t2, the additional sales the firm enjoyed as a result of receiving assistance is Y
1 

- Y
0
.  

The total additional sales enjoyed by the firm is the shaded area between the two lines 

describing what happened after the firm received assistance and what would have 

happened if it did not receive assistance. 

Figure 4-1: Defining a counterfactual 

 

 

Because when we conduct evaluations we do not observe the counterfactual, we have 

to somehow estimate it. One way to do this is to find a suitable comparison group of 

firms and compare the outcomes of the firms receiving assistance with those of the 

control group.  However, we cannot simply compare a group of firms receiving 

assistance with another random group selected from the business population.  As we 
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have seen in section 3.2, firms that receive government assistance are on average 

higher performing than the average New Zealand firm, even prior to receiving 

assistance (see also MED, 2009; Statistics NZ, 2010). Therefore, a simple comparison 

of outcomes between assisted and non assisted firms would reveal a spuriously high 

treatment effect for receiving R&D assistance because it would also include pre-

existing differences in firms’ outcomes (compare the distributions of firms in Figure 

3-2). 

Techniques to remove selection bias  

A range of empirical techniques are available to estimate the impact of receiving 

assistance in the presence of selection bias. These are considered in some detail in 

MED (2009). The simplest strategy is to use ordinary least squares (OLS) regression 

with appropriate control variables to account for the pre-existing differences between 

assisted and unassisted firms. That method links a firm’s outcome Y (such as sales of 

productivity) to a range of observed firm characteristics X (such as the firm size or 

industry grouping), and to whether or not the firm received Tech NZ assistance, i.e.: 

 

(2) ititititit DY 1βX  

 

where Xit-1 is a vector of pre-existing firm characteristics or control variables for firm 

i at time t.  Dit is a treatment variable indicating whether a firm received Tech NZ 

assistance and it is the residual term. In theory, the average treatment effect (or more 

correctly, the average treatment effect on the treated) could be obtained from OLS 

regression on equation (2) with the coefficient on the treatment indicator providing 

the average treatment effect estimate. Any systematic differences between the two 

groups other than those due to control variables are then attributed to the treatment, in 

this case participation in a government R&D programme. This approach relies on a 

good source of firm data relating to financial performance and other firm 

characteristics. 

There are a few issues with this approach. It assumes that we can observe all the 

important differences between treated and untreated firms, and that we understand 

how the outcomes of a firm are related to these observed characteristics. However, 
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there could still be systematic differences between the assisted and unassisted firms 

even after adjusting for all observed firm characteristics. For example, it would be 

hard to find one variable within a database containing administrative and survey 

records that could account for the quality of the R&D staff or management attitude to 

risk for every firm. These characteristics would be unobserved, but they are likely to 

be important factors in motivating a firm to undertake R&D (and hence seek 

government assistance) and driving improvements of firm performance. 

 

Figure 4-2: Defining a counterfactual - difference in differences 

 

 

One simple way to isolate the true treatment effect in the presence of unobserved 

differences is to use ‘difference-in-differences’. This is illustrated in Figure 4-2.  We 

have seen that we cannot simply look at the assisted firms before treatment (t1) and 

afterwards (t2) and ascribe any change to the scheme as there are many reasons why a 

firm’s performance might improve or decline from one period to the next.  Such 

calculations attribute any change in performance wholly to the assistance. The 

difference-in-difference estimator on the other hand looks at changes in time before 

and after assistance for two groups: the group of firms receiving assistance and a 
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control group.  The impact of the assistance equals the difference in the changes, or 

‘difference-in-differences’.  In comparing firms before and after treatment, it assumes 

that the treated and control groups would grow and perform in the same way in the 

absence of assistance.  Any remaining changes are attributed to the assistance. 

A key advantage of this approach is that firms to not have to be starting from the same 

point.  Even if we have a control group that looks identical to our assisted firms, there 

may still be a difference, due to unobserved factors.  In Figure 4-2, the assisted firms 

start at a, whereas the unassisted firms start at a'.  We look at the difference between 

assisted and control firms before assistance (the distance aa' in the figure) and 

compare this to the difference between assisted and control firms after assistance (the 

distance cc').  The difference between the before difference and the after difference is 

the estimate of the impact of assistance. 

More sophisticated versions of the difference in difference regression approach have 

been used to isolate the impact of a business support programme in the presence of 

selection bias (see MED,2009 for a New Zealand application and World Bank,2010 

for international examples). However, in recent years the consensus approach for 

evaluating business support programmes is to use matching methods combined with 

differencing-in-differencing (World Bank, 2010).  

4.2 Matching Methods 

Matching estimators work by matching assisted firms with firms or groups of firms 

that do not receive assistance, based on the observed firm characteristics. In practice, 

it is more typical to use a matching index, such as the propensity score (Rosenbaum 

and Rubin, 1983). There are two main stages to this Propensity Score Matching 

(PSM) technique.  

In the first stage we select a control group of firms from the population of untreated 

firms. This involves predicting the probability of a firm receiving treatment based on 

their pre-treatment characteristics, such as the firm’s employment, their industry 

group and growth in performances variables. This participation model is then used to 

choose firms in the control group that have a similar probability of receiving treatment 

(i.e. have similar ‘propensity scores’) as those firms that actually did receive 
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treatment. Unassisted firms that have very different probabilities of receiving 

assistance are not included in the control group.  

In the second stage we calculate the average impact of receiving R&D assistance by 

comparing the average outcomes of the assisted firms to the average outcomes of the 

control group.  As we have noted above, in fact we go one step further than many 

analyses using PSM: we compare the changes in outcomes for assisted firms with the 

average changes of unassisted firms to reduce the bias associated with unobserved 

variables (Heckman, Ichimura, and Todd, 1998 and Heckman, Ichimura, Smith and 

Todd, 1998). The changes are measured from the year prior to a firm receiving 

assistance. 

The matching method assumes any bias associated with differences in the treated and 

untreated groups can be removed by conditioning on the propensity score. It involves 

two important assumptions.  The first, known as “unconfoundedness”, states that there 

are no unobserved characteristics that influence potential outcomes and the 

probability of treatment; the second is that the distributions of characteristics are 

similar for the treated and control firms so that there are control firms available to be 

matched with each treated firm (“overlap”). The “unconfoundedness” assumption 

maintains that assignment to treatment is essentially random after conditioning on all 

observed control variables (or on our case, the propensity score). This assumption will 

be violated if the control variables include any variables that are themselves affected 

by treatment - that is why we use characteristics in the year prior to receiving 

assistance in the participation model. 

There are a number of options available for the matching algorithm in the second 

stage (e.g. Caliendo and Kopeinig, 2008). All use a weighted sum of the differences in 

outcomes between treated firms and control firms, but differ in number of control 

firms included in the comparison as well as the assigned weightings. The simplest 

method selects the nearest firm to each treated firm from the population of untreated 

firms based on the most similar propensity score value - this is known as the nearest 

neighbour method. In this case only one untreated firm is matched to each treated firm 

and the difference in outcomes for each matched pair is averaged across all matched 

pairs to obtain the treatment effect. This is a suitable technique when the number of 

available comparison firms is low, however there is a risk of poor matching when the 
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closest firm is far away. Other matching techniques are more suitable when there are a 

lot of comparable untreated firms because they take advantage of the extra 

information available when there are multiple potential control firms.  

Our preferred method uses radius matching with replacement
16

. The radius matching 

method selects all untreated firms with propensity score values within a specified 

distance (radius) to a treated firm’s propensity score. Each treated firm is only 

matched to firms in the same industry and year. The individual treatment effect is the 

difference between the treated firm’s change in outcomes and a weighted sum of the 

matched untreated firms’ changes in outcomes (with weighting equal to the inverse 

number of untreated firms within each propensity score radius). The average 

treatment effect is the average of all the individual treatment effects, pooled across all 

years and industries. Standard errors are calculated by bootstrapping across both 

stages of the estimation: the probit matching model and the calculation of the 

treatment effect. The bootstrap samples are drawn independently across four groups 

based on treatment status and the availability of the future outcome.  

We check the quality of the match by comparing the differences in mean values of the 

pre-treatment control variables for treated and untreated groups. This is known as 

testing the balancing hypothesis. If the mean characteristics are significantly different 

then the balancing assumption is violated and the participation model needs to be 

refined by including additional variables or reducing the size of the matching radius. 

In our case, we ensure that all pre-treatment matching variables and all pre-treatment 

values of outcome variables were balanced at the 5% significance level. The pre-

treatment year is defined as the year prior to a firm first receiving Tech NZ assistance. 

The propensity score radius is adjusted to include as many untreated firms as possible 

whilst still satisfying the balancing hypothesis.  

One of the advantages of the matching methods is that we do not need to specify a 

functional relationship between the outcome, such as productivity measures, and the 

factors that influence it. This is particularly advantageous when considering the 

impact of receiving R&D assistance on firm performance, due to the complex ways in 

which a firm may benefit by undertaking an R&D project. 

                                                 
16

 For another example of this method, see Fabling and Sanderson (2010).  Our code is also based on 
Fabling and Sanderson’s code. 
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One complication discussed in the programme evaluation literature is the time frame 

required for any impact to be realised from undertaking a new R&D programme. The 

only observational studies with sufficiently long panel data to examine the time 

dependent impact suggest significant benefits may not be seen until many years after 

first undertaking the project (World Bank, 2010). On the other, there are many 

examples in the returns to R&D literature (see Section 2.1) of immediate positive 

benefits from firms undertaking R&D. It is unclear why the impact due to publicly 

funded R&D programmes takes so much longer to appear than impact from privately 

funded R&D discussed in the returns to R&D literature. One reason could be the mix 

of public R&D: more ‘research’ (blue skies type) versus less ‘development’ (close-to-

market development). 

Our dataset allows us to track outcomes between assisted and matched control firms 

for up to four years following a firm’s year of entering into an R&D programme. The 

treatment effect is calculated by comparing the growth in outcomes between the 

assisted firms and the matched control firms. The comparison is made at each year 

subsequent to the first year of receiving R&D assistance (treatment year) and the 

growth is measured from the year prior to the treatment year. 

The primary methodological issue is to overcome the selection bias apparent in Figure 

4-2, i.e., that firms that seek Capability Building or Project Funding are likely to have 

better than average performance regardless of whether they received government 

assistance for R&D. Fortunately, we have a rich dataset to allow for a wide range of 

characteristics to be incorporated in the participation model. This is discussed next.  
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5 Model, Data and Variables 

In this section, we describe the details of our analysis.  We set out the specific models 

we use, the data we use to conduct the analysis, describe the sample of firms and 

outline the variables that appear in our model. 

5.1 The three models 

To recap, our analysis uses a propensity score matching approach.  We predict the 

probability of receiving R&D assistance using a probit regression model based on 

characteristics prior to assistance.  Our choice of matching variables is based on the 

Tech NZ programme selection criteria and evidence from the literature, especially 

Fabling (2008).  We discuss the variables in section 5.4. 

An important aspect of this evaluation is our analysis of treatment heterogeneity.  We 

investigate how the impact of assistance varies across schemes and firms.  Schemes 

are designed with different outcomes or recipients in mind and firms respond to and 

benefit from assistance in different ways. 

This focus requires us to consider different sets of firms to isolate particular impacts.  

Note that R&D assistance is not the only assistance businesses in New Zealand may 

receive from government.  In order to remove any bias from our results caused by the 

impact of other business assistance, we focus our analysis on firms that only received 

funding from Vote: RS&T
17

.   

Model 1 – Comparing Capability Building and Project Funding 

With our first model, we investigate the individual impacts of Capability Building and 

Project Funding assistance.  As we have seen from section 3, these programmes each 

have a different focus.  Capability Building focuses on growing firms’ R&D 

capability.  Project Funding focuses on assisting firms that already have that 

capability undertaking R&D projects. Because of this, the two sets of programmes 

would be expected to have different impacts (particularly on intermediate outcomes 

and the mechanisms whereby ultimate outcomes would be influenced).   

                                                 
17

 Firms that receive assistance from FRST and NZTE will be examined in a future module of the Cross 
Vote evaluation. This report focuses solely on Vote: RS&T because we wish to understand the impact of 
receiving particular types of assistance without the complication of interactions with other forms of 
business support. 
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In our first model, we divide firms into three groups: Those that received Capability 

Funding, those that received Project Funding and those that received no government 

assistance at all (see Figure 5-1).  Because the focus is on identifying each 

programme’s individual impact, we exclude firms that received both from the sample 

in this model.   

Figure 5-1: Model 1 – Capability Funding and Project Funding  

 

Model 2 – Comparing the impact of assistance by firm size 

We might also expect the impact of assistance may vary is by firm size.  Larger firms 

may be at different stages of their development and also gain from economies of 

scale.  An important aspect of economies of scale is the ability specialise and to 

conduct potentially resource-intensive activities such as R&D.  There is also literature 

that suggests that larger firms are more likely to conduct particular types of R&D, 

Coombs and Georghiou (2002).  

In this model, we divide both the group of assisted firms and unassisted firms by size 

(in terms of employment).  Our split point is chosen so as to split the group of assisted 

firms in half
18

.  Because this reduces the sample size of our assisted firms, we pool the 

Capability Building and Project Funding recipients into one group.  This means we 

can also include firms that receive both Capability Building and Project Funding.  

This is set out schematically in Figure 5-2.  This means that in our analysis, we do two 

comparisons.  In the first, we compare small firms receiving Capability Building 

and/or Project Funding assistance with small firms receiving no government 

                                                 
18

 This means that small firms are defined as having employment of less than 6.2.  Our measure of 
employment is the average over the years of the number of employees in each month and so need not 
be an integer.  For more on variables, see section 5.4 below. 

Capability 
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All unassisted firms 

Assisted firms 

Control group 



32 

 

assistance.  In the second, we compare large firms receiving either type of assistance 

with large firms receiving no government assistance.  

Figure 5-2: Model 2 – Variations in impact by firm size  

 

Model 3 – Comparing the impact of assistance by previous R&D activity 

Another important dimension over which we might expect the impact of assistance to 

vary is whether firms had previously conducted R&D or not.  The ability to benefit 

from some types of funding will be higher when a firm has already done some R&D 

previously as they already have the systems and capability in place.  Indeed, Project 

Funding is aimed at firms with existing R&D capability.  One would expect these 

firms to have conducted some kind of R&D activity previously.  Similarly, one would 

expect firms that had not previously conducted R&D to have lower R&D capability 

and benefit more from Capability Building programmes. 

Figure 5-3: Model 3 – Variations in impact by previous R&D activity 

 

In Model 3, we split the sample into firms that have undertaken any R&D in the two 
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Capability Building and/or Project Funding assistance with firms receiving no 

government assistance (see Figure 5-3).   

5.2 The prototype Longitudinal Business Database  

The data for the analysis in this report comes from Statistics New Zealand’s prototype 

Longitudinal Business Database (LBD). The LBD contains business-related data for 

financial years 2000 to 2008 from a number of sources. The main unit of analysis is 

the ‘enterprise level’, where the enterprise is defined as a business or service entity 

operating in New Zealand. The spine of the LBD is the Longitudinal Business Frame 

(LBF) which records firm characteristics and changes in these characteristics over 

time. The LBF is able to identify the predominant industry affiliation of a firm 

(ANZSIC code), foreign ownership interests and firms’ connections through some 

kind of reporting arrangement.  

Several administrative data sources are also attached to the LBF. These include Goods 

and Services Tax (GST), tax returns (IR4), financial accounts (IR10), and aggregated 

Pay-As-You-Earn (PAYE) returns provided by the Inland Revenue Department (IRD) 

and Customs merchandise trade data. Several Statistics New Zealand business surveys 

are also attached, including the Annual Enterprise Survey (AES), which is the primary 

data source for calculating the National Accounts; the Business Operations Survey 

and the Research and Development Survey. All data in the LBD are annualised to 

firms’ actual balance date, and then assigned to the closest year ending 31
st
 March.  

The database continues to evolve over time. It is described in more detail in Fabling 

(2009) and Statistics NZ (2010).  

The LBD also includes participation data for business assistance schemes 

administered by New Zealand Trade & Enterprise (NZTE) and Foundation for 

Research, Science and Technology (FRST), Te Puni Kōkiri (TPK) and New Zealand 

Venture Investment Fund.  NZTE, FRST and TPK provided a list of firms that had 

received assistance with information on the duration and amount of assistance.  These 

details were matched with GST numbers (where supplied) or probabilistically linked 

(on name and contact details) to the LBF. These records were matched where possible 

to firm records in the LBD with high matching rates: 92% of firms receiving NZTE 

assistance (excluding the Enterprise Training Programme) were matched and 77% of 

firms receiving Technology New Zealand programmes from FRST were matched. 
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The slightly lower matching rates for FRST reflects the longer duration of those 

programmes as the historical records are harder to match than recent records.   

5.3 The evaluation sample 

Table 5-1 shows the number of firms that first received R&D assistance between 2002 

and 2008 distributed by type of assistance and year of entry into a government R&D 

programme. The number of new entrants in all categories trends down between 2002 

and 2008. This is associated with an increase in the mean grant size (not shown) as the 

total available funding increased over this period. About 66% of all assisted firms 

(receiving 39% of the total amount dispersed) received either Capability Building or 

Project Funding. About 25% of all assisted firms (receiving roughly half the total 

amount dispersed in this period) also received assistance from NZTE. We exclude 

these firms from this evaluation as discussed previously. 

Table 5-1: Number of firms receiving R&D assistance  

by year of entry and type of assistance. 

 Firms receive R&D assistance only Firms receive 

R&D and NZTE 

assistance 

Total Year of first R&D 

assistance 

Capability 

Building 

Project 

Funding 

Both types  of 

assistance 

2002 309 60 57 120 546 

2003 249 108 45 93 495 

2004 255 63 36 141 495 

2005 186 57 21 102 363 

2006 147 39 18 87 291 

2007 144 54 18 99 318 

2008 126 45 9 105 282 

Total number of 

firms 
1,413 426 207 750 2,796 

Share of total  

number of firms 
51% 15% 7% 27% 100% 

Share of total 

dollars dispersed 
6% 33% 13% 48% 100% 

 

The population is drawn from “private for profit” firms and excludes households, 

ANZSIC division M (Government Administration and Defence) and firms located 

offshore.  Only firms that are considered to be economically active
19

 are included; 

firms not assigned an ANZSIC industry classification are dropped. We only include 

treated and untreated firms for which we have a full set of data to calculate matching 

variables in the pre-treatment year. Because our matching model includes growth 

                                                 
19

 Defined by a number of criteria, including non-zero GST sales/purchases; RME and selected IR10 
variables  
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variables (see next section), we require data two years prior to a firm first receiving 

assistance. The LBD starts in 2000 so we can only examine the impact on firms that 

first receive R&D assistance from 2002 onwards. Table 5-1 shows that numbers of 

firms in the evaluation sample by treatment status. A large share of treated firms is 

dropped, primarily because they have zero total employment in the two years 

preceding their first year of government R&D assistance. 

5.4 Model variables 

This section discusses outcome and matching variables used in the evaluation. We 

also show summary statistics for these variables by treatment status. 

In this evaluation, we estimate the impact of receiving R&D assistance for four 

different outcome variables: log of sales, log of employment, log of labour 

productivity and MFP.  

There are three sources of information relating to R&D.  The first are two business 

surveys containing high quality information on R&D expenditure: the biennial 

national R&D survey and the annual Business Operations Survey. However, both of 

these are surveys of a sample of firms from the population, they were not designed for 

this type of evaluation.  Because of this, they do not allow us to track the R&D 

activity of a sufficient number of firms receiving government R&D assistance and 

compare them to a control group of similar surveyed firms
20

. This means that the 

surveys are not useful as an outcome variable.  Because of this, we are unable at this 

stage to use the LBD to determine whether R&D additionality occurs as a result of 

Tech NZ assistance.   

The third source of information on R&D is the IR10 Financial Accounts form 

submitted to Inland Revenue.  Whilst IR10 derived R&D expenditure does not 

concord well with the higher quality data from the surveys, this is likely to be because 

one of the major components of R&D expenditure (salaries and wages) are accounted 

                                                 
20

 The Business Operations Survey is most suited to our task because it is an annual survey and 
represents a random sample of the population of firms (albeit only with firms with employment of 6 or 
more people). In contrast, the R&D survey is targeted at known R&D performers and receipt of Tech NZ 
assistance leads to a higher chance of being sampled in future R&D surveys. This could potentially lead 
to positively biased treatment effects. There is also a large panel element in the BOS survey - all 
respondents to BOS in 2005 continue to be sampled. However, the BOS has only been running annually 
since 2005. We explored if a subset of firms sampled in the BOS could be used to estimate whether 
R&D assistance resulted in additional R&D expenditure following assistance. However, the numbers of 
Tech NZ firms and suitable control firms with BOS responses were too small to provide conclusive 
results. 
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for separately in the tax data (Fabling, 2008).  Fabling (2008) concludes that the IR10 

measure is sufficiently accurate to use as a binary variable, i.e. as an indicator that a 

firm performed R&D or not.  That is to say, firms that report any expenditure in this 

category of the IR10 form do conduct R&D.   

In light of the above, we construct a binary R&D indicator derived from all three 

sources for use as a matching variable.  Firms are recorded as having previously 

undertaken R&D if they were recorded as conducting R&D in any of the three sources 

in the year preceding their first assistance or the previous year.
21

  

We wished to include lagged outcomes variables as matching variables in the probit 

model to ensure that we compare treated and matched control firms with similar levels 

in sales, employment, labour productivity and MFP prior to estimating the treatment 

effect on those outcomes.  

In order to remove bias in the treatment effect due to pre-existing differences in 

outcomes, we include pre-assistance levels of some of the outcomes measures.  

Because these are highly correlated with each other, we do not include them all in the 

probit model (after some experimentation we did not include sales and labour 

productivity in our probit model). To ensure the robustness of our results, we did 

check that all four lagged outcome variables were balanced at the 5% significance 

level. 

One of the selection criteria for Tech NZ project funding is that firms have a potential 

for high growth. We use lagged growth in firm performance variables (employment, 

MFP) as a proxy for this criteria. It does not seem unreasonable that funding agencies 

use current firm growth to determine whether they believe a firm will grow strongly 

                                                 
21 We considered using this combined binary indicator as an outcome variable instead of R&D 

expenditure. However, we found that the IR10 data underestimates R&D activity in cases where we 
know that a firm received Tech NZ payments and is therefore undertaking R&D, but the IR10 data 
shows no activity. The BOS and R&D survey measures are more likely to report accurate indicators in 
these cases.  The measurement error in the combined binary indicator is also related to whether a firm 
is treated or not. If a firm is treated (receives Tech NZ) then it is more likely to be sampled in future R&D 
surveys. Since the R&D survey is a more accurate measure of R&D activity than IR10, the firm may 
show up subsequently as starting to undertake R&D, even though it may have been doing R&D all along 
but just not reporting it in IR10 forms. This would lead to a positive bias in the treatment effect. We might 
exclude the R&D survey from the combined measure and consider combining only BOS and IR10 data. 
However, if receiving Tech NZ has a positive impact on employment, then the firm will grow after 
receiving treatment and the larger it grows, the more likely it will exceed the BOS sampling threshold of 
6 people. Again, the firm might look like it just started doing R&D simply because it was now more 
accurately measured. 
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in the future and that firms experiencing high growth might seek government 

assistance to undertake new or enhanced R&D projects. Including the growth 

variables comes at a cost, however- we lose an additional year of data.  

We also expect a positive relationship between a firm’s exporting history and seeking 

Tech NZ assistance based on the expected outcomes of some Tech NZ programmes. 

Furthermore, over 40% of firms receiving Capability and Project Funding were goods 

exporters in the year prior to first receiving Tech NZ assistance; this compares to less 

than 5% of firms that were goods exporters in the total population
22

 (Statistics NZ, 

2010). We include two binary indicators for exporting in the year prior to treatment
23

:  

one for manufacturing exporters and the other for non manufacturing exporters. Dual 

binary variables are required because exporting activity is measured using trade 

merchandise data. The export binary variable is likely to be a good performance 

measure for the manufacturing sector (where firms tend to be involved in merchandise 

exports), but less so in non-manufacturing industries which predominantly export 

services. 

Firm size may also influence the decision to seek government R&D assistance. Figure 

3-2 shows that assisted firms are larger than the average firm in the population so this 

might lead us to expect that larger firms receive R&D assistance. However, Fabling 

(2008) found that smaller firms have an increased likelihood of undertaking R&D so 

we have no clear view on the relationship between size and receiving government 

R&D assistance. There is a wide range of firm sizes in the treated sample, for both 

Capability Building and Project Funding assistance. We therefore also include a 

squared term to account for the possibility that participation is nonlinearly related to 

firm scale. 

We expect firms with higher levels of capital will be more likely to apply for an R&D 

grant. Since we are already including a measure of scale with employment, we use the 

capital intensity (the ratio of capital to labour) as a matching variable. Hall and 

Ziedonis (2001) argue that firms with large sunk costs respond strategically to an 

environment by placing more emphasis on innovations through expansion. This 

                                                 
22

 Businesses were restricted to the following industries: agriculture, forestry and fishing; manufacturing; 
wholesale trade; retail trade; transport, postal, and warehousing  
23

 We experimented with exporting dummies involving longer exporting histories, however the probit 
model results were relatively insensitive to the choice of dummy variable. 
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suggests a positive relationship between capital intensity and treatment. This is 

supported by Figure 3-2, which shows that firms receiving government R&D 

assistance have higher levels of capital intensity compared to the untreated 

population, at least in the year prior to first receiving assistance.  We also include 

growth in capital intensity as it seems possible that firms increasing their investment 

in capital intensity may be gearing up to undertake R&D.  

Other matching variables include the age of the firm and dummy indicators for 

whether or not it is foreign owned, and whether or not the firm is a single entity or is 

in a group and associated with other firms through some kind of reporting 

arrangement (e.g. a manufacturing firm might be associated with a head office). All 

foreign owned firms are assumed to be in groups. We believe these characteristics 

may affect a firm’s decision to seek Tech NZ assistance or be granted assistance by 

the funding agency but we have no clear view on the sign of that relationship or 

whether it is significant.  

We pool all observations across industries and years, but include industry (2 digit 

ANZSIC) and year dummies to account for changes in the macroeconomic climate 

that might influence participation and funding decisions
24

. We remove industry 

specific annual averages (at the 2 digit ANZSIC level) from all continuous variables 

(outcome and matching variables) prior to estimation. Our interest lies in estimating 

the impact on firm performance that is solely due to government assistance; this 

impact is likely to be swamped by year to year variations in performance due to 

external factors that are common to industry groupings. We also dropped all outliers 

in the distribution of changes in our outcome variables as these can seriously skew 

mean treatment effect when sample sizes are small. 

 

                                                 
24

 We did not have sufficient memory to use industry-year dummies for the whole dataset. However, 
analysis involving subsets of the data showed that the two models (separate industry and year dummies 
and  industry-year dummies) were not statistically different. 
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6 Results 

6.1 Matching model results 

The results of estimating the matching model of Capability Building and Project 

Funding are set out in Table 6-1.  Matching is based on predicted probabilities from a 

probit regression of the treatment variable on characteristics in the previous year. The 

treatment variable relates to first time receipt of Capability Building or Project 

Funding assistance. To save space, the coefficients for the industry and year dummies 

are not shown. 

The coefficients on employment, capital intensity, exporting and R&D activity are 

significant and have the expected signs. Larger firms and firms with higher capital 

intensities have a higher likelihood of receiving R&D assistance. There is also a 

significant nonlinear dependence on firm size so that the probability of receiving 

R&D assistance doesn’t continue to increase with firm size. Firms that export goods 

are also more likely to receive assistance – the coefficients are similar whether the 

firm is in a goods exporting industry (manu_goods_export) or not 

(non_manu_goods_export). R&D activity in the two years prior to first time 

assistance is also a strong predictor of receiving R&D assistance. These results 

confirm our expectations based on Figure 4-2 that higher performing firms self-select 

(or are preferentially selected by funding agencies) into Capability Building and 

Project Funding assistance. 

There is no evidence of firms gearing up prior to undertaking a government R&D 

project. Growth rate variables are not statistically significant, except in the case of 

firms seeking Capability Building assistance, where lower growth rates in MFP 

increase the likelihood of receiving assistance, all other things equal. Younger firms 

are also more likely to receive Capability Building assistance. Foreign ownership and 

group status only impacts on the probability of receiving Project Funding; foreign 

owned firms are less likely, and firms in groups more likely, to receive Project 

Funding. 
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Table 6-1: Probit model results: The probability of receiving  

R&D assistance by type of assistance 

 
Capability 

Building 

Project 

Funding 

Employment 

(ln_rme) 

0.278*** 0.283*** 

[0.028] [0.05] 

Employment^2 

(ln_rme_squared) 

-0.022*** -0.044*** 

[0.007] [0.012] 

Change in employment 

(∆ln_rme) 

0.05 0.139 

[0.059] [0.098] 

Multi-factor productivity 

(mfp) 

0.03 0.033 

[0.021] [0.039] 

Change in MFP 

(∆mfp) 

-0.047* -0.058 

[0.025] [0.053] 

Capital intensity 

(klratio) 

0.081*** 0.080*** 

[0.016] [0.027] 

Change in capital intensity 

(∆klratio) 

-0.014 -0.01 

[0.028] [0.056] 

Firms in group 

(in_group) 

0.073 0.158* 

[0.058] [0.084] 

Goods exporting industry 

(manu_goods_export) 

0.321*** 0.386*** 

[0.073] [0.115] 

Other exporting industry 

(non_manu_goods_export) 

0.311*** 0.373*** 

[0.072] [0.12] 

Firm age 

(ln_age) 

-0.004** 0.003 

[0.002] [0.002] 

R&D activity 

(R&D_ind) 

0.351*** 0.429*** 

[0.05] [0.079] 

Foreign owned firms 

(foreign_owned) 

-0.121 -0.367** 

[0.094] [0.163] 

Pseudo R
2
 0.173 0.208 

N treated firms 405 111 

N control firms 176,532 118,446 

 Robust (clustered on firm) standard errors in brackets (*, **, *** refer to 

significance levels of 10%, 5% and 1% respectively);  

 2 digit industry and year dummies were included in the model but are not shown;  

 Low values of PseudoR
2
 are typical with probit and logit models; this measure is not 

like the R
2
 for ordinary least squares regression.  

 Firms with non-finite values of matching variables are dropped from the model. 
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6.2 Causal estimates of the impact on firm performance 

The matching models show that the performance of assisted firms is higher than the 

average New Zealand firm, even before the assistance begins. The question remains 

whether the R&D assistance results in any additional impact on firm performance. We 

obtain causal estimates of the effect of R&D assistance on firm performance by using 

the estimated propensity scores from the matching model to match assisted firms to 

comparable control firms, and then compare the changes in firm performance between 

treated and matched control firms. 

Table 6-2 to Table 6-4 present the results for our three different model specifications. 

The tables show the causal treatment effect estimates and their errors, the numbers of 

treated and control firms
25

 used in the estimates and the share of treated firms dropped 

in the radius matching process because there was no overlap with similar untreated 

firms. Statistically significant coefficients are shown in bold.  

Model 1 – Comparing Capability Building and Project Funding 

Our main estimates show the impacts of receiving Capability Building and Project 

Funding assistance separately (Table 6-2).  We see that Capability Building assistance 

has a positive and sustained impact on employment (RME). The coefficients are 

around 5%, meaning that on average, firms that received Capability Building 

assistance subsequently grew their employment to be about 5% higher than similar 

matched firms over the same period. The impact was evident up to three years 

following a firm first receiving Capability Building assistance. Most of the differential 

employment growth happens at the start of the assistance with only a small increase 

after three years (from 4.7% to 6.7%). The lack of significant impact on RME after 

four years may partially reflect the decline in sample size and the corresponding 

increase in standard errors.  However, the lack of significant impact after two years is 

difficult to explain. There is a decline in sample size between one and two years, 

however the impact is significant after three years and the sample is even smaller 

then. This pattern may be linked to the intermittent nature of R&D activity 

particularly for firms that are just starting build R&D capacity.  

                                                 
25

 These number of treated firms used in the estimation are fewer than the numbers shown in Table 5.1 
because they have missing values for matching variables in the year prior to treatment. For example, 
about 35% of firms are dropped because they have zero employment in the year prior to employment.  
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There is a short term impact on sales one year after first receiving Capability Building 

assistance but no impact for later years (although the coefficients are positive they are 

not statistically significant). There is no impact on labour productivity (LP) although 

the coefficient at lags of four years is getting close to becoming significant. If the 

differential growth in value-added between treated and matched control firms 

remained constant, then the significant difference in employment growth might lead 

to negative values of labour productivity. In fact, labour productivity coefficients are 

positive although not significant, implying that value-added must have also increased 

although not so much that we see significant impact on labour productivity. There is 

no significant impact on multifactor productivity (MFP) for the first three years 

following the first year of assistance. However, we do see a significant positive 

impact on one of our final outcomes, MFP, at four years following first receiving 

Capability Building assistance.  

The table shows a large reduction in the number of observations from zero lag to lags 

of four years. Most of this reduction in data is a reflection of our relatively short time 

series, resulting in a smaller number of possible observations at lags of four years 

compared to no lag. However, some of this reduction will be due to firm attrition. It is 

possible that our treatment effect estimates are affected by a change in composition of 

treated firms over time, e.g. if high performing firms are more likely to survive then 

our estimates at longer time lags may be positively biased due to attrition of weaker 

firms. To test this, we repeated the analysis using a common sample that only 

included firms that were present in all years in order to untangle changes in the 

composition of the assisted firms over time from within-firm changes in performance.  

The common sample results showed the same time dependence in impact on MFP as 

the full sample, there is no statistically significant impact until four years after first 

receiving assistance.  This suggests that attrition bias is not the cause of the increase 

in significance for MFP at later years. The evidence of a significant long term impact 

on MFP from Capability Building is encouraging because higher firm productivity is 

a final rather than an intermediate outcome. MFP could be improved by firms 

adopting better business practices or utilising resources in more efficient ways as a 

result of receiving R&D assistance. If this is what is happening then we would expect 

to see even higher returns in the future.  
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Moving to Project Funding assistance (right hand side of Table 6-2), we see no causal 

effects on any of firm performance measures at any time lag. Most of the employment 

coefficients are positive but not significant. All the productivity coefficients are 

negative and not significant. The results seem counterintuitive -Project Funding 

involves large sums of money and is directed to firms that are embarking on 

significant R&D projects that have been found to produce tangible results (e.g., 

Infometrics, 2009). Yet we measure no impact on any firm performance measures for 

up to four years following project approval. This does not mean that the R&D projects 

undertaken as a result of receiving assistance have been unsuccessful. Based on 

previous evaluation evidence of Tech NZ it is highly likely that the projects improved 

the performance of firms following receipt of the grant. However, our results suggest 

that a comparable group of firms would have had similar improvements in firm 

performance (possibly as a result of undertaking privately funded R&D) regardless of 

whether they received Project Funding assistance.  

Why do we see significant impacts for Capability Building assistance but not Project 

Funding? Is it related to the types of firms that receive Capability Building, e.g. 

because firms are less likely to have undertaken R&D prior to receiving Capability 

Building? We examine this question in our next two specifications. We also examine 

the possibility that the lack of significance is associated with the smaller sample size 

for Project Funding (about 30% of the Capability Building sample size).  

For our next two specifications we pool both types of assistance to increase our 

sample size and examine the influence of firm size and prior R&D activity on our 

estimates. (We can now include the firms that received both Capability Building and 

Project Funding assistance, which we previously excluded to get a clear picture of the 

separate impacts). To do this, we need to assume that the probability of receiving 

assistance and the time dependent impact on firm performance does not depend on the 

type of R&D assistance. We see some justification for this assumption in the 

similarity of firm characteristics prior to receiving either Capability Building or 

Project Funding assistance (Figure 3-2) and in the similarity of the matching models 

(Table 6-2). 
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Table 6-2: Results for Model 1 – The causal effect of R&D assistance on firm performance by type of assistance 

 Capability Building  Project Funding 

 
Begin 

treatment 
 Continued treatment 

 

Begin 

treatment 
 Continued treatment 

 
Approval 

Year 
 Year 1 Year 2 Year 3 Year 4 

Approval 

Year 
 Year 1 Year 2 Year 3 Year 4 

SALES 0.043  0.084** 0.081 0.111 0.106  -0.021  0.015 -0.058 -0.060 -0.057 

 [0.03]  [0.039] [0.053] [0.072] [0.081]  [0.05]  [0.066] [0.125] [0.143] [0.157] 

N treated 351 (0.13)  348 (0.13) 
306 

(0.13) 

255 

(0.12) 

201 

(0.14) 
 99 (0.11)  96 (0.11) 

84 

(0.13) 
72 (0.14) 60 (0.13) 

N control 176532  173478 142428 118557 97671  118446  110163 94749 86964 72573 

RME 0.047**  0.058* 0.018 0.067* 0.047  0.011  0.011 0.006 0.023 -0.101 

 [0.02]  [0.033] [0.048] [0.039] [0.046]  [0.044]  [0.079] [0.099] [0.089] [0.109] 

N treated 339 (0.13)  330 (0.13) 
285 

(0.14) 

237 

(0.14) 

186 

(0.16) 
 96 (0.14)  90 (0.14) 

75 

(0.14) 
63 (0.13) 54 (0.14) 

N control 167313  154143 124212 100857 83337  108159  97755 83076 71496 52911 

LP 0.006  0.046 0.034 0.021 0.114  -0.009  -0.052 -0.053 -0.053 -0.041 

 [0.045]  [0.043] [0.062] [0.065] [0.078]  [0.081]  [0.128] [0.106] [0.106] [0.096] 

N treated 318 (0.14)  315 (0.15) 
273 

(0.13) 

219 

(0.14) 

168 

(0.16) 
 93 (0.11)  87 (0.12) 

66 

(0.12) 
63 (0.13) 51 (0.11) 

N control 147525  139296 108855 87915 71334  99720  83787 67032 60198 42978 

MFP 0.008  0.058 -0.002 0.037 0.151**  -0.089  -0.072 -0.169 -0.195 -0.019 

 [0.047]  [0.046] [0.065] [0.071] [0.061]  [0.079]  [0.102] [0.116] [0.123] [0.107] 

N treated 297 (0.14)  291 (0.14) 
243 

(0.14) 

201 

(0.13) 

159 

(0.13) 
 78 (0.19)  69 (0.21) 

54 

(0.22) 
51 (0.19) 42 (0.24) 

N control 138897  123273 95001 75474 60864  89436  72261 57564 46893 38916 

Notes: Difference in difference estimates comparing growth in outcomes between assisted firms and a matched sample of firms. Growth is measured from the year prior to receiving assistance 

to the outcome year. We use radius matching with replacement and a propensity score radius of 0.0003 for the Capability Building and 0.001 for Project Funding. Treated firms are only 

matched to firms in the same 2 digit industry and year. Individual firm treatment effects are averaged across all industries and years. All pre-treatment matching variables and pre-treatment 

performance variables are balanced at 5% significance level. Bootstrapped errors in brackets (*, **, *** refer to significance levels of 10, 5 and 1% respectively).The number of treated and 

control firms used in each estimate are also shown. The share of treated observations dropped due to falling outside the propensity score radius is shown in brackets beside the number of treated 

firms. 
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Model 2 – Comparing the impact of assistance by firm size 

Table 6-3 shows the influence of firm size on impact estimates.  We split the sample of 

all assisted firms into two equal groups based on total employment (RME). The split 

occurs at RME=6.2
26

.  There is a clear pattern from our analysis: we see some positive 

and significant impacts on firm performance for the small firms, but no impact for large 

firms.  In fact, we see significant negative impacts on productivity at two time lags for 

the large firm group. For firms in the small size group, we see differential growth in 

employment, labour productivity and MFP after four years between assisted and 

unassisted firms. The estimates are not significant at shorter time lags except for 

employment, but coefficients are positive from lags of one to three years for 

employment and LP. In contrast, all the productivity coefficients are negative for the 

large firm group although employment coefficients are positive. The lack of significance 

in the large firm results is not likely to be due to small sample size issues in this 

specification. 

 

                                                 
26

 The numbers of firms in the small and large group are equal prior to matching, however many of the 
small firms did not have data for some of the matching variables and were dropped in the matching model. 
This is why Table 6.3 shows more firms in the large firm group compared to the small firm group. 
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Table 6-3: Results for Model 2 – The causal effect of R&D assistance on firm performance by Firm size 

 Small firms (employment < 6.2)  Large firms (employment ≥ 6.2) 

 
Begin 

treatment 
 Continued treatment  

Begin 

treatment 
 Continued treatment 

 
Approval 

Year 
 Year 1 Year 2 Year 3 Year 4  

Approval 

Year 
 Year 1 Year 2 Year 3 Year 4 

SALES 0.01  0.044 0.054 0.078 0.184  0.018  0.030 0.048 0.088 0.014 

 [0.037]  [0.063] [0.068] [0.14] [0.133]  [0.021]  [0.027] [0.05] [0.06] [0.099] 

N treated 186 (0.07)  183 (0.06) 
162 

(0.07) 

138 

(0.08) 

108 

(0.08) 
 279 (0.15)  

279 

(0.16) 

249 

(0.15) 

210 

(0.14) 

177 

(0.16) 

N control 123183  122235 111819 93711 78945  15291  15282 11790 10212 7695 

RME 0.051**  0.032 0.028 0.085 0.125*  0.009  0.023 0.003 0.021 -0.079 

 [0.023]  [0.048] [0.053] [0.066] [0.069]  [0.018]  [0.027] [0.043] [0.047] [0.061] 

N treated 180 (0.08)  186 (0.06) 
150 

(0.06) 

126 

(0.09) 

105 

(0.08) 
 279 (0.15)  

279 

(0.16) 

246 

(0.15) 

204 

(0.14) 

168 

(0.14) 

N control 120765  124368 100779 81234 66510  15306  15306 11577 9669 7284 

LP -0.003  0.039 0.044 0.044 0.202**  -0.036  -0.045 -0.056 -0.106* -0.001 

 [0.059]  [0.072] [0.09] [0.116] [0.104]  [0.035]  [0.039] [0.039] [0.061] [0.063] 

N treated 162 (0.07)  162 (0.07) 
135 

(0.08) 

111 

(0.08) 
87 (0.06)  276 (0.16)  

279 

(0.15) 

237 

(0.15) 

201 

(0.14) 

162 

(0.14) 

N control 107073  106974 87744 68826 55224  14949  14955 11163 9327 6939 

MFP -0.023  0.04 -0.059 0.073 0.225*  -0.057*  -0.012 -0.06 -0.074 0.03 

 [0.065]  [0.059] [0.096] [0.11] [0.122]  [0.035]  [0.051] [0.066] [0.064] [0.08] 

N treated 153 (0.07)  147 (0.08) 
120 

(0.07) 
99 (0.11) 81 (0.07)  252 (0.17)  

249 

(0.18) 

207 

(0.18) 

183 

(0.16) 

138 

(0.15) 

N control 102285  95856 77430 59541 49683  13998  13545 9720 7755 6048 

For notes see Table 6-2 
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Model 3 – Comparing the impact of assistance by previous R&D activity 

Small firms appear to benefit more from R&D assistance than large firms, at least in the 

four years following their first assistance. Another factor that might significantly 

influence how much benefit a firm receives from assistance is whether or not they have 

previously undertaken R&D. This is examined in Table 6-4. We see no significant 

impact for firms that had undertaken R&D in the two years prior to receiving their first 

grant. In contrast, we do see some impacts for firms that had not previously undertaken 

R&D in employment growth and MFP. One of the problems with interpreting Table 6-4 

is that we believe that many firms that undertake R&D are under-reporting this activity 

in their taxation (IR10) forms that have been used as a data source for this study. This 

means that there will be an unknown number of firms in the ‘no prior R&D’ group that 

are actually doing R&D in the two years before receiving their first grant  and this may 

be weakening the impact estimates if firms receive maximum benefit from starting to do 

R&D for the first time. (We are reasonably confident that firms in the prior R&D group 

are correctly identified as doing R&D so the difficulty in interpretation lies with the left-

hand side tables only). 
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Table 6-4: Results for Model 3 – The causal effect of R&D assistance on firm performance by prior R&D activity 

 No Prior R&D  Prior R&D 

 
Begin 

treatment 
 

Continued treatment 

 

Begin 

treatment 
 Continued treatment 

 
Approval 

Year 
Year 1 Year 2 Year 3 Year 4 

Approval 

Year 
 Year 1 Year 2 Year 3 Year 4 

SALES 0.023  0.084* 0.08 0.064 0.093  0.013  -0.006 -0.101 0.047 -0.194 

 [0.027]  [0.046] [0.051] [0.068] [0.072]  [0.055]  [0.068] [0.149] [0.124] [0.156] 

N treated 381 (0.09)  375 (0.09) 
330 

(0.09) 

279 

(0.08) 
219 (0.1)  114 (0.16)  

114 

(0.16) 

99 

(0.18) 
78 (0.21) 69 (0.23) 

N control 178833  174204 147510 124716 101424  3267  3222 2619 1929 1578 

RME 0.041**  0.062** 0.038 0.04 -0.014  0.05  -0.003 -0.025 -0.05 -0.179 

 [0.019]  [0.03] [0.04] [0.039] [0.052]  [0.037]  [0.07] [0.077] [0.086] [0.133] 

N treated 369 (0.09)  357 (0.1) 306 (0.1) 
252 

(0.11) 

204 

(0.12) 
 111 (0.18)  

114 

(0.17) 

93 

(0.21) 
75 (0.22) 69 (0.21) 

N control 168708  153432 127734 105195 85641  3153  2976 2019 1782 1443 

LP -0.032  -0.024 -0.028 -0.046 0.096  -0.053  -0.074 0.022 -0.088 0.003 

 [0.041]  [0.041] [0.046] [0.058] [0.069]  [0.077]  [0.104] [0.097] [0.154] [0.149] 

N treated 348 (0.1)  336 (0.1) 285 (0.1) 
234 

(0.11) 

183 

(0.12) 
 105 (0.19)  

111 

(0.16) 

90 

(0.19) 
75 (0.19) 63 (0.19) 

N control 147672  134328 110181 89898 71451  2928  2796 1653 1617 1296 

MFP -0.047  -0.01 -0.055 -0.028 0.131*  -0.104  -0.037 -0.001 -0.074 0.071 

 [0.036]  [0.054] [0.064] [0.066] [0.082]  [0.096]  [0.085] [0.099] [0.139] [0.144] 

N treated 318 (0.11)  306 (0.11) 
255 

(0.11) 

210 

(0.11) 

165 

(0.11) 
 93 (0.18)  96 (0.2) 

78 

(0.19) 
69 (0.21) 57 (0.14) 

N control 139812  118242 98124 77919 62535  2166  2331 1428 1434 1098 

For notes see Table 6-2 
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6.3 Comparison with past evaluations of Technology New Zealand 

At this stage it is natural to ask how these recent findings fit in with previous evaluations of 

Tech NZ based on self reported impacts on a sample of recipient firms.  We expect there will 

be some differences in conclusions which are solely due to sample differences and different 

periods of analysis. For example, the most recent Infometrics (2009) evaluation which 

surveyed 28 firms that had received significant levels of funding over the previous decade. It 

is likely that several of the firms that were interviewed in that study are not part of our 

analysis because they may also have received funding from NZTE or they received their first 

grants prior to 2002. We focus on the more recent past evaluations. 

Previous evaluations report an increase in R&D capability as a result of receiving Tech NZ 

assistance. Firms surveyed in the Infometrics study (2009) mentioned that R&D would not 

have occurred, at least at the same level, without assistance. This is consistent with R&D 

additionality, but it is not an actual measure because it is based on self-reported performance. 

Technology NZ performance reports show increases in the average R&D expenditure 

following contract completion, but much of this increase may have occurred anyway not just 

as a result of receiving Technology Business Growth (TBG) assistance.  

In this study, we focus on whether the assistance actually improved the performance of the 

firm.  We might expect any significant increases in R&D activity and/or capability to be 

evident in changes in employment levels.  We measure no impact on employment for Project 

Funding for up to four years following the first year of assistance. This appears to be 

inconsistent with the very positive findings from previous TBG evaluations (although of 

course additional R&D activity and/or expenditure could have occurred with no additional 

employment growth).  However, it is unclear what benefits to the firm are if it does not grow 

or become more productive.  We do see increases employment for Capability Building 

assistance and this is consistent with previous findings from the TIF evaluation which found 

that fellowships have created new R&D capability and enhanced a firm’s appreciation for 

undertaking R&D. 

Previous evaluations did not identify or quantify the counterfactual. They found very positive 

impacts on sales, with quantitative estimates ranging from on average increase in 7% to 29% 

due to Tech NZ assistance. The highest impact of 29% is at 18 months after completion of 

TBG projects and is measured from the start of the TBG grant. Depending on the duration of 
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the funding, this could be two or more years on since first receiving assistance
27

. This result 

is much more positive than our estimates which show no impact on sales, except for firms 

receiving Capability Building assistance and for firms that did no prior R&D two years 

before their first assistance (and then only in the first year after approval). This is not 

surprising as the TBG estimate is a before/after measure, i.e. it measures what happened as 

after receiving a TBG.  We saw in section 4 how this might severely overstate the impact.  It 

does not compare the performance of TBG firms with similar firms that received no 

assistance. It is not that TBG firms did not develop new products, processes or services and 

generate excess sales; it is clear that they do. However our analysis suggests that they would 

have done that anyway and attributing the entire change in sales to Tech NZ assistance leads 

to overestimates of sales impact.  

The Infometrics (2009) evaluation goes one step further and asks firms to estimate the impact 

attributable to Tech NZ assistance. This leads on average to a slightly lower estimate on the 

average impact of sales of 19.8%. This is again significantly higher than our estimate and we 

believe it is biased high due to the inherent uncertainty in the method of estimation and the 

small sample size. 

6.4 Comparison with other econometric evaluations of R&D support 

As we noted in section 2, there are only a handful of studies that have been able to quantify 

impacts on firm performance due to government funded business support using robust 

econometric techniques. Even fewer of those studies focus on government R&D assistance. 

Similar to those studies (World Bank, 2010) we find the strongest evidence for impact on 

outcomes such as employment growth rather than productivity (as a result of receiving 

Capability Building assistance).  The impact is restricted to small firms and firms that had not 

undertaken R&D in the two years prior to receiving first assistance.  

Three out of five of the previous studies that included sales as a performance measure found 

no significant impact from R&D programmes. Similarly, we found an immediate but not 

sustained impact on sales. All of the studies that looked at impact on productivity found no 

impact due to R&D assistance (although there were impacts on productivity due to other 

types of business support). This is similar to our findings related to Project Funding. 

However, we have measured a positive and significant impact due to Capability Building at 

                                                 
27

Around 85% of firms receiving Project Funding in our evaluation sample had received their total grant within 2 
years of approval. 
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fours year following the start of a project. We found positive impacts on MFP to be 

associated with smaller firms and those firms that had not undertaken R&D prior to the first 

project. This is a more positive finding than those recent studies with regard to R&D 

assistance.  

The Chile and Mexico studies also examined the effects of timing of assistance on firm 

performance although this was in relation to all forms of SME support combined and not just 

R&D support.  Both studies find that impacts may take up to four years to materialise and 

impacts can continue to increase for many years following that. The authors of the synthesis 

report (World Bank, 2010) conclude that long time lags may partially explain why so 

previous studies have found little significant impacts. We could apply that argument to 

explain why we did not find any significant impacts on firm performance due to Project 

Funding; perhaps significant impacts will be evident when this analysis is repeated again in a 

few years.  

On the other hand, it is puzzling that the ‘returns to R&D’ literature discussed in the 

Literature review is full of examples of significant immediate or short term impacts due to 

R&D including on productivity. It is true that many of these studies may relate to privately 

funded R&D programmes and these might be quite different in nature to publicly funded 

programmes evaluated here. The different temporal patterns in impact due to private versus 

public funding needed to be explored further.  
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7 Conclusions 

The main results of this evaluation are presented in Table 7-1. Firms that receive 

R&D assistance are higher performing than the average New Zealand firm. Firms are 

larger, have higher sales and capital intensity and more likely to be exporting goods 

and undertaking R&D even before they seek out R&D assistance. Failure to take this 

into account when assessing the impact on firm performance due to assistance will 

result in biased estimates. We reduce the selection bias by matching firms that have 

received assistance with comparable unassisted firms, and by comparing the changes 

in performance of the assisted and unassisted groups before and after receiving the 

assistance. Our method is similar to the current best practice methods used in recent 

international studies (World Bank, 2010). 

We assess the impact on sales, employment, labour productivity and multifactor 

productivity of firms receiving R&D assistance relative to matched unassisted firms.  

Ideally, we would like to assess the impact of R&D assistance on R&D additionality, 

i.e., whether R&D assistance has resulted in the firm investing in R&D over and 

above the level it would have done without assistance. Following that we would like 

to show a link between improved R&D activity and improved final outcomes. 

Unfortunately, we do not have sufficiently accurate and comprehensive information 

on the temporal history of R&D expenditure or activity to do this now. We require a 

longer history of firm responses from the Business Operations Survey and/or 

Research and Development Survey before we are able to assess the impact of R&D 

activity. This will not be available for a few more years. 

We use three different models to examine the impact of government R&D assistance. 

Our main model looks at the impact of Capability Building and Project Funding 

separately, in order to distinguish whether impacts depend on the type of assistance 

provided to a firm. We see that they do. Firms that receive Capability Building 

assistance show significantly higher employment growth compared to matched 

unassisted firms. Most of this growth occurs at the start of R&D assistance and then 

grows only slightly after that till three years following first receiving assistance. Still 

with Capability Building, we see a short term impact on sales and we infer a positive 
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impact on value-added because labour productivity does not become negative 

although labour has increased. However, our most encouraging result is the impact on 

multifactor productivity four years following first assistance because this is an 

ultimate outcome for government assistance. If this impact is due to firms using 

resources more efficiently or adopting better business strategies and/or practices then 

we should expect to see the impact continue to be positive at longer lags. 

In contrast, there are no impacts for Project Funding even on intermediate outcomes. 

We found this counterintuitive because we know that Project Funding involves larger 

dollar amounts compared to Capability Building. In order to understand this result 

better, we pooled both types of assistance and examined the influence of firm size and 

prior R&D activity on the results. We only found impacts for small firms and firms 

that had not undertaken R&D two years prior to receiving their first assistance. We 

saw no positive impacts for large firms and no positive impacts for prior R&D 

performers. Our results show that Technology New Zealand has a significant positive 

impact when it is targeted at firms that are building capability; that are small and that 

have not previously undertaken R&D. 

Table 7-1: Main findings 

Selection bias Characteristics of assisted firms compared to all firms 

before receiving assistance 

 Higher sales 

 Higher employment 

 Higher labour 

productivity 

 Slightly lower multi 

factor productivity 

 

 Higher value added 

 Higher capital-labour  

 Do export  

 Perform R&D 

 

 

Capability 

Building 

assistance 

 8.4% increase in sales only for one year after first 

receiving assistance 

 4.7% - 6.7% increase in employment after three years  

 15% increase in multi factor productivity after four 

years  

Project Funding 

assistance 
 No impact 

Large firms
1, 2

  - 10.6% drop in labour productivity after three years  

 - 5.7% drop in multi factor productivity during 

approval year 
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Small firms
1, 2

  5% - 12.5% growth in employment  

 20% increase in labour productivity after four years 

 22.5% increase in multi factor productivity after four 

years 

Firms that had 

undertaken R&D
2
 

 No impact 

Firms that had not 

previously 

undertaken R&D
2
 

 8.4% increase in sales only for one year after 

assistance 

 4% - 6% increase in employment in the first two years 

after assistance 

 13% increase in multi factor productivity after four 

years 

1
 Small firms < 6.2 employees. 

2 
Capability and Project funding are pooled. 

 

How does this compare with other evaluation evidence? Previous evaluations of 

Technology New Zealand using traditional methods such as surveys or case studies of 

recipient firms find positive impacts. It is clear that these projects result in new or 

enhanced products, processes and services and sales and exporting revenue for firms 

grow following completion of the grants. The question is whether the firms grow any 

faster than they would have done without assistance. The answer appears to be no, at 

least over four year lags that we are able to measure. However, it is not unusual for 

econometric studies to find less positive impacts than traditional surveys. International 

econometric studies that also looked at R&D programmes found little evidence of 

short term impact on final outcomes, although they did see an impact on intermediate 

outcomes such as wages and export intensity. None of these studies found any impact 

on productivity due to R&D support. One explanation for this is that the impacts are 

yet to materialise. There is support for this explanation in previous studies that found 

impacts due to SME support could take between four to eleven years to become 

significant.  Yet, the ‘returns to R&D’ literature clearly demonstrates that short terms 

impacts due to R&D activity on productivity are possible. Why then the differing 

timing in returns from publicly supported R&D projects? This analysis needs to be 

repeated in a few more years to see whether there are any significant impacts on firms 

receiving Project Funding. 

A lack of significant impact on participants in a government programme does not 

necessarily mean that government money is wasted. There is potential for spillover 
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benefits, even in cases where public programmes have an average negative impact on 

recipients. For example, unassisted firms may observe the failure of a government 

funded R&D project and decide not to undertake a similarly risky project themselves, 

possibly resulting in net savings to the New Zealand economy. This is unlikely to be 

occurring here, given the overwhelming positive findings from previous evaluations 

of Technology New Zealand.  Another argument could be that R&D projects have 

been so successful that spillovers have occurred immediately so that our group of 

matched control firms already includes firms that have benefited by knowledge. We 

find this unlikely. One concern is that we have not identified firms that benefit in an 

indirect manner from other publicly funded projects, such as, e.g., when firms are 

engaged in partnerships with Crown Research Institutes of universities. If these firms 

are included in the matched control group then we will underestimate the impact of 

direct assistance. However, the treated firm is also likely to include some of these 

indirectly assisted firms and so the direction of bias is unclear.  Also, the number of 

unassisted firms is very large; we think it is unlikely that the indirectly assisted firms 

could skew the results so that all coefficients for Project Funding, for large firms and 

prior R&D performers are insignificant. However, it is important that we attempt to 

address this deficiency in the LBD by included information about firms that are 

known to be linked with public providers. 

 

8 Bibliography  

Abowd, J., Creecy, R., and Kramarz, F., (2002), ‘Computing Person and Firm Effects Using Linked 

Longitudinal Employer-Employee Data’, Technical Papers 2002-06, Longitudinal Employer-

Household Dynamics, Center for Economic Studies, U.S. Census Bureau.  

Bogliacino, F. and Pianta, M. (2010), Profits, R&D and Innovation: a Model and a Test, IPTS 

working paper Corporate R&D and Innovation - No. 05/2010 

Caliendo, M. and Kopeinig, (2008). ‘Some practical guidance for the implementation of propensity 

score matching’ Journal of Economic Surveys, Blackwell Publishing, vol. 22(1), pages 31-72, 

02. 

Centre for Advanced Engineering, (2001). ‘An Evaluation of the TIF Training Environment’, An 

evaluation report prepared for Foundation for Research Science and Technology. 

http://www.frst.govt.nz/library/evaluations/business-support-schemes/TIFtraining   

Cerulli, G. (2010), ‘Modelling and Measuring the Effect of Public Subsidies on Business R&D: A 

Critical Review of the Econometric Literature’, Economic Record, 86: pp. 421–449. 

doi: 10.1111/j.1475-4932.2009.00615x  

http://ideas.repec.org/p/cen/tpaper/2002-06.html
http://ideas.repec.org/p/cen/tpaper/2002-06.html
http://ideas.repec.org/s/cen/tpaper.html
http://www.frst.govt.nz/library/evaluations/business-support-schemes/TIFtraining


 

MED1343331 56 

Coombs, R. and L. Georghiou (2002), ‘Research and Development: A New "Industrial Ecology"’, 

Science, Vol. 296 no. 5567 p. 471 

David, P., Bronwyn H. Hall & Andrew A. Toole, (1999), ‘Is Public R&D a Complement or Substitute 

for Private R&D? A Review of the Econometric Evidence’, NBER Working Papers 7373, 

National Bureau of Economic Research, Inc 

European Commission (2010), European Innovation Scoreboard 2009 

Fabling, R., (2008), ‘Will a BERD model fly? Estimating aggregate R&D expenditure using a micro 

model’, Draft paper prepared for ESAM’08, Wellington. 

http://www.nzae.org.nz/conferences/2008/110708/nr1215389596.pdf  

Fabling, R., (2009), ‘A Rough Guide to New Zealand’s Longitudinal Database’, Global COE HiStat 

discussion paper series 103. Tokyo: Hitotsubashi University. http://gcoe.ier.hit-

u.ac.jp/CAED/papers/id225_Fabling.pdf 

Fabling, R. and A. Grimes, (2009b), ’The suite smell of success: Complementary personnel practices 

and firm performance’, Reserve Bank of New Zealand Discussion Paper, DP2009/13. 

Fabling, R and L. Sanderson, 2010, ‘Exporting and performance: Market entry, expansion and 

destination characteristics’, Reserve Bank of New Zealand, Discussion Papers, DP2010/07 

Griffith, R., s. Redding and J. Van Reenen, (2003), ‘R&D and Absorptive Capacity: Theory and 

Empirical Evidence’, Scandinavian Journal of Economics, 105.1, pp. 99–118. 

Hadfield, T, (2003), ‘Intellectual Property Survey (TBG-funded firms)’, An evaluation report prepared 

for the Foundation for Research Science and Technology 

http://www.frst.govt.nz/library/evaluations/business-support-schemes/ipsurveyTBG 

Hall, B. H., J. Mairesse and P. Mohnen, (2010), ‘Measuring the Returns to R&D’, UNU-MERIT 

Working Paper Series 006, United Nations University, Maastricht Economic and Social 

Research and Training Centre on Innovation and Technology 

Hall, Bronwyn H. & Rosemarie Ziedonis, (2001), ‘The Patent Paradox Revisited: An Empirical Study 

of Patenting in the U.S. Semiconductor Industry, 1979-1995’, Rand Journal of Economics, 32. 

1. pp 101-128.  

Hall, Julia, Grant M Scobie (2006) ‘The Role of R&D in Productivity Growth: The Case of 

Agriculture in New Zealand: 1927 to 2001’ New Zealand Treasury Working Paper 06/01 

Heckman, James, Hidehiko Ichimura, Jeffrey Smith & Petra Todd, (1998), ‘Characterizing Selection 

Bias Using Experimental Data’, Econometrica, vol. 66(5), pages 1017-1098, September. 

Heckman, James J, Ichimura, Hidehiko & Todd, Petra E, (1998), ‘Matching as an Econometric 

Evaluation Estimator: Evidence from Evaluating a Job Training Programme’, Review of 

Economic Studies, vol. 64(4), pp. 605-54. 

Infometrics Ltd, (2001) in association with Decision Research Ltd, “Evaluation of Technology New 

Zealand”, A report prepared for Ministry of Research, Science and Technology 

http://www.morst.govt.nz/Documents/publications/evaluations/TechNZ-Evaluation.pdf 

Infometrics Ltd, (2009), ‘Evaluation of TechNZ’, A report prepared for the Foundation for Research, 

Science and Technology. http://www.frst.govt.nz/files/TechNZ%20Evaluation.pdf  

Johnson, Robin & W. A. Razzak & Steven Stillman, (2007), ‘Has New Zealand benefited from its 

investments in research & development?’, Applied Economics, vol. 39(19), pp 2425-2440. 

Kneller, Richard, & Philip Andrew Stevens, (2006), ‘Frontier Technology and Absorptive Capacity: 

Evidence from OECD Manufacturing Industries’, Oxford Bulletin of Economics and Statistics, 

vol. 68(1), pp. 1-21. 

Krugman, Paul (1992), ‘The Age of Diminished Expectations: US Economic Policy in the 1980s’, 

MIT Press, Cambridge 

Lööf, Hans  & Almas Heshmati, (2006), ‘On the relationship between innovation and 

performance: A sensitivity analysis’, Economics of Innovation and New Technology, vol. 

15(4-5), pages 317-344, June. 

http://ideas.repec.org/p/nbr/nberwo/7373.html
http://ideas.repec.org/p/nbr/nberwo/7373.html
http://ideas.repec.org/s/nbr/nberwo.html
http://www.nzae.org.nz/conferences/2008/110708/nr1215389596.pdf
http://gcoe.ier.hit-u.ac.jp/CAED/papers/id225_Fabling.pdf
http://gcoe.ier.hit-u.ac.jp/CAED/papers/id225_Fabling.pdf
http://www.frst.govt.nz/library/evaluations/business-support-schemes/ipsurveyTBG
http://ideas.repec.org/p/dgr/unumer/2010006.html
http://ideas.repec.org/s/dgr/unumer.html
http://ideas.repec.org/s/dgr/unumer.html
http://ideas.repec.org/a/ecm/emetrp/v66y1998i5p1017-1098.html
http://ideas.repec.org/a/ecm/emetrp/v66y1998i5p1017-1098.html
http://ideas.repec.org/s/ecm/emetrp.html
http://ideas.repec.org/a/bla/restud/v64y1997i4p605-54.html
http://ideas.repec.org/a/bla/restud/v64y1997i4p605-54.html
http://ideas.repec.org/s/bla/restud.html
http://ideas.repec.org/s/bla/restud.html
http://www.morst.govt.nz/Documents/publications/evaluations/TechNZ-Evaluation.pdf
http://www.frst.govt.nz/files/TechNZ%20Evaluation.pdf
http://ideas.repec.org/a/taf/applec/v39y2007i19p2425-2440.html
http://ideas.repec.org/a/taf/applec/v39y2007i19p2425-2440.html
http://ideas.repec.org/s/taf/applec.html
http://ideas.repec.org/a/taf/ecinnt/v15y2006i4-5p317-344.html
http://ideas.repec.org/a/taf/ecinnt/v15y2006i4-5p317-344.html
http://ideas.repec.org/s/taf/ecinnt.html


 

MED1343331 57 

Lopez-Acevedo G. and M. Tinajero (2010), ’Mexico Impact evaluation of SME programs using panel 

firm data’, Policy Research Working Paper 5186, The World Bank. 

MED, (2009), ‘Evaluation of the Growth Services Range: Statistical analysis using firm-based 

performance data," Ministry of Economic Development. 

http://www.med.govt.nz/templates/MultipageDocumentTOC____40617.aspx  

OECD (2007), ‘OECD Framework for the Evaluation of SME and Entrepreneurship Policies and 

Programmes’ – ISBN 978-92-64-04008-3 

Outcome Management Services, (2005), ‘Evaluation of the Techlink Programme’, An evaluation 

report prepared for the Foundation for Research, Science and Technology. 

http://www.frst.govt.nz/library/evaluations/business-support-schemes/techlink  

Özçelik, Emre & Taymaz, Erol, (2008), ‘R&D support programs in developing countries: The Turkish 

experience’, Research Policy, 37(2), pp. 258-275. 

Piergiovanni, R. and Santarelli, E. (2010), The More You Spend, the More You Get? The Effects of 

R&D and Capital Expenditures on the Patenting Activities of Biotechnology Firms, IPTS 

working paper Corporate R&D and Innovation - No. 06/2010 

Rosenbaum, Paull and Rubin, Donald, (1983), ‘The central role of the propensity score in 

observational studies for causal effects’, Biometrika, 70(1), pp. 41-55 

doi:10.1093/biomet/70.1.41 

Scobie, G and W. Eveleens (1986), Agricultural Research: What's it Worth?, Research Paper no 1/86, 

Economics Division, MAF, Hamilton 

Statistics NZ (2010): de Beer, Y, Greet, P, & Morris, M. ‘Business participation in government 

assistance programmes’, Wellington: Statistics New Zealand  

Storey, D., (2000), ‘Six Steps to Heaven: evaluating the impact of public policies to support small 

businesses in developed economies’, in Landstrom H and Secton D.L.(eds) Handbook of 

Entrepreneurship, Blackwells, Oxford, pp 176-194. 

Tan, H. (2009), ’Evaluating SME support programs in Chile using panel firm data’, Policy Research 

Working Paper 5082, The World Bank. 

World Bank (2010), ‘Impact Evaluation of SME Programs in Latin America and Caribbean’, Edited 

by G Lopez-Acevedo and H. Tan, 2010   

http://www.iadb.org/intal/intalcdi/PE/2010/05674.pdf 

http://www.med.govt.nz/templates/MultipageDocumentTOC____40617.aspx
http://www.frst.govt.nz/library/evaluations/business-support-schemes/techlink
http://ideas.repec.org/a/eee/respol/v37y2008i2p258-275.html
http://ideas.repec.org/a/eee/respol/v37y2008i2p258-275.html
http://ideas.repec.org/s/eee/respol.html
http://www.iadb.org/intal/intalcdi/PE/2010/05674.pdf


 1 

 Emergency of University Entrepreneurship 
 

Christine Nembaware, Chrios Trust Foundation, chrisnembaware@yahoo.com 

Mandy Nembaware, Chrios Trust Foundation, gemobsession@gmail.com 

 

Summary: 

 

The National University of Science and Technology and other universities of Zimbabwe such 

as Midlands State University, University of Zimbabwe, Lupane, Chinhoyi and Solous 

University can come out as forces to be reckoned, as they merge and work together with 

national industries. They are capable of creating an atmosphere conducive to the emergency 

of an innovative entrepreneurship. There is need for government to enhance economics 

development through creation of university spin-off companies. In Zimbabwe university 

entrepreneurship can play a pivotal role in the attainment of the Millennium Developmental 

Goals. A decade of macroeconomic instability characterized by high inflation, sharp 

contraction of GDP, rising poverty and unemployment rose to an estimated 80% in 2008 and 

the proportion of people below the Food Poverty Line increased from 29% of the population 

to 58% between 1995 and 2003.It is important for both the government and industry to 

partner with universities to promote economic development through entrepreneurship and 

address the above challenges 

 

Introduction: 

 

The purpose of this paper is to explore how Universities and other Institutes of Higher 

Learning can function as National Entrepreneurs within local, regional and industrial 

communities. The ultimate aim being to encourage economic growth, through application of 

innovative entrepreneurship. Ed Felten of Princeton University, states that “the problem of 

trying to institutionalize innovative entrepreneurship is made particularly tricky because no 

one knows what works and doesn’t, until it works and then we construct a narrative about 

why it worked all along”.  

 

 

Institutions of Higher learning such as Universities can play a major role in fostering 

sustainable businesses. The University Entrepreneurship will involve creation and 

development of business entities in collaboration with Captains of  Industry. The Universities 

will be able to generate ideas and actions that boost the ability of companies to compete 

regionally and globally, resulting in a raise in living standards. Benefits of such ventures will 

be enormous, as there will be both social and economic advantages.  

 

Our research has focused at The National University of Science and Technology with its 

various Academic Faculties which include: Faculty of Applied Sciences, Built Environment, 

Commerce ,Communication & Information Science, Industrial Technology, Education and 

Medicine. The research has been propelled by observations made at NUST for the past seven 

years, during which I lectured on a part time basis. In the case of  technology there is a lot 

which can be learnt from the US pioneered government science, during World War 11.After 

the war, the country took on board Vannevar Bush’s “disconnected” model of  research and 

development, in which universities did the research (R) largely under government grants) and 

industry picked up on development (D).This brought about the America’s controversial 

Bayh-Dole Act of 1980 that encouraged the patenting of federally-funded university research. 
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There by adding the fuel of self-interest to the fire of innovation as William Bonvillian of 

MIT puts it. Technologies might go beyond campus gates. 

  

Methods: 

 

This will entail the building of a National Enterprise at NUST where by, it becomes a 

compelling market to provide business opportunities for local firms and multinational 

companies. NUST will be able to provide valuable professional connections by: 

 Getting the Companies to respond to opportunities and Challenges in local markets. 

 Identifying how a business can achieve and maintain sustained high growth, in an 

emerging market setting(Looking at the exploration of this key theme and sharing 

diverse opinions and experience) 

 Addressing demands facing leaders of Organizations. 

  Having a grounded research of different faculties attuned to the realities of operating 

in emerging markets. This should involve senior managers, multinational company 

executives and private investors who need to be exposed to investment opportunities. 

 Re-engineering products and services for affordability .Affordability improves 

economic inclusion by allowing masses to consume not just basic needs but 

intangibles such as information, education  and  health care. Take the University’s 

medical faculty if they came out with an affordable surgery for  aliments such as 

kidneys, heart, appendix. This will be a great leap by going from inaccessible to 

available because of  an  affordability  revolution. In Zimbabwe it would mean no 

more referrals to South African Hospitals, as this privilege is for the elite. 

 Re-igniting the business engines  that  innovates its way to affordable models in a bid 

to provide products for the economically disenfranchised. Commerce will be 

reaffirming its societal legitimacy. A good example at NUST’s Industrial engineering 

department, is their  project which focused on the design of the methane plant and 

boiler. This designed system generates electricity from the anaerobic digestion of cow 

dung to power a cattle ranch. The region of Matebeleland South is characterized by 

cattle ranging. This implies abundance of under-utilized cow dung which can be 

harnessed to produce electricity. Consequentially this relieves the pressure on the 

national grid. Also makes electricity affordable to the less privileged.  

 The above confirms facilitation of forward thinking innovations in products, markets 

and processes. This will revamp the way companies and consumers interact with 

Universities. Such moves have been affirmed by NACUE. NUST can get a queue 

from NACUE, which is a fast-paced, grassroots charity, that supports and represents 

student-led enterprise societies and young entrepreneurs to drive the growth of 

entrepreneurship in Universities and Colleges across the UK. They contend that recent 

disruptions in the business environment are causing shifts, destabilising companies, 

industries and countries. Its a question of exploiting disruptors that is, emerging 

technology, business models, industry, macro  economic/regulatory dynamics, all in a 

bid to create value. 

 

Results and Implications: 

 

 NUST  can come out with a University Consultancy Wing (UCW) which embraces all 

Faculties. These can then be merged with various National Industries. NUST should 

aspire to become a world class Consultancy Entity and build a brand name. 

  By becoming renowned experts say in IT, Marketing, Finance, Engineering, they can 

be paid handsomely in their diverse consultancy services. Such remunerations can be 
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ploughed back into the University coffers and used as start-up capital for its graduates 

with brilliant business ideas. 

 Transforming knowledge into service involves minimal costs but high returns if a 

proper marketing strategy is adopted. 

 Economic growth is bound to be activated, by the above captioned practices. as 

graduates come up with their viable enterprises, they become gainfully employed and 

as they expand their businesses, they take on bound unemployed masses, both 

professional and ancillary labour. 

 Would have created a culture that respects and encourages entrepreneurship can result 

in support groups similar to the Silicon Valley’s celebrated Churchill Club. Roles  

such as “angel investor” well known for providing mentoring rather than simply 

giving money is critical. 

 NUST will be working as a multi-faceted role model-upon which both existing and up 

coming industries can build on. Jonathan Kestenbaum CEO of NESTA, the UK ‘s 

National Endowment for Science, Technology & Arts, identified a link with role 

models and traditions of entrepreneurial activities” one generation created the other” 

he noted “Innovative Entrepreneurship is not about the money alone, there is a 

cultural dimension about it, an ecology” NESTA receives business plans from 

anywhere in the UK. Locations that in the past lacked entrepreneurship today have no 

entrepreneurs. Cities where people were largely employed in the in ship building 

working for large companies rather than start their own, are places where few ideas 

for start-ups emerge. This was due to lack of role models to build on.  A similar trend 

is prevalent in Zimbabwean cities such as Hwange a predominately coal mining town. 

 

 Conclusion: 

NUST, and other universities of Zimbabwe such as Midlands State University, University of 

Zimbabwe, Lupane and Solus University can merge out as forces to be reckoned as they 

merge and work together with national industries. They are capable of creating an atmosphere 

conducive to the emergency of an innovative entrepreneurship. University Entrepreneurship 

is a promising area deserving further scholarly attention. 

 

Key Words: 

NUST: National University of Science  & Technology 

MIT: Massachusetts Institute of  & Technology 

NACUE: National Consortium of University Entrepreneurs 

IT: Information Technology 
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Abstract 

Engineering and Technological innovations are considered amongst the most effective means 

to enhance growth and socio-economic development of nations because of its profound and 

long-term impact on a country’s participation in global trade The improved trade relations 

experienced by the world today with the advent of globalization is driven by engineering and 

technological innovations but sadly, Africa’s share of the global trade is still very 

insignificant due to the continent’s position at the far end of engineering and technological 

development ladder.  

From a comparative analysis of the level of technological development in South Africa and 

Nigeria, the study found that South Africa is ahead of Nigeria due to the national 

technological policy adopted by the government of South African that allows the 

commercialization of research outcomes. The policy as greatly encouraged private initiatives 

in funding of innovative researches.    
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1. Introduction  

Engineering and Technological innovations are considered amongst the most effective means 

to enhance growth and socio-economic development of nations because of its profound and 

long-term impact on a country’s participation in global trade, income distribution, economic 

growth, employment, environment, industrial structure and security matters (Stoneman, 1987; 

Ahmed and Stein, 2004). The improved trade relations experienced by the world today with 

the advent of globalization is driven by engineering and technological innovations but sadly, 

Africa’s share of the global trade is still very insignificant due to the continent’s position at 

the far end of engineering and technological development ladder (Ahmed, 1993).  

 

The realization by governments in Africa especially Nigeria of the significance of 

engineering and technological innovations to societal wellbeing and the role of a 

technologically educated population in promoting social and economic development, 

prompted African countries including Nigeria to take steps in an attempt to turn around their 

development fortunes by adopting in July 1979, the Monrovia Strategy and in April 1980, the 

Lagos Plan of Action (LPA) for the Economic Development of Africa 1980–2000 and the 

Final Act of Lagos (Ogbu, 2004). The LPA was a blueprint on how to foster collective self-

reliance and sustainable development of the continent. However, despite the adoption of these 

policies, Africa remains the poorest, economically marginalized and technologically 

dependent continent in the world (UN, 2002a; 2002b; Ahmed and Stein, 2004). 

 

It is necessary to state that the sorry position of Africa’s technological development is not 

unconnected to the fact that Africa governments and policy makers have so far failed in 

designing a well focused engineering and technological policy that should integrate science, 

engineering and technological innovations, and entrepreneurship with other aspects of 

development (Ahmed, 1993; Ahmed, 2004; Ahmed and Cleeve, 2004). In other words, 

policies that should properly link educational research and the industrial sector that will help 

to harness the synergy derivable from the two sectors for sustainable economic development 

are currently not in place.  

 

It has been observed that a well articulated entrepreneurial policy establishing 

entrepreneurship centers that ensures proper entrepreneurship training geared towards helping 

individuals identify their entrepreneurial potentials are either lacking or completely absent in 

most African countries especially Nigeria. Where they exist, they are inadequately funded to 

carryout meaningful capacity development activities.   

 

It has been argued that currently, Africa’s science, engineering and technological research 

and higher education systems adopts fragmented approaches to engineering and technological 

innovation because research and teaching are carried out in separate institutions often under 

different ministries. This in turn creates a very weak or lack of link between science, 

engineering and technology institutions and business communities (Juma, 2011).  

Furthermore, the continent continues to rely on external funding support which more often 

than not target short-term activities and solutions to long term developmental problems 

(Ogbu, 2004).  

 

In addition, most government in Africa, especially Nigeria takes short-term view of human 

development and as a result engineering, scientific, and technological innovations and 

entrepreneurship education have not been given serious attention as engines of long-term 

development catalyst. And the results of institutions’ research activities do not often get 

accessed and used by local industries, particularly small and medium-scale enterprises 
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(SMEs). In many cases there is disconnect between research activities and national industrial 

development goals (Ogbu, 2004; ASTPA, 2005).  
 

In view of the foregoing, what are the approaches that can be adopted to strengthen the 

continent’s capacity to foster engineering and technological innovations; how can we design 

policies that strengthens institutional research functions and also improve their linkage with 

the industries and business communities; how can governments and policy makers formulate 

national policies that brings about careful interaction between engineering and technological 

institutions and the utilization of entrepreneurial skills to manage research outputs. 

 

The paper which is an ongoing longitudinal study, intends to provide answers to the above 

raised questions. In an attempt to provide answers to the research questions the study will 

carry out a comparative analysis of engineering and technology policies of South Africa and 

Nigeria with a view to ascertaining factors that has contributed to the engineering and 

technological development gap between South Africa and Nigeria. Furthermore, the study 

will try to ascertain the place of entrepreneurs and how they fit into the formulation of 

national policy for science, engineering and technology.  

 

The prevalence of diseases and the on-going famine in the Horn of Africa brings to focus the 

urgency to raise the continent’s food production through improved engineering and 

technological innovation and food production. It has been argued that no meaningful progress 

can be made towards technological development without reforming the continent’s research 

system that would create greater synergies between research, entrepreneurship training, 

extension and commercialization of research outputs. The continuous decline in Africa’s 

share of the world trade due to engineering and technological backwardness and its 

dependence on external financial aids necessitates the need to look at institutional policy 

issues affecting engineering and technological innovations and how it impinges on 

entrepreneurship education, and entrepreneurship management of research outputs and the 

link with the industrial sector in Africa and Nigeria in particular.  
 

The study is a comparative analysis of the science, engineering and technology policies of 

South Africa and Nigeria covering two periods 1960 to 1993 and 1994 to 2010. The reason 

for breaking the periods is to enable the study look at the pace of engineering and 

technological development from 1960 which was the period Nigeria gained her 

independence. While 1994 to 2010 was the period when the first democratically conducted 

election took place in South Africa. The comparison of the two periods will enable us 

appreciate which side of the divide the pace of engineering and technological innovation was 

faster or slower and the factors that contributed to the pace. The study will be limited by time, 

availability of data from South Africa and Nigeria and funds to cover travels during the study. 

These limitations are not expected to significantly or adversely affect the outcome of the 

study as available resources and data will be prudently and judiciously utilized to accomplish 

the research objectives. 

The remaining part of the study is divided into four sections, commencing with review of 

related literature. The methodology is the second, while the findings and discussion of results 

is contained in the third section. The conclusion and implications of the study completes the 

fourth section. 

  

2. Review of Related Literature  

According to the Oslo Manual (1992), innovation is the implementation of a new or 

significantly improved product (good or service), or process, a new marketing method, or a 

new organisational method in business practices, workplace organisation or external 
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relations. A common feature of an innovation is that it must be connected to the market. For 

there to be a ‘product innovation’, the product has to be new or significantly improved, and 

for there to be a ‘process innovation’, the means of producing the product or delivering the 

product to the market has to be new or significantly improved (AU–NEPAD, 2010). 

 

In recent times, engineering and technological innovation has resulted in a new market-

oriented approach to the distribution of innovation different from the traditional supply-based 

approach. Three trends exist under the market-oriented approach. The first trend is the 

increasing connection of marketing to distribution decisions where the “efficient consumer 

response” determines new product decisions as part of distribution functions; while the 

second is the increasing integration of channel member activities, that results in a flat-form 

where all channel members work together to identify and respond to the end customer needs; 

and finally, the increasing responsiveness of channel members to market demand (Brockman 

and Morgan, 1999).  

 

This new orientation that recognises the importance of distribution channels- entrepreneur 

can be linked to Schumpeter (1942) assertion of “creative destruction” as innovations causes 

old inventories, ideas, technologies, skills, and equipment to become obsolete. This creative 

destruction results in continuous progress and improvement in the standards of living for 

everyone due to the presence of the entrepreneur and its responsiveness to the needs of the 

consumers. Entrepreneurs play innovate role by figuring out how to use inventions as well as 

introducing new means of production, new products, and new forms of organization. These 

innovations, Schumpeter argued, takes as much skill as the process of invention. Therefore, 

for engineering and technological innovation to be successful there must be a well articulated 

government policy that ensures smooth transmission from the inventor to the consumers of 

innovations.  

  

It has been argued that innovation has been in existence since markets began, but 

understanding it and the appropriate policies that supports it remains a challenge. A good 

understanding of innovation and innovation policy will definitely result in better economic 

and social outcomes from these activities. However, understanding innovation and the 

dynamics of change that bring about sustainable productivity and harnessing such knowledge, 

is not simple as reliance on previous experience do not necessarily provide guidance for the 

future in the face of rapidly changing global environment (Marburger, 2007).That is why 

developing countries need to be proactive in terms of understanding the dynamics of change 

because the goal of most countries is to manage sustainable productivity growth that is driven 

by innovation and supported by effective government policy (Gault, 2010). The policy should 

be such that integrates all stakeholders concerned in national development as government 

alone should not assume monopoly of technological innovation processes. This monopoly 

status is contrary to Schumpeter (1942) kind of monopolistic assumption where he advocated 

some degree of monopoly to encourage innovation in a perfect competitive market.  
   

To this end, Gault (2007) advocates innovation systems approach in the understanding of 

how innovation policy works, with the potential for supporting the development of a science 

based innovation policy. According to Gault, a system consists of actors or economic agents 

who engage in activities, and have linkages with other actors that results in short-term and 

longer-term economic outcomes and social impacts. The use of a systems approach to 

understanding innovation is rooted in a broader history of attempts to understand the 

dynamics of systems that affect people. The innovation systems approach can be applied at 

http://www.econlib.org/library/Enc/CreativeDestruction.html
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the national, regional or local level, ranging from national systems of innovation to clusters 

(Gault, 2010). 

 

This then leads to the concept of national system of innovation which can be ascribed to 

derive itself from system approach and has been used since the 1980s as analytical tool. 

Lundvall (1992:12) defines it as “all parts and aspects of the economic structure and the 

institutional set-up affecting learning as well as searching and exploring – the production 

system, the marketing system and the system of finance that present themselves as sub-

systems in which learning takes place”. This broad approach fits well with the discussion of 

innovation policies met to integrate entrepreneurs in the dissemination of innovations to end 

users. The advent of globalization has led to the discussion of global systems of innovation 

(Edquist, 1997; 2004). This means that most countries may remain consumers of innovations 

than participants due to intellectual property rights that protect all inventions from 

unauthorised duplications. Furthermore, base on law of comparative advantage, globalisation 

has a way of making countries more technologically dependent on technological advanced 

countries of the world which is where most countries in Africa find themselves.   

   

3. Methodology 

The study is a longitudinal comparative study of Nigeria and South African government 

science and technology (S&T) policies that aim at using inductive logic to ascertain the 

reasons for the technological development gap between the two countries and how it can be 

bridged, adopted a qualitative methodological approach. This is because qualitative analysis 

allows for a more complete understanding of the subject under investigation. Through this 

method, the subject can be appreciated as a holistic entity, whose attributes can be understood 

in full through a simultaneous analysis of all aspects. In addition, qualitative analysis allows 

for abundance of information which quantitative analysis cannot express due to its restrictive 

nature (Shulha and Wilson, 2003).  

 

The study also adopted triangulation technique in obtaining diversified and reliable 

information that assisted in a better understanding of both government policies under 

analysis. Personal interviews with Nigerian government officials combined with official 

industry reports and previously published studies in peer-reviewed journals were the main 

sources of primary and secondary data. As at the time of writing this report, the interview 

with South African government officials is yet to be conducted and hence was not included in 

the report. The result of the interview will be included in the subsequent part of the report of 

this study and its exclusion does not significantly affect the result of the study. The method of 

data analysis involves pattern matching and explanation building as proposed by Greene 

(2005). The use of regression analysis as earlier stated is now reserved for use in the final 

report when all the primary and secondary data will be compiled. 
 

 

4. Findings and Discussion of Results  

Commercialisation of Research 

The findings of this study indicate that South African government and Nigerian government 

have in place different policy framework for science and technology (S&T) in their 

respective countries.  The different policy framework goes a long way to expose the reasons 

for the gap in technological advancement between South Africa and Nigeria. From the 

information gathered from the personal interview from one of the government agencies in 

charge of S & T in Nigeria, and from available documentary information from South Africa, 

commercialisation of research in South Africa started as far back as 1978, while the Nigerian 
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government has just enacted a Law in 2011 to allow for the commercialisation of research. 

This policy accounts for the reason why private sector participation in funding of research 

and development has been very poor compared to South Africa as can been seen in table 2 in 

the appendix.  

 

Research Funding Bodies 

The South African government has in place an independent funding body called the National 

Research Foundation (NRF), it is a body set up to support and promote research through 

funding, human capacity development and the provision of the necessary research facilities, 

in order to facilitate the creation of knowledge, innovation and development in all fields of 

the natural and social sciences, humanities and technology, including indigenous knowledge 

systems. There is currently no functional independent funding body that is easily assessable 

to researchers set by the Nigerian government to support and promote research through 

funding and provision of necessary research facilities except for the Education Trust Fund 

(ETF). This implies that most researches carried out in almost all Nigerian Universities are 

either privately funded by the researchers or on rear occasions, are funded from the ETF. At 

the time of writing this report, Universities are still finding it difficult to access the ETF on 

behalf of their staffs that needs funding for their research. The issue here is not in the 

establishment of a funding body, but the problem is access to the funds by Nigerian 

Universities on behalf of their staff that needs funding support for their research.  

 

Gross domestic expenditure on research and experimental development (GERD)  

From table 1, in respect of the R&D intensity indicate that South Africa including Malawi 

and Uganda scored R&D intensity above 1%, while Nigeria scored 0.20%. This shows that 

Nigeria is still spending below the prescribed target of her GDP on R&D which is part of the 

reason for the gap in technological advancement between it and South Africa that spends 

above 1% of her GDP on R&D.  This measure is considered because the Executive Council 

of the African Union in 2006 in its Khartoum Decision (EX.CL/Dec.254 (VIII) on Science 

and Technology set a target for African countries to spend 1% of their GDP on R&D as a step 

towards reducing the technological gap between Africa and the western world. This is now 

one of the most common and most often quoted R&D indicators which shows how much a 

country spends on research and experimental development as their percentage of GDP (AU-

NEPAD, 2010).  

 

Performance by Sector on GERD  

The public sector which comprises the government and higher education sectors accounts for 

the largest proportion of R&D expenditure while the private non-profit sector accounted for a 

relatively small share of total R&D activity. But in South Africa the two sectors combined 

accounted for over 50% of total GERD as can be seen from table 2. The poor participation of 

the private sector is an indication of the technological policy in place in Nigeria, which tends 

to give the impression that government is the only body that fund R&D. More often than not, 

government funds are either delayed or not sufficient to meet the budgetary requirements of 

the research bodies. 

 

Research Output and Publications 

South Africa 

In terms of research output and publications, from AU-NEPAD (2010) survey, South Africa 

is classified as one of the Powerhouses of science in Africa with more than 50 000 papers 

published during 1990–2009. According to the survey, higher education sector in South 

Africa accounts for the bulk of the country’s research output. This can be attributed to the 
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long history of applied research in South African universities couple with the concerted 

research efforts of the top ten universities output of research since the 1960s. Besides the first 

South African university was established in 1829 when most countries in Africa where not 

even in existence. 

  

Apart from the research output of South African universities according to AU-NEPAD, 

(2010) report, staff at the science councils especially the Council for Scientific and Industrial 

Research [CSIR], Human Sciences Research Council [HSRC] and Agricultural Research 

Council [ARC], the national research facilities namely: the South African Astronomical 

Observatory and the Hartebeesthoek Radio Astronomy Observatory and some government 

research institutes for instance the National Health Laboratory Service and South African 

National Biodiversity Institute are the other main contributors to South Africa’s research 

outputs. It was noted in the report that commercialization of the research portfolio at the 

science councils was responsible for the sub-optimal performance of the non university sector 

in South Africa’s research output. As was stated, the councils were mandated to earn 

additional revenue through contract research. It is worthy of note that the ARC recorded no 

growth in its output over the period 1995–2007, which was attributed to organisational 

difficulties within the council. It was also noted that South Africa devotes most of its 

resources to experimental development research compared to what it devotes to basic 

research.  

 

Nigeria 

On the other hand in terms of research output and publications from the AU-NEPAD (2010) 

report, Nigeria is classified as medium-sized science systems and ranked 3
rd

 behind South 

Africa and Egypt  among the 19 countries in the study, with total output of more than 27 700 

papers. According to the report, Nigerian scientific output experienced a dismay fall during 

the decade of the 1990s with the scientific output dropping to 650 papers in 1995. It was also 

noted that, research in Nigeria started to recover very slowly in the last ten years and within 

the past four years have witnessed the production of almost 3,000 papers per year. This 

observed improvement cannot be unconnected to the ‘publish or perish’ policy adopted by 

most Nigerian universities for promotion of academic staff. This policy has motivated 

academic staff to steal time from their heavy teaching burden to engage in basic research 

activities that most times end up in the shelves of the researcher.  

 

It was also observed from the AU-NEPAD (2010) report that research output in Nigeria is 

dominated by the university sector, while the International Institute of Tropical Agriculture 

(IITA), the only government research institute that regularly contributes to the country’s 

research output with its headquarters in Ibadan, Nigeria and several research stations across 

Africa. IITA employs over 100 international scientists supported by more than 1,000 

nationally recruited staff. IITA is one of the largest of the 15 centers principally supported by 

the Consultative Group on International Agricultural Research (CGIAR). The report also 

reveals that Nigeria devotes most of its resources to basic research contrary to South Africa 

that devotes substantial proportion of its resources on experimental development research 

than on basic research.  

  

The trend of research in Nigerian universities from the report of Sabo (2005) indicates that 

majority of research conducted is neither related to nor determined by the demand and 

priorities of the Nigerian economy, society and polity. This is because research is almost 

entirely delinked from the economy in terms of suppositions, methodology, findings and 

policy applications. Furthermore, the research outputs has little added intellectual value for 
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the society, and virtually adds nothing to it in terms of solving Nigerian’s problems or 

advancing its progression. There is also very little or no collaboration between the university 

researchers, operating strictly from their disciplinary narrow confines and institutional 

government researchers. This lack of collaboration is also found within and among the 

universities as well as within faculties of the same Universities. No attempts are made 

whatsoever to disseminate research findings or translate it into patents for industrial 

application and expansion of production. Even where the researcher attempts to disseminate 

his/her research findings to policy makers, they are often treated with ignominy especially 

where they have no acquaintances within the policy making body or the government.   

 

A critical look at the cause of disconnects between research output and policy application in 

Nigeria cannot be divorced from Nigeria’s colonial past that influenced the foundation of 

university education/research in the country. The British colonial administration in Nigeria 

before Independence in 1960 limited the central vision and mission of the pioneer Nigerian 

universities to the production of high quality manpower that was to facilitate the transition 

from colonialism to neo-colonialism. According to Sabo report, the colonial administration 

education programmes were implemented in such a way that it downgraded research and 

where it allows for research, it was to promote its economic, social and political interest. A 

good example of this was the establishment of agricultural research centers in Ibadan, 

Umudike, Umuahia, Samaru and Zaria, where applied scientific research were carried out.  

 

The research centers were established to guarantee the production and supply of export crops 

such as cocoa, palm produce, groundnuts, and cotton. Also in the mid 1940s in their efforts to 

institute capitalism on the local populace, the British colonial administration started the 

development of colonial social science and set up the West African institute of social and 

Economic Research that operated in close ties with the university college of Ibadan and was 

later converted to Nigerian Institute of Social and Economic Research (NISER) in 1959. The 

foundation of research which is disconnected from economic reality was generously laid for 

Nigeria by her former colonial masters. But sadly, previous government and policy makers in 

Nigeria have so far failed to turn the tide of research through proper policy framework to 

institute applied research.  

 

 The Collapse of Research in Nigerian Universities 

The Nigerian Universities Commission listed some of the factors that can be attributed to the 

decline of research in Nigerian Universities from the late 1988 to 1996, and the subsequent 

collapse from 1997 to date as follows: 

1. Lack of research skills in the modern methods. 

2. Constraint of equipment for carrying out state-of-the art research. 

3. Over-loaded teaching and administrations schedules which gives little time for research. 

4. Difficulty in accessing research funds. 

5. Diminishing scope of mentoring junior researchers by seasoned and senior researchers due 

to brain drain (Okebukola, 2002; 4). 

 

As can been seen from the foregoing, except drastic reform is undertaken to stop the 

continuous decline of research output and correct the disconnect between research and 

economic policies in Nigeria, the gap in technological advancement between South Africa 

and Nigeria will never be bridged. As was gathered from the interview with the officials from 

the government agency in charge of science and technology in Nigeria, government has just 

signed a new S&T policy in 2011 that allows for the commercialization of research outputs. 
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This is aimed at encouraging private institution’s participation in research which can be seen 

as a positive step in the right direction.       

 

5. Conclusion and Implications of the Study 

The study has identified some factors that have so far hindered the successful implementation 

and application of Nigeria’s engineering, science and technological policies adopted more 

than two decades ago. This study proposes systematic approach that involves the active 

participation of entrepreneurs in policy decisions on how Africa, Nigeria in particular can 

design a well-balanced national scientific, engineering and technological policy. The 

Nigerian government and its agencies should show sincere commitment in the funding of 

research, formulation and design of policies intended for entrepreneurship training needed to 

develop entrepreneurs responsible for the mobilization of human, financial, material and 

information resources for sustainable development in Nigeria.  

  

From available evidence, it can be said that South African government over the years has 

shown increasing commitment to scientific and technological advancement through the 

provision of research resources, accompanied by extensive policy experimentation. This 

commitment is grounded in the concept of the National System of Innovation (NSI), that 

aims at improving governance of the innovation system, implementation of new mechanisms 

for funding R&D and innovation and the development of new organisational arrangements 

and programmes to support R&D and the encouragement of effective functioning of key 

performers of science and technology especially the science councils in South Africa. 

 

While there is clearly considerable room for improvement, extensive institutional reform and 

ongoing evaluation of extant policies will enhance efficiency of organisations as well as 

increase inter-organisational co-operation in Nigeria and other technological backward 

countries in Africa. Government should strengthen institutions financing and supporting 

innovation to make them function effectively by removing all bottlenecks and subjectivity in 

the assessment of research projects that needs funding. In addition, emphasis on basic 

research should be shifted to applied research or equal attention given to both types of 

research.  

 

There is no denying the fact that Nigeria is making progress in technological innovations and 

advancement going by its previous science and technology policy that saw the decline of 

research output in Nigeria. The progress made by Nigeria and other countries in Africa whose 

government have so far failed to meet the prescribed target of funding research with 1% of 

GDP can be likened or is synonymous to a man digging a well. The progress is on the same 

spot and is measured by the amount of sand he is able to evacuate that takes him further down 

into the well. On the other hand, the progress of other countries that invests substantially on 

applied research is synonymous to a mountain climber with all the necessary instruments for 

climbing mountains and in which every step counts in the positive direction towards taking 

the climber to the summit of the mountain.     
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Appendix 

 
Table 1 Gross domestic expenditure on R&D (GERD) (2007/08) 

 Year GERD 

Millions PPP $ 
GERD  

Capital PPP$ 

GERD as % of 

GDP 

Gabon 2008 78.7 58.3 0.47 

Ghana 2007 120.1 5.0 0.38 

Kenya 2007 277.8 7.4 0.48 
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Malawi 2007 180.1 12.9 1.70 

Mali 2007 37.4 3.0 0.28 

Mozambique 2007 42.9 2.0 0.25 

Nigeria 2007 583.2 3.9 0.20 

Senegal 2008 99.0 8.0 0.48 

South Africa 2007 4976.6 102.4 1.05 

Tanzania 2007 234.6 5.8 0.48 

Uganda 2007 359.8 11.6 1.10 

Zambia 2008 55.3 4.6 0.37 
Adapted from AU-NEPAD 2010 report: ASTII R&D Surveys; PPP data from UNDP (2010); population and GDP 

data from AfDB (2010) 

 

 

 Table 2 GERD by source of funding (percentage) 

 GERD Business 

sector 

Government 

sector 

Higher 

education 

sector 

Private 

non-profit 

institutions 

Funds 

from 

abroad 

Gabon 100.0 NA NA NA NA NA 

Ghana 100.0 50.9 36.3 0.9 0 11.9 

Kenya 100.0 16.8 26.1 26.2 13.3 17.6 

Malawi 100.0 22.8 32.9 0.6 10.6 33.1 

Mali 100.0 10.1 40.9 0 0 49.0 

Mozambique 100.0 0 27.7 0 15.0 57.3 

Nigeria 100.0 0.2 96.4 0.1 1.7 1.0 

Senegal 100.0 4.0 57.1 0.3 0.3 38.3 

South Africa 100.0 42.7 36.4 9.4 0.9 10.7 

Tanzania 100.0 0 60.6 0 1.0 38.4 

Uganda 100.0 4.2 37.1 46.1 0 12.8 

Zambia 100.0 3.2 77.1 17.7 0.3 1.7 
 Adapted from AU-NEPAD 2010 report: ASTII R&D Surveys 
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ABSTRACT 

 

In a knowledge-based economy of the globalizing economic order, the role of regions 

is very significant in order to create and to disperse knowledge. Particularly, 

geographical clusters of firms in a single sub-national region may contribute to 

transmitting certain kinds of knowledge between and among firms. In addition, 

markets prefer to favour specialized firms with a coherent body of knowledge when 

knowledge creation and the use of new knowledge become increasingly important for 

maintaining and improving a firm’s competitiveness. Therefore, regional policy 

makers may not interfere directly with markets and firms when the process of 

globalization pushes national economies into a world of learning and innovation. The 

reason is that the institutional framework for market exchange favours knowledge 

exchange in a globalizing economic system. 

 

This paper argues how East Asian science cities such as Tsukuba Science City in 

Japan, Daedeok Innopolis in South Korea, Hsinchu Science based Industrial Park in 

Taiwan, and Zhongguancun Science Park in China have been developed in order to 

create technology innovation as well to contribute to national and regional economic 

growth. Moreover, it also focuses on their competitiveness and the further 

development strategy that aims to become global science cities. Finally, it also 

discusses whether their competitiveness as innovative clusters is based on global or 

local levels. 
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globalization, science cities 
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1. Introduction 

 

Moulaert explains that the term “globalization” has been at the heart of economic and 

political discourse for the last twenty years. It is regarded as a major driving force of 

contemporary economic transformation. Additionally, both conservative and 

progressive political parties use it as an argument to support changes in socio-

economic policy. (Moulaert, 2000) 

 

   Since the 1990s the debate has focused on the relationship between the 

globalization of the world economy and its impact on the different spheres of society, 

such as production, trade, culture, politics and governance, which develop more and 

more at a global scale. With globalizing economic process, the production of social 

and economic structures at different spatial levels generates a threat to the creativity 

of local and regional territories. Shachar urges that the emerging global economy is 

characterized by the simultaneous operation of a number of processes that produce the 

transition from an international to a global economy. (Shachar, 1997) 

 

   Additionally, Dicken distinguishes processes between internationalization and 

globalization. According to his explanation, the former is a quantitative process which 

leads to a more extensive geographical pattern of economic activity, while the latter is 

a qualitative process that is based on the functional integration of internationally 

dispersed activities. (Dicken, 2007) 

 

   Globalization is the new economic, political and cultural order in which nation-

states are no longer significant actors or meaningful economic units as these used to 

be. Under the circumstance, Florida argues that the economic and social trajectory of 

cities depend heavily on the level of its integration into the global economy. As a 

result more cities are becoming involved in the co-ordination of processes and 

managerial activities. In addition, cities will occupy different positions in the 

international urban hierarchy to the extent to which they are functionally and spatially 

more involved with the most innovative and most globalizing activities. (Florida, 

2008) 

 

   All cities and regions produce specific forms of spatial organization of the 

production process and create new spatial formation after hit by economic decline and 

restructuring. At the same time, these territories become the social spaces producing 

new forms of industrial, social, and technical structures. While these are created, the 

previously constructed spaces experience dramatic transformation and try to adapt to 

the new requirements. This indicates why certain regions are abandoned and others 

are not. 

 

   Brenner identifies it as a new global city-centric capitalism that creates a dominant 

leading edge of contemporary capitalist development. This functions as territorial 

platforms for the post-Fordist economy and as staging posts for the operations of 

multinational corporations. (Brenner, 1998) Scott also urges that city-regions are 

coming to function as the basic motors of the global economy. He explains that 

globalization and city-region development are two facets of a single integrated reality 

that leads to enormous and unfamiliar pressures. (Scott, 1996) 
 

   However, new modes of industrial organization, communication, and exchange of 
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commodities, labour, and information provide new spaces for production. It means 

that new combinations of technological and geographical displacement arise in 

response to changing social, technical, and institutional conditions. (Moulaert, 2000) 

 

   In a knowledge-based economy of the globalizing economic order, the role of 

regions is very significant in order to create and to disperse knowledge. Particularly, 

geographical clusters of firms in a single sub-national region may contribute to 

transmitting certain kinds of knowledge between and among firms. In addition, 

markets prefer to favour specialized firms with a coherent body of knowledge when 

knowledge creation and the use of new knowledge become increasingly important for 

maintaining and improving a firm’s competitiveness. (Maskell, 2001) The benefits of 

a geographical cluster in the knowledge-based economy are to access knowledge that 

cannot easily be acquired on the market. As a result, the benefits of proximity can be 

translated into a force of agglomeration in relation to firms engaged in interactive 

learning processes. Therefore, it is safe to say that the more tacit the knowledge 

involved, the more important is spatial proximity between the actors taking part in the 

exchange. (Maskell & Malmberg, 1999) 

 

   The nationalization of locations of economic activities leads to clustering of R & 

D and high value added production in privileged urban areas. At the same time the 

accumulated dynamics of global capitalism cause coverage of large market areas by a 

limited set of metropolitan providers and an exclusion of peripheral regions. 

Additionally, the process of globalization enhances global corporate structures, trade, 

and finance networks that are enabled by spectacular transformations in information 

and telecommunication technology, management and organization science, and 

money and capital transfer. Therefore, regional policy makers may not interfere 

directly with markets and firms when the process of globalization pushes national 

economies into a world of learning and innovation. The reason for this is that the 

institutional framework for market exchange favours knowledge exchange in a 

globalizing economic system. 

 

   The research problem of the paper is to find out and analyze why all East Asian 

science cities have become different innovative clusters in terms of development 

strategies, core high-technology sectors, innovative environment and habitat although 

their common role model was set as Silicon Valley. Silicon Valley is regarded as the 

most competitive innovative cluster at a global level. In fact, it is true that there are 

many conceptual overlaps by explaining Silicon Valley as a high tech region, a 

techno-pole, a technopolis, an innovative cluster, a knowledge hub, a science city, a 

science park, an innovative ecosystem etc. In this paper, all concepts are equally used 

as synonym. (Castells & Hall, 1994; Saxenian, 1994; Maskell, 2001; Florida, 2005; 

Park, 2009) 

 

2. Theoretical Debate on Innovation Theory and Regional Innovation System 

 

Technology innovation impacts significantly on national and regional economic 

development. It is also safe to say that technology innovation contributes to further 

technology diffusion as well as technology change (OECD, 2000). Technology 

innovation is related with the processes of technological change, which consist of 

invention, innovation, and diffusion. 
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Regarding the accumulation of technical knowledge, Dosi (1982) already urged that 

the knowledge leads to the formation of a path of possible technical developments. 

Furthermore, the cumulative nature of the technological process narrows down the 

range of potential choices that is regarded as the evolution of the technology proceeds. 

David (1985) characterized this as the path dependency theory embodying strong 

prescriptions about which technological change should be pursued and which should 

be neglected. Where the cumulative nature of the process of technological 

development involves the narrowing of ranges of potential choices, national 

trajectories enable differentiation and diversification from the main development path 

(OECD 1992). However, Schienstock and Hämäläinen (2001) argue that a risk of path 

dependency exists when a specific development path in an economy exhausts itself. 

This is indicated by a loss of competitiveness, retarding economic growth, and 

increasing unemployment. Therefore, Grabher (1993) and Schienstock (1997) insist 

that such a lock-in phenomenon suggests paying more attention to the aspect of path 

creation. 

 

In fact, Schumpeter (1942) already stressed that innovation implies breaking out 

of the traditional path of technological development, which is regarded as the process 

of creative destruction. He urged the will of the entrepreneur as decisive for the 

creation of a new development path. As such, a theory of path creation can provide a 

way of understanding how entrepreneurs escape a lock-in situation. Garud and Karnoe 

(2000) explain that path creation is interpreted as a process of transforming a 

technological field in which different actors with different frames are cooperating. In 

the transformation process, the entrepreneur plays a main role as a stimulator and 

coordinator at a business level. 

 

According to the path-creation perspective, all economic actors are regarded as 

knowledgeable agents with a capacity to react in ways other than those prescribed by 

the existing social rules and technological artifacts. However, David (2000) argues 

that a new path-creating innovation needs the development and coordination of a vast 

array of complementary elements that include new management techniques, new 

organization forms, new kind of workforce skills, new infrastructure, government 

policies, public organizations etc. 

 

Path creation processes require the importance of trial and error. Stable processes 

of path creation and diffusion can generate positive results if all actors of an 

innovation system cooperate, review each other’s change processes and finally adapt 

to them. In addition, continuous exchange of information and knowledge in dialogues 

and multilogues is required for stabilizing a new development path. In this regard, 

Schienstock (1996) explained that the government plays a key role in the path 

creation process. Furthermore, path creation also needs new forms of coordinating 

and various innovation activities such as vision creation and discursive coordination. 

 

Schienstock (2007a) identify five factors that explain the emergence of a new 

techno-organizational development path. These are a window of new opportunities 

opened up by a new knowledge paradigm, a market promising long term profits, 

economic pressures to adapt to the new paradigm, change events that trigger and 

support the transformation process as well as courses of action that steer techno-

economic development into a new direction and introduction of techno-organizational 

and institutional changes. 
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Concerning the technological aspect, the functions of the information and 

communication technology (ICT) represent a fundamental change even for new 

comers, while the network model focusing on intra- and inter-organizational 

knowledge flows can be regarded as a new logic of organizing businesses more 

effectively in the organizational aspect. This is a new techno-organizational trajectory 

in the globalization era. Bassanini and Dosi (2001) explain that by understanding the 

new trajectory it is not wise to focus only on objective factors such as new 

opportunities, economic pressures, change events etc. Instead of the objective factors 

it is also important to emphasize human will. The reason for it is that path creation is 

regarded as a process of cautious deviation by people understanding the opportunities 

that the new paradigm offers. 

 

Accordingly, Schienstock (2007a) urges that the transformation process to a great 

extent use to be dependent on the engagement of social pioneers such as scientists, 

politicians and entrepreneurs who prepared to initiate and conduct anticipatory 

institutional change. Moreover, Teubal (1998) also stress that it is important to re-

establish a good match between the new techno-organizational paradigm and the 

institutions that facilitate its full deployment through the economy by unleashing a 

multitude of social and institutional innovations. 

 

Additionally, Schienstock (2007b) distinguishes a theory of socio-economic 

development between evolutionary phases of path dependence and revolutionary 

phases of path creation. This means that the systemic benefits and historical success 

of the old business system can become a structural burden in rapidly changing 

environment. Therefore, local policy makers to create paths in new industries need to 

focus on long term success. Otherwise region’s transformation based on path creation 

may fail. 

 

In line with path dependency and creation theory Chesbrough (2003a) develops 

closed and open innovation theories that are based on firm level. The paradigm of 

closed innovation uses to be said that successful innovation requires control for new 

product development cycle inside the company. By contrary the paradigm of open 

innovation is regarded that firms should use external ideas as well as internal ideas, 

and internal and external paths to market, as the firms look to advance their 

technology. 

 

The paradigm of closed innovation had been eroded by the following four factors: 

increasing availability and mobility of skilled workers, growth of the venture capital 

market, external options for ideas and increasing capability of external suppliers. 

These factors have resulted in a new market of knowledge that resides in employees, 

suppliers, customers, competitors, universities etc. Under this circumstance other 

companies will use it if a company does not use the knowledge created. Chesbrough 

(2003b) explains this phenomenon that innovation has shifted from being closed to 

being open. In sum, it seems to be a theoretical discursive relation between the closed 

and open innovation theory and the path dependency and creation theory. 

 

The current paper is based on the path creation theory and focuses on whether this 

theory can be applied to the East Asian approach to transform the existing science 

cities into the globally recognized innovative clusters or not. In fact, the path creation 

theory is a creation of the western context that results from a strong collaboration 
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between innovative actors as well as initiatives of private sector to a high extent. By 

contrary, the four Northeast Asian science cities mainly led by the central and local 

governments are in weak positions that innovative actors can create their own 

innovative environment by themselves without a strong intervention of the central and 

local governments. Despite such a contextual difference, the paper examines the 

empirical analysis on characteristics and types of science cities, their development 

strategies, habitat, and competitiveness compared to their benchmarking, Silicon 

Valley. 

 

3. Starting points of science cities in East Asian countries 

 

Successful global science cities such as Silicon Valley in the USA, Cambridge 

Science Park in the UK, Sophia Antipolis in France have similarities which are based 

on technology innovation as well as sustainable regional development. Additionally, 

these areas have created a strong linkage between academia and industry that 

contributes to generating spin-off effects on R & D activities. In fact, universities and 

research institutes located in the science cities play significant roles not only in 

attracting high-tech companies, but also in supplying highly qualified engineers and 

scientists. The world-class universities such as Stanford University, the University of 

California at Berkely in Silicon Valley, Cambridge University in Cambridge Science 

Park, Nice University in Sophia Antipolis have developed through collaborating with 

industry closely.  

 

High-tech industries require R & D activities continuously so that highly qualified 

engineers and scientists are always needed who prefer to reside in attractive and 

comfortable areas. These global science cities are regarded as brains of the regions 

and generate technology innovation and synergy effects such as new jobs, value-

added production etc. As a result, these major science cities become new regional 

development models, which eventually strengthen regional and national 

competitiveness. (Park, 2004) 

 

In fact, it is a truly difficult task to become a successful model of science cities 

because it takes much longer time than to be expected on the one hand, and various 

indigenous and external factors influence on the other. In spite of these difficulties, 

many nations and regions are keen to build or to expand their science cities. At the 

same time, newly industrialized countries (NICs) are aggressively building their high-

tech oriented clusters, which are linked to strategies for national and regional 

technology development. This global trend has become stronger than ever with 

emerging a new global economic order that underlines the significance of technology 

development capacity. (Park, 2000) 

 

   Under these circumstances, it may be valuable to research on the science cities in 

East Asia, notably Tsukuba Science City in Japan, Daedeok Innopolis in South Korea, 

Hsinchu Science Based Industrial Park in Taiwan, and Zhongguancun Science Park in 

China. These science cities are regarded as rapid growing science cities, which create 

technological innovation as well national and regional development. 

 

Since 1948, Japanese governmental and private investment in science and 

technology has increased in order that the government could rebuild the nation 

through science. Historically, science in Japan always has had a strong practical 
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orientation, while science in Western countries has evolved over a long period. This 

historical background made Japanese politicians believe in the ability of science to 

contribute to economic development in the 1950s and 1960s. As a result, government 

agencies and ministries were mainly interested in applied research rather than basic 

research. (Dearing, 1995) 

 

In order to control science and technology, the three government organizations 

such as Ministry of Economics and Industry (METI), Science and Technology Agency 

(STA), and Ministry of Education and Science (MOES) often compete with one 

another intensively. It is also remarkable that factionalism has long played a role in 

Japanese science. These government-led science and technology organizations, 

particularly in the field of basic and applied research, enabled large-scale projects to 

be set up. The Tsukuba Science City project was also a government-led large-scale 

project. Therefore, in Japan, a science city project can be simply a method for 

funnelling direct public subsidies to private enterprise. Additionally, building sites can 

allow narrowly selected industries and individual firms to be targeted and supported. 

(Lambert, 2000) 

 

The development process of Tsukuba Science City (TSC) can be divided into 

three periods: a planning phase in the 1960s, a construction phase during the 1970s, 

and a collaboration phase since the 1980s. In the planning phase, purchasing land 

from farmers proved to be the most difficult barrier in realising the concept of the 

science city. The national government and landowners could not agree on the use of 

land owing to their different points of view. In order not to aggravate local farmers, 

the government chose an acquisition policy of “tochikukaku seiri”, which shares 

common interests through a land readjustment procedure for combining individual 

landholdings. 

 

   The reason for the government’s policy has been related to the Japanese political 

system. A major political supporting group for the leading politicians of the Liberal 

Democratic Party (LDP) has been farmers, so that they have had to be concerned 

about farmers’ protests against the government’s land-purchasing policy. Leading 

politicians in the ruling party influenced the government to carry out a united land-

purchasing policy. As the result, the farmer could sell plots of land, which were least 

suitable for agriculture. This is why TSC has a modified form compared to the 

original concept. In all, the government bought 4,446 acres of the total 6,669 acres in 

the education and research district from 2,600 separate farmers. (Dearing, 1995) 

 

In the Korean case, a master plan for Daedeok Science Town (DST) construction 

was approved in Dec. 1973 and a construction of basic facilities and institutes started 

in 1974. Moreover, Daedeok Industrial Base Development Area was announced in 

1977. By the end of 1978, the four institutes moved to the Science Town that was a 

relocation of government research institutes from Seoul. 

 

   Additionally, the Ministry of Science and Technology (MOST) opened its 

management office, and the basic planning of Daedeok Industrial Base Development 

was also announced in the beginning of the 1980s. As the result, the west section of 

the Science Town was completed in 1985. It was the first stage of the project. In the 

second stage of the project, a land construction by a public development system was 

introduced. Finally, the basic construction for DST was completed in 1992 and a year 
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later, the Daedeok Science Town Act was passed (Castells & Hall, 1994). Moreover, 

the former government revised the act to the Daedeok Science Town Special Zone Act 

in the end of 2004. Since Jan. 2005 Deadeok Science Town special Zone has been 

redesigned as Daedeok Innopolis (DI). 

 

   DST is located in Daejeon City, sixth largest city in South Korea and a 

transportation network hub located 170 kilometres south of Seoul. Originally, it 

covered 1,134 acres, of which 46 percent was for institutions for research and 

education, 7 percent for residence and community services, and the rest was for 

greenery. However, it has been enlarged up to 6,680 acres. The land is shared for three 

different functions by 47 percent, 9 percent and 44 percent respectively. People can 

reach there from Seoul in about two hours by car and in about 50 minutes by "KTX", 

Korean version fast train. 

 

At the end of the 1970s, the Taiwanese export processing zone policy carried out 

by the Department of Industry met stagnation due to the rising cost of labour, which 

resulted in unattractive environment of a local investment for foreign investors. In 

order to attract them, the Taiwanese government upgraded its industrial infrastructure 

that made a shift in industrial policy from a labour-intensive to a capital-intensive 

industry. 

 

   During the rearrangement of the industrial structure the government targeted 

strategic industries such as precision machinery, electronics, and information 

industries, which were based on high-technology and value-added productivity. Under 

this circumstance, Taiwan needed to establish a science-based industrial park (SBIP) 

in order to attract high-technology industries and at the same time to obtain qualified 

manpower for the technology transfer. (Cheung, 1990) The legal framework for the 

science-based industrial park is represented by the “Laws Pertaining to the 

Establishment and Management of Science-Based Industrial Park”. This law was 

passed on July 27. 1979 and the government started to build in 1980. 

 

   The Hsinchu Science-Based Industrial Park (HSIP) is located on the west coast of 

Taiwan. It is about 70 Km away from Taipei and located 6 Km west of Hsinchu city. 

The Sun Yat-Sen Freeway provides easy access to Taipei as well as Taichung. It takes 

about an hour and a half to reach to Taipei by car and about forty minutes to the 

Chiang Kai-Shek International Airport. Travel time to the major harbour of Taichung 

is approximately two hours. There are also railways from Keelung to Kaoshiung, the 

west coast’s north-south rail line. In 1996, the HSIP included about 580 hectares of 

developed land. It has expanded continuously up to 699 hectares in 2009. It is divided 

into industrial, residential, and research zones. 335 companies and 98,685 employees 

are working in the park in the end of 2009. 

 

   In Mainland China, the Zhongguancun Science Park (ZSP) was initiated by Dr. 

Chen Chunxian, a member of the Chinese Academy of Science (CAS) in 1981 who 

came up with the idea for a Silicon Valley in China after visiting to the USA as a part 

of a government-sponsored trip. The ZSP was officially recognized by the central 

government in 1988 and given the wordy name of Beijing High-Technology Industry 

Development Experimental Zone. (www.wikipedia.org) 

 

The ZSP covers all the Beijing’s highly concentrated educational, scientific 

http://www.wikipedia.org/
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research and high-tech industrial zones. With its center piece in the city’s northwest, 

the ZSP comes up with landscape of seven multiple sub-parks and industrial bases 

including Haidian, Fengtai, Changping, Yizhuang and others located in Beijing. The 

total area of the ZSP accounts for 232 square kilometres. (www.zgc.gov.cn) 

 

4. Characteristics of the four East Asian science cities 

 

In 2010, over 25,000 employees are working in Tsukuba Science City (TSC). Among 

these employees over 13,000 is researcher. About 40% of the total budget and the 

personnel of national research institutions are concentrated in Tsukuba. 

(www.tsukuba-network.jp) 

 

Although the roles of high-tech-oriented private research institutes in TSC have 

increased continuously, particularly in domestic and international patent enrolments 

and technology transfers, their capability is still limited. There are several reasons for 

this. These are first, TSC has government-led large-sized research institutes that focus 

on major national research projects. Second, Japanese major private companies still 

prefer to locate their research institutes in Tokyo. Third, research expenditures 

between the national research institutes and the private research institutes are fairly 

different. 24 of 32 national research institutes spent their research expenditures more 

than 100 million yen in 2008, while 45 of 92 private research institutes invested more 

than 100 million yen in the same period. This indicates that a higher portion of 

national research institutes focus on large sized research activities than the portion of 

private research institutes. Additionally, more than 205 venture businesses have 

started in TSC since 2005. The most of venture companies were created by Tsukuba 

University. (www.tsukuba-network.jp) 

 

In 2010, 18,796 South Korea's leading researchers and engineers are working on 

R & D activities in Daedeok Innopolis (DI). The total residential population has 

reached 83,202 among who 40,338 are employees in R & D units, R & D support 

organizations. For them, about 16,000 housing units have been constructed. The 

numbers of in-town organizations have reached 977 institutes including private firms. 

 

In DI, there are 977 institutes. Among these, 28 private research institutes and 898

 venture businesses are operating. Although the private research institutes and venture

 businesses account for over 94 percent of the total institute numbers, its man powers 

is lower than in the national research institutes. 

 

Among the 28 private research institutes, there are 4 research institutes with less 

than 30 employees and 10 research institutes with less than 100 employees. By 

contrary, the numbers of large sized research institutes with more than 100 employees 

account for 15 institutes. However, most of venture businesses have lees than 30 

employees (www.ddi.or.kr ). 

 

Similar to Japan’s TSC and South Korea’s DI, the main actor of Hsinchu Science 

based Industrial Park (HSIP) was Taiwan’s national government, which carried out 

major investments for the development of the park and still manages its daily 

activities. HSIP is managed under the R.O.C. Executive Yuan’s National Science 

Council (NSC) while the Export Processing Zones are operated under the auspices of 

the Department of Industry. 

http://www.zgc.gov.cn/
http://www.tsukuba-network.jp/
http://www.tsukuba-network.jp/
http://www.ddi.or.kr/
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The Electronics Research and Service Organization (ERSO) was already located in 

Hsinchu in 1976 before the NSC decided on the site of HSIP in Hsinchu. ERSO 

founded by the Industrial Technology Research Institute (ITRI) is the most prominent 

research institute and has played a crucial role in the development of the electronics 

industry in Taiwan. In 1973, ITRI was established by the Ministry of Economy and 

funded by the National Science Council (NSC). Its major role is technology transfers. 

 

   The government’s budget policy for the Electronics Research and Service 

Organization (ERSO) is unique and smart. It provides only 50 per cent of budget in 

order to maintain the stable linkage between ERSO and private companies. The other 

50 per cent of budget ought to be met through service contracts and sales of 

technology to private companies. This has contributed to the upgrading of the 

technological level in Taiwan’s electronics industry. (Science Park Administration, 

2009) 

 

The number of companies in HSIP has increased continuously. There were 150 

companies in 1994, and eight years later it grew to 335. Its output also grew quickly. 

In 1994, it reached 4.8 billion US dollar and it grew to 20 billion US dollar in 2002. In 

fact, its highest output reached 29.8 billion US dollar in 2000 along with IT sector’s 

upswing. Additionally, total investment reached 27.8 billion US dollar at the end of 

2002. It increased by 113 per cent from 1994 to 2002. 

 

As a late comer Zhongguancun Science Park (ZSP) was approved the 

establishment by the State Council of China as the first state level high tech industrial 

zone in 1988. After more than twenty years of development, the ZSP has grown into a 

city-wide park consisted of eight high tech parks, which are scattered in different 

districts of Beijing. The ZSP has constituted a distinctive and vibrant lay out of high 

tech industrial belt along with Five Ring Road. (Ying, 2009) 

 

The ZSP includes 39 universities such as Tsinghua University, Peking University 

and Renmin University of China, which have over 400 thousands students. 213 

research institutions represented by Chinese Academy of Science (CAS) are also 

located in the area. These include 41 national engineering centers, 42 key laboratories 

and 10 state-level enterprise technical centers. Moreover, about 20,000 private 

companies are operating in the area in the end of 2009. (www.zgc.gov.cn) 

 

The common characters of the four science parks and cities in East Asian 

countries are initiated by the central governments and set their role model for Silicon 

Valley in the USA. At the same time there are differences in terms of geographical 

distances and targeted industrial areas. TSC and HSIP are located in the metropolitan 

areas while DI is located in the mid of the country. ZSP is located in the capital, 

Beijing. Their targeted industrial areas vary to fairly high extent. TSC and DI do have 

various industrial and scientific areas, while HSIP and ZSP focus strongly on IT and 

bio technological areas. (Table 1) 

 

 

 

 

 

 

http://www.zgc.gov.cn/
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Table 1: Characteristics of Four Science Parks and Cities 

 

 

Name 

Common Characters Different Characters 

Initial driving 

force 

Role model Geographical 

pattern 

Industrial areas 

Tsukuba 

Science City 

Central 

government 

 

Silicon Valley 

Metropolitan 

area (70Km) 

Various 

technological 

areas 

Daedeok 

Innopolis 

Central 

government 

 

Silicon Valley 

Mid of the 

country 

(160Km) 

Various 

technological 

areas 

Hsinchu 

Science based 

Industrial Park 

Central 

government 

 

Silicon Valley 

 

Metropolitan 

area (60Km) 

 

IT 

Zhoungguancun 

Science Park 

Central 

government 

 

Silicon Valley 

 

Capital 

 

IT and Bio 

  

Source: Author’s own adaptation 

 

5. Strategies and habitat 

 

In Tsukuba Science City (TSC), there were 544 institutions and establishments in 

2010, which were mainly national and public research institutions, and private 

companies with capital exceeding 10 million yen. Among these, 326 institutions and 

establishments carried out their activity strongly in the area. These were offices, 

business offices, factories, research institutes, and others. The number of pure 

research institute reached 134, and 146 institutions and companies had research 

facilities, irrespective of their classification. The main strategy of TSC is focused on 

exploring various basic and applied technologies that can contribute to creating 

original technologies as well as to commercializing new products by transferring 

technologies to private companies. 

 

TSC has a unique habitat. This is as follows: 

 

First, a strong support of central and local governments 

 

The central government has supported TSC from the planning phase based on the 

Academic New Town Construction Promotion Headquarters and the Tsukuba Science 

City Construction Act. Additionally, the local governments, Ibaraki Prefecture and 

related municipalities have developed public service facilities. 

 

Second, strong roles of national research institutes 

 

In TSC, over 13,000 employees are working at national institutions, and 8,500 of 

which are researchers. These members account for about 40% of the total personnel of 

national research institutes are concentrated in TSC. Therefore, research activities of 

national research institutes are dominant in the science city. 

 

Third, a weak role of Tsukuba University 
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A role of Tsukuba University is limited. The research activity of Tsukuba University is 

mainly based on basic research so that collaboration with national and private 

research institutes is rare. Recently, Tsukuba University generated many venture 

companies and was ranked number two nationally in terms of creating high-tech 

venture businesses. Despite such a activity, collaboration of the university with 

private companies is still regarded as weak. 

 

Fourth, rapid increasing private research institutes 

 

Private research institutes conduct mainly their research activities in ten industrial 

parks and research parks, which locate in the suburban district. Their activities 

increase and mainly focus on product development that contributes to regional 

development and economic revitalization. 

 

In sum, the habitat of TSC is formed by supports of central and local governments, 

activities of national and private research institutes. (See fig. 1) (Park, 2004) 

 

Figure 1: The Habitat of Tsukuba Science City 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Author’s own adaptation 

 

Similar to TSC, Daedeok Innopolis (DI) covers various technological areas from IT to 

nuclear energy. Most of all national research institutions are located in DI. This means 

that the government has strong intention to upgrade its scientific and technological 

level. Particularly, the government focuses on developing strategic technological areas 

such as IT, life science, nuclear energy, machine engineering etc. Therefore, applied 

and developing technologies have been preferred than basic technologies in DI. (Park, 

2004) 

 

The main actors of DI are national and private research institutes as well as 

universities. Additionally, venture businesses take part in R & D activity and 
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manufacturing strongly. However, these actors seem to have limited power to act as 

independent actors. The reason for it is that the national research institutes and 

universities are controlled by the central government, while the private research 

institutes have to adopt a centralized R & D policy carried out by their headquarters. 

Only venture businesses obtain their R & D activities relatively free. However, they 

are mainly small sized and heavily dependent on venture capital. The local 

government built four industrial parks in order to create spin off effects (See Fig. 2) 

 

Figure 2: The Habitat of Daedeok Innopolis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Author’s own adaptation 

 

The main strategy of Hsinchu Science Based Industrial Park (HSIP) combines 

dynamic R & D activities in the IT sector to final products that results in regional 

economic growth and technological development. Therefore, HSIP is not targeted to 

strengthen national scientific and technological capability, but to focus on specific 

technological areas in the IT sectors that can enable to create new products by 

collaborating with universities and national research institutes. (Park, 2004) 

 

A habitat of HSIP is based on dynamism that is very similar to Silicon Valley 

although there is a clear difference. The former was initiated by the central 

government, and private companies and universities started the latter. Despite this 

difference, HSIP explored basic functions of Silicon Valley consisted of interaction 

between R & D and new products. Additionally, HSIP created an efficient one-stop 

support system carried out by Science Park Administration. This is a unique system 

created by a sub-organization of a central government in science parks. A systematic 

technology transfer from ITRI to private companies has also contributed to a rapid 

development of the Park. 

 

   In sum, the central government has encouraged cooperation between private 

companies, universities, and research institutes. Additionally, research institutes have 

carried out technology transfer to high-tech oriented private firms as well as created 

new start-up companies operating in the Park. This is a major function of HSIP that 
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attract domestic and international companies. (See fig. 3) 

 

Figure 3: The Habitat of Hsinchu Science-based Industrial Park 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Author’s own adaptation 

 

The Zhoungguancun Science Park (ZSP) has long been renowned as China’s largest 

intellectual area. However, the commercial values of scientific and technological 

knowledge were not recognized by the central government until the early 1980s 

although the Chinese government had heavily invested in the area for decades for the 

purpose of promoting R & D. (Tan, 2006) Innovative atmosphere emerged with the 

economic reforms in the mid 1980s. The state government managed to restructure the 

existing research institutions by establishing some market-oriented mechanisms. 

Furthermore, the state initiated projects to directly support certain R & D initiatives 

aiming at narrowing the gap between China and the advanced nations in terms of 

high-tech development (Wang, 1999) 

 

   After the restructuring of research institutions and universities in the ZSP, a 

favourable environment for high-tech development have been formed that encouraged 

state owned institutes to set up research intensive and market-driven ventures to 

materialize their innovative potential. (Abramson, 1989) This is the main strategy for 

the ZSP. 

 

   The habitat of ZSP is strongly based on collaboration between government, 

national research institutions and universities that encourage creating high-tech 

ventures in the area. These high-tech firms have an incentive to cluster to enhance 

legitimacy and avoid the liability of newness. One primary method for enhancing 

legitimacy is to have the backing of government agencies. In the ZSP, the 

Management Commission of the Beijing Experimental Zone (BEZ) for New 

Technology Industries plays its roles as a regulatory and supporting institution. It 
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handles affairs such as licensing, taxation, international trade, finance and investment, 

employment and intellectual property for high-tech ventures that is largely in 

accordance with the stipulations of national policy but also with slightly local 

modifications. Moreover, the Management Commission of BEZ invests some initial 

capital in the infrastructure for the new high-tech ventures and provides managerial 

guidance. It also operates as a liaison between the new start-ups and sources of 

finance. (Tan, 2006) 

 

   If an initial site of a cluster is established by spontaneous spin-off or location 

factors, there must be economic and institutional reasons for new start-ups to locate 

near competitors that are regarded as agglomeration economies. (Rauch, 1993; Scott, 

1992) Agglomeration economies encourage growth of new firms operating in the ZSP, 

which are either attracted by the technical and resource base or created from spin-offs 

in the region. Geographical proximity for shared resource arrangements and an 

emerging cluster identity have contributed to strengthening innovative environment. 

Most of high-tech firms in the ZSP have been organized under the four self principles 

encouraged by the government. These are self chosen partners, self financing, self 

operation and self responsibility. As a result, spin-off ventures served as the engine 

behind the ZSP’s growth. (Tan, 2006) Overall the habitat of the ZSP is seen as the 

figure. (Figure 4) 

 

Figure 4: The Habitat of the Zhongguancun Science Park 

 

 
Source: Author’s own adaptation 

 

6. SWOT Analysis 

 

Four East Asian science cities such as TSC, DI, HSIP and ZSP have developed rapidly 

since their initial periods although their historical backgrounds are rather shorter than 

that of their common benchmarking, Silicon Valley. Despite their short operating 

periods, the four East Asian cities represent national innovative clusters in their 

nations in terms of technological innovation, output, number of employees etc. 
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Therefore, it may be wise to analyze how these clusters possess strength and 

opportunity and face weakness and threaten as well as focuses on roles of venture 

businesses. 

 

TSC demonstrates that the large-scale organization of science can be used to solve 

various problems such as those of agglomeration, political conflicts and long-term 

economic development. As the national government announced the concept of a new 

science city, the host local government, Ibaraki Prefecture, welcomed and expected 

regional development since the region was relatively underdeveloped in spite of its 

geographical proximity to Tokyo. 

 

   With a vast capital investment supported by the national and local governments as 

well as massive relocation of national and public institutes, TSC has been developed 

continuously. However, due to its original plan as a part of capital region development 

TSC’s dependency on Tokyo is still high. In particular, transportation, communication, 

information and cultural sources are highly dependent on Tokyo metropolitan area, 

although a new tendency for self-sustaining attempts in certain areas is improving. 

 

   There are many critical points of view on TSC since it has not yet created 

sufficient local synergy and industrial spin-off effects, despite the vast capital 

investment and strong political support. The main arguments of critics are based on 

inefficient resource allocation focused on hardware-oriented investment in huge 

facilities as well as Tokyo metropolitan-oriented regional development instead of 

harmonious national development. 

 

   Political support creating tax revenues and employment as well as supply of 

labour are in general the most important factors in improving industrial development. 

TSC has always gained political support from the national and prefectural 

governments. However, the supply of labour has been always a chronic problem 

because high-technology-oriented industry needs highly qualified personnel such as 

managers and engineers. Moreover, the supply of engineers having independent 

minds is small compared to the United States. This means that to accumulate 

scientific and research resources would take a long time. (Rogers & Larsen, 1984) In 

addition, many private companies refused to locate in TSC because of its lack of 

production facilities, subcontractors, marketing expertise etc., although the number of 

private companies has increased after Tsukuba Expo’85. (Dearing, 1995) 

 

   In order to overcome these problems, the government pushed hard to create strong 

collaboration with innovative actors such as university, research institutes, and private 

companies. Tsukuba University has been keen to create high-tech venture businesses 

for spreading strong entrepreneurship and commercializing final products in TSC. 

However, these activities are still minor in the city. 

 

   In sum, although TSC experiences some problems in attracting high-tech industry, 

its physical development continues. Following Tsukuba Expo’85, the occupancy of 

land had rapidly increased owing to investment by the private sector. At present, only 

the Expo area is available to private industry. Therefore, the Land Restructuring 

Agency needs to provide more land for latecomer institutes. For it, the Ibaraki 

Prefecture Government is offering for sale two lots in Tsukuba’s northern business 

and Research Park in 2002. 
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Similar to TSC, Daedeok Innopolis (DI) is mainly controlled by the central 

government particularly, the Ministry of Knowledge and Economy (MOKE). The host 

city Daejeon is only responsible for building and maintaining access roads to DI. 

Besides, it is also in charge of providing and managing water and sewage services. As 

implied, DI has no local autonomy, and the Administration Office of DI is only 

carrying out its managerial functions. 

 

In addition, the entire complex had no manufacturing activity as well as few 

connections between the research activities in DI and the productive activities in 

Daejeon until recently that has resulted in a poor local synergy. A main reason for the 

poor local synergy may be that most of the institutes and its agencies usually have a 

strong tendency to focus on national priorities in R & D activities instead of private 

company interests. 

 

It must be also pointed out that most of the institutes seem to be pushed by the 

government to move in DI since the research programs are composed of various fields 

from Ginseng and Tobacco Research to Ocean Engineering. It indicates that a 

scientific plan to generate synergies between institutions has not been a priority for 

the government. Hence, it is clear that DI is a result of the government-led project to 

establish R & D centers, which could contribute to the improvement of technology 

standards and to the Koreanization of certain strategic high technologies. (Castells & 

Hall, 1996; Park, 2004) 

 

DI is an entirely artificial creation. Nothing was in that area before the government 

started to build the town. With the beginning of the second stage of development in 

1987, the government realized that without developing synergy effects technology 

development couldn’t be achieved efficiently. Thus, it focused on the synergy effects 

in a comprehensive plan in 1989. The plan is called the techno-belt concept that 

attempts to connect between research and industry through information and 

telecommunication technologies. 

 

   According to the plan, Seoul and Daedeok will be technological diffusion centers 

connecting networks along four major techno-belts. This techno-belt concept would 

contribute to the formation of productive structure for the 21
st
 century, and at the same 

time, the role of DI will be strengthened due to its geographical location and 

innovative milieu as R & D center. Furthermore, the government set up a target for DI 

to build South Korean Silicon Valley in the fourth National Comprehensive Land 

Development Plan in 2001 (Daedeok Science Town Management Office, 2002a). In 

addition, a recent trend to build new high-tech oriented venture businesses within and 

around DI can also stimulate a further development of DI. Furthermore, DI 

experienced a restructuring process in 2004 by being nominated as R & D Special 

Zone. The government authorized DI by the Daedeok R & D Special Zone Act in 

2005. 

 

   To become an R & D center and create synergy effects, DI has intensified 

cooperative relation between government supported industries, universities and 

industrial laboratories. For example, the Technology Innovation Centre (TIC) and 

Technology Business Incubator (TBI) at KAIST carry out industry oriented projects 

and will facilitate technological developments in the industrial sector. In 2010, there 

were 18 TIC and TBI in DI and 314 new started companies operating. 
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Venture businesses started in 1993 around Daedeok Science Town. However, these 

businesses were not able to be located within the park due to the Law for Daedeok 

Science Town Management that resulted in weak spin off effects between R & D and 

manufacturing. Therefore, the government changed this law in 1999 in order to bring 

venture businesses within the park. Additionally, Daejeon city government started to 

build four industrial parks around Daedeok Innopolis in order to link the function of R 

& D and the production function that enabled to spin-off effects for new venture 

businesses. As a result, venture businesses could receive 169 domestic patents and 23 

international patents in 2002. Moreover, the number of venture businesses increased 

dramatically up to 898 in 2010 that resulted in 815 cases of technology transfers as 

well as 77,798 million won (c.a. 89 million US dollars) technology fees. The 

technology transfers and transfer fees had increased from 2005 to 2010 in a row. 

(Daedeok Innopolis, 2010) 

 

 Additionally DI carried out its active strategy to nominate qualified high-tech 

venture businesses. As a result, 48 high-tech venture companies over 1 million US 

dollar’s output were operating in 2010, and 51 venture businesses could be registered 

in the Korea Stock Exchange (KOSDAX) from 2004 to 2010. (Daedeok Innopolis, 

2010) 

 

Despite the quality oriented development since the redesigned DI, most of high-

tech venture businesses are rather small sized that are less than five million US dollars 

output. Additionally the number of qualified high-tech venture businesses accounts 

only for 5.3 percent of the total number of venture businesses in DI. In particular, the 

number of venture business has increased rapidly since the year 2005 as DI was 

designated as Daedeok R & D Special Zone. It means that many venture businesses 

need to overcome the period of a death valley. Therefore, it is still questionable how 

many venture businesses could survive if DI follows the Silicon Valley model. 

 

It is worth noting that DI is likely to have built a high quality hardware oriented 

infrastructure such as research institutes, universities, housing, roads etc, while it still 

lacks software based infrastructure such as financing, accounting, legal services etc. 

Such a software based infrastructure is mostly concentrated in the Seoul metropolitan 

area. Therefore, it may be a delicate barrier for DI to cope with. 

 

DI’s vision for 21
st
 century is announced as to become one of the global 

innovative clusters until 2015. In order to realize this target, DI has intensified its role 

as a national innovation hub creating technology innovation as well as supporting 

other seven model innovative cluster nationwide. However, it may be easily criticized 

that DI’s technology portfolio is too wide spread from IT to Nuclear. Therefore, it 

needs to focus on its core technology areas strategically because there are no global 

innovative clusters in various technology areas coincidently although a technology 

convergence is a global trend. (Park, 2009) 

 

HSIP has developed in quantitative and qualitative perspectives since 1981. The 

Park met its break-though in terms of capital investment, sales revenues, and growth 

of companies in 1995 and expanded continuously up to 2010. Despite this positive 

side, several weaknesses and threatens exist. These are as follows: First, the 

cooperation between universities and private firms are still limited because most of 

private companies in the Park prefer to collaborate with the government-supported 
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institutes such as ITRI and ERSO. The reason is that the private companies in the 

Park are mainly interested in manufacturing high-tech products rather than in high-

tech research and development. In short, the linkage between universities and private 

companies in the Park is still weak, while the government-supported institutes and 

firms have created strong linkages. 

 

   Second, information-related industries are still dominantly located in Taipei, 

although the number of companies in the information industries increased rapidly in 

the Park from 1995 to 2010. Many companies operate their production and part of 

their research activities in the Park mainly because they want to be qualified for tax 

benefits. Their headquarters are still located in the capital. Thus, the lack of 

information flow in the Park may be one of the weaknesses. 

 

Third, the Park has an IT industries-dominated structure. This resulted in severe 

dependency on global economic situation. In 2000, the total sales revenue of the Park 

reached 29.8 billion US dollar. One year later, however, this decreased to 19.6 billion 

US dollar due to worldwide economic downturn, particularly in the IT industries. This 

trend happened again in 2009 during the global economic crisis. 

 

   Finally, Hsinchu as a city cannot provide residents in the Park sufficient urban 

amenities due to its background of emigration, and lack of industrial and commercial 

investment. The city still has traffic congestion and air-pollution problems because of 

rapidly increasing number of cars despite its small size and lacks services shopping 

facilities and cultural events. (Science Park Administration, 2003) 

 

   Future perspective of HSIP seems to be positive despite the above weaknesses 

because the Park is expanding continuously. First of all the Park has been linked with 

satellite parks that are Chunan site and Tunglou site. The former has been built in 

2002 and in operating at present. The latter is under construction Additionally, HSIP 

becomes a successful model for other science parks such as Tainan and Taichung 

Science Parks. Its growth path is likely to be in a proper track. The output of HSIP 

increased from about 10.9 billion US dollar in 1995 to about 35.8 billion US dollar in 

2010 that accounts approximately for 328 percent growth. (www.sipa.gov.tw)  

 

   HSIP supported local SMEs by providing financial resources for their R & D 

projects collaborated with universities located in the park. This aimed to induce 

companies operating at science parks to continue their R & D activities under the 

economic downturn period due to the global financial crisis. In the collaboration, 

universities have played a bigger role in the R & D process. In 2010, 95 R & D 

projects were supported that accounted for 14 million US dollars. (HSIP, 2011) 

 

   Overall HSIP has become a model for a national strategy building science parks as 

well as expanding satellite parks. It means that the government is confident to build 

several national science parks combining R & D activity as well as production activity 

that have resulted in rapid development in the national economy. 

 

   Being the symbol of Chinese high-technology, the ZSP undertakes the task to 

absorb and deliver global advanced technology, foster emerging industries, and play a 

role model to other domestic science parks. Relying on abundant human resources, 

domestic advanced technology and convenient infrastructures etc., the ZSP has 

http://www.sipa.gov.tw/
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become a leading domestic science park. In the past ten years (1988-1998), the ZSP 

has met over 30 percent annual growth. (Wang, 2000) 

 

   In 2008 the total industrial output of the ZSP exceeded 147 billion US dollar. 

Among this, the high-tech production value increased 26.3 billion US dollar that 

accounted for about 17 percent of the GDP of Beijing City. (Ying, 2009) However, as 

a developing country, the overall economic strength and technological level in China 

is still behind developed nations. Moreover, the market system has been improved, 

but is still immature. 

 

   Technological innovation uses to provide windows of opportunity for the ZSP. 

The reason for this is that recent developments in digital technology and the 

widespread use of the internet create a rapid convergence between computer, 

communications, and consumer electronics products. In this trend, the ZSP can 

achieve new opportunities redirecting the global IT industry toward a multimedia and 

network-centric age. (Wang, 2000) The ZSP also faces competing for high-tech talents 

and piracy issues, which are major threatens so far. 

 

   Given the venture business, ZSP has begun to attract foreign returnees to start new 

businesses in China since 1997. In 2010 there were 33 overseas returnees pioneer 

parks with a total incubation area of 3.2 million square meters. The total sum of 

investments in these parks accounted for 125 million US dollars, and 155 high-tech 

venture businesses have been operating. (www.chinadaily.com.cn) 

 

Overall, the comprehensive analysis of the four East Asian clusters looks like the 

table. (Table 2) Based on the analysis it is a very interesting finding that TSC and DI 

have similarity, while HISP and ZSP focus on similar strategies. 

 

The four East Asian clusters have been originally created by setting their role 

model from Silicon Valley, which represents the most successful global innovative 

cluster in the world. The reason why these East Asian clusters were inspired by 

Silicon Valley is very simple. It is because Silicon Valley is regarded as a core actor 

for high-tech innovation, sustainable economic growth, creating brand power etc. 

Therefore, it may be also valuable to compare these four East Asian clusters with 

Silicon Valley in order to analyze whether these also can be close to become global 

innovative clusters or not. The analytical categories are based on the numbers of 

patent, the physical size, the numbers of employees and the total output in the year 

2008. (Table 3) 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.chinadaily.com.cn/
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Table 2: The comprehensive SWOT analysis of the four clusters 

Strength Weakness 

 

 

 

TSC 

Strong government 

support, highly developed 

infrastructure, highly 

educated human resources, 

close to market, various R 

& D institutions 

 

 

 

TSC 

Weak collaboration between 

industry and university, 

limited synergy effect, some 

high-tech ventures, weak 

amenity 

 

 

DI 

Strong government 

support, highly developed 

infrastructure, highly 

educated human resources, 

various R & D institutions, 

creating high number of 

venture businesses 

 

 

DI 

Weak collaboration between 

industry and university, 

limited synergy effect, low 

number of capable venture 

businesses, weak amenity 

 

 

HISP 

Strong government 

support, highly developed 

infrastructure and human 

resources, production and 

market oriented 

 

 

HISP 

Weak amenity, 

developmental technology 

oriented, small domestic 

market, no direct approach 

to create venture business 

 

 

 

ZSP 

Strong government 

support, located in the 

capital, abundant human 

resources, various R & D 

institutions, vast domestic 

market, attracting overseas 

returnees 

 

 

 

ZSP 

Low technological level, 

instable market system, 

weak intellectual property 

right (IPR), commercial 

based instead R & D 

oriented 

Opportunity Threat 

 

TSC 

Basic to applied 

technological capability, 

technology transfer, 

increasing high-tech 

venture businesses 

 

TSC 

Rapid growth of other 

Northeast Asian clusters, 

matured domestic market, 

2
nd

 rank in high-tech venture 

businesses among 

universities 

 

 

DI 

Applied to developmental 

technology, technology 

transfer, high-tech 

ventures, rapid growing 

possibility 

 

 

DI 

Rapid growth of other 

Northeast Asian clusters, 

relatively matured domestic 

market, weak technological 

convergence 

 

 

HISP 

Technological convergence 

in IT sectors, production 

based and global market 

expansion, focusing new 

industrial areas 

 

 

HISP 

Weak convergence to other 

technology sectors, strong 

competition with latecomers 

such as Tainan and 

Taichung, shortage of high-

skilled manpower 

 

 

ZSP 

Technological convergence 

in IT sectors, global market 

expansion, built-in retail 

sales function, cost 

competitiveness 

 

 

ZSP 

Competing for high-tech 

talents, rampant piracy, low 

quality of living 

environment 
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Source: Author’s own adaptation 

 

Table 3: Comparison of four Asian clusters with Silicon Valley (As of 2008) 

 

 Patent Area Employees Output 

Silicon Valley 9,474 2,966Km2 1,322,634 c.a. 220 billion US dollar 

Tsukuba 

Science City 

 

6,000 

 

285Km2 

 

13,000 

 

c.a. 10 billion US dollar 

Daedeok 

Innopolis 

 

4,949 

 

27Km2 

 

18,796 

 

c.a. 10 billion US dollar 

Hsinchu 

Science-based 

Industrial Park 

 

3,026 

 

7Km2 

 

98,685 

 

30.6 billion US dollar 

Zhongguancun 

Science Park 

 

6,100 

 

232Km2 

 

170,000 

 

147 billion US dollar 

 

Source: Author’s own adaptation based on www.jointventure.org, www.tsukuba-

network.jp, www.ddi.or.kr, www.ebeijing.gov.cn, www.zgc.gov.cn 

 

This comparison indicates that the status of Silicon Valley is still absolutely 

overwhelmed toward the four East Asian clusters in all analytical categories. In 

particular, Silicon Valley represents the status of global innovative cluster owing to its 

high number of patents. ZSP and TSC follow the Silicon Valley in terms of 

technological innovation. However, their numbers of patent include domestic patents 

that are not fully recognized as a world class technology. In terms of output, ZSP can 

compete with Silicon Valley, and it may also be possible that ZSP can take over 

Silicon Valley’s position by expanding its rapid economic growth in the future. 

 

   Overall, the four East Asian science cities have contributed to strengthening their 

R & D capability and technological level owing to a vast resource input such as 

capital, highly educated man power, R & D related infrastructure etc. In fact, it is also 

safe to say that the four East Asian science cities have functioned efficiently in terms 

of operating period, physical size, patent etc. At the same time, however, it can be 

pointed out that the four science cities expose their weaknesses in terms of the total 

number of employment and economic output. Therefore, it may be challenging tasks 

for the science cities to deal with how to cope with these weaknesses in rapidly 

changing global economic environment, technological development, and innovation 

networking. 

 

7. Conclusions 

 

All cities and regions produce specific forms of spatial organization of the production 

process and create new spatial formation after hit by economic decline and 

restructuring. At the same time, these territories become the social spaces producing 

new forms of industrial, social, and technical structures. 

 

In a knowledge-based economy of the globalizing economic order the role of regions 

is very significant in order to create and to disperse knowledge. Particularly, 

geographical clusters of firms in a single sub-national region may contribute to 

transmitting certain kinds of knowledge between and among firms. In addition, 

http://www.jointventure.org/
http://www.tsukuba-network.jp/
http://www.tsukuba-network.jp/
http://www.ddi.or.kr/
http://www.ebeijing.gov.cn/
http://www.zgc.gov.cn/
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markets prefer to favour specialized firms with a coherent body of knowledge when 

knowledge creation and the use of new knowledge become increasingly important for 

maintaining and improving a firm’s competitiveness. 

 

   With the formation of hard competition between nations based on the principles of 

a free market economy, high technology became the most important factor in 

achieving national competitiveness. Thus, many countries strengthened their 

technology policy and invested vast amounts of capital in research and development 

(R & D) projects. In order to carry out the R & D projects properly, they show a 

strong tendency to build science cities. To pursue a technology policy is to achieve 

three goals. The first is reindustrialisation, which can create new jobs in new 

industries. The second objective is regional development for those regions that are 

most in need. Last, but not least, is the creation of synergy resulting from 

technological and organizational innovations. 

 

   Under these circumstances, East Asian nations have launched their national 

projects to build science cities since the 1960s. These are Japanese Tsukuba Science 

City (TSC) in 1967, South Korean Daedeok Innopolis (DI) in 1973, Taiwanese 

Hsinchu Science based Industrial Park (HSIP) in 1980, and Zhongguancun Science 

Park (ZSP) in 1988. These innovative clusters have been established as their national 

projects, and the governments have been deeply involved in these projects. As pointed 

out, these clusters are focused on upgrading technological capability and sustainable 

economic development at national and regional levels. 

 

   Along with the national and local governments, industries and universities play 

important roles in these areas in order to create networks based on mutual interests 

and technology innovation. All clusters are keen to develop or to strengthen specific 

strategic technological areas such as IT technology, biotechnology, and life sciences. 

There are clear tendencies among these clusters. TSC and DI target on various scopes 

of technological areas while HSIP and ZSP mainly focuses on IT technology. 

 

   The habitat of these clusters varies to a high extent as well. TSC, DI and ZSP pose 

mostly a centralized structure controlled by their central governments. HSIP has a 

unique and most proper habitat balanced between influences of the government and 

industry. Additionally, the major function of HSIP is combined by R & D activity and 

production that results in direct effects on technology innovation as well as regional 

economic growth. Last, but not least, ZSP includes a built-in sales outlet nearby first 

time in the East Asian science parks. 

 

   The central government initiated approach to build a science city costs immense 

regardless which science cities are in East Asia. Due to such a vast capital investment 

and a need of highly qualified manpower, establishing of science cities use to take a 

long construction period. At the same time, this approach does not result in full effects 

expected such as technology innovation and regional economic growth. Particularly 

TSC and DI represent this phenomenon, while HSIP and ZSP realize their target 

relatively better. 

 

In order to minimize this kind of negative effects, HSIP and ZSP have created a 

unique approach from the starting point, which is a combined approach between R & 

D activities, production, and sales. Additionally, HSIP and ZSP are keen to bring 
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capital and manpower abroad in order to intensify technology innovation and transfer 

that link to production development directly. This approach has been succeeded in a 

high performance particularly after the second half of the 1990s with the upswing 

trend of global IT industries. 

 

Regarding high-tech venture businesses, DI and ZSP are mostly active to boost 

technology development and commercialization, while TSC and HSIP focus on 

supporting local companies indirectly based on collaboration with universities. These 

different approaches are fully dependent on their development strategies. 

 

   In sum, the government involvement in national projects is inevitable particularly 

in the East Asian context. At the same time, however, a combined approach with 

private sectors is also significant in order to vitalize activities in science cities. 

Furthermore, a fundamental strategy, which is based on either only R & D activity or 

combining R & D activity with production and sales plays also important roles in 

developing science cities successfully. This holistic approach may enable the four 

East Asian clusters to compete with other global innovative clusters. 
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Abstract  

Both researchers and policy-makers have made increasing efforts to identify ways to foster small 

high technology firms to promote both firm-related and economic growth. A process that is 

recognised as playing a key role in this context, particularly in rapidly moving, high technology 

sectors, is commercialisation. The study contributes to the literature by providing results of the 

relationship between commercialisation process and business growth in high technology sectors. 

The results are based on eight case studies among small knowledge-intensive business services 

firms. The results of the study show that the firm-related growth is following a phased route that 

is associated with the particular activities in the commercialisation process. In addition, the 

results underline that, especially in the case of small firms, the challenges during the 

commercialisation process may endanger the firms’ growth initiatives, but also at the same time, 

success in commercialisation in itself may be seen as a relatively high firm-related growth.  

Keywords: Commercialisation process; Innovation; Small High Technology Firms; Growth 
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INTRODUCTION   

 

Endogenous growth theories (e.g. Cooke 2002) partially lack both the ability to explain why 

certain firms operating within a given region grow rapidly, and the ability to predict, which firms 

will grow most rapidly. In attempts to enhance traditional growth theories, entrepreneurship 

researchers (in particular) have been interested in explaining characteristics of single firms’ 

performance and hence they have analysed symptoms of growth from various firm-based 

perspectives (Littunen and Virtanen 2006). The general outcome of these studies has been that 

entrepreneurs and innovations are the main drivers of economic growth and regional 

development. In addition, particularly small high technology firms have been widely recognised 

as being promoters of economic growth. In this study, we focus on small high technology firms 

commercialising new technology-related product innovations. The positive effects of these firms 

are generally related to their capability to generate and commercialise innovations e.g. via 

commercialisation process. However, investing in commercialisation process of innovation is 

often challenging and risky. For example small high technology firms must be able to create 

economic value by converting knowledge, discoveries, and inventions into new or significantly 

improved products and services that satisfy customers’ needs (e.g. Kozmetzky et al. 2004). In 

this sense commercialisation is at the core of traditional entrepreneurship research for, according 

to Schumpeter (1934) innovation is defines as commercialised invention in the entrepreneurial 

process. 

   

However, it is important to note that the current understanding associated with the relationship 

between the firm-related growth and the commercialisation process of innovation is relatively 

limited. The previous studies underline that both of these areas are commonly attached to the 

small technology firms in high technology sectors and it is expected that particularly these firms 

are able to realise the growth potential via commercialisation activities. It is also important to 

note that one major difficulty in observing the effect of innovation on growth is that it may take a 

firm a relatively long time to realise the value of innovation into economic performance (see 

Coad and Rao 2008). Therefore, this paper examines in detail the association between the firm-

related growth and conducted commercialisation processes among small high technology firms 

within a longitudinal framework by responding the following main research questions: 
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 How commercialisation processes of innovation have influenced small high technology 

firms’ growth performance during the examination period?  

 

 How commercialisation process can be supported in order to foster growth in small high 

technology firms in the healthcare technology industry? 

 

The study is organised as follows. The second section discusses previous literature related to the 

role of small high technology firms, commercialisation process of innovation and growth.  

Section 3 describes the methodology and data acquired, the results are presented in Section 4 and 

finally, Section 5 summarises the findings of the study and discusses its conclusions. 

 

 

LITERATURE REVIEW  

 

The key concepts of the study 

 

Commercialisation is important for survival in competitive markets and has also been recognised 

as a key aspect of national and regional innovation policies (Clarysse et al. 2005) and the 

management of technological innovations (Dodgson 2000). In this study, the term 

‘commercialisation’ is perceived as the process, which starts with a techno-market insight and 

ends with the sustenance of a marketed product, whereby a firm creates economic value by 

converting knowledge, discoveries, and inventions into new or significantly improved products 

and services that satisfy customers’ needs (Zahra and Nielsen 2002; Kozmetzky et al. 2004; 

Pellikka 2009). The following table 1 describes the phases of the commercialisation process in 

small technology firms (in detail Pellikka & Lauronen 2007).  
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Idea 

development 

 

 ‘Idea development’ phase is often starts when the idea of potential 

innovation (‘invention’) is conceived for the first time. It may also involve 

activities such as technology and market scanning. 

Business 

concept 

design 

 

‘Business concept design’ phase starts when the small technology firm has 

decided to continue the outcome from the idea development phase and 

R&D activities. In addition, small high technology firm focuses also more 

on the business activities such as searching distributors and other business 

partners to prepare the market launch activities. At the end of the business 

concept design phase the firm may finalise the pretested prototype and the 

prepared business plan for the coming commercialisation process. 

Market 

launch 

 

The phase named ‘market launch’ commences when the firms had 

attempted to seek the distribution channels for their innovation. In 

addition, a central objective during the market launch phase is to focus on 

increasing the international awareness of innovation. In this phase, some 

small high-tech firms may also have a developed business concept 

including e.g. feasibility studies and market research. 

Business 

development 

 

During the ‘Business development’ phase the firms often focus on 

searching for new market and/or new usage of target for the innovation. 

The firm attempts to enhance the market position of the innovation by the 

supply of complementary products or services to potentially generate 

higher sale rates and the growth of turnover. 

Maintaining 

 

The ‘maintaining’ phase is the final part of the commercialisation process 

where the small technology firms may reduce the costs of manufacturing 

and further develop the qualities of the innovation. In addition, firms may 

also prepare themselves to increase the competition in the market by 

allocating more resources for the research and development activities. The 

maintaining phase ends when the firms decide to abandon the 

manufacturing or the further exploitation of the innovation. 

 

Table 1. Commercialisation process of innovation in small technology firm. 

 



 
 

5 

Schumpeter (1934) defined innovation as commercialised invention. The definition is not about 

technology development as such but operating in the market in a new way (Schumpeter (1934) 

called it as “carrying out of new combinations”). Thus, innovation can be (Schumpeter 1934; 

Baumol 1990): 

• A new good or a new quality of a good 

• A new method of production not previously tested, that does not need to be founded upon 

scientific discovery 

• Opening a new market, ie. a market that a firm has not previously entered, whether or not 

this market has existed before (e.g. Ansoff’s product/market matrix) 

• A new source of supply of raw materials, irrespective of whether this source already 

exists or has first to be created 

• The carrying out of new organisation 

The broad innovation definition presented above pinpoints various ways of commercialisation 

activities, which stress the first four phases of commercialisation process presented in Table 1 

above.  

 

In this research, the term ‘innovation’ is understood as a change to a company’s products (either 

radical or incremental), e.g. a creative improvement of a current product or an idea for a new 

product that might solve specific problems for existing or potential clients if successfully 

commercialised (Bridge et al. 1998; Burgelman et al. 2001). In this respect, innovation is also 

viewed as a commercial activity, rather than simply a technological process. However, it is 

important to note that researchers from different disciplines (e.g. economics and technology 

management) define the term ‘innovation’ differently, and have different approaches to its 

impact on an industry or a firm’s performance and growth (see e.g. Gopalakrishnan & 

Damanpour 2001). 

 

The Oslo Manual of the Organization for Economic Co-operation and Development (OECD) 

defines ‘technological product and process innovating firms’ according to their global 

technology intensity and classifies them as high technology industries and medium-high 

technology industries (OECD 1997). This definition generally embraces the communications, 

information technology, computing, biotechnology, electronics, medical/life sciences, and 
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aerospace industries. In this study, a small technology firm is defined as an enterprise that 

employs less than 50 persons, has an annual turnover and/or total annual balance of EUR 10 

million or less (OECD 2005), exploits technological knowledge and competes by developing and 

selling products and/or services based on technological innovations (Yli-Renko & Janakiraman 

2008). Due to characteristics such as their general lack of resources for R&D and marketing 

small technology firms differ from larger firms in ways that have particular significance for 

innovation in high technology fields. A major difference in terms of resources is that (inevitably) 

small technology firms have comparatively limited resources for marketing and financial 

activities that may limit the scope and timeframe for commercialisation (e.g. Heydebreck et al. 

2000). Furthermore, limited human resources may influence a firm’s propensity and ability to be 

aware of, and respond to, opportunities and threats presented by the external business 

environment compared with larger firms (North et al. 2001). In addition, they face challenges 

related to their limited business know-how with regard to aspects such as marketing and 

management, which potentially makes them more dependent on external resources and 

networking (e.g. Siu & Bao 2008; Teece 2007).  

 

A key difference in terms of organisation structure and management is that small firms make 

relatively high contributions to innovation partly because they are less bureaucratic than large 

companies, which are often highly structured in terms of organisational hierarchy and key 

business processes (Schilling 2008). In contrast, small firms are often regarded as being more 

flexible and less formal, with a more personal, heuristic approach to strategic decision-making, 

which may be advantageous in dynamic technology markets if they are able to design 

organisation structures with low authority, distributed leadership and a collaborative culture 

(Teece 2007).  

 

However, since the structure and processes in small firms are often more informal (and their 

managerial experience and expertise may be limited) their business objectives and strategies may 

be unclear, particularly during the start-up phase of a firm (e.g. Page West III and Noel 2009). In 

addition, there is a need to understand the impact of the individual traits of the entrepreneur on 

ways in which the business is managed and developed that affect aspects such as growth 
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orientation, innovation activities and interest in using external support services (North et al. 

2001).  

 

Growth and small high technology firms 

 

Although the firm-related growth is often a key objective it seems to be challenging to achieve. 

There has been a number of theoretical and empirical studies creating the view of the life-cycle 

of the firm and seeking support for the proposition that businesses encounter different stages 

during their life-cycle with specific challenges, usually defined as problems, pressures, stresses 

or crises at various phases of the firm or business development. Most of the prior studies have 

identified certain dominant problems and suggested that prevalent orientation characterising the 

firm or business at each phase. Each phase has a different context (different challenges), which 

results in the need for different management skills, entrepreneurial strategies and actions (e.g. 

McMahon 2001; Terpstra and Olson 1993). For example according to Terpstra and Olson (1993) 

the most dramatic changes from start-up to the growth phase were as follows. The percentage of 

organisations citing obtaining external financing as the most significant financial problem 

decreased from 17% during the start-up phase to 1% within the later growth phase. Additionally, 

the percentage of firms mentioning the regulatory environment as the most significant challenge 

increased from 1% during the start-up phase up to 8% in the later growth phase.  

 

There is no single theory that can fully describe the association between business growth and 

commercialisation process. However, previous studies (e.g. Berger and Udell 1998; Ireland et al. 

2003; McMahon 2001) have identified some factors that may have an impact to the small 

technology firm performance, growth and commercialisation. It seems to be that the factors in 

terms of the entrepreneur’s personal characteristics (e.g. innovativeness and risk taking attitudes) 

play a key role especially among small firms, which are often led by the entrepreneur. According 

to Naldi et al. (2005) entrepreneurs may vary in degree of innovativeness and risk taking 

attitudes in a way that they are not equally entrepreneurial across these dimensions. In addition, 

the growth strategies, the characteristics of firm and the life cycle phase of a firm may also affect 

the firm-related growth (Evans 1987). Finally, the firm context (i.e. business sector, market and 

institutional environments) may have an impact to the future growth and the growth development 
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possibilities (see e.g. Covin and Slevin 1998).  Moreover, it has been reported that resources 

(internal and external) may have an impact to business growth and commercialisation 

performance among small technology firms (Heydebreck et al. 2000; Teece 2007). 

 

Even if life-cycle models have been criticised from the practical applicability these models could 

be used for illustrative purposes as it has been used in this paper to describe the 

commercialisation process in the context of firm development. The various life-cycle 

concepts/theories agreed on the fact that certain stages usually exist in every model such as the 

birth of business, development phases often defined as growth (stage), maturity and declining of 

business. Furthermore, sometimes e.g. the start-up phase is described more fine grained by using 

the concept of death valley, which emphasises the financial point of view where it is believed 

that the owner(s)/entrepreneur(s) of a start-up firm has to invest capital to the business in order to 

acquire resources that are engaged in the process of ensuring that good ideas are being 

developed, that somebody actually starts the firm, makes the prototype, gets the first customer, 

develops the products and places it into a competitive product situation before the cash flows of 

sales is created and the development of sales could be acknowledged and measured  

(Venkataram 2003).  

 

 

METHODOLOGY, DATA AND ANALYSIS 

 

Two types of approaches and data were used during this study to obtain a coherent understanding 

of the commercialisation process and its’ potential impact to growth: 1) responses to questions 

asked in in-depth interviews (8 cases), and 2) documented data such as annual figures of 

financial statements and key ratios of the selected firms (Orbis Database). The utilised 

approaches, the description of the research data and the structure of data analysis in terms of both 

case interviews and longitudinal statistical data are provided in the following sections.    
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Conducted case studies  

 

In this research, case study was understood as a method in which the researcher explores in depth 

a program, event, activity, process, or one or more individuals (Creswell 2003, 15). In addition, 

the methodology used in this study can be defined as a multiple case study, in which multiple 

cases strengthen the results by replicating the pattern matching (Yin 1994). This methodology 

was selected because it enables phenomena of interest to be studied in situations where there is 

little theory regarding those phenomena (see Chetty 1996).  

 

In order to address the main research question, a method that could generate new evidence and 

information in a flexible way was required. It was assumed that in order to describe and 

elaborate the characteristics of commercialisation, a method capable of providing diverse kinds 

of data from various sources would be needed. Moreover, the case study approach allowed in-

depth investigations to be undertaken and to create interactions between theory and data during 

the research project (Feagin et al. 1991). 

 

Most of the data acquired were qualitative, which can be highly useful for obtaining a holistic 

overview of the context of investigated phenomena (Miles & Huberman 1994). Hence, 

qualitative analysis seemed to be appropriate for addressing the main objectives, e.g. for 

exploring the ways the entrepreneurs in a particular setting come to understand, plan and manage 

the activities involved in the commercialisation process. The decision to use a qualitative 

approach was also based on the fact that little is known about the potential association between 

growth and commercialisation process, particularly in a small firm context, indicating that 

qualitative case studies would be an appropriate choice of methodology (e.g. Eisenhardt & 

Graebner 2007). However, although a qualitative approach was generally adopted, the possibility 

to use quantitative data to supplement the examination of the commercialisation process was 

kept in mind, following the logic of a versatile research design and enabling triangulation (e.g. 

Denzin 1978). Triangulation (in this sense) is the corroboration of empirical findings by different 

types of data from at least one other source, normally acquired by another method; an approach 

that is often used in case studies to verify the validity
 
of findings (Jick 1979). 
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The case study method enables various kinds of data, including (for example) interview 

responses, written documents, annual reports and direct observations to be used (Yin 1994). In 

this study all of these types of data were used to obtain a coherent understanding the potential 

relationship between firm-related growth and conducted activities during the commercialisation 

process (detailed description of the financial analysis in provided in the following section). The 

most widely used sources of data were responses in interviews by the chief executive officers 

(CEOs), who were assumed to be key informants for the case firms (i.e. people with the most 

knowledge about the firms and their commercialisation processes). The case firms were chosen 

by applying a purposive sampling technique (e.g. Miles & Huberman 1994) in order to match the 

contextual framework and the research questions addressed in the study.  

 

Case firms were selected that had already commercialised at least one product based on their 

own R&D-related inventions, had links with the local university’s (University of the Eastern 

Finland, UEF) scientific research community and had key informants with sufficient experience 

and ability to provide a good description of the commercialisation process in their respective 

firms. A general intervention technique was used in order to increase the information provided 

by the interviewees’ responses. In addition, purposive sampling provides possibilities to draw 

inferences and explanations from the data. Key objectives for all of the interviews were to obtain 

background data and information on the history of the interviewee and the firm, and a description 

of the commercialisation process. 

 

 

Annual indicators and financial analysis 

 

The dataset for the empirical analysis is drawn from the Orbis Database, which contains 

extensive financial statements and ownership information for firms worldwide. In this study, 

longitudinal financial statement data of eight was utilised and analysed from the period of 2001-

2010. Based on prior growth and measurement discussions this study uses commonly identified 

growth indicators such as change (growth) of turnover (sales), change of the amount of 

employees, and success indicators included owner and firm perspectives return on investment 

and return on assets (ROA). The financial data analyses reported herein was applied for 
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descriptive purposes in order to supplement acquired interview data and moreover to give 

objective view of longitudinal growth and success performance and possible 

challenges/problems during the process of commercialisation.  

 

Firms overall financial success were analysed by using verbal classification of success. Success 

categories included verbal statements such as poor success, satisfactory success, good success, 

very good success and excellent success. Overall firm-related success classifications based on 

financial variables that emphasise the following aspects were used. These include aspects such as 

profitability, solvency and liquidity. 

 

The Orbis Database is an extensive database that currently includes app. 200 variables for more 

than 100 million companies around the world. We utilised the database to compile the relevant 

data mostly in terms of the financials and other information of the case firms within in the time 

period 2001-2010. In general, we approached the firm-related growth by following the 

commonly identified growth indicators such as change of turnover (growth / sales), identified 

changes in the number of employees and the success indicators e.g. return on investment (ROI) 

and return on assets (ROA). The financial data analyses reported herein was mostly used to 

provide required descriptive information to supplement acquired interview data and moreover to 

provide comprehensive view of longitudinal growth and success performance and general 

performance during the process of commercialisation.  

 

One main objective of this study was to elaborate the relationship between growth and 

commercialisation process of innovation. We approach that target by integrating the statistical 

financial data and the interview data. First, we identified the phases of the commercialization 

process of an individual innovation in each case firm by using the interviews and other 

observation during the case studies. Second, we examined how the case firms have been 

performed during these phases by utilising the financial data compiled from the Orbis Database. 

Finally, we used case study data in order to explain the firm-related performance by the 

activities, decision and initiatives of the commercialisation process at the firm level (see 

Appendix 1). This type of approach is also previously utilised and recommended by Garnsey et 

al. (2006).  
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RESULTS AND IMPLICATIONS 

 

The results of this study indicate the dynamic nature of the high technology industry. In general, 

it has been emphasised that dynamics in high technology sectors is based on the rapidly changing 

customer requirements, technological development and shorter market life cycles. In high 

technology fields, the impact of dynamics for the case firms has been twofold. First, rapid 

changes in the key market may open new window of opportunities that further may enable small 

technology firm to accelerate growth. Some of the positive impact of these changes was 

identified among the case firms.  

 

In healthcare technology industry, the positive effect might be associated with the changes in the 

regulations (e.g. global selling permits) that have opened a new market for the new healthcare 

technology products. Second, it is important to note that the rapid changes and uncertainty might 

also reveal the technology and market risk (Ruhnka & Young, 1987) at the same time. This was 

faced by some of the case firms. For example, in one case firm, the selling permit for the new 

technology product was denied by the target country authorities during the market launch phase. 

This sudden outcome forced the case firm to abandon the commercialisation plan, which finally 

was the main driver to liquidation (see Case C, Table 2.). The general information of the 

characteristics of the case firms are presented in the table below (Table 2.). In addition, the case 

firms overall financial success is also described via verbal classification, which is based on the 

financial statistics during the observation period. Overall success during the observation period 

was based on the financial variables that describe the following characteristics: profitability, 

solvency and liquidity. The classification was divided into five categories: 1) Poor, 2) 

Satisfactory, 3) Good, 4) Very good, and 5) Excellent.  
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Table 2. Description of the case companies and the key financials (2001-2010). 

 

Based on the interviews and the financial analysis it can be said that the case firms have suffered 

from profitability, solvency and liquidity problems.  

 

Profitability problem. Two case firms faced challenges related to profitability due to the heavy 

investments in R&D efforts in order to create new products and simultaneously lack of resources 

(human and capital) invested in sales and marketing activities in order to bring the new 

innovation into market. According to Jolly (1997) a major part of problems in commercialisation 

are associated with marketing and the acquisition of market information.  

 

Case 

companies 

Industry 

classification 

Number 

of 

personnel 

in 2011 

Overall 

financial 

success 

(2001-

2010) Profitability Solvency Liquidity 

Case A 

Manufacturer of the 

bicycles and invalid 

carriages 

2 Poor Passable Poor Passable 

Case B 

Manufacturer of the 

irradiation, 

electromedical and 

electrotherapeutic 

equipment 

17 Satisfactory Good Passable Very good 

Case C 

Research and 

development on 

medical sciences 

0 
Bankruptcy 

(Dec. 2008) 
 -  -  - 

Case D 

Manufacturer of the 

ergonomic forearm 

supports  

3 Good Passable Very good Very good 

Case E 

Manufacturer of the 

medical instruments 

and systems for 

physiological data 

acquisition and 

processing  

18 Good Good Very good Satisfactory 

Case F 
Manufacturer of the 

chemical products 
14 Poor Passable Poor Passable 

Case G 
Healthcare software 

manufacturer 
1 Satisfactory Good Poor Very good 

Case H 

Manufacture of 

medical and dental 

instruments and 

supplies 

2 Excellent Very good Very good Very good 
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Market-related resources are vital for gaining sufficient turnover. In general this means that small 

high technology firms should use often very limited resources very wisely and via balanced way 

in order to make sure that there are sufficient resources available also for market launch during 

the commercialisation process (see also Pellikka, 2009). However, it is important to note that in 

some case firms, a relatively high growth was reached especially in the market launch phase (see 

Appendix 1.) although the differences between the case firms are substantial. It is also interesting 

to note that after the occasional growth peaks in the turnover, it seems to be difficult to stabilise 

and in general, manage the growth. In many cases, the annual changes (both favourable and 

unfavourable) might be substantial.     

 

Previously it has been pointed out that small technology firms are often too technology-oriented, 

concentrating on the technical details of the product and product development and, therefore, it is 

also suggested that marketing activities should start already at the beginning of the 

commercialisation process (Ford & Saren 2001). Based on the results of this study, we identified 

that especially within the ‘idea development’ and ‘business concept design’ phases the case firms 

reported unfavourable growth rates due to an extensive concentration on R&D and technical 

specifications in the beginning of the commercialisation process that support the previous results 

(e.g. Ford and Saren 2001).   

 

Solvency problems: Serious financial problems were partly confronted due to the cumulative 

losses (negative annual business results) that was partly covered by using e.g. subordinated loans 

(i.e. use of the owners/entrepreneurs/financier equity based finance instruments). It is also 

important to note that the availability of financing was not seen as a major problem, but the high 

cost of capital has negatively affected the commercialisation process of the case firms. The 

financial position of two case firms has changed since the arrival of venture capitalists. In 

addition, during the interviews, two other case firms were negotiating with potential venture 

capitalists. It is also vital that the firm is able to gain cash flow from new commercialised 

products as soon as possible. The respondents of current portfolio companies would like venture 

capitalists to play a more active role in the supporting activities for the daily business, especially 

in the development of internationalisation. Small high-tech firms from Finland have a very small 

domestic market. Therefore, internationalisation is essential. The respondents also expect that 
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venture capitalists should have more experience in their particular industry and, thus, could 

effectively help them during the phases of the commercialisation process (see also Pellikka & 

Virtanen 2009).  

 

Liquidity problems: Finance-related services’ were used in the first place to provide the 

assistance with the financing of innovation projects organised by public and private 

organisations. Among the case firms, the external financing was mostly obtained from the public 

funding agencies and organisations. Moreover, direct financial support instruments such as 

subordinated loans and export credit guarantees were used. The results show that internal 

financing was mentioned as a primary source of financing of the case firms. In some case firms, 

an irregular cash flow in terms of the new technology product and project based nature of the 

commercialisation process were seen challenging that have prevented the companies from 

growth initiatives. One common situation among case firms has also been their eagerness to 

overemphasise the role of product development and, thus, partly operate with the limited 

resources in marketing and international sales. Another challenge dealt with the difficulties to 

forecast sales regarding the individual innovation, which is partly related to the approximate 

planning of the commercialisation process. This has caused unfavourable financial progress and 

the liquidity problems particularly in the ‘business concept design’ phase and also forced the 

case firm to abandon the commercialisation plan, which finally was the main driver to the faced 

challenges during the commercialisation process (particularly in business development phases) 

among the case firms (C and F). 
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The Table 3 below describes the growth intensity of the case firms within the observation period. 

Firm characteristics (2001-2010) (Total eight cases)                       

Operating (7)  

Bankruptcy (1) 

Share of high and sustainable growing firms (annual sales turnover growth > 10) 

High growth (at least 3 years 30% annual sales turnover growth) 2 

Others        6 

         

Sustainable growing firms (at least 6 years continuous growth)  3 

Others   5 

Longitudinal change of some growth and success factors (continuous annual change 

at least +/- 10% = large changes group firms or continuous annual change under +/- 

10% change =low changes group firms 

 

Indicator  Large changes group Low changes group 

    n   n 

Change in sales turnover 3   5   

Change in personnel  1   7 

Operating margin  2   6 

Return on investment  5   3 

Return on assets  5   3 

 

Table 3. Growth among the case firms within the observation period.  

 

The results also show that the firm-related growth curve and the commercialisation process are 

partly interrelated. From the growth and success perspective examined small healthcare 

technology firms seem to have diverse development paths. Interestingly half of the studied firms 

showed to have financial challenges during simultaneously commercialisation and growth 

activities. They had problems especially with solvency. Interesting findings are also long-term 

stable growing firms (n=3). The intense growth in the case firms has taken place mostly in the 
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beginning of the commercialisation process i.e. during ‘idea generation’ and ‘business concept 

design’ phases.  

 

The financial analysis also support the previous results (e.g. Bygrave 1989) where it has been 

pointed out that growth among small firm may follow the discontinuous curve where the annual 

variances might be remarkable due to ‘quantum jumps’ (see Figure 1). The annual variations in 

turnover changes have been substantial in some case firms. This partly explains the common 

difficulties associated with the commercialisation process such as insufficiently conducted 

market screening and clear understanding of the market potential for the new healthcare 

technology product. 

 

 

 

Figure 1. Change in turnover (%) among the case firms. 

 

It is also important to note that the case firms with the moderate annual growth and the 

profitability have been performed relatively well during the observation period. This finding is in 

line with the previous studies by Davidsson et al. (2009). From the growth and success 

perspective examined small high technology firms seem to have diverse development paths.  

 

 

Case A 

Case B 

Case C 

Case D 

Case E 

Case F 

Case G 

Case H 
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CONSLUSION AND DISCUSSION 

 

The results of the longitudinal study show that the activities and decisions of the 

commercialisation process may have an effect on the small technology firm growth. The results 

show that in small firms the commercialisation process seems to be much more closely 

integrated with other activities and business processes than in larger companies and, therefore, it 

seems to affect also to firm-related growth. In addition, we underlined that commercialisation 

process and growth is often non-linear and liable to setbacks that can be partly explained by the 

activities performed during the each phase of the commercialisation process (see also Garnsey et 

al 2006). In addition, this study contributes to the previous studies by showing that the growth 

has been mostly abated in at the later phases of the commercialisation process i.e. during market 

launch and business development phases. The results also underlines that especially in small 

firms, the challenges during the commercialisation process may endanger the firms’ growth 

initiatives, but also at the same time, success in commercialisation may be seen as a relatively 

high firm-related growth. For example in order to help achieve these growth aims small 

technology firms should actively use resources such as external innovation support services as 

channels to bring complementary assets into the firm to support critical phases of the 

commercialisation process and enhance growth.  

 

From a managerial perspective the study identifies an appropriate model that integrates the 

commercialisation process and the key business processes (and other features of the business 

model) into one comprehensive model that may enhance growth. According to the results, the 

case firms that had a structured plan (i.e. process model) for the commercialisation process have 

also been able to realise sustained growth even in the dynamic healthcare technology industry. 

Previous studies (e.g. Cooper 2000; Pellikka & Pellikka 2011) have listed some potential 

advantages of this type of the commercialization process model: 1) the mobilisation of capital 

resources for commercialisation when needed, 2) planning and analysis of the cost structure, 

resources and scheduling according to established decision-making criteria, 3) control and 

allocation of resources and costs, 4) measures to ensure that costs incurred are appropriate and 

permissible under the general plan for commercialisation, and 5) communication and reporting 
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of the status of the commercialisation process and results to key business partners and pertinent 

authorities on national and international levels.  

 

This study provided also several opportunities for future research. Future studies examining the 

commercialisation process in small technology firms may focus on the following areas in order 

to expand the current understanding of the linkage between commercialisation process and 

growth: 1) Characteristics of an entrepreneur (e.g. motives and know-how in terms of 

commercialization and growth), 2) Use of the external resources during the commercialization, 

and 3) Strategic factors of firms.  

 

Characteristics of an entrepreneur. This study also highlighted the importance of entrepreneurs 

in small technology firms, who are often the key decision-makers in such firms, for the 

commercialisation process and strategies of growth. For example, the internal motives of the 

entrepreneurs have been observed in various studies (see e.g. Davidsson 2000) to affect growth 

especially among new firms. It has also been previously pointed out a connection between 

entrepreneur’s know-how and the high growth (Littunen and Niittykangas 2010), where the term 

‘know-how’ is reflected in the characteristics of the firm’s products and also execution of 

activities required for commercialisation and growth. Both of these approaches may provide new 

beneficial perspectives for the further examinations among small technology firms.   

 

Use of the external resources during the commercialisation. Since it is commonly agreed that the 

entrepreneurs and small technology firms are generally dependent on the external resources 

available to them during the commercialisation process (e.g. Oakey 2007), it would be valuable 

to further expand our understanding of how e.g. the utilisation of external innovation support 

services during the commercialisation process may enhance growth in small technology firms. 

According to Littunen and Niittykangas (2010) the use of both external (e.g. innovation support 

services) and internal (e.g. performance of an entrepreneurial team) networks have a positive 

effect on the firm’s high growth during the various stages of a firm life-cycle. It is also important 

to note that when the knowledge spillovers have become important as a source of economic 

growth and entrepreneurship capital (e.g. Audretsch 2007) they also may effectively contribute 

the economic growth via commercialisation.  
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Strategic factors of firms. The strategy of a firm should be effectively designed to utilise all the 

capabilities in order to attain its business objectives and the paths of realising them in the current 

market situation (Freeman 1984). For example the previous studies have suggested that the 

relationship between firm size and the likelihood of survival is shaped by technology and the 

stage of the industry life cycle (Agarwal and Audretsch 2001). According to Agarwal and 

Audretsch (2001) in mature industries that are still technologically intensive, entry may be less 

about radical innovation and possibly more about filling strategic niches, thus negating the 

impact of entry size on the likelihood of survival. In addition, commercialisation process and 

growth may also be impacted by the firm’s strategic choices e.g. in terms of change in 

production processes, business model and internal resource allocation (e.g. Smallbone et al. 

1995; Johnson et al. 2008) and, therefore, we suggest that these perspectives may be included 

into the future elaborations.   
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APPENDIXES 

 

Appendix 1: Change in turnover (%) during the commercialization process 

 

 

 

 

Figure 1. Change in turnover (%) during the commercialization process (Case A). 

 

 

 

 

Figure 2. Change in turnover (%) during the commercialization process (Case B). 
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Figure 2. Change in turnover (%) during the commercialisation process (Case C). 

 

 

 

 

 

Figure 2. Change in turnover (%) during the commercialisation process (Case D). 
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Figure 2. Change in turnover (%) during the commercialisation process (Case E). 

 

 

 

 

Figure 2. Change in turnover (%) during the commercialisation process (Case F). 
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Figure 2. Change in turnover (%) during the commercialisation process (Case G). 

 

 

 

 

Figure 2. Change in turnover (%) during the commercialisation process (Case H). 
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SUMMARY 

 

In the paper an analysis of the relationship between R&D-related resources and product 

innovation under different contextual conditions is presented. By application both the 

resource-based theory and the contingency perspective to the study, it was found that the 

impact of R&D-related human-, R&D-related relational capital and their interaction on 

product innovation varies across the levels of environmental uncertainty. The study of the 

sample of 219 Polish companies from the Silesian Region indicates that aggressive strategic 

posture lies at the core of this debate being an important but underestimated moderating 

variable. More pointedly, as emerges from the study, the effects of R&D-related human-, 

R&D-related relational capital and their interaction on product innovation under conditions of 

high environmental uncertainty are strengthened as aggressive strategic posture increases. 

The study contributes to the emerging literature on innovation by moving beyond the direct 

effects to explore a moderated model. Implications for future research are also discussed. 

 

Keywords: product innovation, human capital, relational capital, environmental uncertainty, 

aggressive strategic posture. 
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INTRODUCTION 

 

Innovation is widely recognized as a key driver of a company’s success that is closely linked 

to a company’s R&D resources (Xu, Sirmon & Gao, 2010). Several types of resources related 

to innovation have been identified in the previous studies (Subramaniam & Youndt, 2005), 

especially those involved in R&D efforts. These studies have strongly supported the 

traditional view that human capital (Helfat & Raubitschek, 2000) and relational capital 

(Ahuja, Lampert & Tandon, 2008) induce a company’s innovative performance, being the 

resources most important for R&D activities. 

 

As stated in the innovation and management literature, R&D-related human- and R&D-

related relational capital have a strong and positive impact on product innovation (e.g. 

Dierickx & Cool, 1989; Rao & Drazin, 2002; Ahuja, Lampert & Tandon, 2008; Xu, Sirmon 

& Gao, 2010). However, there is no empirical research reported examining whether this 

relationship depends on the various contextual conditions. The presented study aims to fill 

this research gap by considering and empirically testing how environmental uncertainty and a 

company’s aggressive strategic posture affect the relationship between the two different kinds 

of R&D-related resources as well as their interaction and product innovation, which have not 

been explored in previous research. Consequently, applying both the resource-based theory 

and the contingency perspective to the presented study appears to be advantageous for 

understanding how these kinds of R&D-related resources affect product innovation, through 

direct and indirect ways. 

 

Environmental uncertainty describes the unpredictability of change in a company’s external 

environment (Liu & Huang, 2009). It is often caused by rapid and unexpected changes in 

markets or technologies (Bstieler, 2005) and offers an increased range and frequency of 

potential innovation (Russel & Russel, 1992; Freel, 2005). Under such conditions, companies 

have to be more innovative by gaining new valuable and rare knowledge, technology skills 

and abilities from the internal as well as the external sources (Ahuja, Lampert & Tandon, 

2008) in order to cope with the challenges related to the intensified market and technological 

competition. In other words, companies need to flexibly adapt to their environmental changes 

and renew their resource bases (Tseng & Lai, 2011) to attain flexibility and novelty in 

product innovation. Additionally, because the effective patterns of “the renewing process” 

that manipulates resources into new value-creating strategies change with environmental 
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dynamism (Eisenhardt & Martin, 2000), the main effects of R&D-related resources and 

product innovation may vary according to different strategic actions taken up by CEO or 

other high-ranking executives in order to maximize the probability of exploiting the potential 

market and technology opportunities (Joshi & Das, 2009). Thus, a more specific evaluation of 

the effects of R&D-related resources on product innovation turns out to be particularly 

important, especially in the context of uncertain environment and such aggressive, bold and 

wide-ranging actions. 

 

The study is the first to consider a multi-dimensional model of R&D-related resources and 

product innovation. It contributes to the innovation and management literature in a few ways, 

which have not been explored before. Firstly, the primary objective of the presented study is 

to examine the antecedents of product innovation, in the context of environmental uncertainty 

that may better explain the relationship between R&D-related resources and product 

innovation. The purpose of the study is to further delineate and empirically verify the 

relationship between the two significant R&D-related resources (human- and relational 

capital) as well as their interaction and product innovation through the environmental 

evaluations. Secondly, in order to examine these linkages more extensively, the study 

considers an additional internal contingent factor (e.g. aggressive strategic posture) by 

indicating that the innovation effects of R&D-related resources in uncertain environment are 

stronger when aggressive strategic posture is high. Furthermore, the joint utilization of these 

R&D-related resources facilitates product innovation, especially under the conditions of 

environmental uncertainty, and this effect becomes more evident after controlling the 

influence of aggressive strategic posture. Therefore, looking from the resource and the 

contingency perspectives, the study may shed some light on whether or not a company can 

benefit more from developing R&D-related resources and simultaneously adopting 

aggressive strategic posture in the context of uncertain environments. 

 

The presented study goes beyond the common approach to conceptualizing the resource-

innovation relationship and highlights the benefit of applying a moderated model. 

Additionally, the use of Polish data provides a fresh look at the probable innovation effects of 

R&D-related resources, especially in emerging economies. Increasing technological and 

market uncertainty in Poland, resulting from the rapid, major economic, social, and political 

changes that the country has been undergoing since 1989, made companies to be more 

innovative to grasp the opportunities and cope with the challenges of the environment. 
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Therefore, a more specific evaluation of the relationships between the two significant R&D-

related resources (human- and relational capital) as well as their interaction and product 

innovation turns out to be particularly important, especially in such a context. 

 

The paper is organized as follows: first a review of the relevant literature is presented and the 

hypotheses are developed. This is followed by a brief discussion of the research methodology 

and the survey. Next, the research findings obtained from the empirical analysis and their 

implications are considered. A concluding section summarizes the paper and outlines issues 

for further research. 

 

THEORETICAL BACKGROUND 

 

R&D-Related Resources and Product Innovation 

The presented study is based on the resource-based view of the company (Barney, 1991; 

Rumelt, 1984; Wernerfelt, 1984), according to which a company’s characteristic resources 

and abilities may be the source of its innovative advantage. RBV reflects the internal 

characteristics of companies through two kinds of capital. These are: human capital, which 

represents a creation of the new, internal knowledge through identifying essential problems 

by employees and next discovering valuable, new solutions, which lead to a development of 

new products (Shih, Yang & Chiang, 2009), and relational capital, consisting in e.g. an access 

to a range of the complementary external, valuable and rare knowledge (Ahuja, Lampert & 

Tandon, 2008). 

 

As it has been reported in the existing literature, human capital represents the knowledge, 

experience, and attributes of employees (Harris & Helfat, 1997), as they constitute a strategic 

intangible resource, enabling creation of a company’s competitive advantage (Eddleston, 

Kellermanns & Sarathy 2008). Human capital plays an essential role in stimulating product 

innovation, since it personifies the creativity and intelligence of skilled, qualified employees 

with expertise in specific domains (Xu, Sirmon & Gao, 2010). Qualified employees 

constitute the main source of new ideas and knowledge, which lead to a development of new 

products (Rao & Drazin, 2002). Moreover, as much of a company’s knowledge resides in its 

human capital, employees’ tacit and codified knowledge creates an effect of 

complementarity, which positively influences product innovation (Helfat & Raubitschek, 

2000). 
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Although R&D-related human capital constitutes a strategic resource, enabling creation of a 

company’s competitive advantage (Eddleston, Kellermanns & Sarathy, 2008), it is often 

criticized because it is easily lost when the key employees leave the company. Moreover, a 

company’s ability to stimulate innovation through purely internal knowledge may be 

exhausted because of the complexity of a technological transition (Hagedoorn, 1993). The 

aforementioned reasoning is consistent with the assertion of Ahuja, Lampert and Tandon 

(2008) and other scholars who have argued that the probability of advancing new products 

requires various solutions that absorb knowledge from a myriad of external sources, such as 

customers, suppliers, competitors, experts, consultants, and universities (Teece, 1986; Jorde 

& Teece, 1990; Kogut & Zander, 1992; Helfat & Raubitschek, 2000; Luo, 2007; Ahuja, 

Lampert & Tandon, 2008). 

 

The knowledge and technological assets, being indispensable for the efficient generation and 

implementation of product innovation (with a high level of novelty), are very rarely 

accessible within a single company. Hence, generation and implementation of this type of 

innovation require an access to a range of the complementary external knowledge. 

Integration, coordination and reconfiguration of one’s own abilities, result in creation of new 

combinations of possessed capabilities (Kogut & Zander, 1992). Moreover, some 

disembodied assets (e.g. know-how or reputation) are often extremely expensive. Since an 

independent development is impossible because of the costs of the transactions and legal 

limitations, the only real alternative consists in undertaking cooperation (Teece, 1986). R&D-

related relational capital increases the pool of knowledge. The resultant knowledge is 

available to all partners, given the public good nature of knowledge (Jorde & Teece, 1990). 

R&D-related relational capital helps to collect various competences – all partners can benefit 

from the so-called complementarity effect in the context of knowledge sharing (Ahuja, 

Lampert & Tandon, 2008). Moreover, an access to a range of the complementary external 

knowledge of suppliers and customers (Helfat & Raubitschek, 2000) as well as industry 

members (Luo, 2007) helps to widen a company’s knowledge base. 

 

R&D-Related Resources, Product Innovation and Environmental Uncertainty 

The concept of environmental uncertainty has been defined in a variety of ways in the 

previous innovation and management literature (for a review see Duncan, 1972). It generally 

refers to the rate of change and the degree of unpredictability and instability of the 
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environment (Liu & Huang, 2009). According to the previous innovation and management 

literature, the more complex and changing the environment, the higher the level of 

environmental uncertainty (Russel & Russel, 1992; Damanpour, 1996; Bstieler, 2005; Freel, 

2005; Wei, Wu & Yang, 2009). According to Henderson (1993), the organizational outcomes 

are often affected by inadequate or delayed responses to the environmental change. 

Therefore, companies need to act quickly to manage environmental uncertainty as well as to 

predict future conditions (Gao, Gao, Shu & Wang, 2010) in order to survive in such 

environment. 

 

A high level of environmental uncertainty increases the importance of generation and 

implementation of product innovation. Moreover, under such conditions, companies face a 

greater risk that their existing resources and capabilities become obsolete more rapidly. 

Gaining the competitive advantage via new products in relatively stable or mature markets 

might be provided through efficient, effective and comprehensive understanding of 

customers’ needs (Bstieler, 2005). According to Bstieler (2005), when the environment gets 

increasingly uncertain, the search for the competitive advantage via new products may be 

critically linked to the accumulation of variety of resources within a company. Thus, R&D-

related resources would be expected to be of a considerable importance for product 

innovation because there is a greater need to gather market- and technology-related 

information under conditions of high uncertainty. 

 

Increasing technological and market uncertainty forces managers to make decisions based on 

complex and imprecise information (Ben-Menahem, Jansen & Van den Bosch, 2011). As 

such, CEO and other high-ranking executives usually encounter serious challenges to conduct 

business in such circumstances (Gao, Gao, Shu & Wang, 2010). This provides a framework 

for CEO to carry out strategic actions that rely mainly on the internal knowledge possessed 

by employees, especially those with certain cognitive capabilities, expertise and technical 

knowledge. This statement is based on the belief that intangible resources, such as human 

capital, constitute the most critical, competitive assets possessed by a company (Grant, 1996). 

If properly motivated human capital is not only more likely to produce a short-term 

competitive advantage, but also may ensure the long-term survival of a company, especially 

in uncertain environment (Parzefall & Karna, 2011). 
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Additionally, as Bstieler states “managers who are uncertain about the state of their 

environment will spend a greater amount of resources on environmental scanning and 

forecasting than those who are more confident that they understand the environment” 

(2005:273). Consequently, developing higher levels of R&D-related relational capital (that 

provides the information of customers, suppliers, competitors, consultants, universities and 

other research institutes) is more effective for creating new products by recognizing and 

assimilating the external emerging knowledge. Moreover, it constitutes an important support 

factor in a company’s innovation process because it allows the exchange of tacit knowledge 

through personal face-to-face interactions (Parzefall & Karna, 2011). 

 

Accordingly, it is argued that R&D-related human- and R&D-related relational capital 

operate in distinct but interrelated ways as they can cover each other’s limitations and 

deficiencies. Developing solely R&D-related human capital, especially under the conditions 

of environmental uncertainty, may result in “lock-in” effect which limits the external sharing 

of information and knowledge. Additionally, as Xu, Sirmon and Gao state “relying on 

internal knowledge increases path dependence in learning and knowledge accumulation, 

thereby increasing myopic learning and knowledge traps, which inhibit product innovation” 

(2010:8). Similarly, developing only R&D-related relational capital may inhibit product 

innovation by leading to unprofitable strategic behavior. For instance, companies may send 

only relatively inefficient researchers, providing qualitatively poor inputs even when meeting 

the quantitative requirements of the R&D-related projects (Ahuja, Lampert & Tandon 2008). 

Such behavior is of critical importance in environments in which future evolutions in markets 

or technologies are hard to predict. Therefore, environmental uncertainty originating in 

markets and technologies may impact R&D-related resources and ultimately, their 

interaction, due to the complementary effects. 

 

R&D-Related Resources, Product Innovation, Environmental Uncertainty and 

Company’s Aggressive Strategic Posture 

Companies are likely to pursue more aggressive strategies as environmental uncertainty 

increases (Ozsomer, Calantone & Di Benedetto, 1997; Freel, 2005). Following Joshi and Das: 

“an aggressive posture may be characterized by bold and wide-ranging actions by top 

managers to achieve their objectives, allowing the organization to maximize the probability 

of exploiting potential market opportunities” (2009:9). Aggressiveness allows a company to 

keep its rivals at bay (Joshi & Das, 2009) and thus it is considered to be critical for improving 
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a company’s performance (Davies & Walters, 2004). In such circumstances managers may 

follow different strategies (Miles & Snow, 1978) due to a company’s entering the market 

with innovative products. Being the first-mover or pioneer in the market, in order to meet the 

changing market opportunities, may require an access to the new, valuable, internal as well as 

the external knowledge. Such strategy enables to pursue radical ideas, introduce products 

which have not been thought of before and lead in the innovation race (Puri & Srivastava, 

2009). 

 

The previous studies have shown that following the pioneering companies and companies of 

more aggressive strategy may result in playing more active role in generating and 

implementing of valuable product innovation (Puri & Srivastava, 2009), whereas the 

innovation output of followers and late movers may depend on individual changes in the 

industry as they follow the original innovators (Miller & Friesen, 1982). Thus, it may be 

hypothesized that aggressive strategic posture positively stimulates the relationship between 

R&D-related resources and product innovation in companies that have to face a strong 

environmental uncertainty. In the light of the above, it is suggested that: 

 

Hypothesis 1: The innovation effects of R&D-related human capital in uncertain 

environment are stronger when aggressive strategic posture is high. 

 

Hypothesis 2: The innovation effects of R&D-related relational capital in uncertain 

environment are stronger when aggressive strategic posture is high. 

 

Hypothesis 3: The innovation effects of the interaction between a company’s R&D-related 

human- and R&D-related relational capital in uncertain environment are stronger when 

aggressive strategic posture is high. 

 

METHODOLOGY 

 

Sample. Data for the study were collected by using a questionnaire survey, a part of a wide 

questionnaire survey conducted within the research grant No. N N115 257434, entitled 

“Determinants of the enterprises innovation in the industrial area – by example of the Silesian 

Voivodeship”. Two surveying methods were adopted: Computer Assisted Telephone 

Interview (CATI) and Paper And Pencil Interview (PAPI). All data were collected from 
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January to June 2010. Complete data sets were received from 219 Silesian companies, which 

makes 4% of 5177 companies contacted and asked to fill in the questionnaire. 

 

The sample of 219 Polish companies from the Silesian Region (with at least 20 full time 

employees) was used in order to empirically test the above mentioned hypotheses. The data 

set consists of Silesian companies active in one of the following industry sectors: 

biotechnology, power industry, environmental protection, ICT, materials processing and 

production, transport infrastructure and medical technologies. The survey was directed to 

CEO or other high-ranking executives (i.e. presidents, vice-presidents, directors, or general 

managers), who are the appropriate informants to provide resource related information. 

Respondents were ensured of the confidentiality and offered a summary of the results 

(Pichlak & Bratnicki, 2011). A non-response bias was tested in order to validate the sample’s 

representativeness. In particularly, differences between respondents and non-respondents 

were examined. T-tests indicated that there were no significant differences based on the 

number of full-time employees. Thus, a non-response bias did not seem to pose a problem to 

the study. 

 

Measures. Three steps were taken to appropriately measure the constructs of the presented 

study. In order to find relevant indicators, the review of the existing literature was made. All 

items in the questionnaire stemmed from the empirical studies cited earlier. Thus the 

questionnaire developed on the basis of a thorough literature review seems to be validated 

and reasonable. In the next step, the items were translated into Polish and then independently 

back into English. This resulted in minor changes in the idiomatic or colloquial wording of a 

few items. Multi-item scales were used to operationalize all the constructs. 

 

Dependent Variable. The dependent variable in the study was product innovation. It was 

measured as the number of new products launched in the last three years. The criteria for new 

innovative products mentioned in the survey were adopted from the study by Puri and 

Srivastrava (2009). Some researches (Griliches, 1990; Choi & Lee, 2008) use an alternative 

measure of innovation, such as the number of patents granted. However, the use of patent 

data is considered to be imperfect. First, award of the patent does not necessarily lead to a 

commercial application of the patented inventions (Basberg, 1987). Second, the patented 

inventions differ considerably in respect to quality features (Griliches, 1990). Third, there are 

extremely innovative inventions which have never been patented (Kamien & Schwarz, 1975). 
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Hence, the number of new products launched seems to be an appropriate measure of product 

innovations, and therefore it was used in the presented study. The use of this measure allowed 

also for a across sectors comparison. The mean was 12.53 with a standard deviation of 8.66.  

 

Independent Variables. The first independent variable was R&D-related human capital. For 

the purpose of the study it was measured as the ratio of R&D employees to the total number 

of employees. The mean was 0.22 with a standard deviation of 0.49. The second independent 

variable, R&D-related relational capital was operationalized using 5 items, which were 

measured on a 7-point Likert scale, from 1 – “strongly disagree” to 7 – “strongly agree” and 

took into account a company’s relationship with customers, suppliers, competitors, 

consultants, and universities. An exemplary question on a company’s R&D-related relational 

capital is “Our company has a close relationship with customers”. In the previous studies by 

Subramaniam and Youndt (2005) and Xu, Sirmon and Gao (2010) similar operationalization 

of a company’s R&D-related relational capital was applied. The mean was 4.79 with a 

standard deviation of 1.57. The reliability of this construct is acceptable (Cronbach’s alpha 

for this scale was 0.86). 

 

Moderator Variable. The moderator variable in the study is a company’s aggressive 

strategic posture which reflects bold and wide-ranging actions taken up by CEO or other 

high-ranking executives in order to achieve their strategic goals and objectives. It was 

captured by two items, rated on a 7-point Likert scale, from 1 – “strongly disagree” to 7 – 

“strongly agree” used by Joshi and Das (2009). Respondents were asked to comment on the 

following items: “My company typically adopts a bold, aggressive strategic posture in order 

to maximize the probability of exploiting potential market opportunities” and “My company 

has top management, who believe that bold wide-ranging acts are necessary to achieve their 

objectives”. The mean was 4.26 with a standard deviation of 1.28. This variable’s Cronbach’s 

alpha was 0.91. 

 

Control Variables. Four control variables (the sector dummy variable, the respondents’ age 

and their organizational tenure as well as a company’s size) were used in the study to account 

for other factors that could influence resource based activities and product innovation. Firstly, 

a dummy variable for companies active in manufacturing, and service sector was included to 

account for innovation heterogeneity across sectors. Secondly, it has been suggested in the 

innovation and management literature that the age of CEO or other high-ranking executives 
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positively affects their motivations to invest in innovation (Bantel & Jackson, 1989; Ahuja, 

Lampert & Tandon, 2008). Therefore, the natural logarithm of the respondents’ age was 

included in the statistical analyses reported below. The mean was 3.26 with a standard 

deviation of 0.77. Thirdly, according to the relevant literature, also organizational tenure of 

CEO or other high-ranking executives affects their ability to implement strategic changes. 

Longer tenure reduces their willingness to implement innovation (Ahuja, Lampert & Tandon, 

2008; Hambrick & Mason, 1984). Therefore, the natural logarithm of the number of years of 

the respondent’s activity within a company was included in the statistical analyses (Vaccaro, 

Van den Bosch, Jansen & Volberda, 2009). The mean was 2.18 with a standard deviation of 

0.59. Finally, it is commonly accepted in the previous studies that a company’s size seems to 

be a “mandatory covariate” in empirical and theoretical analyses, regarded to be the key 

driver of R&D productivity in studies of innovation (Lejarraga & Martinez-Ros, 2009). 

Therefore, the natural logarithm of full time employees as the last control variable was 

included. The mean was 3.82 with a standard deviation of 0.85. 

 

ANALYSIS AND RESULTS 

 

The analysis consists in a hierarchical multiple regression for which product innovation was 

considered as the dependent variable. First of all, in order to investigate the specific direction 

and strength of the moderation effect between companies facing high and low levels of 

environmental uncertainty, the total sample of 219 companies was divided into the two sub-

groups using the median split. 74 companies were classified as facing high level of 

environmental uncertainty, whereas 145 companies were classified as facing low level of 

environmental uncertainty. 

 

After demonstrating the distinctiveness of the major variables used in the study a three-step 

hierarchical moderated multiple regression analysis was conducted (separately for companies 

facing high and low levels of environmental uncertainty). This hierarchical regression 

analysis provides several interesting insights for theory and practical implications. In the first 

step of the regression analysis, the control variables (sector dummy variable, respondents’ 

age, their organizational tenure and a company’s size) were entered into the equation. It was 

followed by the main independent variables (R&D-related human-, R&D-related relational 

capital and their interaction) in the second step. Moderating variable (aggressive strategic 

posture) was entered into the equation in the third step. The final models (Model 3 for 
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companies facing high level of environmental uncertainty and Model 6 for companies facing 

low level of environmental uncertainty) test the above mentioned hypotheses. Following 

Aiken and West (1991), the variables were centered to reduce the potential problem of multi-

collinearity. 

 

Descriptive statistics. The descriptive statistics of all major variables used in the analysis is 

presented in Table 1 and correlations between all variables examined in the study are given in 

Table 2. 

---------------------------------- 

Insert Table 1 about here 

---------------------------------- 

 

As expected, product innovation is positively correlated with R&D-related human- and R&D-

related relational capital with correlation coefficients of 0.74 and 0.63 respectively. 

 

---------------------------------- 

Insert Table 2 about here 

---------------------------------- 

 

Test of Hypothesis. Table 3 presents the results of the hierarchical regression analysis 

performed for the sub-group of companies facing high (Model 1, Model 2 and Model 3) and 

low (Model 4, Model 5 and Model 6) levels of environmental uncertainty. 

 

---------------------------------- 

Insert Table 3 about here 

---------------------------------- 

 

Based on the results obtained, it is worth noting that for the sub-group of companies facing 

high level of environmental uncertainty, their size was found to be significant in all models (β 

= .013, p < .1, in Model 1; β = .043, p < .1, in Model 2 and β = .031, p < .1, in Model 3). 

Such results emphasize an innovative advantage of the large-sized companies under 

conditions of high environmental uncertainty. 
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The results from Model 2 indicate a statistically significant and positive relationship between 

R&D-related human capital (β = .201, p < .1) and R&D-related relational capital (β = .112, p 

< .05) as well as their interaction (β = 1.063, p < .05) and product innovation under the 

conditions of high environmental uncertainty. The adjusted R
2
 value increased significantly 

from Model 1 to Model 2, indicating significant main effects. Next, the moderating variable 

(aggressive strategic posture) was entered into the equation (Model 3), and the overall model 

was significant (F value = 9.621, p ˂ .05), whereas the adjusted R
2 

value increased from 

previous models, indicating the significant moderation effects. Hypothesis 1 states that the 

innovation effects of R&D-related human capital in uncertain environment are stronger when 

aggressive strategic posture is high. The empirical results support this Hypothesis as the 

interaction term between R&D-related human capital and aggressive strategic posture is 

positive and significant (β = .231, p < .1, in Model 3). Hypothesis 2, which tests the positive 

moderating effect of aggressive strategic posture on the relationship between R&D-related 

relational capital and product innovation under the conditions of high environmental 

uncertainty, is supported as well. The interaction term between R&D-related relational capital 

and aggressive strategic posture is also positive and significant (β = .097, p < .1, in Model 3). 

Additionally, the results from Model 3 indicate a statistically significant and positive 

correlation between the interaction of R&D-related human- and R&D-related relational 

capital and product innovation (β = 1.142, p < .05), which supports Hypothesis 3. 

 

Similarly, in the analogous analysis for the sub-group of companies facing low environmental 

uncertainty (Model 5) both independent variables were found to be significant (β = .152, p < 

.1 for R&D-related human capital and β = .501, p < .1 for R&D-related relational capital). 

Accordingly, for the second sub-group of companies the interaction term between these kinds 

of R&D-related resources is also positive and significant (β = .208, p < .1, in Model 5). 

Surprisingly, for the sub-group of companies facing low environmental uncertainty the 

interaction terms between R&D-related resources (solely and in the interaction) and 

aggressive strategic posture are not statistically significant (Model 6). 

 

DISCUSSION 

 

It has been suggested in the previous studies that product innovation requires considerable 

resources (Galende & de la Fuente, 2003; Rosenbusch, Brinckmann & Bausch, 2009). In the 

resource-based perspective, companies differ fundamentally in respect to possessed 
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resources, utilization of which affects their performance (Barney, 1991; Wernerfelt, 1984). 

The results of the study confirmed the previous ones (e.g. Xu, Sirmon & Gao, 2010), by 

indicating that the relation between each of the analysed resources and product innovation is 

positive and statistically significant. Product innovation is greater in case of developing 

valuable and rare knowledge embedded in R&D-related human capital (Rao & Drazin, 2002). 

Also relational capital has a positive effect on product innovation, as it allows for important 

exchange of information and knowledge through which companies may improve their 

innovation outputs (Ahuja, Lampert & Tandon, 2008). 

 

Surprisingly, it was found that under the conditions of high environmental uncertainty this is 

the human capital which plays a crucial role, whereas for companies facing low 

environmental uncertainty R&D-related relational capital seems to be more important. As 

emerges from the study, for companies operating in less uncertain environment the benefits 

of the external knowledge acquisition for product innovation are more likely to be relatively 

significant. R&D-related relational capital offers useful information for conducting 

innovation projects properly and therefore improves a company’s strategic position in 

relatively stable or mature markets. However, for companies operating in highly uncertain 

environment, R&D-related relational capital secures access to information and knowledge as 

well, but it might undermine a company’s innovative output, because under such conditions, 

companies may be at greater risk of unintended flow of rare and valuable knowledge 

(Wadhwa, Freitas & Sarkar, 2011). Therefore, in such circumstances, the qualified employees 

constitute the essential source of new ideas and knowledge which, when used properly, leads 

to a development of new products (Rao & Drazin, 2002). 

 

The study was aimed at answering the question whether possessing solely the R&D-related 

resources (R&D-related human- and R&D-related relational capital) is sufficient to 

implement effectively product innovation, especially in the context of environments in which 

future evolutions in markets or technologies are hardly to predict. As such, the presented 

study provides substantive theoretical and practical insights for academics and practitioners. 

The results of the research conducted indicate that under the conditions of high 

environmental uncertainty this is the aggressive strategic posture which is of critical 

importance along with high quality R&D-related resources. Therefore, the most important 

implication that comes from the presented study is the notion that under conditions of high 

environmental uncertainty, companies need to be more aggressively oriented in order to 
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create more innovative products, so as to achieve market and technology competitiveness. 

More specifically, the results indicate that the interaction terms between R&D-related 

resources (human- and relational capital) as well as their interaction and aggressive strategic 

posture are positive and significant. Aggressive strategic posture exerts influences on the 

relationship between R&D-related resources and product innovation. For companies adopting 

aggressive strategic posture, the positive effect of R&D-related resources on product 

innovation is stronger. If a company pays attention to its resources and engages in 

implementing effective and aggressive strategy, it is more likely to obtain grater innovative 

output, especially in uncertain environment. Consequently, the findings confirmed the 

hypothesis that the effects of these R&D-related resources on product innovation in uncertain 

environment are strengthened as aggressive strategic posture increases. The strengthening 

effect, however, does not exist for companies operating in stable and mature environments. 

 

Research Contributions. The presented study advances the existing literature by empirically 

testing a moderated model to highlight that a company’s innovation output is conditional. 

First of all, the study contributes to the existing literature by confirming the role of R&D-

related resources in promoting product innovation. Secondly, it extends the previous research 

on the emerging environmental contingency perspective on the R&D-related resources 

framework. As such, the findings indicate that R&D-related human- and R&D-related 

relational capital as well as their interaction insufficiently explain product innovation under 

conditions of high uncertainty. As emerges from the study, companies facing a high degree of 

environmental uncertainty need to be more aggressively oriented in order to gain more 

benefits from directing resources to product innovation in such a context. Moreover, by using 

the sub-group analysis based on high and low levels of environmental uncertainty, the 

findings indicate that while companies’ age is not significant, their size plays an important 

role. Such results emphasize an innovative advantage of the large-sized companies under 

conditions of high environmental uncertainty. 

 

Implication for Practice. The findings of the study also contribute to the managerial practice 

in a few important aspects. Firstly, the presented study emphasizes the significance of R&D-

related resources and stresses that the accumulation of R&D-related human- and R&D-

related relational capital enables the full development and generation of product innovation 

on a level higher than the competitors’ (Subramaniam & Youndt, 2005). Secondly, it was 

found that under the conditions of high environmental uncertainty, possessing a greater 



 

16 

 

number of R&D employees enables to discover and recognize the latent market and 

technological opportunities. Under such conditions, companies need to create valuable 

product innovation through the development of R&D-related human capital in the pursuit of a 

temporary competitive advantage. Finally, the positive influence of aggressive strategic 

posture on the relationship between R&D-related resources and product innovation also calls 

managers’ attentions to examine their ability to cope with changing environment. As emerges 

from the study the positive effect of R&D-related resources on product innovation is stronger 

for companies adopting aggressive strategic posture. Thus, the study implies that developing 

R&D-related resources as well as implementing aggressive strategy provide greater 

innovative output especially in uncertain environments. 

 

Limitations of the Study and Directions for Future Research. This first effort towards 

revealing the role of both internal (aggressive strategic posture) and external (environmental 

uncertainty) contingent factors on the relationship between the two key R&D-related 

resources as well as their interaction and product innovation is constrained by several 

inherent limitations, which also represent a broader perspective for further research in this 

area. First of all, although the findings indicate that R&D-related human- and R&D-related 

relational capital impact product innovation, other potential kinds of resources that may also 

promote product innovation are not systematically examined in the study. Thus, another types 

of R&D-related resources might be included in further analysis. Moreover, the findings call 

for further research on other potentially moderating effects of additional contingency factors 

that affect the relationship between R&D-related resources and product innovation (e.g. 

organizational culture, structure and proactiveness). Another limitation of the study derives 

from the cross-sectional design, which means that causality cannot be established. 

Undoubtedly, R&D-related resources need to be created, extended, and modified (Hung, 

2010) in order to be a key source of a company’s competitive advantage via developing new 

products. It seems to be a dynamic process. Therefore, the cross-sectional data set used in the 

study does not allow for investigating the changing relationship between analyzed variables. 

Thus, longitudinal data can be used in future research. Fourthly, since the role of 

environmental uncertainty was examined in the study, future research focusing on other types 

of environmental characteristics such as environmental munificence and environmental 

hostility is needed. Such analysis may offer further understanding of the influence of different 

external environmental elements on a company’s innovative efforts. Fifthly, the sample of 

companies ranged from different sectors, but in some cases the sample size was too small 
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(e.g. less than ten in medical technology). Therefore, it was difficult to capture the sector-

specific effects in the presented study. The last limitation also concerns the sample. Although 

the results undoubtedly contributed to the understanding of the role of R&D-related resources 

in promoting product innovation under the presence of both internal (aggressive strategic 

posture) and external (environmental uncertainty) contingencies, the sample was composed 

only of Polish companies. Therefore, as with most research, generalization beyond the 

sample frame is highly cautioned. Hence, future research should focus on comparative studies 

in different countries or market institutions, especially in other emerging economies. More 

research in this area could overcome the limitations of the presented study. 

 

CONCLUSIONS 

 

The study was focused on linkages between R&D-related resources (R&D-related human- 

and R&D-related relational capital) and product innovation under the different contextual 

conditions. By using the sub-group analysis based on high and low levels of environmental 

uncertainty the study empirically verifies the relationships between these vital kinds of 

resources as well as their interaction and product innovation through the environmental 

evaluations. Moreover, the findings of the study highlight the moderating effect of aggressive 

strategic posture, especially in the context of environments, in which future evolutions in 

markets or technologies are hardly to predict. Therefore, the study seems to be important for 

both organizational scholars and practitioners, because it shows that the innovation effects of 

R&D-related resources in uncertain environment are stronger when aggressive strategic 

posture is high. Further research on how environmental uncertainty affects the relationship 

between resources and innovation is needed, not only for a theory development but also to 

increase scholars’ attention in order to better understand the underlying mechanisms, through 

which R&D-related resources encourage product innovation. 
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Table 1. Descriptive Statistics 

  Mean Std. 

1. Product Innovation 12.53 8.66 
2. Sector (dummy) 0.52 0.50 
3. CEO age* 3.26 0.77 
4. CEO tenure** 2.18 0.59 
5. Company’s Size*** 3.82 0.85 
6. R&D-related Human Capital 0.22 0.49 
7. R&D-related Relational Capital 4.79 1.57 
8. Aggressive Strategic Posture 4.26 1.28 

* Log age 

** Log years of tenure 

*** Log number of full time employees 

 

 

 

 

 

Table 2. Inter-correlations between Variables 

  1. 2. 3. 4. 5. 6. 7. 

1. Product Innovation        
2. Sector (dummy) -0.04       
3. CEO age 0.01 0.06      
4. CEO tenure -0.10 -0.09 0.31     
5. Company’s Size 0.11 -0.11 0.07 0.07    
6. R&D Human Capital 0.74 0.15 -0.06 0.03 -0.06   
7. R&D Relational Capital 0.63 -0.07 0.04 0.08 0.07 0.51  
8. Aggressive Strategic Posture 0.41 0.08 0.12 0.17 0.02 0.46 0.18 

 

All correlations above 0.19  are significant at the 0.05 level. 
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Table 3. Results of the Hierarchical Regression Analysis. The Comparison of Standardized 

Regression Coefficient for Product Innovation with High and Low Levels of Environmental 

Uncertainty 

 

 Product Innovation 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

 High Environmental Uncertainty (n=74) Low Environmental Uncertainty (n=145) 
Control Variables 
Sector (dummy) -0.033  -0.018  -0.026  0.016  -0.012  0.022  

CEO age 0.012  0.013  0.007  0.006  0.019  0.011  

CEO tenure 0.017  0.021  0.019  -0.012  0.016  -0.013  

Company’s Size 0.013 * 0.043 * 0.031 * 0.007  0.012  0.029  

 
Independent Variables 
R&D-related Human 
Capital 

  0.201 * 0.173 *   0.152 * 0.017  

R&D-related Relational 
Capital 

  0.112 ** 0.101 **   0.501 * 0.011  

 
Moderating Variable 
Aggressive Strategic 
Posture 

    0.651 **     0.067  

 
Interaction Effects 
R&D Human Capital*  
R&D Relational Capital 

  1.063 ** 0.561 **   0.208 * 0.056  

R&D Human Capital*  

Aggressive Strategic 
Posture 

    0.231 *     0.093  

R&D Relational Capital* 

Aggressive Strategic 
Posture 

    0.097 *     -0.052  

R&D Human Capital* 
R&D Relational Capital* 

Aggressive Strategic 
Posture 

    1.142 **     0.154  

 

 
R2 0.216  0.537  0.665  0.112  0.411  0.268  

∆R2   0.321 ** 0.128 **   0.299 * 0.143  

F 6.563  8.806 ** 9.621 ** 6.001  7.012 * 6.001  

* p < 0.1 

** p < 0.05 

*** p < 0.001 
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SUMMARY 

 

The study examines the influence of virtual leadership practices on the dimensions of 

entrepreneurial orientation of a perceived virtual oriented organisation operating in Dubai. 

The study also distinguishes the impact of virtual leadership practices and entrepreneurial 

orientation on the dimensions of creativity and productivity. A path analysis was performed, 

applying AMOS. The following hypotheses were tested: H1a: The relationship between 

innovativeness and virtual leadership will be negative and significant. H1b: The relationship 

between proactiveness/competitive aggressiveness and virtual leadership will be negative and 

significant. H1c: The relationship between risk taking and virtual leadership will be negative 

and significant. H2a: The virtual leadership dimensions will be positively and significantly 

related to creativity. H2b: The virtual leadership dimensions will be positively and 

significantly related to productivity. Overall, the Hypotheses were partly supported, for some 

of the entrepreneurial orientation variables. Moreover, the study investigates the 

psychometric properties of the virtual leadership instrument.   
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INTRODUCTION 

 

It has been argued that "Virtually all organizations – new startups, major corporations and 

alliances among global partners – are striving to exploit product-market opportunities through 

innovative and proactive behaviour" (Dess, Lumpkin & McGee, 1999, p.85). Thus, the ability 

to behave entrepreneurially is becoming more and more important in many work situations. 

As a result, researchers and practitioners are interested in identifying organisational and 

environmental factors that affect a company's entrepreneurial behaviour and creativity. 

Among these factors the attributes, behaviours and strategies of leaders could be of primary 

importance in energizing people, inspiring entrepreneurial creativity and searching 

continuously for new opportunities. Leaders can persuade employees to take risk, venture 

into new areas and provide strategic direction and inspiration to their people (Kotelnikov, 

2012). These leaders are commonly known as entrepreneurial leaders, whose leadership is 

based on the attitude that the leader is self-employed (Kotelnikov, 2012). A self-employed 

person however is characterised by self-leadership behavioural and cognitive strategies; self-

leadership is defined as the influence people exert over themselves to achieve self-motivation 

and self-direction to behave in desirable ways (Manz, 1986; Manz, 1992). Thus, it can be 

argued that self-led people can work remotely or even virtually.  

 

On the other hand, a review of the literature revealed a number of available ‘keys’ which 

could assist managers in successfully working with remote or virtual workers. These ‘keys’ 

are called by practitioners as the ‘Art of Virtual Leadership’ and consist of four dimensions, 

namely: manage by results, rather than activity, improve virtual communication, handle 

virtual meetings and schedules and provide virtual feedback and support (Montero, 2012). 

The Art of Virtual Leadership however is very new, as only one empirical study to date has 

investigated its relationship with the Big Five Personality Traits (Politis & Politis, 2011). 

Thus, this paper aims to: (i) expand the research boundaries of contemporary leadership and 

investigate the impact of virtual leadership variables on the dimensions of entrepreneurial 

orientation, creativity and productivity in a medium sized organisation, and (ii) to assess the 

psychometric properties of the virtual leadership newly developed measuring instrument. 

 

CONCEPTUAL MODEL AND HYPOTHESES 

 

http://www.1000ventures.com/business_guide/crosscuttings/attitude.html
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Entrepreneurial orientation (EO) refers to the “processes, practices, and decision-making 

activities that lead to new entry” (Lumpkin & Dess, 1996, p.135). Thus, an entrepreneurial 

firm is “the one that engages in product market innovation, undertakes somewhat risky 

ventures, and is first to come up with ‘proactive’ innovations, beating competitors to the 

punch. A non-entrepreneurial firm is one that innovates very little, is highly risk adverse, and 

imitates the moves of competitors instead of leading the way” (Miller, 1983, p.771). In this 

context Miller used the dimensions of “innovativeness”, “risk taking” and “proactiveness” to 

distinguish and evaluate entrepreneurship. Therefore, an EO firm can be measured by the 

constructs of innovativeness, which is concerned with the supporting and encouraging of new 

ideas, experimentation and creativity (Ramos, 2005), which in turn could result in new 

products, services or novel technological processes (Miller & Friesen, 1983). Risk taking 

refers to measuring the extent to which individuals have the propensity to innovate and take 

risks (Lumpkin & Dess, 1996). Riskiness is related to high levels of uncertainty of “venturing 

into the unknown”, “committing a large portion of assets”, and “borrowing heavily” (Baird & 

Thomas, 1985, pp.231- 232). Proactiveness refers to the organisation’s ability to introduce 

new products and services ahead of its competitors. In summary, an entrepreneurial 

organisation is the one that is “first to come up with ‘proactive’ innovation (Miller, 1983, 

p.771). In Miller’s entrepreneurial firm definition the expression of “beating competitors to 

the punch” refers to the distinct dimension of competitive aggressiveness. Competitive 

aggressiveness refers to the organisations tendency to “directly and intensively challenge its 

competitors to achieve entry or improve position that is to outperform industry rivals in the 

market place” (Lumpkin & Dess, 1996, p.148). Amongst the key contingency variables 

related to EO – performance relationship are the leadership styles, need for achievement, 

motivation to act entrepreneurially and structural factors, such as the decentralisation of 

decision making (Lumpkin & Dess, 1996).  

 

In relation to EO – leadership relationship a number of studies have investigated the 

relationship between the more traditional leadership styles and EO (Wang & Cheng, 2010; 

Zhang & Bartol, 2010; Politis & Politis, 2009; Politis & Harkiolakis, 2008; Quince & 

Whittaker, 2003), whilst numerous empirical studies have assessed the impact of various 

leadership styles on creativity and productivity (Azadehdel, 2010; Bass & Bass, 2008; Politis, 

2005; Amabile et al., 1996; Graen & Uhl-Bien, 1995). In relation to the decentralisation of 

decision making, Covin and Slevin (1991) have suggested that an EO should be associated 
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with low structural formalisation, decentralisation and low complexity, which implies that 

entrepreneurial oriented employees typically need less leadership. Although there has been a 

gap in the literature examining how self-leadership translates into EO, researchers have 

recently embarked on a cross cultural study comparing entrepreneurship, creativity, 

productivity – self-leadership relationships amongst two distinct cultures, the Netherlands 

and the United Arab Emirates. The findings of the study gave support to the role of self-

leadership practices (i.e. optimistic behaviour) in fostering EO behaviour mainly in the 

Arabic culture (Politis & Breman, 2011). It is suggested in these results that autonomous and 

self-led employees have the ability to pursue entrepreneurial opportunities, confirming the 

conclusion of Burgelman (1983), who found that “the motor of corporate entrepreneurship 

resides in the autonomous strategic initiative of individuals at the operational levels in the 

organization” (p.241). Therefore, it is plausible that virtual leadership, as suggested by 

Montero (2012), does not necessarily have a strong role to play in leading autonomous, 

remote or even virtual workers. Thus, it is reasonable to assume that the relationship between 

EO and the virtual leadership dimensions will be negative and significant. The assumed 

connectedness between virtual leadership and EO is expressed in Hypotheses 1a – 1c. 

 

H1a: The relationship between innovativeness and virtual leadership will be negative and 

significant.  

H1b: The relationship between proactiveness/competitive aggressiveness and virtual 

leadership will be negative and significant.  

H1c: The relationship between risk taking and virtual leadership will be negative and 

significant.  

 

In relation to creativity, productivity – self leadership relationship Politis and Breman (2011, 

p.12) found that self-leadership was strongly related with creativity and productivity (  = 

0.52, p  0.01 and  = 0.61, p  0.01, respectively), confirming the need for leadership to 

foster greater autonomy and encourage employees managing their own behaviour, which are 

the key dimension of creativity (Politis, 2004). Such an organisational environment may be 

promoted by bending the rules, bypassing procedures and even practicing virtual leadership. 

According to Warkentin and Beranek (1999) virtual teams are associated with enhanced 

creativity and motivation and higher task performance. It is thus plausible to assume a 
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positive relationship between virtual leadership and creativity and productivity, which is 

expressed in Hypotheses 2a-2b. 

 

H2a: The virtual leadership measures will be positively and significantly related to creativity.   

H2b: The virtual leadership measures will be positively and significantly related to 

productivity.   

 

SUBJECTS AND PROCEDURE 

Sample  

The study involves a questionnaire-based survey of employees from a medium sized service 

organisation operating in Dubai, in the United Arab Emirates (UAE). The organisation is one 

of several UAE organisations which participated in a broader research study undertaken in 

April 2011. All respondents were full-time employees and volunteered to participate in the 

study; anonymity and confidentiality were guaranteed. A total of 152 full time mobile and 

remote workers completed the questionnaire (62.8 percent response rate), which was written 

in English. Nine incomplete questionnaires were excluded from the final sample. The final 

sample consisted of 32.2 percent females and 67.8 percent males. The participants were 

relatively young as 52.7 percent were under the age of 30; 88.2 percent have known their 

immediate leaders for less than 4 years, whilst 77.6 percent were employed for less than 4 

years in the organization. It is implied in this result that 10.6 percent of the respondents knew 

their immediate leader in another organisation, which is typical in the UAE. As for the 

participants educational level, 44.7 percent had attained a bachelor degree and 21.1 percent 

had received a higher diploma or equivalent qualifications in the English language. 

 

Analytical procedure 

Confirmatory factor analyses (CFAs) were performed using the analysis of moment 

structures (AMOS) for the factor analysis of the measurement models. Using CFAs, we first 

assessed the validity of the measurement models of the variables investigated in the paper. 

Subsequently, a path analysis was performed using AMOS to assess the relationships 

between the variables investigated in the paper. A mixture of fit-indices was employed to 

assess the overall fit of the measurement and path models given by the AMOS output. The 

indices comprise the chi-square to degrees of freedom (
2
/df); the goodness-of-fit (GFI); the 

adjusted goodness-of-fit (AGFI); the comparative fit index (CFI); the normed fix index 
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(NFI); Tucker and Lewis index (TLI); the root mean square residual (RMR) and root mean 

square error approximation (RMSEA) (Hair et al., 1995). A CFA was performed to assess the 

factorial validity of the measurement models and the results are shown below.  

 

MEASUREMENT MODELS 

Independent variables  

Virtual leadership was assessed using Politis and Politis’s (2011) 20-item instrument, which 

measures managers’ and supervisors’ virtual leadership constructs, namely, ‘manage by 

results, not activity’, ‘improve virtual communication’, ‘handle virtual meetings and 

schedules’ and ‘provide virtual feedback and support’. The instrument employs a 5-point 

Likert response scale (1 = never to 5 = always). The CFA results supported the factors of 

‘manage by results, not activity’ (5 items,  = 0.72), ‘improve virtual communication’ (5 

items,  = 0.72), ‘handle virtual schedules’ (4 items,  = 0.73), and ‘provide virtual feedback 

and support’ (4 items,  = 0.68). The factor of ‘handling virtual meetings’ was not supported 

as two items were dropped due to cross loading with other factors, and hence were not 

included in the path model analysis.  

 

Dependent variables  

Entrepreneurial orientation (EO) constructs were assessed using Miller’s (1983) scale further 

extended in the specialised literature (Covin & Slevin, 1989); a 9-item instrument was 

employed for measuring innovativeness, risk taking and proactiveness and competitive 

aggressiveness. EO was assessed on a 5-point Likert response scale (1 = very disagree; 5 = 

very agree). The CFA results supported the factor of innovativeness (3 items,  = 0.78), 

proactiveness and competitive aggressiveness (3 items,  = 0.67), and risk taking (3 items,  

= 0.67).   

 

Creativity and productivity were assessed using Amabile et al., (1996) 12-item KEYS 

instrument. The instrument employs a 4-point response scale (1 = never; 4 = always). The 

CFA supported fully the factor of creativity (6 items,  = 0.88) and productivity (6 items,  = 

0.87). 

 

Path modelling   
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Upon confirmation of the independence of the virtual leadership, EO, creativity and 

productivity first order factors, the regression coefficients ( s) and the measurement error 

variances ( s) associated with each composite variable were calculated. Table 1 contains the 

means, standard deviations, reliability estimates, and the  and  estimates that were used in 

the path model. Once the s and s were calculated, this information was transformed to the 

path model to examine the relationships among the latent variables as per Politis’s (2001, 

pp.358-359) analytical procedure. 

  

The path model to be tested contains the exogenous variables of virtual leadership and the 

endogenous variables of EO (innovativeness, proactiveness/competitive aggressiveness and 

risk taking), creativity and productivity. The AMOS output showed that the structural model 

fits the data very well, with 
2
/df = 3.17; ρ = 0.000, GFI = 0.95; AGFI = 0.82; CFI = 0.94; 

TLI = 0.84; NFI = 0.93; RMR = 0.059; and RMSEA = 0.12. The model fitted the data at 12 

degrees of freedom (df) as it exhibited the phenomenon of multicollinearity between the 

exogenous variables of innovativeness(i) and Proactiveness and Competitive  

Aggressiveness(pca) (ri,pca = 0.36), and innovativeness(i) and risk taking(rt) (ri,rt = 0.26). 

Alternative models were examined with either paths added, reversed or removed, but all led 

to significantly worse model fit. The standardized regression coefficient estimates from the 

AMOS structural model are shown in Table 1 below.   

 

RESULTS 

 

Table 1 presents the standardised path estimates ( s) found in AMOS regression analysis, as 

well as the means, standard deviations, and coefficient alphas (αs) of the virtual leadership 

variables and the constructs of EO, creativity and productivity. It should be noted that only 

significant regression coefficients are reported.  
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Table 1  Means, standard deviations and AMOS standardised regression path estimates of the virtual leadership variables, EO, 

creativity and productivity  

Latent Variable Mean  1 2 1 2 3 4 5 6 7 8 9 

Virtual Leadership 

1. Manage by Results, 

Not Activity 3.37 0.79 0.67 0.175 0.72
 a  

       

2. Improve Virtual   

Communication 
2.60 0.89 0.76 0.222 .30 0.72    

    

3. Handle Virtual 

Schedules 
3.33 0.92 0.79 0.229 .88 .32 0.73       

4. Provide Virtual 

Feedback and Support 
3.42 0.85 0.70 0.231 .92 .33 .75 0.68      

Entrepreneurial Orientation (EO) 

5. Innovativeness 3.44 0.90 0.79 0.178  -.19   0.78     

6. Proactiveness and 

Competitive  

Aggressiveness 
3.38 0.82 0.67 0.222 -.19 -.21   .64 0.67   

 

7. Risk taking 3.60 0.79 0.65 0.206   -.19 -.28 .53 .55 0.67   

Outcome Variables 

8. Creativity 2.81 0.68 0.64 0.055 .38   -.59 .48 .60 .40 0.88  

9. Productivity 3.11 0.66 0.62 0.057 .60  -.24 -.65 .45 .45 .41 .65 0.87 

 

a Cronbach alpha reliability estimates (αs) are located on the diagonal. 

N = 152; 1 =  ; 2  =  2 1- ; Note:  has been rounded to two decimal places. 

All standardised path estimates ( s) ≥ 0.24 are statistically significant, p  0.01; and all s above 0.19 are statistically significant, p  0.05. Note: s 

not reported if were not statistically significant. 
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Overall, the results from the path model support in principle Hypotheses 1a-1c, for some of the 

EO variables. As predicted, improve virtual communication is negatively and significantly 

related with innovativeness (  = -0.19, ρ  0.05) and with proactiveness and competitive 

aggressiveness (  = -0.21, ρ  0.05), partially supporting H1a and H1b. Moreover, the effect of 

manage by results, not activity on proactiveness and competitive aggressiveness is negative and 

significant (  = -0.19, ρ  0.05), partially supporting H1b. Furthermore, the results showed 

negative relationship between risk taking and handle virtual schedules (  = -0.19, ρ  0.05), and 

risk taking and provide virtual feedback and support (  = -0.28, ρ  0.01), partially supporting 

H1c.  

 

In relation to the creativity, productivity – virtual leadership relationships, the findings are not 

consistent with predictions. The expected positive relationship between three of the four virtual 

leadership dimensions and creativity and productivity was not supported. Contrary to prediction, 

handle virtual schedules was negatively related to productivity (  = -0.24, ρ  0.01), and provide 

virtual feedback and support was negatively related to creativity (  = -0.59, ρ  0.01) and 

productivity (  = -0.65, ρ  0.01). As predicted the results showed a strong positive and 

significant relationship between manage by results, not activity and creativity (  = 0.38, ρ  

0.01), and productivity (  = 0.60, ρ  0.01). All in all the assumed positive relationships between 

virtual leadership and creativity and productivity were not supported, hence Hypothesis H2a and 

H2b were partially supported. No other paths were significant between virtual leadership and the 

dimensions of EO, creativity and productivity.  

 

Although not related to the hypotheses, there are a number of important relationships that are 

worth mentioning. Specifically, there is strong, positive and significant relationship between 

innovativeness and creativity (  = 0.48, ρ  0.01) and productivity (  = 0.45, ρ  0.01). Similarly, 

there is strong, positive and significant relationship between proactiveness/competitive 

aggressiveness and creativity (  = 0.60, ρ  0.01), and productivity (  = 0.45, ρ  0.01). Finally, 

risk taking has a significant and strong influence on the variables of creativity (  = 0.40, ρ  

0.01), and productivity (  = 0.41, ρ  0.01) confirming the findings derived from both the Dutch 

and UAE samples examined by Politis and Breman (2011).   
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DISCUSSION 

 

The objective of this research was to investigate the influence of virtual leadership practices on 

the dimensions of EO, creativity and productivity in a medium sized organisation operating in 

Dubai. The findings of this study suggest that employees who scored an overall average of 3.47 

on a 5-point Likert scale (e.g. midpoint between indifferent and agree) are pursuing some 

processes, practices and decision-making activities that lead to new entries. As such they 

demonstrate a level of autonomy that allows them to be self-directed in the pursuit of 

opportunities (Lumpkin & Dess, 1996). Thus, if these employees are suppose to lead themselves 

then what is the virtual leader supposed to do? The results suggest that the variables of manage 

by results, not activity and improve virtual communication have negative influence on innovation 

and proactiveness/competitive aggressiveness; Moreover, the variables of improve virtual 

schedules and improve virtual feedback and support have a significant negative impact on risk 

taking; hence, it can be argued that virtual leadership is counterproductive to the employees’ EO, 

if the employees are self-managed and/or self-directed.  

 

Furthermore, the results showed the productivity - provide virtual feedback and support 

relationship (  = -0.65, ρ  0.01), compared to the creativity - provide virtual feedback and 

support relationship (  = -59, ρ  0.01) is more strongly negative. But the mean value of 

productivity is 10.7% larger that the mean value of creativity. It is implied in this result that 

those employees highest in EO, creativity and productivity need less virtual leadership and 

therefore receiving less. On the other hand leaders have a propensity to spend more time on the 

less productive and creative employees. The findings supported the expectations in that manage 

by results, not activity had a strong positive influence on productivity and creativity. It can be 

argued that the success of virtual leadership could be attributed in setting up specific, 

measurable, attainable, realist and time bound (SMART) performance goals. Consequently, 

virtual and remote employees know what must be done and by when, and have a better 

understanding of their job responsibilities and accountabilities. One can argue that the virtual 

leadership construct of manage by results, not activity can be used interchangeably with 

management by objectives (MBO), where the emphasis is on converting overall organisational 
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goals into specific, verifiable, and measurable objectives for individual employees and 

organisational units.  

 

The study also offered insights into the EO – creativity, productivity relationship. It was found 

that the three EO constructs have a positive and significant influence on creativity. Specifically, 

the relationship between creativity and proactiveness/competitive aggressiveness is more 

positive and stronger (  = 0.60, ρ  0.01) compared to the other two EO relationships. So, those 

employees who have a proactive personality and are seizing initiatives to influence their 

environment are found to have an increased individual creativity, a view supported by Fuller and 

Marler (2009). In relation to competitive aggressiveness, which is often used interchangeably 

with proactiveness, the results support previous findings suggesting that EO has some overlap 

with creativity (Politis, 2005; Amabile, et al., 1996). Risk taking was found to have a positive 

influence on productivity (  = 0.41, ρ  0.01), which is in contrast with the findings of a previous 

research in which risk taking had a negative relationship with business performance (Hughes & 

Morgan, 2006). It should be noted that Hughes and Morgan’s study was carried out at the 

embryonic stage of firm growth, whereas our study was performed in a mature service 

organisation. Contrasting the findings of the current study with those of Hughes and Morgan’s 

study it is reasonable to propose that mature and more experienced organisations, with high 

embedded entrepreneurial culture, are more inclined to go outside the lines of authority by 

promoting risk taking on behalf of new ideas and promising breakthroughs (Kanter, 1983).  

 

As far as the creativity – innovation relationship previous studies found that firms investing in 

organising creativity do lead to product innovation (Knudsen & Cokpekin, 2011), and Amabile 

et al. (1996) suggested that “all innovation begins with creative ideas” (p. 1154).  The findings of 

the current study led support to previous studies as the relationship between innovation and 

creativity was strong and significant (  = 0.48, ρ  0.01), with creativity being the antecedent 

variable. Thus, it can be argued that creativity can also lead to service innovation as the 

participating organisation in this study was a medium sized service firm. Finally, the data 

supported that creativity is the best predictor of productivity, as their relationship was very 

strong and significant (  = 0.65, ρ  0.01). 
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In relation to management practices, the findings suggest that the service organisation 

investigated in this study should avoid virtual management practices because the virtual 

leadership variables influence negatively the EO variables of innovativeness, pro-activeness and 

risk-taking, and the outcome variables of creativity and productivity of virtual employees. The 

virtual leadership construct of manage by results, not activity should be enhanced by 

organisations because its underlying philosophy is that of the Management by Objectives 

(MBO), i.e. manage through specific, verifiable, and measurable goals; thus the value of the 

leader to an organization is as more of a coach and mentor, not an overseer, meaning that virtual 

management should move away from an “eyeball management” (Montero, 2012). In addition, 

the findings will assist managers, and by extension UAE organisations, in identifying traditional 

leadership styles that are essential in leading remote employees who in turn could behave more 

entrepreneurially and searching continuously for new opportunities. Moreover, it was clearly 

demonstrated that the service organisation investigated in the study should augment the 

entrepreneurial behaviour of its employees because the findings suggest that such behaviour 

enhances creativity and productivity. The organisation should train its employees to develop 

entrepreneurial, innovative and proactive behaviour. 

  

In conclusion, this study contributes to the emerging research of virtual leadership as it is the 

first to examine virtual leadership-EO, creativity and productivity relationships through a 

covariance structure analysis. By developing and analysing latent variables to assess the 

constructs of interest, the present study avoided measurement bias inherent in single indicator 

models (James, Mulaik & Brett, 1982). Moreover, the data supported the psychometric 

properties of the virtual leadership measuring instrument and the independence of the latent 

constructs of virtual leadership, which could be used by future scholars to assess numerous 

organisational outcomes. 

   

Limitations and future research directions 

Although the study has clearly showed significant relationships between virtual leadership, EO, 

creativity and productivity, it contains a number of limitations that future scholars need to 

address. First, the study took place in a single service organisation. Therefore, the 

generalizability of these results might be limited by the specifics of the Arabic culture and the 
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embedded culture within the participating organization. Future research should be undertaken 

among several organisations in the UAE and in a different cultural context. Second, the cross-

sectional design of the study renders it vulnerable to problems associated with the common 

method variance. Therefore, future research should be gathering data from multiple sources 

(Spector, 1987). Third, the cross-sectional research design did not allow tests of causal 

directions. Thus, in order to obtain more definite results, future research should be extended to, 

and supported by a number of cases or longitudinal studies showing the connection between 

virtual leadership and the variables of EO, creativity and productivity.  

 

In addition, the results should be considered preliminary, and many more questions need to be 

answered. The results indicate strong influence of the EO dimensions on creativity and 

productivity, but do not provide evidence regarding the contingency variables to the EO – 

creativity, productivity relationship. Future research models should include organisational factors 

(e.g. structure, strategy, strategy-making processes, firm’s resources, and culture and top 

management characteristics) and environment factors (e.g. environment and industry 

characteristics) in the set of predictor variables that may affect the relationship between virtual 

leadership, EO, creativity and productivity. In addition, this research focused exclusively on a 

service organisation. As a result the virtual leadership – EO, creativity, productivity relationships 

to other industries is unknown. Future research should investigate the EO – virtual leadership 

relationship in banking, education, publishing agencies and other industries which could and/or 

are functioning with remote or virtual workers.  

  

Finally, the findings of the present study will, we hope, serve as a valuable basis for future 

explorations into the relationships between virtual leadership and the competitive advantage of 

firms operating with remote and virtual employees. The results indicate that firms may need to 

consider variables other than virtual leadership practices if their employees are characterised by 

high levels of autonomy allowing them to be self-directed in the pursuit of opportunities, and it 

appears that future research in this area will prove very educational.  
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SUMMARY 

 

This investigation examines new product development (NPD) in development net-

works. Many NPD projects fail because internal and external development partners are not 

satisfied with the results, and development is often not conducted market-oriented. The ser-

vice-dominant logic (S-D logic) has created a new perspective for NPD. Using S-D logic, it is 

possible to conduct market-orientated NPD. A framework is developed, in which the new 

perspective is assigned to NPD. By taking an S-D logic perspective, the development partners 

become more aware of the importance of information, they exchange information more effec-

tively, and co-create development results to a greater extend. The developed framework helps 

to conduct more market-orientated NPD and therefore contributes to innovation management. 

The case study of a real SME-University consortia shows that NPD is conducted more suc-

cessfully using the developed concept. 
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INTRODUCTION 

 

 

The development of new products is a great chance for SME to distinguish themselves from 

competitors and to grow. At the same time, new product development (NPD) represents a 

major challenge for companies (Cooper, 1983). These challenges lie in coordinating the par-

ticipants involved in the development process, exchanging information between participants 

and aligning product development and customer demands (Cooper, 1983). The challenges 

become even greater when new high-tech products are to be developed and when multiple 

external development partners are involved. In this case, the need for information exchange 

and the difficulty of realizing it in an optimal manner increases (Cooper, 2008; Rindfleisch, 

Moorman, 2003). A functional information exchange between many participants is necessary 

to develop products which will ultimately be demanded by customers (Souder, 1988). For a 

so-called market orientation (Day, 1994), the integration of different skills is needed within 

the development network. Accordingly, the different value chain partners, interacting in the 

development process, can even be seen as bidirectional customers (Vargo et al., 2010; Vargo, 

Lusch, 2011). However, innovations often fail because of non-market-oriented development 

(Cooper, 1983; Cooper, Kleinschmidt, 1994; Ernst, 2002; Griffin, Hauser, 1993). For innova-

tion management it is therefore necessary to put focus of NPD on market orientation. Fur-

thermore, it is necessary to improve the development partners´ approach to information ex-

change and, with that, the possible fulfillment of customer wishes (Parry, Song, 1994; Griffin 

et al., 2009). 

 

Service-dominant logic (S-D logic) is a widely recognized perspective on economic exchange 

processes, which can also give new impulses to innovation research (Vargo, Lusch 2004, 

Vargo et al., 2010). This approach enables the NPD process and the proceedings of the en-

gaged stakeholder to be moved toward market-orientation and to work more effectively 

(Vargo et al., 2010; Vargo, Lusch, 2011). S-D logic makes it possible to move the success 

factor, i.e. creating value for the customer, to the centre of focus during NPD by enhancing 

the development partners understanding of how to effectively collaborate. The present inves-

tigation sheds light on NPD proceedings with regard to market-oriented co-creation of value. 
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Furthermore, actions can be derived which support NPD regarding efficient communication 

and feedback (Hoyer et al., 2010; Griffin, Hauser, 1993, Rindfleisch, Moorman, 2001; Vargo 

et al., 2010). 

Methods 

 

 

A change in perspective on collaboration procedures can open up capabilities for successful 

innovation management (Cooper, 2008; Rindfleisch, Moorman, 2001). Taking the ideas pre-

sented by Vargo, the effect of a change of perspective can be illustrated through an example: 

Man has desired to fly since the beginning of time, just as birds fly. Initially people tried to 

achieve the necessary ascending force by putting plumage around their arms and flapping 

them up and down. However, this arm flapping was unsuccessful. Later, humans changed 

their perspective and began looking at birds wings with regard to their function as airfoil in-

stead of their movement. This change in thinking led to a change in behavior. Humans were 

now able to build cabins with airfoils, which subsequently enabled man to fly (Vargo, 2009). 

Such a change is also possible for NPD through S-D logic (Rindfleisch, Moorman, 2001; 

Lusch et al., 2006; Lusch, 2011; Vargo et al., 2010). 

 

The conceptual framework is worked out by selecting the foundational premises of S-D logic, 

which are relevant for innovation management and putting them in the context of NPD. In the 

following S-D logic and its inherent potential will be explained.  

 

In the most-cited article in the Journal of Marketing since 2000, Vargo and Lusch describe a 

new perspective for marketing and economical exchange processes (Vargo, Lusch, 2004). 

The fundamental idea is that service is the central contribution of all products and related 

transactions. Vargo and Lusch define service as the “application of specialized competences” 

and services as immaterial goods (Vargo, Lusch, 2008a, p. 26). Service generates services, 

which form value for the customer. With this perspective S-D logic allows not only a change 

in perspective on general exchange processes, but also on the relationship and way of interac-

tion of development partnerships. 

  

Vargo and Lusch defined ten foundational premises which constitute S-D logic and reflect 

the new perspective. 
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Fig. 1: Foundational premises of S-D logic with explanations, Source: Vargo, Lusch, 2008b. 

 

The premises one, three and six through nine are considered to be particularly relevant for 

NPD, because they relate directly to the proceedings of the innovation process. This includes 

the relationships, flow of information and behavior of the development partners. The men-

tioned premises will be introduced below (Cooper, 1983; Vargo, Lusch, 2008b). 

 

The first premise expresses that service is the driving force behind every exchange. Service 

has to be understood as the application of knowledge and skills for the benefit of another par-

ty. Service is exchanged for service and builds the core of economic transactional relation-

ships (Vargo, 2004, 2008). 
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The ninth premise expresses similar aspects and maintains that all economic and social actors 

are resource integrators. The term “resource integrator” describes adding economic value by 

combining production factors with knowledge and skills to generate output. Externally drawn 

production factors are combined with internal resources and are placed at the disposal of oth-

er actors, or resource integrators, disposal. These resource integrators are connected to the 

network while simultaneously being involved in other networks. Therefore, the creation of 

value takes place in networks of networks (Vargo et al., 2010; Vargo, Lusch, 2011). 

 

According to the third premise of S-D logic, goods are considered as distribution mechanisms 

of service. This classification is based on the insight that goods develop their value through 

the customers’ use, who use the service propositions in their own context (Holbrook, 1999). 

The seventh premise also addresses the collaboration of the development partners. This prem-

ise expresses that companies do not deliver value by themselves, but can only make value 

propositions. The proposition has to stand the test of the customer, in order to be accepted. 

Subsequently, this co-creation, helps create (preferably high) value. Similar arguments are 

found in the sixth premise, which considers the customer as a co-creator of value (Lusch et 

al., 2006). This premise supports the idea that value is always created interactively, which is 

already known from consumer research (Holbrook, 1999). The construct of value is insepara-

bly connected with the attitude of the customer.   

 

The eighth premise of S-D logic implies that a service-centered perspective is inherently cus-

tomer-oriented and relational. This arises from the customer-oriented nature of service 

(Holbrook, 1999). Something is done for someone else who has an impact on the accom-

plishment and the result by rendering a reward or not. The S-D viewpoint is service-centered. 

According to the S-D perspective, the actors involved in NPD are therefore forced, to account 

for the customer and his needs and to act accordingly. Thus, operators of an S-D perspective 

have the chance to act market-oriented (Vargo et al., 2010; Vargo, Lusch, 2011). 
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FPs Foundational Premise Relevant in NPD context 

FP1 Service is the fundamental basis of 

exchange 

Physical goods are not the main intermedi-

ate results of development, but rather the 

application of knowledge 

FP3 Goods are a distribution mechanism for 

service provision 

Intermediate results support distributing 

service 

FP6 The customer is always a co-creator of 

value 

(Complex) innovations call for co-creating. 

Therefore the customer has to be considered 

at each step of development 

FP7 The enterprise cannot deliver value, but 

only offer value propositions 

Intermediate results are proceeded to next 

value-adding steps as value propositions to 

create value in customer context. Therefore 

costumer acceptance is crucial 

FP8 A service-centered view is inherently 

customer oriented and relational 

The relationship to development partners is 

important. The partners are customers, too 

FP9 All social and economic actors are re-

source integrators 

Complex innovations call for knowledge 

networks 

 

Fig. 2: Foundational premises of S-D logic in the context of NPD as presented by Vargo, 

Lusch, 2008b. 

 

As described, the premises of S-D logic can be transferred to NPD, as they also apply to ex-

change processes within NPD (Vargo et al., 2010; Vargo, Lusch, 2011). In the following, the 

premises of the S-D perspective are compared to approaches in NPD. The changes for ad-

vancing the processes for developing innovations by adopting S-D perspective will be de-

rived. 

 

Information on how customers use development results 

 

According to the S-D perspective goods derive their value through use, which relates to the 

intangible dimension of value. Customers define the value and the necessary quality of the 

goods and signal acceptance through buying or not buying (Lusch et al., 2006; Vargo et al., 

2010). Thus, to be able to understand how value emerges while a customer uses the interme-

diate result, additional relevant information about use and subsequent processing are neces-

sary. For many years, value was understood as an inherent quality of goods, i.e. inbuilt. 

Vargo and Lusch describe this as part of the old goods-dominant logic perspective (Lusch et 

al., 2006; Vargo et al., 2008, 2010; Vargo, Lusch, 2011). In this perspective, value is consid-

ered „tangible“, which is propagated by the specialization acquired through degrees in engi-

neering, which focuses on the physical effects of physical elements. This perception supports 
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an „input-perspective“, which considers value as physical object that is later enhanced 

through additional processing and then put through to the next stage in the value chain as 

input. Implementing this input- perspective means that producers focus on components and 

activities in the value creating process which do not create value from the customers point of 

view. Changing to a service-oriented perspective can help counteract this (Souder, 1988; 

Moenaert et al., 1995; Song, Parry, 1997).  

 

The S-D perspective dictates that the value creating partners implement all of their 

knowledge and skills when creating a value proposition (Vargo et al. 2010). In addition to 

applying direct knowledge, which is necessary for completing the obvious task, enhanced 

knowledge is also required for completing the task with a greater benefit for the development 

partner (Lusch et al., 2006; Vargo et al. 2011). The supplier of intermediate development 

results is therefore prompted to request further information from his development partners 

quickly to be able to exploit his full potential in creating the value proposition (Vargo, Lusch, 

2008; Vargo et al. 2010). 

 

The development process includes companies, research centers and additional institutions 

which also maintain economic exchange relationships when a basis technology should be 

committed, an intermediate product designed or the end product produced. The novel idea 

now is not to focus on physical goods within product development process, but to recognize 

the additional and external knowledge and skills which are transported through intermediate 

development results. For example, a sensor stitched into plastic as a physical intermediate 

result should not be seen as the main part of the transaction, but rather the specialized know-

how which was able to apply the sensor in such a way that the sensor is able to deliver correct 

data even in extreme situations. 

 

As described above, the initial, intermediate, and end products, which emerge from an idea to 

a final product, also convey a combination of knowledge, skills and physical items to the next 

value-added step. They contain value the moment the development partner or customer im-

plements or convert them. This perspective on value creation is important for the actors in-

volved in NPD, if they are interested in a sustainable customer relationship, which is based 

on valuable propositions (Vargo et al., 2010). 
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In economical supplier relations, fulfillment is determined depending on whether the specifi-

cations from the order list are fulfilled. In the sense of Goods-Dominant logic, the physical 

end product, which should display the properties the client has ordered, is the aim of the 

transaction (Lusch et al., 2006; Vargo et al., 2008). This perspective makes it difficult that the 

supplier can conceptualize the product (and possibly improves it). Instead, in the develop-

ment process, the supplier only uses the skills necessary for fulfilling the immediate task. 

Further, the accordant marketing capacities, which can support information exchange, are 

often limited in SMEs (Cooper, Kleinschmidt, 1994; Song, Parry, 1997). In this case, the 

supplier’s potential cannot fully be exploited. This leads to problems when the customer in-

tends to implement the ordered product in manner respectively quality different from what 

the supplier was aware of or could produce. The development partner’s knowledge and skills 

can therefore be better implemented, if the buyer’s complementary knowledge is conveyed so 

he can further consider the product according to his competencies and possibly improve it 

(Hagedoorn, 1993; Moenaert et al., 1995; Vargo et al., 2008; Zahay et al., 2004). 

 

Expanding the view to include knowledge and skills which need to be brought in to creating a 

value proposition afford the chance to conduct product development more effectively. A 

greater understanding of particular value contributions helps to better exploit the potentials of 

the development partners (Carlile, 2002; Esper et al., 2010). 

 

Co-creating value propositions in new product development 

 

The S-D perspective points to collaborative and interactive value creation, which is not suc-

cessful until the result of the co-creating is accepted by the customer and is useful for him in 

further stages of development (Vargo et al., 2010). Therefore, the interactional relationship is 

relational and waiting for and being open to the customer reaction. It is suggested to expand 

the process of value creation to the collaboration in value creation and to those steps to incor-

porate customer feedback (Esper et al., 2010; Vargo et al., 2010). 

 

Due to the common uncertainty about the functionality of individual components, interacting 

development can determine success. Indeed co-creating value propositions is partially real-

ized in current NPD projects, such as though techniques like simultaneous engineering, in 

which the customer is involved in development procedures. However, the idea of co-creating 

is not fully integrated in innovation management processes. In NPD models, the process 
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phase of one actor ends typically with the delivery of the produced good. Feedback is partial-

ly possible, but the focus is on moving to the next value-added step (Cooper 1983, 2008). 

Through that inside-perspective, the chance of improving one’s own value creation is limited, 

because there are no capacities for incorporating customer feedback. Considering the opin-

ions of downstream value-adding partners is difficult according to these models. These indi-

rect relationships exist particularly in network projects (Cooper, 2008; Moenaert et al., 1995). 

From waiting for up to receiving acknowledgement from the customer (including customer 

feedback), additional learning is possible if the appropriate feedback information flow is im-

plemented. Additionally, because of various indirect relationships, there is great learning po-

tential and chances to advance the quality of co-creating the value proposition (Vargo et al., 

2010). 

 

According to S-D perspective, value creation occurs relationally in networks of networks. 

Consortia network activities are especially then visible when developing complex high-tech 

products. Propositions are developed together with numerous partners from science and 

economy. The companies are linked together directly and indirectly and integrate their re-

sources. Furthermore, the network thought stands for openness and integration of further de-

velopment partners (Chesbrough, 2003; Vargo et al., 2008; 2010) When a closed circle of 

NPD process participants exists in conventional NPE-networks, this can be critical to success 

if actors are missing who can significantly contribute to increasing the value proposition 

(Esper et al., 2010). Information about contributions of potential value-adding partners is 

often lacking. 

S-D logic accents the agility of service-oriented actors, which also includes the proactive 

search for additional value-adding partners. Thus it opens up potential in the dimensions of 

quality, time and turnover (Vargo et al., 2010).  

 

Therefore, the active preparation, distribution and sharing of information has a positive influ-

ence on NPD. Together with the co-creating of value propositions through the development 

partners, this contributes to a more market-oriented process and subsequently increases inno-

vation success. 

In the following figure, the left half shows actions on the way to developing new products 

without using the S-D perspective. In contrast, the right half shows actions and effects which 

are possible through adopting an S-D perspective. 
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Fig. 3: NPD without and with S-D perspective 

 

 

 

This clearly depicts that in NPD-processes without S-D logic, self-contained process steps 

dominate and their output is passed on to the next step without integrating conscious and reg-

ular feedback. Communication between the development partners is more bilateral and is not 

designed to incorporate information from additional developing partners who are not directly 

connected to the project. Interdependencies with later value-adding steps and feedback cannot 

be adequately incorporated. The flow of information is limited to contact direction, quantity, 

and intensity. Subsequently, co-creation is limited or non-existent. The mentioned points of 

criticism are additional aspects of insufficient market-orientation. This leads to deficient re-

sults mentioned in innovation research (Parry, Song, 1994). 

On the other hand, if NPD is conducted using S-D perspective, the process and its partners 

are moved to co-create the value proposition. The companies and science partners communi-

cate with each other and with partners from outside the direct NPD network with a higher 

intensity (see “SME3b” in fig. 3). Furthermore, communication is multilateral, which means 

in both directions with more partners concerning the same topic. The value proposition is 

therefore more market-orientated and the success of the NPD projects is greater. The relevant 

customers are integrated in the NPD process and the end customer is involved in the process 
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steps. Corresponding information flows are ensured and feedback loops are assimilated 

(Esper et al., 2010; Griffin et al., 2009). 

 

To be able to take the chance to upgrade the NPD it is crucial that the actors’ increase their 

awareness of the importance of information, improve bilateral information flow, and integrate 

information of customers of the customer (Carlile, 2002; Griffin et al., 2009; Vargo et al., 

2010). 

 

An SME university consortium, which was created to execute multiple NPD projects, is the 

subject of a case. The aim of the case study is to understand the processes within the NPD 

and to further develop the innovative approach of S-D in NPD in order to improve innovation 

management. 

 

Case study: co-creating value in NPD of an SME university network 

 

It is possible for us to accompany a network of research centers and business partners on their 

way to developing high-tech industrial goods. The consortium consists of over 20 companies 

and four research centers. The firms in this network can be described as heterogeneous, be-

cause they are involved in different steps of the value chain, are different in size and organi-

zational structure, and serve markets in different manners. Even the structure of the partici-

pating research centers is heterogeneous. The scientific partners cover a wide range of areas 

from basic research over applied research to development. 

The consortium partners are currently conducting development projects and analyzing pro-

jects, which were of varied success. The first projects were initiated before 2007 and were 

still conducted together, in part, up to 2010. Therefore, the development partners have gained 

crucial experience in strategic and operative NPD. The development projects concerned di-

vergent products and involved different numbers and types of partners. At the same time, the 

development projects were based on a common technology platform. 

 

By interviewing the persons in charge of the consortium partners, it was possible to gain new 

insights into proceedings and activities within the projects. The insights in the NPD-processes 

relate to organizational proceedings as well activities at strategic and operative levels as well 

as their results. Currently, 14 interviews have been analyzed. Nine were carried out with the 

head of the participating companies and five with the main person responsible for the re-
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search centers. In addition, 16 talks were conducted with the operative acting developers in 

the SME and the scientific institutions. The talks were conducted on several days to be able 

to set different points of emphasis. The questions concerned challenges in the innovation pro-

jects at the company and network levels, the cause and handling of challenges and achieve-

ments which occurred while conducting the projects and thereafter. 

The interviews and talks confirmed well-known challenges in innovation management and 

additional insights were gained. It is established that crossing into new technological frontiers 

and the complexity of the technology are challenging for the developers. In addition, limited 

resources and time restrictions, as well as human resistance are additional challenges. A more 

in-depth analysis of the interviews and talks has revealed that there were several reasons why 

the information flow between the participants of the development projects was crucial for 

their success. The critical information concerned developmental steps of the direct project 

partners, but most notably it related to information on the use of partial results in subsequent 

steps of adding value and the use of intermediate results by the buyers within the value net-

work as well as the end customer. 

 

Moreover, the following conditions and processes were observed within the NPD process: 

All partners of the development network were connected through the common technology 

platform, which therefore influenced all projects directly and indirectly. In every NPD pro-

ject, there were sub-projects and intermediate results influencing main projects. The interme-

diate results were of a tangible nature in the form of classical semi-finished goods and intan-

gible in the form of information. Intermediate results were picked up from value network 

partners in the next value-adding steps and were processed further. By co-creating intermedi-

ate results, tangible results were transferred from companies to research centers, from the 

acting scientists to the processing companies, and from the research centers to the companies. 

In addition, the transfer of results occurred between the sub-units of the research centers and 

the companies and their sub-units. SME and research centers and their acting persons were 

therefore carriers of tangible and intangible initial development results. SME and research 

centers respectively their acting persons are therefore carrier of tangible and results. For ex-

ample, if the goal is to develop a function-integrated plastic bracket with lightweight technol-

ogy, then several information and material flows are interrelated. The scientists have to com-

pare notes with stitchery companies which prepare the three-dimensional conductor, which 

later should be placed in the plastic. The plastic fabricator has to compare notes with the 

stitchery companies and the scientists, that the integration of the materials becomes possible. 
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At that time the development steps of a Tier-2 supplier of automotive industry depends on 

these results if the function-integrated und structure strengthened bracket is to be delivered to 

an OEM in the future. Important information from the Tier-2 supplier to the application of the 

bracket is therefore relevant for the scientists and the stitchery companies, who develop the 

initial result of the three-dimensional enhancement-structure. It is clear that despite apparent-

ly independent sub-projects of individual development partners, there is a high interdepend-

ency on the other projects and value network partners. Particularly due to the great complexi-

ty of high-tech NPD and the high number of development partners, information flow up-

stream and downstream from value-adding steps are of high relevance for the success of the 

intended innovation. 

 

Figure 4 illustrates the structures, relationships and information flows in an NPD network. 

Besides information flows, streams of tangible development pre-results are also displayed, in 

addition to the direction of transfer and the strength of the flows. Before the awareness for 

market-oriented product development was strengthened, the observed consortium acted simi-

lar to the abstract model of following figure. 

 

Fig. 4: Interaction within an NPD network 
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Legend:

RI = research institute, SME = small and medium-sized enterprise, 1..n = numeration of development partners,  a..n = 

indexation of (sub-) development projects,              = direction of transfer of tangible intermediate-results, 

= direction of transfer and shape of information flow
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RESULTS 

 

 

The SMEs and the research centers which were the subjects of this investigation, had already 

worked together in innovation projects. The first projects were only successful to a limited 

extent. Defined turnover could not be reached and some projects were completely disliked by 

the market. Therefore it was worthwhile to develop an approach, with which the success of 

further NPD projects can be enhanced. This approach has been worked out on the basis of S-

D logic (Vargo et al., 2010). The concept contains measures for communication and feedback 

as well as enabling the co-creation of the value proposition. In iterative analytic slopes, the 

approach was developed further and implemented step by step in current NPD projects of the 

consortium. The conceptual framework delivers a contribution to research in the field of in-

novation management, and a new perspective on collaborating in NPD has been developed to 

enable the development of more market-oriented products. 

 

The investigation showed that the success of several projects was obstructed or even failed, 

because the development of intermediate results did not reach the desired quality standard 

due to collaboration deficits. For example, one development partner processed a combination 

of new materials with a technology which he should have better adjusted to the new material 

mixture. This could have been done by the actor through acknowledgement of the intended 

application and he could have converted this relatively easily, which was ascertained later. 

There was no sufficient communication or feedback. The processed materials were unable to 

be used for the further development. The co-creation of the value proposition by the devel-

opment partners would have been crucial. 

 

Moreover, projects failed because the end product did not comply with the needs of the cus-

tomers. The development project was technologically well-engineered and functional. How-

ever, the product properties were missing, which were not necessarily compelling, but which 

were requested by the customer. 

 

After analyzing and aligning the results of the investigation, as well as validating them, deep-

er insights could be revealed. Several project partners did not have sufficient knowledge of 

the necessary quantitative processing for the next value adding steps. Therefore these devel-

opment partners conducted steps which were inadequate, omitted important work, or disre-
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garded specific environmental influences. At the same time, the partners’ know-how would 

have enabled this if there had been stronger co-creating. Furthermore, the project partners 

were not aware of the intended application of the product through the (end-) customers to an 

adequate degree. That led to the missing of development steps which could have been com-

pleted relatively easily through better communication and feedback. 

 

Figure 5 illustrates the progressing information exchange in a co-creating network and dis-

plays and presents a recommendation for advancing innovation management. Greater effec-

tiveness of NPD can be achieved through the co-creation of value. 

 

Fig. 5: Recommendation for co-creating value in an NPD network  

 

 

 

Figure 5 illustrates that adopting the S-D perspective, partial steps of NPD and NPD as a 

whole were seen through the perspective of co-creating. Information was edited more effec-

tively: What has to be known by the development partner to be able to advance his value 

proposition? Communication and feedback are integrated through workshops and assess-

ments, among others. 
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Co-creating in an NPD network

Legend:

RI = research institute, SME = small and medium-sized enterprise, 1..n = numeration of development partners,  a..n = 

indexation of (sub-) development projects,              = direction of transfer of tangible intermediate-results, 

= direction of transfer and shape of information flow, = common exchange through workshops 

and assessments
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S-D logic allows us to see correlations within an NPD network. The division of information 

and physical goods is especially then important in complex NPD networks, as well as the fair 

co-creation of value (Vargo et al., 2010). 

 

By implementing assessments, bilateral and multilateral talks, as well as workshops, it was 

possible to apply the new mindset to the value network. Participants of the workshops and 

talks made sure the new mindset and behavior were transmitted appropriately into their units 

and working groups. Feedback from different acting persons shows that the new perspective 

on project development helped these to be conducted more effectively and that the derived 

measures brought market-orientation to processes and activities. It can be concluded from the 

results of the investigation that the S-D perspective lead to more awareness about the im-

portance of information in the development partners. Furthermore they were better able to 

distribute information to the value network partners and conducted market-oriented NPD. 

 

From the gained experiences which were collected and explicated through the interviews, an 

innovative perspective on NPD projects has been developed which is being implemented in 

new and current projects. The persons in charge of the development network acknowledge 

the positive effects on in-formation behavior, flow and intensity. Furthermore, the actors re-

port that the change in perspective to S-D point of view plays an important role in increasing 

co-creation throughout the network. The exchange processes of the development partners 

with regard to the development of initial-results can now be viewed from this perspective, 

which puts value creation for the customer in the middle of NPD. To be able to convert value 

creation effectively, the information flow to upstream and downstream customers has to be 

reconsidered, adjusted and established. The changed way of thinking and interacting should 

be achieved through different practices of information exchange. The advanced information 

processing and the more intense way of co-creating value lead to more successful new prod-

ucts (Griffin et al., 2009; Rindfleisch, Moorman, 2001). 

 

In conclusion, the positive effects of a change in perspective in NPD towards an S-D perspec-

tive can be described as follows: Information is actively obtained and delivered from up-

stream and downstream value network partners. This is caused by an increased awareness of 

the importance of information, which S-D logic dictates. Furthermore, the additional infor-

mation relations are accelerated through the sustainable justification of value proposition cre-

ation, which is implied by co-creation. Co-creating those value propositions should also be 
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beneficial for the customer, in that the customer can effectively create value for his customers 

from the value proposition. 

 

Understanding how value is created for the customer and the customer’s customers increases 

and can be observed in several parts of the process. This is reached due to the ability to rely 

on an expanded information basis concerning the wants of the customer.  Using S-D logic, 

the perspective of co-creating value within a network by the development partners is 

achieved by focusing on value creation for all customers, instead of only focusing on the cus-

tomer of the next value-adding step. Measures can be derived based on S-D logic with which 

NPD in networks can be conducted more effectively. This comprises measures which contain 

the information flow, its direction, intensity and connection. By adopting this approach, new 

information exchange relations between development partners are formed and existing rela-

tionships are intensified. Using advanced information flows, a more market-oriented NPD 

can be carried out. 
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ABSTRACT 

In Colombia the creative industries sector had not been researched in a systematic way. There 

are very few studies on the contribution that the sector has in the GDP, or in the number of 

jobs generated, or in the significance of the sector as a knowledge producer or in the effect it 

has in the expression of the local culture or in the manifestation of the creativity of the 

citizens of those countries. 

This paper shows a first characterization of the sector in Colombia, considering   the 

perspectives and perception of two groups of stakeholders: the entrepreneurs and high level 

managers of companies in the creative industries sector and the national experts on the sector. 

The results allow  a first characterization in different variables, not only for the 

Entrepreneurs/ high mangers in charge of the  enterprises, but also from the business 

operations. Some policy recommendations are made to  foster the development of this 

economic sector  
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INTRODUCTION 

The term “Creative Industries”, appears around 1990 in the United Kingdom, to refer to 

industries that developed copyrighted works, but very  soon ,artistic and cultural activities 

where included too. The term emerges from the growth of this kind of organizations, from the 

need to group them in a single sector in order to have a better understanding about them, from 

the need to measure their economic and social impact, from the changes in the technologies 

associated to them and to the business models that were  developed by them, from the need to 

define policies for their development and design support mechanisms specific to the sector, 

and from the fact  that the traditional “arts” name was not fully descriptive of the sector  and 

its potential. 

Still today, there is a wide range of names and definitions for the sector, because it is a young 

economic sector and even more in research terms. The expressions used to refer to the sector 

vary according to the different countries or regions. For example in England & Australia they 

use the term “creative industries”; in USA they use the term “entertainment & media 

industries” or “copyrighted industries”; UNESCO calls it “cultural industries or sectors”; in 

China the sector is known as “cultural industry” and in the Nordic countries may be called 

“experience industry”, “culture and experience economy” or “culture based industries” 

For the last decades, it has been evident that the Creative industries’ sector has a very 

significant participation and contribution in the economic dimensions of the countries. 

According to the World Bank, the economic impact of the sectors in the world’s GDP was 

about 7% in 2003 and it has been increasing at a 10% annual rate. International trade in 

creative goods and services surged to US$445.2 billion in 2005 from US$234.8 billion in 

1996, according to UNCTAD. In the years leading 2008, trade in goods and services from the 

creative industries grew on average 14 per cent annually. The growth of some subsectors of 

the creative industries has been astonished:  for example, world exports of visual arts doubled 

in six years, reaching $29.7 billion in 2008. The same development has been evident in 

exports of audiovisual services, with a total of $13.7 billion in 2002 and of $26.4 billion in 

2008. (UNESCO) 

Similarly, the contribution creative businesses have in the social aspect has also been 

notorious. On average, they account for around 2 to 8% of the workforce in the economy, 

depending on the subsector or area analyzed. Creative industries require specific skills and 
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high level qualifications of their workforce. Some areas with higher creative contributions, 

such as theatre or film production, are the most labor demanding. 

It promotes social inclusion involving different social groups in the communities, it 

contributes to social cohesion; their products and services transmit ideas, values, and life 

styles that show the cultural profile of a community, helping to keep its identity. On the other 

hand, creative industries develop special production and competition models; they give value 

to knowledge and innovation. This kind of industries' progress allows a closer interaction 

between world perspectives and local cultures and artistic expressions, they contribute to 

human development affecting his role in society, and they generate different values: artistic, 

cultural, economic, etc. 

In the Caribbean countries, the creative industries had not been researched in a systematic 

way. There are very few studies on the contribution the sector has in GDP, or in the number 

of jobs it generates, or in the significance of the sector as a knowledge producer or in the 

effect in the expression of  the local culture or in the manifestation of the creativity of the 

citizens of those countries. Additionally very little is known about the reality of the 

enterprises in this sector. Aspects about: organizational schemes, origins, sizes, management 

processes, innovation processes are not characterized.  

The Caribbean GEM team, that is conducting the Global Entrepreneurship Monitor project   

in Barbados, Trinidad & Tobago, Jamaica and Colombia considered very important for their 

orientation , of providing new policy guidelines for enterprise development , to open a line of 

research in this area. As a result the decision to start with an empirical research to generate a 

baseline on the basic characterization of these organizations was made. This will allow 

identifying creative businesses needs and therefore design support mechanisms and public 

policies, to stimulate the appearance of new enterprises and the survival and development of 

new and established companies in the sector. 

This initial paper includes the Colombian results and will be followed by an additional paper 

showing, in a comparative way, the results of the four countries: Colombia, Trinidad & 

Tobago, Barbados and Jamaica.  
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CONCEPTUAL FRAMEWORK 

 

There is a tremendous ambiguity in the concept of “Creative Industries”, not only due to the 

newness of the concept, but also to the specific orientation of the different institutions that 

area working within this subject. The most known and used conceptual definitions are the 

ones given by: UNESCO (United Nations Educational, Scientific and Cultural Organization), 

UNCTAD (United Nations Conference on Trade and Development),   DCMS (Department 

for Culture Media and Sport , United Kingdom), and WIPO (World Intellectual Property 

Organization).  

 UNESCO defines it as “any economic activity producing symbolic products with a 

heavy reliance on intellectual property and for as wide a market as possible” (Creative 

Economy Report). 

 UNCTAD´s definition of creative industries embraces “activities ranging from 

traditional folk art, cultural festivities, books, paintings, music and performing arts to 

more technology-intensive sectors, such as design and the audiovisual industry, 

including film, television and radio. Also contained, are service-oriented fields, such 

as architecture, advertising and new media products, such as digital animation and 

video-games.”
3
 

 DCMS refer to the sector as “those activities which have their origin in individual 

creativity, skills and talent, and which have a potential for wealth and job creation 

through the generation and exploitation of intellectual property.”
4
   

 WIPO determined “Creative industries has a wider meaning and includes, besides the 

cultural industries, all cultural or artistic production, whether live or produced as an 

individual unit and is traditionally used in relation to live performances, cultural 

heritage and similar “high-art” activities.”
5
 

The most common areas, included in the creative industries are those related with creations, 

product developments and elements in: design (Industrial design, fashion design, multimedia 

design, interior design etc), advertising, publishing, architecture, traditional arts (sculpture, 

painting, etc), performing arts (dance, theatre, film, etc), and music. Still there are some 

                                                            
3 UNESCO – Creative Economy Report 2010 
http://www.unctad.org/templates/Webflyer.asp?docID=9467&intItemID=5107&lang=1 
4 Entrepreneurship and the Creative Economy: Process, Practice and Policy - Colette Henry and Anne de Bruin - 
USA 2011 
5 Guide on Surveying the Economic Contribution of the Copyright-Based Industries 
 

http://www.unesco.org/
http://en.wikipedia.org/wiki/United_Nations_Conference_on_Trade_and_Development
http://www.culture.gov.uk/
http://www.culture.gov.uk/
http://www.wipo.int/
http://www.wipo.int/
http://www.unctad.org/templates/Webflyer.asp?docID=9467&intItemID=5107&lang=1
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differences in the participation of sports, tourism and scientific development, in the sector. 

DCMS identifies 13 subsectors that belong to creative industries: advertising, architecture, art 

and antiques market, crafts, design, fashion, film and video, music, performing arts,  

publishing, software, television and radio, video and computer games.  

WIPO classify the subsectors in three large groups:  

 Industries that produce intellectual property: advertising, collecting societies, film and 

video, music, performing arts, publishing, software, television and radio, visual and 

graphic  

 Those that are necessary to convey the goods and services to the consumer: blank 

recording material, consumer electronics, musical instruments, paper, photocopiers, 

photographic equipment  

  Partial copyright industries: architecture, clothing, footwear, design, fashion, 

household goods, toys.
6
  

UNCTAD divided the sector in 4 categories: heritage, arts, media, and functional creations.  

The creative industries enterprise sector consist of different types of firms, but one of its main 

characteristics, is a preponderance of a small number of very large firms working 

internationally and a very large number of essentially local, micro enterprises, many of which 

are operated by a single person. At the smallest level, this group includes individual artists 

acting as sole traders; some of these may sell direct to consumers, but most will be engaged 

in supplying goods and services as intermediate inputs to other firms, such as a writer 

providing scripts to television companies, or an actor working under contract on a film. It 

also includes small artistic ensembles such as rock bands, artists’ cooperatives, etc. As well 

as small providers of creative services such as architectural practices, design consultancies, 

independent publishers, literary agents, and so on. Besides these large group of small 

enterprises, there are also many not-for-profit organizations, public cultural institutions with a 

significant national, regional, or urban presence (for example: museums, public art galleries, 

symphony orchestras, theatres, etc.); and large commercial corporations.  

Other significant characteristics in the creative industries are the fact that they produce 

private, public and mixed goods, and in some cases their products have non-market attributes. 

                                                            
6 Guide on Surveying the Economic Contribution of the Copyright-Based Industries 



6 
 

Also, sometimes there is a conflict between the economic value and the cultural value of the 

products, and in the way to include them when measuring enterprise´s effectiveness.  

The employment pattern of the sector, also presents particular characteristics like the 

distinction between creative and non-creative occupations. The sector also presents different 

kinds of contractual relationships, which hardly would be found in other sectors. An 

illustrative example is the case of music recording. Music corporations don’t hire musicians 

to produce new albums; they get associated with the distribution of the final product and take 

part of the intellectual property rights. These causes the participation of separate 

intermediaries — usually referred to as agents — who manage deals between “creative’s” 

and corporations. These kinds of deals also occur with writers and editorials, designers and 

factories, and other relations where intellectual property is given up, for commercial 

production and distribution.  

The fact that most creative expressions are in constant change and evolution, and vary 

according to the region and area, complicates the  exact definition and characterization of the 

sector, and for that reason it is necessary to use broader definitions and an evolutional 

concept, which could adapt to the variations the sector presents. 

Two of the main approaches in use to analyze the creative sector are the UNCTAD model 

presented in the Figure 1, which defines each sector as follows: 

Figure 1 – UNCTAD Creative Industries Model 
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 Heritage: Cultural heritage is identified as the origin of all forms of arts and the soul 

of cultural and creative industries. It is heritage that brings together cultural aspects 

from the historical, anthropological, ethnic, aesthetic and societal viewpoints, 

influences creativity and is the origin of a number of heritage goods and services as 

well as cultural activities. This group is therefore divided into two subgroups: 

– Traditional cultural expressions: art crafts, festivals and celebrations 

– Cultural sites: archaeological sites, museums, libraries, exhibitions, etc. 

 Arts:  This group includes creative industries based purely on art and culture. 

Artwork is inspired by heritage, identity values and symbolic meaning. This group is 

divided into two large subgroups: 

– Visual arts: painting, sculpture, photography and antiques 

– Performing arts: live music, theatre, dance, opera, circus, puppetry, etc. 

 Media: This group covers two subgroups of media that produce creative content with 

the purpose of communicating with large audiences (“new media” is classified 

separately): 

– Publishing and printed media: books, press and other publications 

– Audiovisuals: film, television, radio and other broadcasting. 

 Functional creations: This group comprises demand-driven and services-oriented 

industries creating goods and services with functional purposes. It is divided into the 

following subgroups: 

– Design: interior, graphic, fashion, jewelry, toys; 

– New media: architectural, advertising, cultural and recreational, creative 

research and development (R&D), digital and other related creative services. 

 Creative services: architectural, advertising, cultural and recreational, creative 

research and development (R&D), digital and other related creative services.7 

The model that allows a better analysis of the economic activities of the sector is the 

classification by chain of value, which enables measuring the contribution of the creative 

economy to society and to the overall economy. Figure 2 presents this type of classification. 

The creation stage is composed by people and industries that originate products or ideas, for 

example: compositors, artists, and designers. The making stage is composed by the 

                                                            
7 UNCTAD - UNESCO – Creative Economy Report 2010 
http://www.unctad.org/templates/Webflyer.asp?docID=9467&intItemID=5107&lang=1 
 

http://www.unctad.org/templates/Webflyer.asp?docID=9467&intItemID=5107&lang=1
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companies who make possible ideas to be materialized, for examples producers, recording 

studios, and renting recording equipment. The dissemination stage or distribution stage are 

those industries specialized in selling, and reaching markets where these products may be 

consumed. This goes in hand with the fourth stage, exhibition, where industries like festivals, 

fairs, theaters, museums are found, as institutions that help that the creations get to the public. 

There are other kinds of institutions that support these industries in every stage such as 

archiving/ preserving and educational institutions. 

One of the complications of the classification by the value chain is that many of the industries 

that belong to the sector work in two or more stages. For example, a company specialized in 

advertisement production might have publicists that create the concept of an announcement, a 

designer to animate it, and the equipment to produce it. This kind of company works in 

various stages of the value chain, which complicates classifying them in a specific stage and 

analyzing the economic activity of the entire sector.  

For a complete categorization of the subsectors, and understanding of the creative industry 

sector, both methods are needed: by subsectors and by value chain. Categorizing the sector 

only in subsectors and areas doesn’t allow an economic analysis of the entire sector. But 

doing it only by the value chain doesn’t show which kind of areas conform or belong to the 

creative industry sector. For those reason categorizing Industries, should not be done in a 

radical form, and some flexibility is required, because all the categorizing elements will 

evolve with time and adapt to each region’s areas and subsectors characteristics.  

Figure 2 – Creative Industries Chain Value 
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There are many other areas where the definitions and models are not very clear yet in this 

sector. For example: Creative industries versus Cultural industries, “upstream activities” 

(traditional cultural activities such as performing arts or visual arts) and “downstream 

activities” (much closer to the market, such as advertising, publishing or media-related 

activities), cultural economics versus creative economics, cultural goods versus cultural 

products versus cultural services. Moreover, many artists and intellectuals feel uncomfortable 

with the emphasis given to market aspects of the creative product, because they are 

concerned about the effects that creating for selling massively might have in the artistic and 

creative products, and they argue that art and creativity come from inspiration and not from 

market’s needs and desires. These positions have affected in many ways artists’ participation 

in supporting mechanisms to create industry.  

Since, creative industries are a source of employment and contribute to economic and social 

development, governments of different countries and international organizations have created 

different kinds of supporting mechanisms to encourage the sector’s growth. In many 

countries diverse educational programs have been developed. Universities have created 

centers and departments about creative industries, most of them include courses about 

creative topics (dance, art, theater, music, etc), complementing them with entrepreneurial and 

managerial programs, with the aim to graduate experts on the sector. Also, there are some 

Creative Industries Research Centers to analyze the participation of creativity in companies.  

There are also international organizations creating supporting mechanisms as an answer to 

their concerned about the development of creative industries in different countries. For 

example, the Inter-American Culture and Development Foundation (ICDF) have been created 

as an initiative of the Inter-American Development Bank (IDB), to promote cultural 

development in Latin – America and the Caribbean, through different programs and projects. 

The foundation’s aim, is to help cultural organizations become more competitive and 

sustainable to help reduce poverty, improve quality of life, and increase social equality in the 

region. UNESCO is another example of an organization interested in contributing to the 

development of creative sectors. For this reason it created programs to help ensuring general 

respect for copyright in all fields of creation and cultural industries. Also, UNESCO has 

established programs like the Creative Cities Network, whose aim is to gather international 

cooperation among cities and help each other’s development according to UNESCO’s global 

priorities of “culture and development” and “sustainable development”. Multilateral 

processes such as the Doha Round under negotiation at the World Trade Organization, the 
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development agenda being shaped at the World Intellectual Property Organization as well as 

the implementation of the UNESCO Convention on Cultural Diversity all have implications 

for the creative economy. Moreover, governments are increasingly seeking to shape policies 

regarding the creative economy at regional level. 

However the development of the creative industries’ sector had some limitations: it is 

affected by informality problems, like piracy, that cause illegality of the products and 

services, decreasing considerably the authors’ income and the economic stability of the 

sector. Another concerning issue, affecting the progress of the sector, is related to the creative 

entrepreneurs’ low levels of education in entrepreneurial management. These people are 

experts in creative topics (artists, designers, writers, dancer, actors, etc) but not in the areas 

related to creation and growth of enterprises. It’s necessary, for the success of these 

industries, to have a balance in areas: entrepreneurship and creative development.  

METHODOLOGY 

To develop a first empirical approach to the Creative Industries sector, in Colombia and in 

the Caribbean countries participating in the project GEM Caribbean (Trinidad & Tobago, 

Jamaica, Barbados, Colombia), several approaches were taken in order to get information that 

allowed to understand and characterize the creative industries and to be able to generate some 

policy recommendations. 

In terms of groups of actors to be researched, two main groups were identified: the first one 

were the entrepreneurs or the persons in  higher managerial positions of the creative 

industries  which could provide their view from the inside of the enterprises working in the 

sector; the second one were national experts in different areas related to the creative 

industries, specially  from public and private organizations that  nucleates  or provide services  

to the development of the creative sector, which could provide a wider view of the sector and 

of the policies  that are affecting it.  

In terms of survey, two different survey instruments were used: 

1. The Creative Industry Survey, that was designed with the support of an international 

consultant  and the participation of the GEM Caribbean teams, and was oriented to 

measure: the main characteristics of the creative entrepreneurs (Age, gender, time in 

the sector, role in the enterprise, and educational level); the specific characteristics of  

their business (time in the sector, formalization status, position in the chain value, 
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specific subsector, number of employees, managerial training  of the employees, 

investments level, sales level, sources of income, market orientation, e-commerce 

utilization, type of clients, and financing sources);  and to get qualitative  information 

about the  main challenges, the factors that are constraining or fostering their  

development, and the changes that are required in the support system to allow their 

enterprises to grow. 

 

2. National Expert Surveys: This survey was adapted from the National Expert Survey 

that is widely used by the GEM project to measures the entrepreneurial framework 

conditions for starting and developing a business in the creative industries. The 

conditions measured were: Finance, Government policies, Governmental programs, 

Education & Training, R&D transfer, Commercial & services infrastructure, Market 

openness, Physical Infrastructure, Cultural and social norms, Opportunities to start up, 

Abilities, Knowledge to start up, Entrepreneur social image, Intellectual Property 

Rights, Women’s support to start up, Attention to High Growth, Interest in 

Innovation.  

In order to identify the potential sample of enterprises in Colombia, different sources were 

contacted to get their data basis: Minister of Culture, project “Cultural Industries 

(COMFANDI-IDB)”, research project done by Universidad EAFIT, participants in the 

training program for cultural promoters, Chambers of Commerce, associations that integrate 

many enterprises of the same sector, and some social networks. In addition to that, every 

entrepreneur/enterprise interviewed was asked to recommend other entrepreneurs or 

enterprises that may be in the sector. 

 More than 2000 entrepreneurs/enterprises were asked to answer the questionnaire, either by 

telephonic interview and/or by internet. 257 questionnaires were fully answered and all the 

analysis is done on that sample. 

To identify the National Experts a sample of organizations, institutions, associations, 

consultants, researchers and academics working in the area were identify from data bases 

provided by: Minister of Culture, the project “Cultural Industries (COMFANDI-IDB)”, 

research project done by Universidad EAFIT, social networks, and recommendation of 

experts along the process. A total of 48 fully answered questionnaires were received and used 

for the analysis. 
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RESULTS 

The results of this research have to be analyzed from the two types of samples and the 

questionnaires used in each sample. Initially the results of the entrepreneurs/enterprises will 

be considered: 

a) In the survey realized, entrepreneurs were asked “How many years have you been 

involved as an entrepreneur or manager in the creative industry?” Knowing how 

experienced entrepreneurs are in the creative industries sector, allows inferring their 

capacities to manage and sustain a business in time. Figure 3 present the years that the 

entrepreneur/high manager has been involved in the creative industry sector. It is 

important to observe that about 40% of the sample had been in the sector for more than 

10 years, and about 70% had been in the sector for more than 5 years, which provide 

enough experience in the sector to answer the questionnaire with knowledge and 

experience in the sector. A very important 30% of the sample could be considered as 

new entrepreneurs/high managers which also provides in a good proportion the 

insights of the people that recently got involved with the sector. 

Figure 3 – Years as an entrepreneur or manager 

 

 

b) Figure 4 presents the demographics of the sample in age terms. More than 85% of the 

entrepreneurs/higher managers are above the 30 year line and 49% are about the 40 

year line. 
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Figure 4- Age distribution 

 

 

c) Figure  present the gender characteristics by age. In practically all the age groups 

(except the 45-49 age bracket), the male entrepreneurs/higher managers are 

significantly more represented than the female counterparts. The relationship 

male/female is about 2.0, very much higher than the Colombian figures provided by 

GEM either for nascent/new or for established entrepreneurs. These figures reveal that 

there’s a big flaw on gender equality and specific actions must be done. It’s important 

to research more in this specific area, to know better the real reasons why there’re so 

few female entrepreneurs, and also   specific programs and support system should be 

created to foster the participation of women in the creative industries sector. 

d) A very favorable factor for the cultural industries sector is that more than 73% of the 

entrepreneurs/higher managers have an educational level that includes at least 

professional or specialized degrees, and 30% have at least professional degrees (Figure 

6). This is a strength for the development of the enterprises, because entrepreneurs 

with a superior education are more capable to manage a new business and more 

capable to face the different changes of the market.  

e) From the sample, it was found that 60% of the interviewed are entrepreneurs and 40% 

are higher managers without ownership in the business.  
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Figure 5 – Age distribution by Gender 

 

 
 

f) In terms of formalization, 73% of the creative enterprises are completely formalized, 

fulfilling all the Colombian requirements for operations. This number is quite high 

because in Colombia only about 35% of the total enterprises are formalized.  

g) Figure , present the different activities carried out by the enterprises that respond the 

questionnaire.  Music, performing arts and audiovisual represent more than 58% of the 

enterprises interviewed. 

h) One of the principal objectives of the research was to identify the main   roles that in 
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wholesale) Retailers, Venue operators, Broadcasters) 

i) As it is shown, in Figure 8, 68% of the businesses were classified in the area of 

creators, 26% as primary investors and 6% as secondary investors. 
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Figure 6 – Entrepreneur education distribution 

 

 

Figure 7 – Activity Composition 
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Figure 8 – Creative Industry chain value composition 
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industries. Around 40% of the companies have between 1-5 jobs, 15% have between 

6-10 jobs, 8% are companies considered of high growth because they have more than 
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m) Figure  most of the sales of the creative businesses come from national clients, 

followed by local clients and a very low percentage of sales come from international 

clients.  

 

 

 

Figure 9 – Full time employment by Creative Industries 
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Figure 10 – Composition type of clients 
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p) Figure  shows the different sources used by the creative businesses to finance their 

operation:  42% of the financial resources come from the owners of the company, 30% 

come from resources generated by the operation of the enterprise and 20% come either 

from loans or grants. It’s interesting how grants have a great importance in the creative 

sector. This may be the result of different governmental programs and policies that 

foster the creative and cultural industries. However, there’s still a limited access to 

financial options as it will be seen in the creative structural framework. Most 

entrepreneurs think there are a few options of finance and there’s not enough private 

equity funding. Also, most governmental grants are difficult to access due to 

bureaucracy. 
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Figure 11 – Financing sources 
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Physical infrastructure (3.43), interest in innovation (3.42), women’s support to start up 

(3.36), cultural and social norms (3.17).  However all of them are very close to 3.0 and 

needs lots of improvements. 

Figure 12 – NES Entrepreneurial Framework Conditions 
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(2.35) or even by private individuals (2.20). The governmental subsidies are the finance option 

that received the highest score (2.41), but still is a low one to have a positive impact in the 

entrepreneurial system. 

e) Another important condition in any entrepreneurial system is quality and coverage of 

education and training in entrepreneurship and managerial matters to handle the business. 

The experts think there’s a deficiency in the education in primary and secondary regarding 

entrepreneurship. Most schools still don’t have a curricular including entrepreneurship related 

classes nor encourages creativity and personal initiative towards starting a new business. 

Although in colleges and universities there has been a notorious development in including 

these subjects, it is still poor and doesn’t prepare adequately people to manage a new 

creative business. 

The third set of results are the qualitative perception, about the factors that are constraining or 

fostering the entrepreneurial activity in the creative industry and the sectors in which  the 

support systems should be improved  to  increase  the development of the sector. This 

questions were asked to entrepreneurs/higher managers and to the National Experts. Table 1 

presents the main factors that each group identify. 

a) In terms of constraining factors, both groups agree that access to finance is the biggest 

constraint. Also both groups agree that Government policies and Government 

programs are significant constrains to the sector development. The experts considered 

the qualification of the work force as an important constraint and the 

entrepreneurs/high managers included the market structure.  

b) In relations to factors that are fostering the creative industries the two groups agree 

that: the cultural and Social Norms, the Social context, Commercial and professional 

infrastructure/ Institutional Context, and Education and training are the ones that are 

helping the sector. However the experts considered very important the capacity for 

entrepreneurship and management, and the entrepreneurs/high managers included 

Government programs. 
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Table 1 –Constraining Factors 

  E/HM NES  

Constraining 

Factors 

Government policies 9.50% 10.94% Government programs 

Market structure 10.75% 12.50% Government policies 

Government programs 10.93% 16.41% Work Force 

Financial Support 14.34% 20.31% Financial Support 

Fostering Factors 

Commercial and 

professional infrastructure/ 

Institutional Context 

8.35% 10.83% Education and training 

Education and training 13.44% 13.33% Commercial and 

professional infrastructure/ 

Institutional Context 

Cultural and social norms 

and Social Context 

14.05% 14.17% Capacity for 

Entrepreneurship and/or 

management 

Government programs 15.27% 17.50% Cultural and social norms 

and Social Context 

Recommendations 

Factors 

Cultural and social norms 

and Social Context 

9.92% 13.64% Commercial and 

professional infrastructure/ 

Institutional Context 

Government programs 10.53% 13.64% Financial Support 

Financial Support 11.74% 19.70% Government policies 

Education and training 19.43% 19.70% Education and training 

c) Finally, the two groups recommend adjustments in the following factors: Education 

and training, Financial support. The entrepreneurs/high managers did recommend 

adjustments in: Cultural and social   norms and Social context, Government programs. 

The experts included in their recommendations  changes in : Government policies, 

Commercial and professional infrastructure/Institutional  

CONCLUSIONS 

From this preliminary research some conclusions have been derived:  

 The creative industries sector has very specific characteristics which require to be 

studied independently from other sectors and with special methodologies because 

there are many specific variables that have to be considered. 

 A more detailed  conceptual framework has to be developed to establish in a better 

way, the different   characteristics of the different types of enterprises 

 The characterization obtained in this study needs to be confirmed by a greater sample 

and a more random sampling procedure to be sure that all the sectors and subsector be 

dully represented and that all the bias for the voluntary respondant can be controlled. 



24 
 

 There is a need in Colombia to develop specific programs and support systems for 

women to motivate them toward the creative industry sector and to facilitate their 

entrance and their continuity in the sector. 

 There is a need for development programs that allow the growth of the companies, 

because most of them are actually very small ones. More market orientation and more 

international orientation are basic guidelines for any development program that could 

have a significant impact in the process of improving the operation of the creative 

industry sector.  

 The financial constraints did appear in several sections of the study. It is necessary to 

develop in Colombia several systems to finance enterprises and to develop special 

financial programs for creative enterprises. 

 The government programs and the government policies should be revised, because 

neither the entrepreneurs/high managers nor the expert consider that they are at the 

appropriate level.  More action oriented activities and resources should be designed 

and implemented. More actions toward the entrepreneurs and their enterprises should 

be put in place. 

  Managerial and entrepreneurial training specifically oriented to the creative industry 

sector, should be developed at Universities, high schools and elementary schools. The 

universities should start creating centers for the Development of Cultural industries, to 

do the research and the formation required to move forward the sector. New 

educational programs at the undergraduate and graduate level are required. 

 Some intense actions are required to support the IPR in Colombia, to allow the 

intellectual property right producers to receive their fair share of income from their 

productions. 

 An intense marketing campaign should be done to allow the society to recognize the 

importance of the creative industries sector in the economy, the opportunities that 

exist to use the Colombian cultural traditions and developments in a productive way. 

 The market for the creative industries products and service is in expansion and there is 

room for new entrepreneurs. 
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Abstract 

This study uses data from two countries, South Africa and Australia, to assess the effects of 

environmental uncertainty on the likelihood that firms will introduce different types of innovations. 

While this relationship is soundly established in the literature, our contribution is threefold. First, we 

develop an index of objective uncertainty to be contrasted with perceived uncertainty to understand 

their individual and combined effect on innovation. Second, we limit common source bias by using 

data from different sources. Third, we use different forms of innovation as dependent variables to 

provide a more nuanced understanding of the differential effects of uncertainty on different types of 

innovation such as process, product or new to the industry innovation. The findings support our 

assertion that objective and perceived uncertainties differ in how it affects innovation. It also 

illustrates how different types of innovation are nurtured by diverse forms of uncertainty. 

Interestingly, the effect of perceived uncertainty on most types of innovation is fully mediated by 

objective uncertainty, and partially mediated for commercialisation. This leads us to conclude that 

innovation studies should move beyond their use of perceived uncertainty alone to also include an 

objective measure to fully comprehend this relationship. 

 

Introduction 

Innovation is universally important to grow economies, increase job opportunities and improve living 

conditions. Its benefits to the firm are also indisputable. Yet, the context in which innovation occurs is 

multifarious, and changes in the political and economic system interact with market and competitor 

behaviour resulting in diverse entrepreneurial opportunities. In other words, changes at a macro level 

of analysis influence changes at meso- and micro-levels; resulting in context-specific outcomes for the 

entrepreneur (Welter, 2011). Change causes uncertainty in the environment, which in turn triggers 

entrepreneurial or other strategic firm responses. While innovation flourishes in moderately uncertain 

conditions (Zahra, 1993), intense uncertainty may mean less slack for experimentation, a focus on 

price competition, constrained resources, and less time to introduce innovations (Blankenburg & 

Palma, 2009). In this case, resource strapped small firms may react with collaborative behaviours to 



remain innovative and/or competitive (Gronum, Verreynne & Kastelle, 2012) or seek new, 

international markets that are less uncertain. 

 

Environments are not certain or uncertain by themselves – decision-makers observations and opinions 

determines uncertainty and therefore perceptions of uncertainty underpins entrepreneurial activity 

(Liesch, Welch & Buckley, 2011; McKelvie, Haynie & Gustavsson, 2011; Milliken, 1987). 

Institutional theory holds that both public and private institutions and systems in the firm’s 

environment shape social and organizational behavior, influencing firm decision-making in aspects 

related to government policies, behavioral standards and social norms (Manalova & Yan, 2002; 

Smallbone & Welter, 2001; Welter, 2011). However, institutions in emerging economies are often 

underdeveloped; compelling firms in these environments to overcome these voids not always 

experienced by firms in developed economies. While theoretical development, in the innovation 

literature, has centered on understanding how perceived uncertainty influences decisions and 

strategies, it seems if the influence and interaction of objective uncertainty related to perceived 

uncertainty and innovation may be important, but has been neglected. 

 

Further, while recent research find that small firms in China and Russia create informal institutions 

and use social capital to overcome voids left by underdeveloped institutions (Puffer, McCarthy & 

Boisot, 2010), studies on small firm behaviours in African countries remain limited. The objective 

environment in which small firms in different economies and industries innovate remains an 

understudied phenomenon, yet it has the potential to increase our understanding of small firm 

innovation in different countries. Further, limited cross country analysis invites the criticism that 

innovation theory has a developed country bias and that innovation manifests differently in developed 

versus developing country contexts. Therefore we ask: How do established small firms in an emerging 

and developed economy respond to different types of perceived and objective uncertainty in terms of 

their product and process innovation?  

 

Our results indicate that process and product/service innovators react differently to perceived 

uncertainty. Process innovators react to demand issues, either by innovating more (in the case of 

problems with international access) or less (in the case of a lack of demand). Product/service 

innovators are not influenced by perceived uncertainty. Both types of innovators are influenced by 

hostility in markets, but process innovators more so than product/service innovators. The novelty of 

innovation was not affected by perceived uncertainty, but novel, industry-level innovators, respond to 

objective uncertainty with increased innovation. In terms of innovation breadth, a negative influence 

was observed when firms reported a lack of skills, but a positive influence when access to overseas 

markets was a problem. Innovation breadth was only slightly impacted by objective uncertainty. Last, 

commercialisation (sales from innovation) increased when firms reported a lack of skills, issues with 



technology and increased competition. The impact of objective uncertainty was also almost negligible 

for these innovators. Interestingly, the effect of perceived uncertainty on most types of innovation is 

fully mediated by objective uncertainty, and partially mediated for commercialisation. This leads us to 

conclude that innovation studies should move beyond their use of perceived uncertainty alone, to also 

include objective measures to fully comprehend this relationship. These and other results are further 

explored in the full paper. 
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SUMMARY 

This paper focuses on the development of post-incubation firms. The research questions of 

this study are: What kind of financial performance the post-incubation firms have? What is 

the share of gazelles among post-incubation firms? How have the post-incubation firms 

developed compared with the total population of SMEs? The data consists of 203 firms 

incubated in Aalto Start-up Center incubator where from 175 firms were still active (survival 

rate 86 %). Four year financial statement data was available from 112 firms (55 %) and 19 of 

these firms were identified as gazelle companies but only 6 of them fulfilled all the 

conditions. Post-incubation firms grew substantially faster than the whole business 

population in Finland. Gazelles performed better than the other  post-incubation businesses. 

The share of profitable post-incubation firms had increased in 2010 which proposes that more 

post-incubation firms will be capable to sustainable development.  
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INTRODUCTION 

 

Current practices in venture programs typically provide for infrastructure such as incubators 

which offer an array of different resources and services. These services include for example 

assistance in business planning, networking, intellectual property rights issues and training in 

entrepreneurship and management (e.g.  Malecki 1997, Virtanen & Laukkanen, 2002). Quite 

a lot attention has been devoted to the description of incubator facilities but focus on the 

incubatees, the innovations they seek to diffuse, and especially the outcome incubators have 

generated, has played a smaller role in these studies (Hacket and Dilts, 2004).  

 

Generally the results and outcome of incubator activities propose higher survival rates when 

the tenants are compared with non-incubator firms. However, Amezcua (2010) examined 

19,000 incubated companies in the US and suggested that they failed at almost the same rate 

as companies that were not supported by incubators.  Similarly Hansen et. al. (2000) asked 

whether incubators truly are a valuable and enduring way to foster new venture process. They 

found out that many incubators offer little more than a place to set up a shop and nothing 

else.  

 

On the other hand Abetti (2004) concluded that the proactive approach taken by the 

government represents a viable method for accelerating economic growth and 

entrepreneurship in a region. However, he raises the question whether identical models can 

be transposable and applicable to different cultural contexts.  

 

These partly conflicting results do not deny the importance of the more detailed analysis of 

the outcome of business incubators, since in many countries incubators are an essential part 

of strategy for economic development as communities, which foster innovations, 

entrepreneurship and job creation. However, the measurement of outcome of incubators has 

mainly been based on the short term analysis of survival or failure of incubated companies. 

Based on our more rich research base in high growth businesses it could be asked do the 

survival and failure rates really describe the success of the incubation process? The literature 

of gazelle companies suggests that it is only a small proportion of the total business 

population which contributes most in the job creation in the society (Birch, 1981; Acs et. al., 

2008; Autio, 2009).  
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This paper focuses on the development of post-incubation firms. The development of gazelle 

companies will be differentiated and compared with the development of other businesses. We 

will answer the following research questions: What kind of financial performance the 

incubated firms have after their incubation process? What is the share of gazelles among 

post-incubation firms? What kind of financial performance the gazelles will have compared 

with the other incubated companies and with the total population of businesses? How do the 

post incubation firms contribute to job creation?  

 

The paper is organized so that first we will give a review of the former research in field of 

incubation and the outcomes of incubation process. The literature review will include also the 

contributions to the high growth entrepreneurship i.e. to the analysis of the definitions and 

development of gazelle companies. In the third chapter we will describe the methodology and 

data of the study. This analysis includes the description of the context of the study which is 

Aalto Start-up Center, an incubator organized by Aalto University School of Economics 

Small Business Center in Helsinki, Finland. In the fourth chapter we will introduce the results 

of the study. In the last section the conclusions, limitation and propositions for future research 

orientation in the outcome of incubation process and the role of gazelle companies will be 

discussed.  

 

Aalto Start-Up Center (ASUC)  

 

Aalto University School of Economics Small Business Center runs Aalto Start-up Center 

(ASUC) which is an incubator concentrating currently on information technology, knowledge 

intensive businesses and creative industries. ASUC is currently one of Europe’s largest 

incubators and a significant global actor. The incubator was established in 1997 (former 

names Caduceus, New Business Center, Start Up Center). In 2010 when Helsinki School of 

Economics (HSE), Helsinki University of Technology (HUT) and University of Industrial 

Arts and Design (UIAH)  in Helsinki were combined to form Aalto University the incubator 

of UIAH called Arabus was merged to Aalto Start-up Center. 

 

ASUC premises located in Helsinki include 1500 m2 of facilities in a modern cluster of 

growth. Altogether 80 start-ups are operating in the ASUC incubator and 25 of the incubatees 

are from creative fields. The total personnel employed by the incubatees are around 250. 
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Annually 30-40 new well-founded tenants (teams) (2/3 with Aalto background) will be 

selected. An incubator contract is always made for one year at a time, the maximum 

incubation time for a company being three years. ASUC is a project financed partly by The 

Centres for Economic Development, Transport and the Environment and City of Helsinki. 

The personnel of the project include Project Manager Marika Paakkala and 5 persons in 

counselling and marketing activities. The project is governed by the Steering Group. The 

Advisory Board will help the incubator in planning the future activities. 

 

The Aalto Start-Up Center offers high-quality management consultancy, versatile expert 

networks and furnished premises for the chosen companies. Along with business planning 

and financing guidance the coaching concentrates specifically on the sales process of the 

company. The services are provided for different stages of the venture development including 

pre-incubation, incubation and post-incubation stages. Different stages include training in 

study programs, coaching and mentoring services.   

 

In order to be eligible the company must be Finnish, possess a business ID and be less than 3 

years old. The type of company does not matter, but it is recommended to establish a limited 

company. The selection criteria of ASUC are growth motivation and orientation, 

innovativeness and passion for success and scalability of the business. Preference is given to 

knowledge intensive, technology-based businesses ideas and start-ups in creative fields.   

 

The selection process starts with application where after the personnel will evaluate the 

venture and decide about the next stage. In the final part the business plan of the applicant 

will be evaluated and discussed it in detail. After acquiring all the necessary material the 

business advisor will form a selection report, which will be handled in weekly staff meeting 

together with selection reports of other applicants. The final decision will be made within 1-2 

weeks of acquiring all the relevant material. 

 

ASUC is a project financed partly by public funds and thus it is a not for profit incubator. 

Non-profit incubators could be seen as social enterprises which create value added for the 

society by fostering entrepreneurship and through entrepreneurship contribute to economic 

growth and job creation. Hacket and Dilts (2004) suggest that non-profit incubators represent 

politically rational model for allocating community resources and demonstrating the 
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community’s long-term commitment to facilitating economic development through 

entrepreneurship 

 

FORMER STUDIES AND DEFINITIONS 

 

Usually the purpose of business incubators is to foster innovations and new venture 

development. Large share of incubators are established to serve as successive development 

environments of higher education institutions (Virtanen and Laukkanen, 2002). Business 

incubation has also been a target of scientific research since early 1980’s (Hacket and Dilts, 

20004). The role of incubators as well as research of incubators has faced several challenges 

including first of all the definition and measurement of concepts and the outcome of the 

process. In this study we ignore the incubator and incubation process and focus on the firms, 

which have been incubated, after their exit from the incubator. However, it is important to 

build a framework of the context that may and should have had some impact on the 

development of these ventures.  

 

Hacket and Dilts (2004) reviewed systematically business incubation research where they 

discovered five primary research orientations:   

1) incubator development studies 

2) incubator configuration studies 

3) incubatee development studies 

4) incubator-incubation impact studies  

5) theoretical studies about incubators – incubation 

Our study could be categorized to contribute mainly to the point 4 since the research 

questions posed in those studies are similar. Two similar research questions are: 1) How can 

business incubation outcomes be evaluated? and 2) Have business incubators impacted new 

venture survival rates, job creation and industrial innovation rates? (Hacked and Dilts, 2004).  

 

Impact studies have often concentrated on finding out are the failure rates in incubation lower 

than without incubation process (e.g.  Amezcua, 2010). Amezcua (2010) posed two research 

questions: 1)  Do incubated firms outperform their unincubated peers? and 2) Does the 

economic performance of incubated firms vary according to design characteristics of 

incubators and attributes of the entrepreneur? His idea was that, if incubation adds value that 
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enhances the survival and performance of new ventures, after the incubation the firms should 

survive and demonstrate higher overall performance than their unincubated counter-parts. 

This would mean that incubated firms have developed a set of routines, competencies, and 

structures that allow them to win in the competition for limited resources. As the measures of 

performance Amezcua (21010) uses survival and sales and employment growth.  His study 

answers also to the question do the incubators speed up the growth process? He concludes 

that business incubation has a positive impact on sales and employment growth but it lowers 

the expected life span of incubated businesses. What is the reason for negative correlation 

between high growth and survival? The explanation could be that high growth means higher 

risks and higher risks increase the probability of failure. Thus in studying post incubation 

performance we should also pay attention to not only growth but also to profitability of the 

venture.  

 

Rothaermel  and Thursby (2005) studied the impact of university – incubator knowledge 

flows on incubator firm performance. Their 79 firm sample was taken from Advanced 

Technology Development Center, which is a technology incubator sponsored by the Georgia 

Institute of Technology. The researchers followed each firm for a minimum of 4 years to 

assess the performance of incubator firms. Through the annual survey instrument longitudinal 

data was collected from the years 1998 – 2003 (Rothaermel and Thursby, 2005). One 

essential question in this context is that how do we measure the outcome of incubators? 

Rothaermel  and Thursby (2005) considered acquisitions as part of successful graduation 

based on qualitative assessments of the incubator managers. However, their study was not 

direct performance study but an analysis of knowledge flows from university to incubator 

firms. They found some evidence of these knowledge flows but more evidence of the firm’s 

absorptive capacity. Absorptive capacity means a venture’s ability to recognize the new 

information and to absorb and apply this information in its development process.  

 

This idea leads us to the responsiveness of the incubator tenants which is dependent on their 

capabilities. On the other hand, the selection process of incubators affects the quality of the 

tenants. Colombo and Delmastro (2002) concluded that Italian science parks managed to 

attract entrepreneurs with better human capital, as measured by educational attainments and 

prior working experience. Thus it could be argued that analysis of the performance of post 

incubation firms includes the selection bias since the “due diligence” process of incubators 
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strives to select high potential ventures which are probable to grow and perform well in the 

future if they succeed well in their development process.  

 

Gazelles and their definitions 

From the early works of Birch (1981, 1987) the research on gazelles has expanded 

significantly and gazelles are often used as a synonym for all types of high-growth 

companies. Delmar et al. (2003) suggested five categories for appraisal of gazelles. These 

categories are:  

1) measurement period 2) growth indicator 3) measurement of growth 4) growth process and 

5) firm demographics.  

 

The most often used measurement period in the analysis of high growth businesses has been 

3 – 5 years (Heimonen and Virtanen, 2012). In the former literature it has been concluded 

that sales/turnover measures growth well, and has even been nominated the most preferable 

of all growth indicators (e.g. Delmar 2003; Ardichvili et al. 1998). Usually the definitions of 

gazelles have used relative measures of growth (c.f. Davidsson and Wiklund, 2000). In some 

cases the process has also been described outside the high growth period (Acs et. al., 2008, 

Virtanen and Heimonen, 2011).  

 

The main reason why society is so interested in gazelle companies is their huge impact in the 

process of job creation. Birch (1981) found out that two thirds of the jobs created over the 

study period by firms with firms which have less than 20 employees. Acs et. al. (2008) 

suggest that businesses with less than 20 employees responded on one third of the job growth 

and firms with 20 – 499 employees generated 24,1 % of job growth. But opposite to Birch’s 

results companies employing more than 500 persons created 42,4 % of the total job growth 

during the study period 

 

Birch et. al. (1995) considered companies as gazelles if they reached a 20 % yearly growth in 

sales for four years and started out with a base-year revenue of $100 000 at the start of the 

observation period. This growth rate means the doubling of the sales within four year period.  

Utilizing sales as the only growth variable is not without merit as it also simplifies the 

research process. On the downside, sales are affected by inflation and exchange rates, and it 

may be inappropriate for certain industries where assets and employment grow before sales.  
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Acs  et. al. (2008) proposes that in addition to turnover, attention should be paid to 

employment when assessing gazelles. They call rapidly growing firms as “high-impact firms” 

(HIF) since they  have a disproportionately large impact on growth in employment, revenue 

and productivity (Acs et. al., 2008). They define  HIF as the firm whose sales have at least 

doubled over the most recent four-year period and which has an employment growth 

quantifier (EGQ: absolute and percentage change in employment) of two or greater over the 

same period. The use of the EGQ is justified, as it mitigates the unfavourable impact of solely 

measuring employment in either percentage or absolute terms – i.e. biases towards small or 

large firms.  

 

OECD and Eurostat define gazelles as enterprises with 20% annual growth in employees or 

turnover over a three-year period, and with ten or more employees at the beginning of the 

observation period. Although this definition may at first seem like a safe middle ground, it 

has been validated by experts from national statistics offices around the world, and a 

comprehensive sensitivity analysis by Petersen and Ahmad (2007). The employee-based size 

threshold is set at a level that strives to achieve a high sample size without over-representing 

small businesses. However, this definition may be criticized because the shorter time span of 

the analysis. Doubling of the sales during four year period (three growth figures) would 

demand for 30 % annual growth (Heimonen and Virtanen, 2012).  

 

Definition of gazelles in Aalto Start-up Center  

 

Aalto Start-Up Center (ASUC) has adopted its gazelle definition from the Danish financial 

magazine Børsen. This definition includes four different criteria.  

1. turnover of the venture should be larger than 135 000 € every year during the four 

year period 

2. growth of turnover and gross profit should be positive every year (three observations) 

3.  cumulative net profit should be positive during the period of analysis 

4. turnover and gross profit should be doubled during the research period  

 

In other words, the chosen growth indicators are turnover, profitability and threshold size, 

and the measurement period is 4 years. The first criterion refers to the size and the third one 

to profitability of the firm. Conditions 2 and 4 measure the growth of the venture.  
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It should be noted that all sample companies reside in a business incubator, and are thus not 

entirely comparable to average start-ups.  The clear distinction of this definition is the 

inclusion of profitability as a growth indictor. Supplementary growth variables are 

recommendable when attainable, and profits have the clear advantage of taking also company 

costs into consideration. A monetary size threshold is logical for ASUC, as many incubator 

companies function with only a handful of employees – if an employee size threshold were to 

be used, it would have to be set very low, which in turn could result in a bias towards the 

smallest companies.   

. 

 

METHODOLOGY AND DATA 

The approach in this study is pragmatic and nature of the analysis is descriptive and 

normative. We have not tried to build theoretical framework but have followed the financial 

performance of the incubated companies. Thus we follow Bygrave’s (2006) thoughts about 

importance descriptive field studies and Siegel et al. (1993) who stated that: “A longitudinal 

study that follows companies through defined stages of growth and focuses on the 

characteristics that set companies apart at different stages in their life cycle would greatly 

contribute to our ability to predict winners and losers at their inception.”. 

 

The studied businesses have been incubated in Aalto Start-up Center or its predecessors and 

exited by the end of the year 2011. Information from the development since 2007 was 

available from about one third of post-incubation firms. Financial data of the study was 

gathered from the Voitto + Data base including four year periods 2006 – 2009 and 2007 - 

2010. The unit of analysis in this study will be a venture which has been incubated and exited 

the incubator. Every single firm was checked and the gathered data included growth, 

profitability and size figures of the venture. The financial development of the businesses was 

analysed by studying the development paths of the ventures and the distributions of financial 

ratios.  

 

We defined four categories of gazelles depending on their size, growth and profitability. If all 

the terms (size, growth, profitability) were fulfilled the firm is called as a gazelle. Fawns of 
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gazelles are such businesses which achieve substantial growth and profitability but not the 

demanded size of the business. Prodigal gazelles are large enough and grow substantially but 

are not profitable. In the group of premature infant gazelles only the growth aspect will be 

fulfilled.  

• Categorisation in 4 groups: 

– Gazelles (all the conditions fulfilled) 

– Fawns of the Gazelles (growth and profitability fulfilled) 

– Prodigal Gazelles (growth and size fulfilled) 

– Premature Infant Gazelles (Growth fulfilled) 

 

.  

RESULTS OF THE STUDY 

 

In this section we will analyse the results of the study starting from the distributions of post 

incubation firms. Altogether the amount of post incubation firms at the end of the year 2010 

was 276 firms. However, 73 of them have been established after the year 2007 and thus they 

cannot have four year accounting history which was required to be included in the sample of 

this study. In the population of this study we have included all those companies which have 

been established earlier than the year 2008.  

 



11 
 

Table 1: Post-incubation firms with four year financial data 

Established Group 1.1  Group 1.2  Group 1.3 (no  Group 1  Group 2 
Post-
incubation 

 
(4 year data) 

(1- 3 year 
data) Voitto+ data) Total (not firms   

     
active) Total 

-1999 29 2 8 39 5 44 

2000 9 4 1 14 3 17 

2001 7 3 3 13 5 18 

2002 8 4 4 16 2 18 

2003 12 1 3 16 6 22 

2004 13 1 5 19 4 23 

2005 9 3 6 18 1 19 

2006 13 6 3 22 1 23 

2007 12 4 2 18 1 19 

Total 112 28 35 175 28 203 

 
55 % 14 % 17 % 86 % 14 % 100 % 

 

 

From the Table 1 we may derive the survival rate of the firms. The follow up data of ASUC 

reveals that 86 % of the companies, which have been incubated, survive more than three 

years. The failure rate of those 34 businesses established in the years 2005 – 2007 is really 

low being less than 9 %. Thus 9 out of ten companies established in those years and 

incubated in ASUC will survive longer than 4 years.  Taking into account the incubation 

period which is two years all the survived businesses have survived outside the incubator 

longer than one accounting period. This implies that they are not only dependent on the low 

cost facilities and support of incubator.  

 

In the analysis of gazelle companies we included 112 (55 %) firms where from financial data 

from four year period 2007 – 2010 was available.  From 28 firms (14 %) financial data was 

available from three year period only and 35 firms (17 %) did not have any financial data 

available in Voitto + database.  

 

In analysing the loss of the data we should take into account that in order to be eligible to be a 

tenant of ASUC incubator the company should have been established less than three years 

before the application process. The maximum length of the incubation period is three years 

and certain form of the business has not required but limited company form has been 
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recommended. One reason for the lack of financial data from Voitto + database could be form 

of business. According the Finnish norms limited companies have been responsible for 

delivering their financial statements to Patent and Registration Office (PRH) whereas small 

and medium sized partnerships have not been obligated to the delivery.  It could be expected 

that in the future there will be less missing data since the Tax Authorities have been 

delivering financial statements of limited companies to PRH since the year 2009.  

 

 

Characteristics of post incubation companies 

The amount of post-incubation gazelles 

In Figure 1 we have described the characteristics of post-incubation companies in 2006 – 

2009 (n= 78) and 2007 – 2010 (n= 112). In this figure we have categorised growth, 

profitability and size of the firm. When all the conditions are fulfilled the venture is classified 

as a gazelle company. The amount and share of gazelles has decreased from the previous 

study from the years 2006 – 2009 (Figure 1, Table 2). In the former study the share of 

gazelles was 13 % whereas in this analysis the share of the gazelles has decreased to 5 % of 

the sample. The share of prodigal and premature infant gazelles has remained stable but the 

share of fawns of gazelles has increased with 3 %.  The overall share of gazelles has 

decreased from 27 % to 22 %. This decrease is probably a consequence of recession and 

European financial crisis.   

 

However, the positive sign of the development of post incubation firms is the increase in the 

amount of profitable companies. In 2006 – 2009 the overall share of profitable companies 

was 18 % and it has grown by 6 percentage points to 24 % in 2007 – 2010.  Comparing to the 

results of Amezcua (2010) referred above it could be concluded that in order to achieve 

sustainable growth a venture should strive for profitability first.  
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2006 - 2009 2007 - 2010

 

 

 

Figure 1: Characteristics of post-incubation companies in 2006 – 2009 and 2007 - 2010 
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Table 2: Post-incubation businesses in 2006 – 2009 and 2007 - 2010 

Post-incubation businesses in 2006 - 2009 and 2007 - 2010 

Number % % 

Gazelles 10 13 6 5

Fawns of gazelles 5 6 10 9

Prodigal gazelles 3 4 3 3

Premature infant gazelles 3 4 6 5

Total gazelles 21 27 25 22

Profitability 14 18 27 24

Profitability + size 17 22 27 24

Size 8 10 7 6

None of the conditions 18 23 26 23

Total 78 100 112 99

2007 - 20102006 - 2009

 

 

Development of turnover in post-incubation firms 

The total turnover of the post incubation firms was about 85 million euros in 2010 (Figure 2). 

Thus the  average turnover is about 0.75 million euros. Almost one third of this turnover is 

generated by gazelle companies and about 6 % by fawns of the gazelles. Both gazelles and fawns 

of the gazelles have increased their share substantially from the year 2007. Then the share of 

gazelles was 18 % and the share of fawns of gazelles less than one percentage. The average 

turnover of the gazelle companies was 4.7 million euros and fawns of gazelles 0.5 million euros 

in 2010.  

 

However, compared to the last year of the previous period 2006 – 2009 the share of gazelles has 

decreased. In 2009 the share of gazelles from the total turnover of post incubation firms was 42 

%. This shows the sensitivity of the data as well as the importance of the time span when 

evalauting the performance of ventures.  
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Figure 2: Development of turnover in post-incubation firms in 2007 – 2010 

 

The development of turnover compared with the total business population 

In spite of the recession the turnover of post-incubator tenants grew 17 % in 2009 and 14 % in 

2010 when simultaneously the turnover of all the firms decreased by 15 % in 2009 and increased 

by 7 % in 2010 (Figure 3). In small businesses the decrease of turnover was 10 % in 2009 and 

increase 7 % in 2010. Compared to the total business population we can conclude that on the 

average post-incubation firms perform better, and all in all small businesses perform better 

during the recession than the whole business population. Naturally gazelles outperform the other 

groups in sales growth because according to the definition they will have on the average more 

than 20 % annual growth. 
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Figure 3: Growth of turnover in post incubation businesses compared with the total business 

population 2007-2010 

 

Profitability of post-incubation firms 

When we have a look at the distribution of the companies according different characteristics it is 

noteworthy that altogether 62 % of the sample in 2007 – 2010 can be categorized to be 

continuously profitable (Figure 4). The total amount of profitable gazelles which includes also 

the so called fawns of gazelles was  16 companies (14 %). Figure 4 shows that gazelles and 

fawns of gazelles have been clearly more profitable compared with other companies. The 

average level of the net profit percentage of profitable gazelles varies between 10 – 15 %. It 

should be noticed that in 2009 the profitability of other firms has increased but the profitability 

of gazelles and fawns of gazelles have decreased. This could be a sign of counter cyclical nature 

of the development of gazelles.  
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Figure 4: Net profit of post incubation gazelles (%) in  2007-2010 

Compared to the previous study we notice that in the sample from the years 2006 – 2009 fawns 

of gazelles were profitable both in 2006 and 2007. In the sample from the years 2007 – 2010 the 

net profit of the fawns of gazelles was negative whereas in the previous sample net profit of this 

category was about 6 % in the year 2007. But the profit of this category had decreased 2.7 % 

from the year 2006.  

 

Comparison with previous growth and post incubation studies 

From the perspective of recent studies in growth entrepreneurship the outcome of the 

performance of post-incubation businesses is encouraging. For example Davidsson et. al. (2009), 

Steffens et. al. (2009) and Kiviluoto (2011) emphasize the importance of profitability in creation 

of sustainable growth. Kiviluoto (2011) argues that growth and especially high-growth has 

replaced profitability as the main focus of entrepreneurship research.  Both Davidsson et. al. 

(2009) and Steffens et. al. (2009) proposes that profitability precedes sustainable growth. 

Virtanen and Heimonen (2011) discovered also that family businesses strive for profitability first 

and growth will be considered thereafter. Thus it seems that those profitable firms which do not 
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belong to the category of gazelles yet have a lot of potential to become gazelles in the future. 

Even if they would not be striving for high growth the survival of these companies will be more 

probable as the ones which do not possess good profitability. Heimonen and Virtanen (2012) 

concluded that growth and financial success are inversely related because high growth demands 

a lot of financial resources and this may decrease the profitability of growing businesses.  

 

 

DISCUSSION AND CONCLUSIONS   

The answer to the question what kind of financial performance the post-incubation firms 

have is quite obvious. The growth of turnover in post incubation businesses compared with the 

total business population in 2007-2010 has been continuously at the higher level than in the 

control groups. The reason for the superior performance is probably the selection process of 

incubators where such ventures which have high growth motivation will be selected. Colombo 

and Delmastro (2002)  suggest that incubators have an important positive selection role and thus 

the tenants have  better capabilities than their non-incubated counterparts. When we compare the 

total business population we may argue that small businesses have performed better than the 

whole business population but gazelles perform better than small businesses. 

 

The share of gazelles among post-incubation firms in 2010 was 5 % which is quite near to 

the previous results compared with the total population of firms (2 – 8 %). However, in 2009 the 

share of gazelles was more than double compared to the year 2010. The impact of financial crisis 

could be seen in the development of the businesses in 2009 – 2010 meaning decrease in the 

turnover and increase in avoidance of risks. This can really be derived from the fact that the 

share has decreased in 2006  - 2007 from 17 % to 13 % compared to 2005 – 2008 and further to 

the latest figure 5 % in 2010.  The results of the study suggest that if we use only growth as the 

criterion for the gazelle company the share of gazelles is clearly larger in the population of 

incubated firms than in the overall population of businesses. Altogether 27 % of the post-

incubation firms grew substantially after their incubation period in 2007 - 2010. The survival rate 

of post-incubation firms is outstanding being 86 %.  Similarly as  Rothaermel  and Thursby 
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(2005) we considered survival to mean the continuation after incubation as a stand-alone going 

concern or acquisition of the company. 

 

The results of this research strengthen the perception that incubators contribute to the 

performance of their tenants. Potential incubator tenants may benefit from these results by 

seeking such incubators which have good results in producing post-incubation gazelles. 

Incubators may use these results in promoting their activities and selecting their tenants. The 

results propose that public policy should promote such incubators which are capable to introduce 

selective process and pick up tenants that have good potential. Aalto University Start-up Center 

has developed a model which includes pre-incubation, incubation and post-incubation activities. 

This model together with rather strict criteria for selection as a tenant of the incubator has 

produced very good results (c.f. Colombo and Delmastro, 2002).  

 

Because the study describes the development of post-incubation gazelles it will of course include 

several limitations. The starting point is inclusion of all the post-incubation firms in the 

population where from those which have delivered sufficient information to be included in 

Voitto + data base were selected. This kind of approach will cause bias in the data since it is 

probable that those businesses which do not succeed very well are most probably those who 

abandon their announcement responsibility.  

 

We suggest that the future research on incubators and incubation process could be more clearly 

staged and focused according to the stage where the entrepreneurs and businesses enter and exit 

the process. This means differentiating pre-incubation, incubation and post-incubation stages. 

The goals and objectives of the process are different in different stages. In pre-incubation stage 

the major objective is to prepare entrepreneurs and entrepreneurial teams to establish an 

“incubator ready” venture where the entrepreneurial team understands how to attract external 

resources during their role as incubator tenant. As an incubator tenant the venture will widen the 

external resource base through actions in incubator community. In the post-incubation stage 

ventures apply the learning in the incubation process within their current context. This means 

mobilizing of the external resources widely in their daily operations. More research would be 

needed also in the demand for incubator position since it is very scarcely studied area.  
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BUSINESS INCUBATOR:  

A “CRADLE”FOR SMEs AND INNOVATION 

 
Liming Wang, Business School  

Shandong University of Technology, P.R.China, wlm@sdut.edu.cn 

 

Incubator has already been proven to be of great value in promoting small and medium 

enterprise (SME) entrepreneurship activities and technological development in developed and 

developing countries. Incubator not only provides a diversified and integrated service for 

entrepreneurial ventures but also contributes upward to regional and national innovation and 

economic growth. 

 

This paper tries to perceive and survey experiences of china’s incubators. In this paper, 

Background of the theory and purposes of incubator are analyzed. The core status of 

incubator in China’s technical innovation system is sketched out. The systematic collection of 

business incubator data we’ve collected help us to understand incubators’ performance. to 

find out success reasons and imperfection factors, to search for proper countermeasures and 

foresee incubators’ future development in China. 

 

Key words：Incubator, SME, Entrepreneur, Development, Countermeasure.           
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1 INTRODUCTION 

 

The National Business Incubation Association (NBIA) of USA defines business incubators 

as: “a comprehensive business-assistance program targeted to help start-up and early-state 

firms, with the goal of improving their chances to grow into healthy, sustainable 

companies.”
1
 Furthermore the definitions of business incubators by a number of international 

organizations such as UN-ECE and ANPROTEC have a common feature that is to help the 

“growth and survival of new companies through support or help” .In 2009, Under the 

background of world financial crises, President Obama of USA pledged $250 million a year 

in federal funds to seed a regional network of such organizations--an effort aimed at growing 

jobs and innovation.
2
 

The formal concept of business incubation began in the USA in 1959 when Joseph Mancuso 

opened the Batavia Industrial Center in a Batavia, New York, warehouse. It began as a real 

estate venture, essentially an attempt to utilize unused manufacturing building space. Then, 

some incubators have evolved to provide a range of services to help businesses succeed. 

From the 1970s onwards, business incubators in developed countries became a tool for 

improving regional and national competitiveness by fostering the emergence of innovative 

and technology-based firms. This shift was accelerated in the 1980s by linking the incubator 

concept more closely to higher education and public research institutions. Incubation 

expanded in the U.S. in the 1980s and spread to the UK and Europe through various related 

forms (e.g. innovation centres, science parks). Nowadays, the industry has grown 

dramatically, both in terms of the number of programs in operation and the depth and breadth 

of services they offer. The National Business Incubation Association (NBIA) estimates that 

there are about 7,000 incubators worldwide. More than 1,000 are in Asia (approximately half 

in China), 1,400 in North America, with 1,115 incubators in the United States. 900 in Europe 

and close to 400 in Latin America.  

Incubation activity has not been limited to developed countries. Incubation environments are 

now being implemented in developing countries and raising interest for financial support 

from organizations such as UNIDO,the World Bank and APEC. Business incubators are 

especially active in particular sectors which are relatively technology-intensive. Enterprises 

                                                 
1 Adkins, Dinah, A Brief History of Business Incubation in the United States. National Business Incubation 

Association, Athens, Ohio. 2002. 
2 Dennis Romero ,A New Take on Incubators. 

http://www.entrepreneur.com/magazine/entrepreneur/2009/may/201228.html.     

http://www.answers.com/topic/batavia-city-new-york
http://www.answers.com/topic/united-kingdom
http://www.answers.com/topic/united-nations-industrial-development-organization
http://www.answers.com/topic/world-bank-2
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targeted under such schemes are typically small start-up companies which require support in 

terms of finance, technology and marketing.  

 

2 PURPOSES AND FUNCTIONS OF INCUBATOR 

 

The first incubator was simple: utilize unused factory floor space. Now, broadly speaking, the 

purpose of incubators is claimed to be “To increase the chances of an incubate firm surviving 

its formative years”
3
 and to “nurture the development of entrepreneurial companies, helping 

them survive and grow during the start-up period, when they are most vulnerable...Incubator 

graduates create jobs, revitalizing neighborhoods and commercialize new technologies, thus 

strengthening local, regional and even national economies.”
4
  

The International Labour Organization argues that small business incubators are innovative 

instruments that are increasingly considered to be of prime importance in developing and 

promoting competitive small firms. SMEs are an integral part of the economy and an 

important source of components and materials for the larger industries. They represent 99.7 

percent of all employer firms; Employ half of all private sector employees; and have 

generated 60 to 80 percent of net new jobs over the past decade in USA. Statistics from other 

countries are similar to USA. However, SMEs’ survival rate is very low. One-third of new 

small businesses don’t exist after two years, and 56 percent don’t exist after four years.
5
Their 

Survival rate is not more than 20%. Small business incubators are a strategy intended to assist 

small businesses to be successful. An incubation programme’s main goal is to produce 

successful graduates: businesses that are financially viable and free-standing when they leave 

the incubator, usually within two to three years. Thirty percent of incubator clients typically 

graduate each year. 87 percent of incubator graduates were still in business.
6
 Thus, a business 

incubator is an economic development tool designed to accelerate the growth and success of 

entrepreneurial companies through an array of business support resources and services. 

According to the survey of NBIA,USA, Incubators’ goals include: Create local jobs (84%); 

Foster entrepreneurial climate (77%);Commercialize technology (54%);Diversify local 

economies (48%);Build/accelerate local industry growth (48%);Retain firms in community 

(45%)；Encourage minority or women entrepreneurship (30%)；Generate revenue (28)%；

                                                 
3 Hackett, Sean M. with David M. Dilts. “A Systematic Review of Business Incubation Research,” Journal of 

Technology Transfer, Vol. 29, 2004, page 60. 
4 National Business Incubation Association, “Business Incubation FAQ.” April 2007. 
5 Small Business Administration, Office of Advocacy: Frequently Asked Question. June 2006. 
6 United States of America, Department of Commerce,Impact of Incubator Investments (1997). 
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Identify potential spin-ins or spin-outs (25%)；Generate benefits for sponsors (19%)；

Revitalize distressed neighborhood (18%)；Move people from welfare to work (8%).  

The value added continuum set out in Table 1 below helps to assemble incubators into a 

number of groups and reveal incubators’ primary objective and secondary objective. 

Table 1: The Business Incubator Continuum - Facility Objectives 

 

Real Estate 

 

Value Added Through 

←…………………………→ 

Business 

Developm

ent 

For-Profit 

Property 

Development 

Incubators 

Non-Profit 

Development 

Corporation 

Incubators 

Academic 

Incubators 

For-Profit 

Seed 

Capital 

Incubators 

Primary 

Objective 

Real estate 

appreciation 

• Sell 

proprietary 

services to 

tenants 

Job creation 

Positive 

statement of 

entrepreneurial 

potential 

Faculty industry 

collaboration 

Commercialise 

university 

research 

Capitalise 

investment 

opportunit

y 

• Rapid 

enterprise 

growth 

Secondary 

Objective 

Create 

opportunity 

for 

technology 

transfer 

• Create 

investment 

opportunity 

•Generate 

sustainable 

income for 

organisation 

•Diversify 

economic base, 

•Bolster tax 

base 

•Complement 

existing 

programs and 

utilise vacant 

facilities 

•Strengthen 

service and 

instructional 

mission  

•Capitalise 

investment 

opportunity 

•Create good 

will 

between 

institution and 

community 

•Product 

Developm

ent 

• Self 

Sufficienc

y 

• Wealth 

creation 

Source: Allen D. N. & McCluskey R. 1990, page 65. 

 

3 BUSINESS INCUBATORS IN CHINA: DEVELOPMENT AND EXPERIENCE 

 

3.1 History and Present Situation  

 

The Government of China has implemented the Torch Program and identified science and 

technology industrial parks (herein after referred to as STIPs) and technology business 

incubators as means to industrialize technology and to enhance the competitiveness of small 

and medium-sized enterprises. 

At the end of the 1980s, with the deepening of China’s reforming in science and technology 

and economic restructuring as well as her policy of opening up to the outside world, the 

situation especially the transformation of scientific achievements necessitated the birth of 

technology business incubators. In 1987, Mr. Rustam Lalkaka, then Director, United Nations 

Fund for Science and Technology Development (UNFSTD) made a suggestion to the Science 
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and Technology Minister of China at that time to set up technology business incubators in 

China. In the same year, funded by UNDP and the Government of China, the National 

Research Centre for Science and Technology for Development conducted a study on the 

feasibility of establishing business incubators – high and new technology incubators in China. 

Wuhan, Tianjin, Guangzhou, Shenzhen, Xi’an Jiaotong University and Shanghai also carried 

out similar studies. In June 1987, China’s first business incubator – Wuhan Donghu Pioneers 

Centre was formally established. Since then, business incubators have sprung up in 

China.Nearly 30 business incubators were successively established in China during 1989-

1990. In 1991, a group of business incubators with their own floor space were successively 

established and put into operation in Tianjin, Chengdu and some other places. At that time, 

there were nearly 40 business incubators in the whole country; more than 300 start-up 

companies and more than 1,000 high and new technology achievements were nurtured in the 

business incubators; the value of the business incubators’ fixed assets and funds exceeded Y 

100 million; and the first group of tenant companies began graduating. 

Now China has established a fairly comprehensive business incubator system, with 896 

incubators so far, ranked second highest number in the world after the United States. In the 

over 25 years’ development history of China’s incubators, China’s Ministry of Science and 

Technology (MOST)has played extremely important roles of guidance, organization and 

promotion. The Chinese business incubation program is under the guidance and coordination 

of a special institution—Torch Program Office of MOST, which is unique in the world. The 

Torch Center plays major roles in two aspects: first, policy guidance; second, fund support. 

According to the statistics from the Torch Center of China’s Ministry of Science and 

Technology, by the end of 2005, The Incubation space for tenants was 19699 square meters, 

hosting nearly 39491 tenant companies. These two numbers lay the first in the world. Total 

income of tenants reached to 162.54 billion. Totally income of graduated enterprises reached 

to 143.33billion. Incubator has made a great contribution to the development and cultivation 

of small and medium-sized enterprises (SMEs), enhanced their ability to face market 

challenges. Much attention has been paid to the impressive output of Chinese incubators in 

production, patent and job creation. During the tenth five-years plan course, tenants in 

incubators applied for 17225 patents, Graduated enterprises accumulated to15931.In 2006, 

Totally funds in 548 Technology Business Incubators (TBIs) reached to 192.6 billion RMB 

yuan.
7
 In 2010, There were 896 TBIs included in Torch Program development. Among them 

                                                 
7 Report about china’s hi-tech enterprise incubator for it’s twenty years birthday 
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there were 46 National level TBIs. TBIs hosted nearly 56 thousand tenant companies, 

Created 1178 thousand employment opportunities.
 8
 

 

Table 2 :Growth of High-Technology Incubators, 1994-2002 
 1994 1995 1996 1997 1998 1999 2000 2001 2002 

Number of 

Incubators 

in China 

73 73 80 100 100 110 131 324 378 

Number of 

Tenant 

Companies 

1,390 1,854 2,476 2,670 4,138 5,293 7,693 14270 20993 

Average 

Number of 

Tenant 

Companies 

per 

Incubator 

19 25 31 27 41 48 59 46 NA 

Total 

Employees 

in Tenant 

Companies 

NA NA NA 45,600 68,975 91,600 128,776 263,596 NA 

Average 

Number of 

Employees 

per Tenant 

Company 

NA NA NA 17.1 16.7 17.3 16.7 28.4 36.3 

Total 

Income of 

Tenant 

Companies 

(billion 

RMB) 

1.48 2.42 3.63 4.08 6.07 9.58 17.88 40.54 NA 

Average 

Income 

per Tenant 

Company 

(million 

RMB) 

1.06 1.31 1.47 1.53 1.47 1.81 2.32 3.16 NA 

Number of 

Companies 

Graduating 

NA 174 284 177 491 618 836 2281 6207 

Source: Development Report of Technology Business Incubators in China 

 

Table 3: The Development and Performance of TBIs in China (2003-2010) 
 2003 2004 2005 2006 2007 2008 2009 2010 

Number of TBIs 431 464 534 548 614 670 772 896 

Incubation space 

for 

tenants(10000 

square meters) 

1359 1515 1970 2008 2270 2316 2901 3044 

Number of 

tenants 
27285 33213 39491 41434 44750 44346 50511 56382 

Total income of 

tenants(billion $) 
NA NA 162.54 192.6 262.1 186.62 178.76 118 

Number of 

graduated tenants 
8981 11718 15815 19896 23394 31764 47286 53198 

Number of 

employees in 

tenants (10000 

persons) 

48 55 71.7 79.3 93.3 92.8 101 117.8 

Source: China Torch Statistical Yearbook 2009-2010&2011 China High-tech Industry data book 

 

                                                                                                                                                        
http://chineseincubator.bokee.com/viewdiary.180327063.html 
8 see : http://www.ctp.gov.cn/dxal/ImportantReport/201202/17838.html 
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Table 4（1）: Value-Added Service of incubator in China(2005) 

Rent 

income 

rateof 

real 

estate 

Property 

management 

Management 

consultancy 

Policy and 

law info 

consultation 

Outside 

investment 

Imports 

and 

exports 

agency 

service 

Enterprise 

Registration 

agency 

service 

84.6 76.9 18.7 24.2 23.1 1.1 20.9 

 

Table 4（2）: Value-Added Service of incubator in China(2005) 

Entrepreneur- 

ship training 

Expand 

market 

Personnel 

deputy 

service 

Technology 

transfer 

service 

Seed Capital 

management 

 

Investment 

and fund-

raising 

service 

22.0 7.7 5.5 9.9 16.5 25.3 

Source: Sun Dahai , Investigation Report of 100 incubators in China. May 2005 

 

3.2 Kinds of Incubator in China  

 

The types of China’s technology business incubators include comprehensive incubators 

namely General technology business incubators , Specialized technology business incubators 

, University-related S&T parks, Incubators for returned overseas scholars (IROS) 

,International business incubators (IBI), Incubators set up by state-owned enterprises (SOE 

incubators).etc. An incubator in Tianjin focusing on enterprise creation by laid-off female 

factory workers, and sponsored by UNDP, Australian Agency for International Development 

(AusAID) and the Tianjin Women’s Federation, is presently in the implementation stages and 

has been operating well since its official stating in October 2000. The All-China Women’s 

Federation (ACWF) is expecting to promote the model in the whole country.There are 62 

University Parks which have been jointly ratified by the Ministry of Education and the 

Ministry of Science & Technology, and more than 100 incubators have been set up around 

the country to accommodate enterprises founded by returned overseas scholars. In addition, 9 

International Business Incubators (IBIs) and a dozen sector-specific incubators have also 

been established. In a demonstration of the dangers of centralised economic planning and 

"follow the leader" business strategies
9
, local governments in China have established more 

than 150 business start-up incubators and "pioneer parks" for Chinese students who have 

studied abroad. These incubators, many of which are in third-tier cities far from business 

centres provide business start-up services for more than 8,000 enterprises and over 20,000 

returning students. Many local governments also provide loans, grants and other investment 

incentives for returnees setting up businesses, particularly those bringing in significant 

intellectual property or technology. Over the past three decades, a total of 632,200 overseas 

Chinese students have returned home and 399,300 of them have returned during the past five 

                                                 
9 http://rightsite.asia/en/article/china-builds-150-incubators-returnee-businesses. 
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years. They have made important contributions to the country's industrial structure 

adjustment and innovation promotion efforts. 

Because of the different sponsors, the business incubators’ organization models and 

leadership styles vary. 

 

Table 5:Three Types of Business Incubators 
Category Government Sponsored 

Model 

Private Enterprise Model Multi-Investor Cooperation 

Model 

Investor  Government  Private  Multiple investors  

Main purpose  Service oriented Profit oriented  Diverse interests 

Nature  Public institution  Corporate enterprise  Diversified 

Characteristics  Policy tool   Flexible  Shared model 

Issues  Relationship between the 

government and the 

incubator, and funding 

issues 

Potential conflict between 

the incubator’s function and 

profit 

 Diversified goals 

contradiction management 

confusion goals 

Source: Zhang Jingan, China’s Science and Technology Business Incubator, Case Analysis and Development 

Countermeasures (Science and Technology Document Publishing House, May 2001), p. 243. 

 

During its 25 years of development, China’s business incubator has formed some certain 

service models. 

In terms of structure, functionality and other aspects, the business incubators has gone 

through continuous development, all the while maintaining a common model among all 

incubators and yet allowing each incubator to develop their own distinct characteristics. In 

summary, the incubation service models can be described as the following three:  

Service model 1: Shared space + shared facilities + shared service 

Service model 2: Shared space + shared facilities + shared service + professional consulting 

Professional consulting services include: Consulting with regard to business planning, market 

development planning, human resources development planning, financial planning, product 

development planning, and production planning; Consulting in finance and law and other 

professional services; Providing practical training courses to enterprises; Assisting in market 

development for enterprises; Assisting enterprises in connecting with all walks of life. 

Service model 3: Shared space + shared facilities + shared service + professional consulting 

+ venture capital investment 
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3.3 The Core Function of Incubator in Technical Innovation Incubation System in 

China 

 

Figure.1 illustrates the core function of incubator in technical innovation incubation system in 

China ,it also reveal the importance of cooperation between institutions and organizations to 

support SMEs. With the 25 years development, The commercialization rate of China’s 

technology fruits has been dramatically increased, from national average 25%~30% to over 

80%. The survival rate of technology enterprises also increased significantly, after the 

incubation and nurturing in incubators, the survival rate of small start-ups has generally 

exceeded 80%. 

Figure .1 The Core Status of Incubator in Technical Innovation Incubation System in 

China 

 
Source: Development Report of Technology Business Incubators in China 

 

As important generators of innovative technologies as well as cradles of technology-based 

enterprises, TBIs have made a remarkable contribution to China’s economic development and 

industrial restructuring by nurturing the development of 15,931 successful enterprises in the 

past 25 years, of which 50 had gone public by 2006. Some of these enterprises have become 

international companies, such as Lenovo, Huawai, Suntech Power, etc.  

 

3.4 Characteristics of Technology Business Incubator in China 

 

3.4.1 Sponsored and supported by governments initially 

Most of the Chinese business incubators were established by technology administrations or 

STIPs. The programme is incorporated into the Torch Program and local high-tech industry 

development programmes. The initial fund mainly came from government. All the incubators 

got total or partial financial support from governments at provincial and city levels and STIPs 

in their early stage; 

Business Incubator 

Enterprises’ 

Resources 

Technical 

Resources 

Intermediary 

Resources 

Policy 

Support 

Finance 

Resources 

SMEs 

Industrial chain 
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3.4.2 Rapid expansion in number and construction scale 

3.4.3 Gradual diversification of investment entities 

China’s incubators experienced rapid transit from single investment by government to 

diversification of investment entities. 

3.4.4 With nurturing high-tech enterprises as core mission 

3.4.5 Close linkage between incubators and STIPs   

Many incubators are set up by STIPs. The STIPs give great support to incubators. Many 

STIPs have well-built infrastructure, therefore,incubators can get access to the infrastructure 

easily in its initial period. Some STIPs even don’t expect incubators to be economically 

independent; instead, they expect incubators to provide them high-tech enterprises of good 

performance. 

3.4.6 Attach great importance to value-added services 

Include financing, training, developing international cooperation, Preferential policies. 

 

3.5 Main Achievements  

 

3.5.1 Creation of employment opportunities 

3.5.2 Increasing the commercialization of science and technological fruits 

3.5.3 Promoting the development of high and new technology industrialization, leading to the 

development of emerging industries in many cities 

3.5.4 Creating and promoting active entrepreneurial culture and environment, attracting a 

great number of high-tech talents especially overseas Chinese scholars to set up new 

businesses 

3.5.5 Promoting international cooperation 

3.5.6 Promoting venture capital development in China 

 

4 IMPERFECTION AND MAIN RESTRICTED FACTORS OF INCUBATOR IN 

CHINA 

 

4.1 Over-Sufficient Hardware and Insufficient Services 

 

 In china, Some incubators pay too much attention to hardware construction, the services of 

technology business incubators have far been lagged behind the large-scaled and high quality 
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hardware construction. “Over-sufficient hardware and insufficient services” is a phenomenon 

existing in many technology business incubators.  

 

4.2 Not Efficient Enough in Management and Operation  

 

The long existing operation and management mechanism problems have adverse effects on 

the operation of incubators. Some state-owned incubators are very traditional in management 

mechanism, incubators are difficult to develop through their own accumulation. Some 

incubators lack incentive mechanism, therefore they are unable to attract first-rate 

management talents, Lack of enough ability to integrate interlinkage and  relative resources. 

and what’s more, it’s hard to find staff with business startup experiences in the management 

team.  

 

4.3 Incomplete Intermediary Service System  

 

There Lack of enough funds and venture capital support. It’s very difficult for incubation 

enterprises to finance for lack of enough venture capital support and guarantee system 

because of the high requirements of guarantee services. 

 

4.4 The Relationship Between Research Organization (university, scientific research 

center etc.) and Incubator is Not Tight Enough  

 

4.5 Support Policy and Induct System Need to be Perfected 

 

Local governments haven’t laid out effective policies to support the development of 

incubators. 

 

5 STAGES AND FUTURE DEVELOPMENT 

 

5.1 Stages  

 

China’s high-tech business incubators have generally experienced the following two 

important periods of development. 
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The first period of development of business incubators are from the late 1980s to the late 

1990s. The main characteristic of this period was that the government offered special policies 

for supporting the establishment and development of incubators and made heavy investment 

in building the most basic facilities needed by the incubators. Institutionally, as self-reliance 

organizations independently responsible for their own incomes and expenses, the incubators 

gradually evolve into corporate management. This period lasted for about 10 years. 

The second period started from the end of the last century. In this period, the focus of 

incubation is laid on serving high-tech enterprises and entrepreneurs in a wider range and at a 

higher level, bringing out their potentials and satisfying the needs in the transformation of 

scientific achievements and the development of technology industrialization. Service scopes 

gradually transits from providing the tenant companies with thorough and all-round service to 

directly serving the entrepreneurs, especially value-added services like financing and 

financial consulting, talent training, market especially international market planning and 

preferential policies. The profit-oriented development of incubators seemingly goes against 

their objective. However, the profit-oriented development here does not mean the profit-

oriented business behaviour in general sense. It means that incubators make profit while 

properly taking their responsibility as institution for the public good for the purpose of 

enhancing their own strength and capability and consequently realizing further development 

of public good undertaking in a greater scale and at a higher level, which means to enter a 

“sound development cycle”.
 10

 

 

5.2 Future Development 

 

According to the Eleventh Five Years Plan（2005-2010,by the end of 2010, the number of 

incubators in china increase from 500 to 1000. Space for tenants reach to 25000 thousand 

square meters. Hosting more than 50,000 companies and helping create over one million job 

opportunities. This plan has came true. As customized incubation services with 

entrepreneurial tutoring are being promoted, TBIs in China will play an even more important 

role in encouraging the development of tech-based SMEs. 

 

6 EXPERIENCES AND LESSONS 

                                                 
10 Sun Dahai, Technology Business Incubator in China. Research Center of Business Incubator, Xiamen 

University, China. http://www.aspa.or.kr/files/Webzinevol.8_050810/050810_ASPA%20paper10_eg.htm. 



 13 

 

6.1 Government Support  

 

Incubators as cradle for SMEs and innovation deserve support from government. Experiences 

indicate that government backup assumes tremendous significance for development of 

incubators in China. 

 

6.2 Right Location Choice 

 

The right choice of the location of an incubator will speed up its further progress and create 

enough income. Generally speaking, the incubators should be located in the STIPs, close to 

knowledge-intensive area surrounded by universities and research institutes, so that 

incubators can enjoy resources of technologies and knowledge workers as well as share R&D 

facilities of these institutes. 

 

6.3 Market Orientation 

 

For-profit or non-profit, an incubator must adopt market-oriented governance mechanism in 

its operation.Though government support in financing and administration is necessary in the 

start-up period of incubators, the ultimate purpose of incubators is to be self-sustaining and 

economically independent. 

 

6.4 Integration with Venture Investment 

 

Experience at home and abroad shows that both venture capital and incubator are effective 

tools to promote development of hi-tech companies and high-tech industries. Venture 

investment can greatly enhance the success rate of business incubation and accelerate the 

growth of tenant companies. Incubators offer facilities and services to start-up companies to 

lower the risk of commercial failures, and improve chances of success for venture 

investment. It’s a win-win cooperation . 

 

6.5 High Quality Services 
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Although a facility with appropriate amenities is one component of a successful incubator, 

but the backbone of these programs is the array of business support services they provide 

entrepreneurs, "No building can grow companies, provide mentoring and handholding, and 

assist an emerging company in meeting the benchmarks necessary for growth."  Critical to an 

incubator is on-site management, which develops and orchestrates business, marketing and 

management resources tailored to a company’s needs. Best practices of business incubation 

should ensuring that management time is focused primarily on serving companies, rather than 

managing buildings, raising money or holding politicians' hands. Quality of services is the 

core value of an incubator and to a large degree determines the success rate of its tenant 

companies. 

Allen had analysed about how incubators are managed in incubator life cycles. The 

interaction of the "stages of evolution" of an incubator facility with the three areas of 

responsibility which must be covered by an incubator manager as set out in Table 6 below. 

Table6: Incubator Time/Function Matrix 
 Stakeholders Facility Tenant Companies 

Start-up 

•Create core group of 

sponsors 

•Assemble mission 

statement 

•Determine needs and 

resources of sponsors 

•Perform cost/benefit 

analysis of building 

rehabilitation 

•Rehab initial space to 

be rented 

•Admit first tenant 

companies 

•Provide basic shared 

tenant services 

•Offer flexible, 

inexpensive space 

•Provide access to 

professional assistance 

Business 

Development 

•Enlist aid of sponsors 

to market facility 

•Enlist aid of sponsors 

to provide business 

support services 

•Expand base to 

include more 

stakeholders 

•Attract one or more 

anchor tenant companies 

•Renovate space on 

as needed basis 

•Provide space for 

shared tenant service 

•Assist firms in capital 

acquisition 

•Create programs to 

encourage the mixing of 

companies 

•Market the collected 

products and services of 

tenants 

Maturity 

•Reassess levels of 

commitment to original 

plan 

•Evolve programs to 

reflect changing needs of 

stakeholders 

•Construct alliances 

between and among 

sponsors 

•Manage cash flow 

•Construct specialised 

lease hold components 

•Leverage physical 

plant for future interest 

opportunities 

•Take equity in tenant 

companies 

•Sub-contract to private 

service providers 

•Coordinate seed 

capital pool 

Source: Allen et al (1987) Small Business Incubators 

 

Incubators in China have finished the Start-up stage and entered the development and 

maturity stage. The key factors of building balanced ecological system for China’s 

technology business incubators lie in providing three key services for incubation enterprises, 

namely, resources service dominated by investment, technology service and market service. 

When such service needs are met, incubation enterprises can solve financing bottleneck in 
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their early stage and complete middle tests and industrialization, realize relatively large-scale 

market expansion and enter into a new development stage. 

 

6.6 Coperation and Extensive Networking 

 

Incubator serves as a platform for convergence of resources between R&D institutions, 

universities and other companies. The incubators should set up such non-governmental 

organizations as association, chamber of commerce and club, which connects the incubator 

with the all walks of life. Those organizations offer opportunities to incubator in training, 

exchanging experience and other cooperation. 

 

6.7 Selection of Promising Tenants 

 

Incubators should be very careful in choosing tenants, such aspects as market potential, 

management team and business plan should be emphasized. 
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SUMMARY 

 

The 2008 global recession was used to explore the impact of economic constraints on 

sustainability strategy and to determine whether firm size impacted a company’s response 

to the recession. A mixed method approach was used employing national surveys and 

follow-up interviews with a sample of survey respondents. The results showed that how 

firms responded to the recession was largely determined by where on the sustainability 

divide they had placed themselves.  The more sustainable practices a company had 

adopted before the recession, the more likely they were to increase those practices during 

the recession. Conversely, firms without a strong philosophical commitment to 

sustainability decreased nearly all of the environmental practices we surveyed. Our 

results indicate the existence of a "sustainability wedge" and that firm size magnifies the 

strategic differences between traditional and sustainable businesses. 

 

Key words:  Sustainability, global recession, drivers and barriers 
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INTRODUCTION 

Small and medium size enterprises (SMEs) dominate global economies.  SMEs 

also make a significant impact on society and the environment, otherwise known as 

sustainability.  Sustainability is a contested concept, meaning there are many different 

terms (e.g. corporate social responsibility, corporate responsibility, sustainable 

development and sustainable enterprise to name just a few) and definitions to support a 

variety of agendas.  One definition of sustainability applied to business is the 

management of environmental, social and economic impacts or the triple bottom-line 

(Elkington, 1997) with no negative impacts on future generations.  

In the early to mid-1990s, research in sustainable strategic management started to 

grow in academic arenas such as, Organisations and Natural Environment (ONE) 

Division within the Academy of Management (Kearins, Collins & Tregidga, 2010).  Most 

of the studies focused on large corporations, however, there are a growing number of 

studies related to SMEs.  Much of the literature to date is focused on SMEs and the 

environment (Darnell, Henriques, & Sardorsky, 2010; Lewis & Cassells, 2010; Parker, 

Redmond & Simpson, 2009 are just a few of the more recent examples), fewer studies 

explore social and environmental practices of SMEs (some notable exceptions include 

Spence, 2007; von Weltzien Hoivik. & Mele´,2009). 

The 2008 global recession provided an opportunity for sustainability scholars to 

explore the impact of economic constraints on sustainability strategy.  There are generally 

two key hypotheses related to this topic.  The first hypothesis is an extension of the 

business case for sustainability, also called “win-win”.  That is, adopting sustainability 

strategies is good for people, the planet and profits (Day & Arnold, 1998; Porter & 

Kramer, 2006; Steger, 2004) and that during a recession there is even more motivation 

for firms to pursue those strategies for their economic benefits.  For example, strategies 

that reduce energy and waste also reduce the costs of doing business for a firm.  They are 

good for the environment, good for the financial bottom-line.   

The second, counter-hypothesis, is that perceived costs are a key barrier to 

adopting sustainability strategies (Berns et al., 2009; Walley & Whitehead, 1994) and 

during tough economic times, firms will abandon sustainability strategies and focus 
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solely on short-term profitability.  The short-term focus is narrowly on the survival of the 

company rather than longer-term strategic goals. 

Of course, the academic discourse is more nuanced than the two above hypotheses 

suggest.  There is growing recognition that win-win is overly simplistic and there are 

more complex trade-offs faced by firms (Aragón-Correa & Rubio-López, 2007; Hahn, 

Figge, Pinkse, Preuss, 2010) as well as a skepticism of how non-market activities can be 

translated into value-creating market activities (Husted & Allen, 2007).  In a meta-

analysis of 167 studies over 35 year, Margolis & Elfenbein (2008) examined firm 

performance related to the adoption of sustainability strategies with heterogeneous results 

(Margolis & Elfenbein, 2008).  The claim that the business case for sustainability has 

economic benefits is tenuous and in addition, economic benefits are only one of the 

drivers cited in the literature on motivations for companies to adopt sustainability 

strategies (González-Benito & González-Benito, 2006). 

This study tests the two hypotheses outlined above and adds in the variable of 

firm size.  Does a company’s response to the global recession vary because of firm size, 

and if so how and why?  The article proceeds as follows.  Three strands of inter-related 

sustainability literature contributed to the understanding of our research results:  1) 

drivers and barriers to adopting sustainability strategy; 2) trade-offs among the social, 

economic and environmental aspects of sustainability, and; 3) the impact of firm size 

related to sustainability practices. The literature is reviewed in the next section.  The 

methods used for the current study are explained in detail.  The article concludes with the 

results of the study and implications for theory and practice. 

 

BUSINESS ADOPTION OF SUSTAINABILITY STRATEGIES 

 

Drivers 

As discussed above, the business case for sustainability hinges on linking social 

and environmental strategy to improved financial performance (Epstein & Roy, 2001).  

Drivers, or motives for adopting sustainability strategies are embedded within the 

business case for sustainability.  Several studies have focused on the drivers for the 
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environmental side of sustainability.  Motives for adopting environmental strategies 

include regulatory compliance, competitive advantage, stakeholder pressure and ethical 

concerns (Bansal & Roth, 2000; Dyllick & Hockerts, 2002).   

Starting with the general hypothesis outlined in the introduction, followed by our 

hypothesis related to drivers, the first three hypotheses are: 

 

Hypothesis 1a:  Firms adopt more sustainability strategies during the global 

recession. 

 

Hypothesis 2a:  Drivers to adopting sustainability strategy decrease during the 

global recession. 

 

Barriers 

Salzman, Ionescu-Somers and Steger (2005) argue that the business case for 

sustainability itself is a barrier because economic returns are focused in the long-term.  

“Furthermore, effects on intangible assets (e.g. brand value, employee loyalty) are 

difficult to quantify” (p.33).  Cost considerations and/or uncertainty related to financial 

benefits of sustainability strategies were significant barriers to adoption (Berns et al., 

2009, Epstein & Roy, 2003). 

An additional barrier to adopting social and environmental strategies relates to the 

difficulty of measuring and evaluating the impact of those strategies.  Lack of 

information is a commonly cited barrier (Berns et al., 2009; Epstein & Roy, 2003).  This 

is particularly true for social sustainability since there is more uncertainty about what is 

covered and how to measure the impact of social initiatives compared to environmental 

practices (Foot & Ross, 2004).   

To explore whether the counter-hypothesis outlined in the introduction is valid, 

we begin with the general and then present a specific hypothesis related to barriers. 

 

Hypothesis 1b:  Firms decrease sustainability strategies during the recession. 

Hypothesis 2b:  Barriers to adopting sustainability strategy increase during the 

global recession. 
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Combined, there are a host of barriers and drivers that either discourage or 

encourage firm adoption of sustainability practices. As shown above, the benefits and 

drivers of such practices can be lost due to concerns of future returns and lack of 

information, highlighting the tensions existing toward sustainability adoption. 

 

Trade-offs 

Although the business case for sustainability has had a fair amount of currency 

particularly within the business community, understanding of business engagement with 

sustainability has extended beyond the win-win paradigm to an acknowledgement that 

trade-offs among social, environmental and economic considerations are the norm rather 

than the exception (Aragón-Correa & Rubio-López, 2007; Margolis & Walsh, 2003).  “In 

trade-off situations it is impossible to achieve two or more desirable objectives 

simultaneously; rather decision makers need to weigh a loss in at least one dimension 

against a gain in other dimensions” (Hahn, et al., 2010: 219.). 

Examples of trade-offs include hybrid organisations, founded to solve social and 

or environmental ills with a willingness to forgo or trade-off on some financial benefits in 

exchange for social and/or environmental returns (Boyd, Henning, Reyna, Wang & 

Welch, 2009; Kearins & Collins, 2012).  At the other end of the continuum, it has been 

proposed that the very nature of corporations means they will always privilege economic 

returns over social and environmental benefits (Banerjee, 2007; Devinney, 2009). 

Another perspective is that trade-offs occur not only at the organisational level, 

but at the stakeholder level.  Different stakeholders will vary in what they are willing to 

trade-off, for example, between social and environmental sustainability (Angus-Leppan, 

Benn & Young, 2010). 

Related to the idea that trade-offs and tensions exist among the three pillars of 

sustainability, is the notion that sustainability should focus less on normative rhetoric and 

instead focus on how to integrate sustainability into business models (Dentchev, 2009).  

In other words, for sustainability strategies to be truly successful they need to be 

embedded or integrated as a core part of a company’s overall strategic approach (Epstein 

& Roy, 2003; Haugh & Talwar, 2010).  “Becoming a sustainable organization is a long 
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and arduous process requiring continuous capability building and management attention 

and the need to integrate all sustainability initiatives so that they form a cohesive whole” 

(Bonn & Fischer, 2011: 12).  In addition, sustainability cannot be viewed as an 

operational issue, but rather needs to be considered at the strategic level (Bonn & Fischer, 

2011) and include the organisation as a whole rather than just senior management (Haugh 

& Talwar, 2010). 

More research needs to be done about what trade-offs are made and why they get 

made.  How organisations handle the tensions and synergies among environmental, 

economic and social imperatives remains underdeveloped (Hahn, et al., 2010) and this is 

important to understand if we are to gain a clearer insight into firm logic behind the 

adoption of sustainability strategies.  An integrated approach to sustainability helps to 

make the inevitable trade-offs more transparent.  For example, a multinational 

corporation expanding operations in a developing country (economic) may increase the 

company’s carbon footprint (environmental) yet lead to the development of long-term 

employment opportunities for local communities (social) (Meehan & Bryde, 2011). 

 

THE IMPACT OF FIRM SIZE RELATED TO SUSTAINABILITY PRACTICES 

Firm size is one of the best predictors of the uptake of sustainability strategies as 

research has shown that smaller firms are less likely to adopt social or environmental 

practices (Darnell, Henriques & Sardorsky, 2010; Lawrence, Collins, Pavlovich & 

Murugesh, 2006; Studer, Tsang, Welford, & Hills, 2008.). 

The literature above on drivers and barriers related to SMEs as well, but SME 

scholars often point to the uniqueness of SMEs.  For example, reaction to stakeholders 

was a common theme in the literature on drivers for adopting sustainability (Epstein & 

Roy, 2003), however stakeholders are thought to not have as significant an impact on 

SMEs because they are less visible (Lewis and Cassells, 2010).  Another example relates 

to barriers for SMEs.  Because of their size, SMEs do not see themselves as having an 

impact, on the environment in particular (Hillary, 2000; Parker, Redmond & Simpson 

2009). 

Hypothesis 3:  SMEs will decrease their engagement with sustainability strategies 

during the global recession. 
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In summary, the literature on drivers and barriers is intertwined with the business 

case for sustainability.  Although the business case still dominates much of the 

sustainability strategy discourse, research is moving beyond the win-win paradigm to 

acknowledge the complexity of sustainability and understand the tensions, trade-offs and 

synergies among strategic choices related to social, environmental and economic 

considerations.  Taking a systems approach and embedding sustainability helps to make 

the trade-offs more transparent.  Finally, there is growing evidence that SMEs have 

unique characteristics that make it necessary to distinguish firm size when considering 

policy or theoretical implications.  

In the next section, the methods for the current study are discussed. 

 

METHODS 

 

The research setting was New Zealand.  Although by international comparisons, 

the impact of the global financial crisis on New Zealand was moderate (New Zealand 

Debt Management Office, 2010), New Zealand businesses nevertheless were affected.  

The economy was in recession from March 2008 to March 2009 and during that year the 

economy shrank 3.5 per cent (Key, 2011). 

Our key research question was: What is the nature and extent of business 

adoption of sustainability practices in New Zealand?  Our secondary question was:  

What was the impact of the global recession on sustainability practices in New 

Zealand and did the impact differ related to firm size? 

Consequently, we undertook a mixed method study approach to answer these 

questions. We surveyed New Zealand firms over time and compared their levels of 

adoption of sustainability practices.  The survey was followed by qualitative interviews 

regarding why firms may maintain, increase or decrease their commitment to, and 

adoption of, sustainability practices. 

National surveys were undertaken in 2003, 2006 and 2010.  The survey questions 

were based on a review of the literature using the most common social and environmental 

initiatives adopted by reporting companies and adapted for the New Zealand context.  

González-Benito and González-Benito (2006) in a review of the literature on pre-
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determinate factors for environmental proactivity, group the most common environmental 

practices into three categories: (1) operational practices (environment-focused supplier 

program), (2) planning and organisational practices (environmental management 

systems), and (3) communicational practices (marketing/image base on environmental 

claims and member of an environmental group or network).  The survey for this study 

queried firms on all three types of categories for environmental and social practices. 

The word “sustainability” was not used because of the uncertainty of what the 

word means and the “baggage” the “s word” carries (South, 2009).  The language used 

was social and environmental practices and instead of a likert scale, a simple, “yes we 

have this practice,” “no we do not,” was adopted.  Firm level studies exploring the role of 

practices, often test these at a yes/no level (e.g. Giardini & Kabst, 2008; Perry-Smith & 

Blum, 2000; Stavrou, 2005). As such, having firms rate their sustainability practices this 

way concurs with common practice in the literature. 

The latest survey was conducted in late 2009 and early 2010.  We used a multi-

media approach with surveys e-mailed and also sent out by post.  Respondents could 

complete the survey online or post a hard copy.  Surveys were sent to the Managing 

Director of the organisation, and although for a few of the larger companies the survey 

was completed by a Sustainability Manger, in over 90% of the surveys, the respondent 

was the Managing Director.   

The survey was a matched sample with members of the Sustainable Business 

Network (SBN) (a group of organisations with an interest in sustainability), who arguably 

had a pre-disposition towards adopting sustainability strategies, compared with a random 

sample of firms.  A random sample of companies was purchased from the Kompass 

database.  Comparing results of SBN vs. non-SBN companies allowed us to examine 

differences in approaches to sustainability strategy between firms that had a demonstrated 

interest in sustainability compared to firms that may have no interest or knowledge of 

sustainability. 

 

Hypothesis 4a.  SBN members increase their engagement with sustainability 

strategies during the global recession. 
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Hypothesis 4b.  Non-SBN companies decrease their engagement with 

sustainability strategies during the global recession. 

 

There were 1,725 surveys sent out in 2006 with a 30% response rate (33% SBN 

members).  To increase our sample size and accommodate for an increase in SBN 

membership, in 2010 we increased the number of surveys we sent out to 2,450, again 

getting a 30% response rate (38% SBN members).  Out of the 736 respondents in 2010, 

55 companies responded to the 2003, 2006 and 2010 surveys.  To increase our sample 

size, we choose to focus only on companies who responded to the 2006 and 2010 surveys 

to capture the pre and post recession effect for a total of 75 firms or a little over 10% of 

total respondents.   Despite this, using a chi square test showed that our longitudinal 

group was not representative, therefore, our results discussed in this article reflect overall 

comparisons between the survey in 2006 and 2010, but does not include changes within 

the individual companies surveyed.  

In addition to the surveys, we conducted a series of follow-up interviews from a 

sample of the survey respondents. The purpose of the interviews was to gain more depth 

to responses.  For example, when a respondent ticked more than one driver or barrier 

related to the adoption of social and environmental practices, the follow-up interviews 

allowed us to probe the relative ranking of the responses.  In addition, because, unlike the 

survey, we were able to query retroactively firms’ response to the recession, our sample 

of interviewees was drawn from all 2010 respondents.  We conducted 38 interviews using 

a purposeful sample.  We interviewed SBN and non-SBN members, companies that were 

considered leaders of sustainability and companies that had adopted, for example, no 

environmental initiatives.  A thematic analysis was used with the interview transcripts. 

The other important characteristic to note about the survey respondents is the high 

proportion of small and medium-sized enterprises (SMEs); this reflects New Zealand’s 

overall economic profile. New Zealand’s economic profile differs from that of other 

developed countries like Britain or the United States.  The majority of SMEs in New 

Zealand would be considered micro enterprises in other countries.  SMEs, defined in New 

Zealand as those with fewer than 20 employees, represent 99 percent of the country’s 

total business population (Ministry of Economic Development, 2010).  The classification 
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for a SME used in this study differs from that of the Ministry of Economic Development 

because we wanted to be able to analyse differences between small and medium-sized 

enterprises and the New Zealand government combines the two categories.  Figure 1 

shows the categories of firm size used for this study and the percentage of respondents in 

each category. 

----------------------------------- 

Insert Figure 1 about here 

----------------------------------- 

Limitation 

A common limitation to this type of research is the social desirability bias, the 

idea that respondents answer according to how they wish they would have behaved or 

how they wished their organisation would had behaved rather than the actual behaviour 

(Angus-Leppan, et al., 2010; Roxas & Lindsay, 2011).  We have tried to counter this bias 

by interviewing respondents who have not adopted any or very few social and/or 

environmental practices, but we acknowledge that it is a limitation of the study. 

The next section details the results of national surveys and the interviews. 

 

RESULTS 

 

The focus of this article is the comparison of the uptake of sustainability strategies 

between 2006 and 2010 to determine the impact of the global recession.  However, before 

exploring the impact of the economic recession on sustainability, it is helpful to examine 

the trends before the recession.  In previously published work on our earlier surveys, we 

reported that both SBN and non-SBN members increased their environmental practices 

from 2003 to 2006.  SBN members had a slightly higher increase (an average of 9%) than 

non-SBN members (an average increase of 6%), but both groups were trending up 

(Collins, Roper & Lawrence, 2010).   

Examining the data by firm size, the rate of increase for environmental initiatives 

from 2003 t0 2006 was highest among small businesses.  For example, there was a 23% 

increase of small firms indicating they considered the environmental impacts of their 

products and or services compared to 6% for large business (Collins, Dickie, & Weber, 
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2010). 

For social practices the results were more mixed, with SBN members decreasing 

practices in 2006 (-4%) compared to 2003, and non-SBN members increasing practices 

(6%).  With the exception of SBN members’ uptake of social practices, the overall trend 

was an increase in sustainability initiatives from 2003 to 2006 for both SBN and non-

SBN members (Collins, et al., 2010b).    

Dividing the data again by firm size, unlike for environmental practices, there was 

not a significant difference in the uptake of social practices for SMEs from 2003 to 2006, 

with the exception of a 13% increase in medium-sized companies giving to charity.  The 

cause of the increase was unclear (Collins, et al., 2010a). 

The next section explains the results related to the drivers and barriers. 

 

Drivers 

We examined the drivers
1
 to adopt sustainability strategies. By driver, we mean, 

what motivation did a company have to adopt a social or environmental practice?  

Motivations are often linked to anticipated impacts.  Did motivations to adopt 

sustainability practices go up or down from pre to post recession and was there a 

difference depending on firm size? 

Overall results showed a downward trend in most of the drivers, with a 15% drop 

from 2006 to 2010 in companies citing risk management as a driver, followed by a 12% 

drop for those same years for employees as a driver and 11% decrease for regulations.  

Figure 2, 3 & 4 break the data out by firm size and show that, although less engaged in 

social and environmental practices, small businesses also cited fewer drivers.  Large 

business were more likely to report a drop in drivers in 2010 compared to 2006. 

 

----------------------------------- 

Insert Figure 2 about here 

----------------------------------- 

 

                                                 
1 The following is a complete list of drivers a respondent could choose from: Cost management/reduction; Improved shareholder 

value; Investor pressure, including socially responsible investing; Board influence; Outside pressure groups; Attractiveness to 

employees; Reputation and brand; Risk management; Government regulations; Other 
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----------------------------------- 

Insert Figure 3 about here 

----------------------------------- 

 

----------------------------------- 

Insert Figure 4 about here 

----------------------------------- 

 

 

The biggest increase from 2006 to 2010 in drivers overall (by 8%) was 

attractiveness to employees.  One interviewee explains: 

 

…[B]ecause we are a people organisation, you know we sell services that are 

delivered by our people, people are the products of the organisation in terms of 

the skills and expertise.  So obviously attraction and retention is very important 

(Managing Director, consulting industry, SBN Member, small business). 

  

Although cost was the most-often cited barrier, it was also a driver for some 

companies.  One interview respondent stated: 

 

…[W]e are very aware of the financial business case for sustainability and it’s 

certainly something that we try raise awareness and keep people mindful of when 

they are thinking of the bigger picture of sustainability, not just the green stuff 

(Sustainability Manager, insurance industry, SBN member, large company). 

 

The research results reflect the complex nature of the perceived costs and benefits 

related to sustainability.  Companies can often get quick payback from some 

sustainability strategies.  For example, investing in an energy audit and making the 

necessary changes to save energy can lead to immediate savings to the bottom-line.  

However, extensive capital investment, for example installing solar panels, may have 

positive long-term financial benefits, but may be too costly in the short-term for most 

organisations to adopt the strategy.  On the social side, companies may find that offering 
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flexi-time is a low-cost family-friendly strategy that lowers turnover of workers trying to 

balance work and family.  However, assisting employees to obtain tertiary education, 

while giving a company a more educated work force, may again be too costly for many 

firms.  One interviewee explains the cost dynamic: 

 

Cost can be a driver when a business case can be made, and it is sometimes very 

difficult to make that case because we have a tight financial situation here at the 

polytech.  A few years ago I was proposing that we should put solar water heating 

on top of our Food and Hospitality building, they use a lot of hot water, and had a 

pay back of 18 months.  But because it wasn’t cost neutral within the financial 

year it couldn’t go ahead.  It seemed to be a no-brainer. (Environmental 

Manager, education industry, SBN member, large organisation). 

 

 

Reputation and brand one of the biggest.  Customer pressure to have sustainability 

practices was more often reported at the business-to-business level rather than individual 

consumers. 

Most people wouldn’t choose a bank because of its low carbon footprint or 

change banks because of a big carbon footprint, they wouldn’t make that 

connection.  So it is not like our customers are voting with their feet, which would 

be the strongest driver of all I would say (Sustainability Manager, banking 

industry, SBN member, large company). 

 

We see it as an advantage and a selling point for all the equipment if we have an 

environmental advantage over our competitors, so from my point of view it is 

purely a commercial advantage  We are pushing our suppliers, so if it is a 

wrapping machine, the lightest film with the less number of wraps.  For example 

we sold a high speed stretch wrapper a wee while ago, that actually stretches the 

film 400%, and uses less wraps and probably about 40% less film per pallet.  And 

that is a significant cost saving and a selling point to our business customers 

(New Zealand Manager, machine manufacturer, Non-SBN, medium business). 

 

Barriers 

As hypothesis 2b suggests, our expectation was that barriers to adopting 

sustainability practices would increase during a recession, but the recession did not have 

as significant an impact on barriers as it did the drivers.  Figures 5, 6 and 7 show barriers 
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by firm size.  Not surprisingly, cost was the number one barrier
2
, cited by small 

businesses 9% more in 2010 compared to 2006, a 5% increase for medium businesses, 

but no increase for large businesses.  The biggest increase in barriers for large companies 

was other priorities (an increase of 12%), but conversely, management time decreased by 

7% as a cited barrier from 2006 to 2010. 

 

----------------------------------- 

Insert Figure 5 about here 

----------------------------------- 

 

----------------------------------- 

Insert Figure 6 about here 

----------------------------------- 

 

----------------------------------- 

Insert Figure 7 about here 

----------------------------------- 

 

 One interviewee explained the increasing concern regarding costs: 

 

Particularly at the moment, the printer is one example where, if we were to 

replace our printer and get something with recyclable ink or whatever it might be, 

it is likely to be really expensive, and you know they are advertising $129.95 

printers at the moment, and the cost thing is a real issue for a small business, and 

particularly at the moment (Managing Director, consulting industry, SBN 

member, small business). 

 

Another interviewee, put it more starkly: 

Nothing else actually matters until those particular objectives are satisfied, and 

unfortunately that is in many instances the economic decision…well I am just 

going to cut all this stuff down because we need the cash by Friday.  So cut all 

these trees down, or I am sorry we are going to take a risk and we are going to 

                                                 
2 The following is a complete list of barriers a respondent could choose from:  Cost implications; Knowledge and skills; Not seen an 

important to the organisation; Other priorities more important; Management time; Other 
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run the boat through the middle of this reserve because we need a big catch and 

that’s it, and I totally understand why those decisions get made.  But if too many 

companies end up making those decisions on that kind of level well I think we 

already know that is a bad thing in the long run. (Manager, software company, 

SBN member, medium business). 

 

 If, as we have tried to suggest, that the relationship between cost and 

sustainability is complex, then what impact does something as significant as the global 

economic crisis have on sustainability?  The next section explores the impact of the 

recession on environmental practices, followed by social practices.  The data is presented 

first, with a comparison of SBN vs. Non-SBN to explore the difference between 

companies more committed to sustainability and those that are not, and then the data are 

presented by firm size. 

 

 

The Impact of the Recession on Environmental Practices 

Figures 8 and 9 illustrate the differences between SBN and non-SBN members in 

the uptake of environmental practices from 2006 to 2010
3
.  The most common 

environmental practice of both groups was recycling (69% non-SBN and 88% SBN 

members).  Recycling would be considered the “low hanging fruit” of environmental 

practices so it is not surprising the uptake is large. 

 

----------------------------------- 

Insert Figure 8 about here 

----------------------------------- 

 

----------------------------------- 

Insert Figure 9 about here 

----------------------------------- 

                                                 
3 The following is a complete list of environmental practices a respondent could choose from:  Has a recycling program; Has a 

company environmental policy statement; Produces a public environmental and/or sustainability report; Considers the environmental 

impact of our products, processes and/or services; Marketing or image based on environmental claims (e.g.  clean, green NZ); Has 

measurable targets for: Employee training programs related to our environmental goals; Reducing waste; Reducing energy; 

Participates in a voluntary environmental program; Has an environment-focused supplier program; Has environmental management 

systems; Don’t know; None; Other (please specify) 
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The next most common practice was consideration of the environmental impact of 

products, processes and/or services (48% non-SBN and 84% SBN members).  

Interviewees explained that “consider” meant weighing up future risks and the ability to 

access markets.   

Unlike the results from 2003 compared to 2006, there was a divergence in the 

uptake of environmental practices between SBN and non-SBN members.  The data show 

not an either or for companies increasing or decreasing environmental strategies during 

the recession, but both are happening depending on the level of engagement in 

sustainability pre-recession.  For SBN members there was an overall increase in 

environmental practices, but for non-SBN members there was a decrease in 

environmental practices.  Specific results show that SBN members increased 6 of the 11 

surveyed environmental practices with no change in one practice and a decrease in the 

uptake of 4 practices. The biggest decrease (6%) related to environmental training.  The 

biggest increase (10%) was recycling and evaluating suppliers based on environmental 

factors. 

Non-SBN companies decreased 10 out of the 11 environmental practices.  The 

biggest decreases were in targets for waste (decrease of 18%) and adoption of 

environmental management systems (decrease of 15%).  The reduction in waste targets is 

particularly surprising considering that reducing waste also reduces the costs of waste 

disposal, positively impacting the economic bottom-line which would seem more 

appealing during a recession. 

Figures 10, 11 and 12 show the difference in environmental practices by firm size 

from 2006 to 2010.  The recession had the biggest negative impact on small businesses 

with a decrease in six environmental practices.  Medium-sized businesses proved to be 

the most resilient against the recession, with an increase of all but one environmental 

practice.  For large firms the results are mixed.  For example, there was a 12% increase in 

recycling, but a 19% decrease in environmental management systems   

 

----------------------------------- 

Insert Figure 10 about here 

----------------------------------- 
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----------------------------------- 

Insert Figure 11 about here 

----------------------------------- 

 

----------------------------------- 

Insert Figure 12 about here 

----------------------------------- 

 

 

Results from the interviews showed that companies in responding to the 2010 

survey reported that the more environmental practices they had before the recession, the 

more likely they were to increase environmental practices during the recession, regardless 

of firm size.  For example, companies that innovated and marketed their products or 

services based on environmental attributes, tended to increase practices during the 

recession, adding carbon targets or an environmentally focused supplier program. 

 

Definitely not decreased…we have been growing steady... we have been 

improving… it is like this is usual now. We are lucky because as a group and at a 

board level it [sustainability] is taken seriously, so my job didn’t get 

disestablished with the last round of layoffs.  At other banks my role has been 

disestablished you know.  We haven’t reduced our contributions; in fact we have 

increased through the recession (Sustainability Manager, banking industry, SBN 

member, large company). 

 

Another key theme that came up in the interviews aligned with the literature on 

the impact of size on the uptake of sustainability strategies.  SMEs felt they did not have 

a big impact on the environment.  A Managing Director whose company had adopted no 

environmental initiatives explained: 

 
Well my own feeling, for our company we don’t have a great impact on what you 

would class as the environment (Managing Director, engineering industry, Non-

SBN, small company). 
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An emerging theme that evolved from the interviews was the impact of new 

technology, facilitating companies to integrate sustainability strategy: 

 
It is a cloud based software, basically you do all your data entry.  We have done a 

full audit of all our electronic equipment and we have put all the information in, 

we have put in electricity bill figures and petrol consumption figures, and all our 

air travel in and some cost estimations of the distance travelled and stuff like that, 

and then it gives us a nice report at the end of what sort of carbon offset we have 

created through those activities and how much power we have consumed in the 

last 12 months, and fuel, that sort of thing, it gives us ideas about reduction 

targets (Manager, health industry, non-SBN member, medium company).  

 

Turning now to social sustainability, how did the impact of the recession impact 

social sustainability practices compared to environmental sustainability practices?  This 

question is explored in the next section. 

 

The Impact of the Recession on Social Practices 

Although sustainability is often associated with the environment, New Zealand 

businesses are engaged at a higher level with social sustainability.  We define social 

sustainability as how a business takes care of its employees and its community.  In this 

case community can be quite broad, extending to the global community.   

Figures 13 and 14 illustrate that when comparing the results of the 2006 to 2010 

survey, social sustainability practices were more negatively impacted during the recession 

compared to environmental sustainability
4
.  From 2006 to 2010 there was a marked 

decrease in every social sustainability practice for non-SBN members, with a 20% drop 

in most social practices (to levels below 2003 survey results).  The decline in social 

practices was greater than the decline in environmental practices.  While SBN members 

also showed a decrease in engagement with social practices, the decrease for most 

practices was more modest at 5% or less.   

                                                 
4 The following is a complete list of social practices a respondent could choose from:  Provides job training; Provides assistance for 

employees to obtain tertiary education; Gives time, money, products or services to local community projects; Contributes time, 

money, products or services to charity; Considers diversity in hiring decisions; Has family-friendly policies; Has stress management 

initiatives; Don’t know; None; Other (please specify) 
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The 2010 survey results most likely reflect the fact that there is no longer a tight 

labour market.  Recruitment and retention of employees was a top driver for adopting 

sustainability strategies at 32% in 2010, but in 2006 that figure was 44%. 

 

----------------------------------- 

Insert Figure 13 about here 

----------------------------------- 

 

----------------------------------- 

Insert Figure 14 about here 

----------------------------------- 

Again the divergence demonstrated with non-SBN companies much more likely 

to reduce social sustainability practices compared to SBN member companies. 

 

We put more emphasis on working in the community and spending money with the 

people in our community more than environmental issues (Managing Director, 

engineering industry, non-SBN, small company). 

 

We’re approached frequently by organisations and we’re very generous 

contributors to projects in a covert sort of way.  It is not tracked, it is not 

recorded, there is just a willingness to help at a community level (Manager, 

building industry, non-SBN member, large company). 

 

Figures 15, 16 & 17 illustrate the impact of the recession on social sustainability 

by firm size. 

----------------------------------- 

Insert Figure 15 about here 

----------------------------------- 

 

----------------------------------- 

Insert Figure 16 about here 

----------------------------------- 
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----------------------------------- 

Insert Figure 17 about here 

----------------------------------- 

 

For every size company, there is a drop in social practices.  For small businesses, 

the biggest decreases in social practices from 2006 to 2010 are job training at 15%, but 

that is not much different to large businesses at 14%.  Small businesses also reduced 

giving to charity by 14% compared to only a 3% drop for large businesses. 

Even before further analysis in the follow-up interviews, several Managing 

Directors in the social sustainability section wrote on the survey, “we are just trying to 

survive” or equivalent comments.  The impression left from these comments was an 

acknowledgement that there was a conscious trade-off being made with short-term 

survival taking priority compared to long-term investment in workers and the community.   

The next section explains the conclusions and implications of the research. 

 

CONCLUSIONS AND IMPLICATIONS 

 

The results of the surveys and interviews highlighted three key findings.  First, the 

two hypotheses (hypotheses 1a and 1b) presented at the start of the article were both true.  

Some companies reduced their sustainability practices during the recession on the 

grounds that they simply could not afford them.  Other companies increased sustainability 

practices because they believed they could not afford not to.  The two hypotheses are 

usually presented as an “either/or” however, the results from our research show that both 

can occur and the recession acts as a “wedge,” widening the differences between those 

companies taking a sustainability approach and those following a traditional business 

model.   

Second, the recession had a greater impact on social sustainability practices than 

on environmental practices.  Companies were more likely to trade-off social practices.  

The significant decrease in social practices post recession may reflect a weaker, less 

direct link to profitability.  Many environmental practices (e.g., reduced energy use, 
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lower waste disposal costs, etc.) show up immediately in an improved bottom line.  

Social practices that care for employees and support communities often do not pay 

immediate dividends.   

Third, hypotheses 2a and 2b were not confirmed.  Companies reported a drop in 

motivation rather than the imposition of new hurdles.  The results demonstrated 

companies’ motivations to adopt sustainability practices decreased, particularly for Non-

SBN companies.   On the other hand, costs increase for SBN members, but otherwise 

there was not a significant increase in barriers.   

Hypothesis 3 was confirmed and we argue is another variable sharpening the 

wedge between companies incorporating sustainability strategies and those that do not. 

Hypotheses 4a and 4b were confirmed.  Unlike the trend we saw comparing 2003 

and 2006, when both SBN and non-SBN companies were generally increasing 

sustainability practices, the economic recession widened the sustainability divide.  For 

both social and environmental practices, the more practices a company had adopted 

before the recession, the more likely they were to increase those practices during the 

recession.  Aligned with the literature related to embedding sustainability, interviews with 

companies that increased practices showed that sustainability was not an additional 

strategy, but as part of the “new normal” for them.   

 

It’s not something that we see as running alongside our business, it is not a 

separate program, it really is just how we operate.  And it is one where we see 

business success as being driven by having that balanced approach across 

customer, community, environment, and people parts of our business 

(Sustainability manager, insurance industry, SBN member, large company). 

 

Absolutely and fundamentally what you want to achieve, sustainability needs to 

become business as usual, if it doesn’t it is something that can be taken away.  It 

is an additional thing that you are asking people to do, and psychologically, the 

moment you enter into that it is your decision space, of course no one is going to 

do it.  You will get your actively engaged people getting on board, but they make 

up a very, very small percentage of any organisation, it is the 80% sort of neutral 

people who sit in the middle you really want to be engaging with and as far as 

they are concerned they are not particularly passionate one way or the other, you 

know they come to work, they do their job so it is about enabling them to have 

that sustainability lens as part of their day-to-day function (Consultant, SBN 

member, large company).  
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On the other hand, companies that had initiated only a few social and  

environmental practices were more likely to decrease those practices during the 

recession.  These companies were most likely to be SMEs.  This response seems logical.  

If the commitment to sustainability is weak, if sustainability exists at the periphery of the 

core strategy, then the effort is more likely to falter when put under pressure.   

Consequently, these findings relate to the drivers and barriers and 

highlight that firms that garner greater understanding and clarity of the benefits of 

sustainability practices and thus see adopting more of these practices as beneficial. 

Conversely, those with fewer practices, SMEs in particular, may not be able to see these 

benefits as clearly, and thus see sustainability practices as a business expense that can be 

trimmed or reduced in stressful financial times.    

Our study also contributes to the literature regarding trade-offs within 

sustainability strategic decision making.  Hahn, et al., (2010) identified the complexity of 

trade-offs that firms must consider.  Our survey uncovered a conscious trade-off that 

abandoned long-term investments in workers and the community in exchange for a 

greater likelihood of short-term survival. In general, social sustainability practices were 

sacrificed before environmental sustainability.   

Our concept of a “sustainability divide” is significant in the literature generally 

and specifically in relation to drivers for sustainability related to SMEs.  At first glance, 

the concept implies a chasm between two philosophies, with sustainable business 

practices on one side and business as usual on the other.  What we are beginning to see, 

however, is that the edges of the precipice do not remain parallel.  Once a company is on 

one side or the other, managers start to make decisions and choices that accelerate the 

divergence.  The sustainability gap becomes a wedge, and as the wedge widens, the 

distance between companies on either side grows greater. 

Take, for example, a firm’s decision to join New Zealand’s Sustainable Business 

Network.  Having committed themselves to one side of the divide, during the recession 

SBN members increased their engagement with more than half of the environmental 

practices we surveyed.  In contrast, non-SBN companies reduced their commitment in 10 

out of the 11 environmental practices.   
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The non-SBN companies even made choices that seem counter-intuitive in hard 

economic times.  The biggest decrease was an 18% drop in waste minimization targets, 

which we found surprising considering that reducing waste also reduces the costs of 

waste disposal, positively impacting the economic bottom-line.  In this instance, at least, 

we can see that the recession, which might have driven sustainable and “traditional” 

businesses closer together, has actually pushed them further apart.  It is a clear example 

of the sustainability wedge at work. 

Similarly, results from our interviews showed that companies with more 

environmental practices before the recession were more likely to increase those practices 

during the recession.  For example, companies that innovated and marketed their products 

or services based on environmental attributes, tended to expand those practices during the 

recession, adding carbon targets or an environmentally focused supplier program. 

SBN members also were more likely to identify financial and non-financial 

drivers that pushed them to adopt sustainability strategies.  This suggests that once a firm 

is established on the sustainable side of the divide, managers become aware of additional 

reasons to embrace further sustainability practices. 

Because of the wedge effect, it appears that sustainability does not just create a 

one-off differentiation between firms (as might, for example, adoption of a new 

technology).  Instead, the wedge is a multiplier effect through which companies that have 

chosen sustainability continue to grow away further away from their competitors.  
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Figure 1 

Firm Size of Respondents 2010 
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Figure 2 

Drivers to Adopting Sustainability Practices Small Firms 2006 & 2010 

 

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

C
ost

 R
ed

uct
io
n

S
ha

re
ho

ld
er V

alu
e

In
ve

st
or

 P
re

ss
ur

e

B
oa

rd
 In

flu
en

ce

P
re

ss
ure

 G
ro

ups

E
m

pl
oy

ees

R
epu

ta
tio

n 
& B

ra
nd

R
is
k 
M

an
ag

em
en

t

R
egu

la
tio

ns

O
th

er

Small 06

Small 10

 

 

Figure 3 

Drivers to Adopting Sustainability Practices Medium Firms 2006 & 2010 
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Figure 4 

Drivers to Adopting Sustainability Practices Large Firms 2006 & 2010 
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Figure 5 

Barriers to Adopting Sustainability Practices Small Firms 2006 & 2010  
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Figure 6 

Barriers to Adopting Sustainability Practices Medium Firms 2006 & 2010 
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Figure 7 

Barriers to Adopting Sustainability Practices Large Firms 2006 & 2010 
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Figure 8 

Environmental Practices of Non-SBN Companies 2006 & 2010 
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Figure 9 

Environmental Practices of SBN Members 2006 & 2010 
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Figure 10 

Environmental Practices of Small Firms 2006 & 2010 
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Figure 11 

Environmental Practices of Medium Firms 2006 & 2010 
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Figure 12 

Environmental Practices of Large Firms 2006 & 2010 
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Figure 13 

Social Practices of Non-SBN Companies 2006 & 2010 
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Figure 14 

Social Practices of SBN Members 2006 & 2010 
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Figure 15 

Social Practices of Small Firms 2006 & 2010 
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Figure 16 

Social Practices of Medium Firms 2006 & 2010 
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Figure 17 

Social Practices of Large Firms 2006 & 2010 
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Summary 

Across the globe social entrepreneurs are accomplishing substantial social benefits for 

individuals and communities. Social change requires designing, starting, and growing formal 

organizations with well-designed and registered legal structures. Throughout the world, social 

entrepreneurs are moving beyond organizational norms of traditional for-profit or nonprofit 

legal forms. Entrepreneurs are creating various novel hybrid-organizational forms to address 

the specific needs of their creative and innovative social enterprise ventures. This paper uses 

organizational theory to study new innovative legal forms and new legislation designed to 

benefit social and ethical entrepreneurs. Questions include: How do social entrepreneurs 

build, grow, and sustain their social benefit organizations? How do social entreprenerus 

sensibly combine social and business goals? How do they design their organizational 

structure? How do they select a legal form that best fits their social change goals? Who owns, 

manages, and benefits from the good works of social benefit organizations that earn income? 
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Introduction 

Worldwide social entrepreneurship is growing at a phenomenal pace. Across the globe social 

entrepreneurs are accomplishing substantial social benefits for individuals and communities. 

Social change requires designing, starting, and growing formal organizations with well-

designed and registered legal structures. Throughout the world, social entrepreneurs are 

moving beyond organizational norms of traditional for-profit or nonprofit legal forms. 

Instead, entrepreneurs are creating various novel hybrid-organizational forms to address the 

specific needs of their creative and innovative social enterprise ventures. This paper uses 

organizational theory to study new innovative legal forms and new legislation designed to 

benefit social and ethical entrepreneurs. 

 

Motivations For New Social Enterprise Legal Forms and Structures 

Social entrepreneurs encounter a complex system of legal organization choices. For-profit 

legal forms and structures allow for freedom and flexibility and the ability to earn profits and 

pay taxes. Nonprofit organizations are tax-exempt and have the ability to receive tax-

deductible contributions and foundation funding, which comes with government reporting 

requirements and limitations on activities. Nonprofits also benefit from general perceptions of 

nonprofit worthy objectives and trustworthiness. On the ground it is quite common for social 

entrepreneurs to establish multiple different types of legal organizations to support 

accomplishment of their social value creation plans. Because the selection of a particular 

legal form both frames and limits questions of ownership, capital structure, governance and 

control, potential liability, operational management, tax liabilities, and questions of brand and 

legitimacy, the array of legal forms available to a social entrepreneur are important for the 

eventual success or failure of their new social ventures. Please note that form refers to the 

legal organization aspects (traditionally for-profit or nonprofit, or currently an entirely new 

form). Structure refers to organizational division of labor functions, management roles and 

responsibilities, and board of director control functions. Form and structure types are selected 

by social entrepreneurs to best fulfill their social benefit vision and mission. The paper 

describes and discusses many novel legal forms being discussed and created in many 

countries and specifically the ways these new laws are benefiting social entrepreneurs by 

helping them accomplish their social missions. 

 

Corporate experiments to redefine the boundaries of social benefit initiatives are being 

implemented. Google’s creation of a separate for-profit division called Google.org was 
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capitalized with an initial US $1 billion. Google selected three globally huge social issues: 

climate change, extreme poverty, and large-scale disease reduction. Google’s founders stated 

that a for-profit legal form was selected to avoid nonprofit restrictions, and thus they could 

engage in venture capital investing and government lobbying efforts. A very different 

example is CapitalConnect, an Indian for-profit company providing an online market to fund 

socially responsible investments that produce innovative solutions to issues of global poverty 

and economic development with far less capital resources. A quite recent example is 

Zuckerberg’s Facebook S-1 letter to potential investors: “Facebook was not originally created 

to be a company. It was built to accomplish a social mission — to make the world more open 

and connected. We think it’s important that everyone who invests in Facebook understands 

what this mission means to us.” (Techcrunch.com, 2012). Later in the letter Zuckerberg says: 

“Simply put: we don’t build services to make money; we make money to build better 

services. And we think this is a good way to build something. These days I think more and 

more people want to use services from companies that believe in something beyond simply 

maximizing profits.” 

For individual social entrepreneurs, corporate hybrid organizations have a potential to create 

unplanned perception and legal problems. For example, nonprofits with earned income 

business activities can potentially endanger their nonprofit legal status. For-profit 

corporations can also endanger their organization mission and brand by confusing traditional 

profit seeking investors with the addition of new corporate social benefit objectives and 

activities. 

 

The Edge of Ethics and New Social Enterprise Legislation  

Complex tensions and contradictions exist between commercial profitable outcomes for 

executives and shareholders (for-profits) versus social benefit outcomes for individuals, 

families, and communities (nonprofits). A traditional perspective on organizational legal 

structure provides a standard narrative describing two separate, unequal, and opposing 

organizational forms and outcomes. On one hand, for-profit businesses are created and 

operated to provide a profit for shareholder owners. On another hand, nonprofit organizations 

perform good works providing charity, food, shelter, education, and gainful employment for 

deserving populations. The only previous choices available for social entrepreneurs have 

been to select either a for-profit or a nonprofit legal form, and proceed to work to operate and 

grow their enterprise within the confines of their selected legal form. However, there also 
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exist multiple types of hybrid or special purpose ‘field-built’ organizational forms designed 

and operated to provide social benefits to specific groups. Examples of additional 

organizational forms across boundaries (Lindgren & Packendorff, 2006) include cooperatives 

(agriculture producers, purchase co-operatives, and worker production cooperatives), 

community development corporations (USA), mutual societies (UK), multiple categories of 

civil society and nongovernmental organizations (NGOs) around the world, fair trade 

agriculture production and marketing organizations (creators of various Fair Trade 

Certification marks), a broad array of microcredit, micro loan, and micro-insurance 

organizations (usually nonprofit and more recently for-profit variations), innovative varieties 

of social enterprise venture philanthropy, and many other types of cobbled-together 

organizations operated with the purpose of helping specific individuals, families, 

communities, or countries. 

 

Recent proposed and enacted worldwide legislation for creating new social enterprise forms 

are designed to support more successful social and ethical enterprise organizations, 

enterprises that provide additional social benefits and also independently earn income to help 

fund beneficial activities. The paper examines and discusses the development of this claim 

with descriptions from around the globe. Over the past decade innovative legislation has been 

proposed, and in many nations passed, with the explicit goal of providing new and more 

effective social enterprise legal forms. Questions arise: How will new legal forms help 

provide social and ethical benefits? What are the advantages and disadvantages of these new 

forms for practicing social entrepreneurs? The paper will describe factors driving the politics 

and discourses used to advocate creation of new legal forms to help social and ethical 

entrepreneurs more effectively change the world for the better. 

 

The paper examines social entrepreneurship at the organizational level. Additional questions 

include: How do social entrepreneurs build, grow, and sustain their social benefit 

organizations? How do they manage and operate their social organizations? What parts of 

their organizations are primarily social and what parts are primarily business? How do social 

entreprenerus sensibly combine social and business goals? How do they design their 

organizational structure? How do they select a legal form that best fits their social change 

goals? Who owns, manages, and benefits from the good works of social benefit organizations 

that earn income? 
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Theoretical Frame  

The paper discussion incorporates Selznick’s (1948; 1949) concepts describing how 

organizational legitimacy is created using conceptions of values and how particular 

organizations produce benefits for members and society. Selznick states that: institutions 

include values but first these institutions must survive and continue to function. Using 

Selznick’s insights, we see that the new legal forms that are being designed for social 

ventures are building values and social mission directly into the legal charters and structure of 

these enterprises. The applicable theoretical lens utilized include Scott’s (2008) 

organizational institutional theory concepts and Alter’s (2006) conceptual framework of six 

types of enterprise organizations using factors of social change motivation, accountability, 

and earned income use. Scott’s organizational institutional theory perspective explains that 

institutions: “…provide stability and meaning to social life,” (Scott, 2008: 48). Scott’s 

conceptual framework consists of his three pillars of institutions defined with the following 

system components: regulative systems, normative systems, and cultural-cognitive systems. 

The three pillars of organizational institutions view different aspects of organizational 

legitimacy in unique ways. 

 

Alter (2006) describes a “hybrid spectrum” as including six types “…organized by degree of 

activity as it relates to: 1) motive, 2) accountability, and 3) use of income.” Her hybrid 

spectrum includes: Traditional for-profit businesses focused on creating profits and 

shareholder wealth; for-profit firms with some concern for stakeholders; socially responsible 

businesses with concern for both shareholder profit and stakeholder benefits; social purpose 

enterprises with vision and mission combined with earned business income focused on 

producing social benefits; nonprofits with earned income business activities; and traditional 

nonprofits dependent on private donations and government grants to implement their social 

benefit vision and mission. This frame pries open old boundaries between nonprofit and for-

profit organizations with a way of thinking about balance and priorities within a social 

enterprise. 

 

International New Legal Forms  

Recent legal form experimentation taking place in the United Kingdom, Europe (Defourny & 

Nyssens, 2008; Kerlin, 2009), Asia, and North America over the past decade is documented 

and analyzed using both Scott and Alter’s theoretical lens. An explanation of organization 

experiments describes and discusses numerous legislative proposals and subsequent newly 
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established laws for social enterprise legal forms. Emphasis is on the interrelationships 

between perceived social enterprise legal form problems and proposed and enacted 

legislation solutions. Scott’s organizational institutional theory provides the more macro 

conceptual lens for analyzing regulative systems and resulting legitimacy based on legal 

forms and regulations.  

 

Because the selection of a particular legal form helps frame questions of ownership, capital 

structure, governance and control, potential liability, operational management, tax liabilities, 

and questions of brand and legitimacy, the array of legal forms available to a social 

entrepreneur are important for the eventual success or failure of their new social ventures. 

Note that form refers to the legal organization aspects (traditionally for-profit or nonprofit) 

and structure refers to organizational division of labor functions and management and board 

of director control aspects. 

 

Multiple legitimacy problems (Nicholls, 2010) can develop as social entrepreneurs navigate 

the previously unmapped spaces between traditional normative nonprofit organizations and 

standard for-profit businesses, in particular when entrepreneurs think through a range of 

possibilities to construct new hybrid social enterprise forms. Because social enterprises are 

creating new emerging organization forms, obtaining or creating institutional legitimacy may 

be even more important for gaining various resources and sustaining the enterprise’s mission 

and social benefit objectives compared to more traditional nonprofit organizations or standard 

for-profit businesses. The logic for employing organizational institutional theory is that social 

enterprises must create their own unique way of measuring and achieving success in both 

creating social value and economic profit. Creating legitimacy in multiple ways can help new 

social enterprises access resources and contribute to creating an institutional name and brand. 

Proponents of new social enterprise legal forms have argued that these new forms can create 

useful to create a new brand useful for adding perceived value to social enterprises. Examples 

of new legal forms (described in context later in the paper) are being used as ‘brands’ include 

the UK’s CIC, Belgium’s SFS, South Korea’s new civic-private-public partnership legal 

form, and the USA’s L3C (Doeringer, 2010) and B-Corp. Part of the original legislative 

proposal discussion for these new legal forms included discussion about the possibility of the 

form itself becoming a useful social enterprise brand to more effectively access needed 

resources through increased institutional legitimacy. 
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Motivations For New Social Enterprise Legal Forms and Structures 

Social entrepreneurs encounter a complex system of legal organization choices. For-profit 

legal forms and structures allow for freedom and flexibility and the ability to earn profits and 

pay taxes. Nonprofit organizations are tax-exempt and have the ability to receive tax-

deductible contributions and foundation funding, which comes with government reporting 

requirements and limitations on activities. Nonprofits also benefit from general perceptions of 

nonprofit worthy objectives and trustworthiness. On the ground it is quite common for social 

entrepreneurs to establish multiple different types of legal organizations to support 

accomplishment of their social value creation plans. Because the selection of a particular 

legal form both frames and limits questions of ownership, capital structure, governance and 

control, potential liability, operational management, tax liabilities, and questions of brand and 

legitimacy, the array of legal forms available to a social entrepreneur are important for the 

eventual success or failure of their new social ventures. Please note that form refers to the 

legal organization aspects (traditionally for-profit or nonprofit, or currently an entirely new 

form). Structure refers to organizational division of labor functions, management roles and 

responsibilities, and board of director control functions. Form and structure types are selected 

by social entrepreneurs to best fulfill their social benefit vision and mission. The paper 

describes and discusses many novel legal forms being discussed and created in many 

countries and specifically the ways these new laws are benefiting social entrepreneurs by 

helping them accomplish their social missions. 

 

Corporate experiments to redefine the boundaries of social benefit initiatives are being 

implemented. Google’s creation of a separate for-profit division called Google.org was 

capitalized with an initial US $1 billion. Google selected three globally huge social issues: 

climate change, extreme poverty, and large-scale disease reduction. Google’s founders stated 

that a for-profit legal form was selected to avoid nonprofit restrictions, and thus they could 

engage in venture capital investing and government lobbying efforts. A very different 

example is CapitalConnect, an Indian for-profit company providing an online market to fund 

socially responsible investments that produce innovative solutions to issues of global poverty 

and economic development with far less capital resources. A quite recent example is 

Zuckerberg’s Facebook S-1 letter to potential investors: “Facebook was not originally created 

to be a company. It was built to accomplish a social mission — to make the world more open 

and connected. We think it’s important that everyone who invests in Facebook understands 

what this mission means to us.” (Techcrunch.com, 2012). Later in the letter Zuckerberg says: 
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“Simply put: we don’t build services to make money; we make money to build better 

services. And we think this is a good way to build something. These days I think more and 

more people want to use services from companies that believe in something beyond simply 

maximizing profits.” 

For individual social entrepreneurs, corporate hybrid organizations have a potential to create 

unplanned perception and legal problems. For example, nonprofits with earned income 

business activities can potentially endanger their nonprofit legal status. For-profit 

corporations can also endanger their organization mission and brand by confusing traditional 

profit seeking investors with the addition of new corporate social benefit objectives and 

activities. 

 

New Social Enterprise Legislation 

United Kingdom and Ireland - In the United Kingdom (UK) the concept of social enterprise 

traces back to Robert Owen and the cooperative movement in the first half of the 19
th

 century 

(Alter, 2007). For England, Wales, and Scotland, social enterprises are defined as businesses 

that pursue social goals and reinvest their profits (surpluses) in their social mission or their 

target benefit community. A new organization form called the Community Interest Company 

(CIC) became UK national law on July 1, 2005. Registering as a CIC requires a two-step 

process: (1) first register under the previous Companies Act (1985) that limited proscribed 

activities by guarantee or limited by number of outstanding shares, and in addition, (2) then 

apply for CIC status to the Regulator of Community Interest Companies. A CIC legal form 

must meet a community interest test, operate for public benefit, and not have legal charitable 

status. The CIC legislation states that while a charity cannot become a CIC without giving up 

charitable legal status, a charity may legally register a CIC as a subsidiary organization of the 

main charity. This part of the regulation was established to allow the passing of earned 

income profits or assets to a charity. 

 

A primary innovation of the UK CIC is that this new organization form is asset locked to 

reserve profits (surplus) exclusively for community purposes and benefits. As current and 

future social enterprise legislation is written and debated and new legislation is passed around 

the world, the requirement that social enterprises must be asset locked is critical for social 

entrepreneurs to draw a bright and sharp line between social benefit enterprises and for-profit 

business enterprises that provide for profits to be individually captured. Supervision of CIC 
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enterprises is conducted by the Charity Tribunal (2006), which serves as an appeals remedy 

for government decisions about registration, monetary actions, and removal from the charity 

register (England and Wales Charity Act 2006).  The Independent Charity Tribunal for 

England and Wales commenced March 18, 2008. This provided a way for social 

entrepreneurs to appeal Charity Commission legal rulings on an internal basis because High 

Court appeals are rarely granted. In Northern Ireland the CIC form has been legal since April 

6, 2007 following extension of the Companies (Audit, Investigations and Community 

Enterprise) Act 2004 and follows UK legal formats. 

 

The Republic of Ireland until recently lacked clear legislation for charity trustees and did not 

require NGO activity to benefit the public to be legally established (Breen, Ford, & Morgan, 

2009). Nevertheless; NGOs must have a stated public benefit to become a nationally 

established charity. The Designated Activity Company (DAC) is the new legal form for the 

Republic of Ireland under the Charities Act 2009, which become national law on February 

28, 2009. Charitable purpose is defined as including poverty prevention or relief, advancing 

education or religion, or any other community benefit. A DAC form is different from other 

types of limited companies because they will be able to designate a specific cause (not 

shareholders) as the beneficiary of profits. Similar to the UK CIC regulations, DACs are 

private companies with limitations that prevent them from transferring profits or assets to 

members, which thus allows Irish charitable tax-except status. Government supervision is 

conducted by the newly established Charities Regulatory Authority (2009). 

 

Europe - In Europe the social economy sector is working to define the social enterprise 

concept. The third sector concept combines various types of charities, nonprofits, cooperative 

organizations, social associations, mutual aid societies, and various social benefit 

foundations. At the present time, while European social enterprise organizations exist and 

their number are growing, the social enterprise concept remains undefined for many countries 

(Defourny & Nyssens, 2008). Furthermore, the European Union had not created a unifying 

definition (Doeringer, 2010). However within Europe the concept of social enterprise 

includes the following: specific social goals for specific populations, a variety of legal forms, 

nonprofit legal status, restrictions on profit capture, and in some countries possible 

government funding. In the 1970’s European charity organizations began to engage in 

commercial endeavors to help address widespread unemployment issues and thus opened the 

door for ongoing discussions of social enterprise definition and legality (Doeringer, 2010).
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Legal policies for social enterprise in Belgium define these organizations as providing 

benefits for specific populations as being more important than generating profits, with 

additional provisions to foster democratic voice in organization decisions involving multiple 

stakeholders. Belgium passed legislation in 1995 creating a new legal form called the Societe 

a Finalite Sociale (SFS) (Doeringer, 2010). Moving deeper into the legal text, Doeringer 

suggests that the SFS form provides a system of certification with specific provisions 

including limitations on profit distributions of no more than 6% annually and upon the 

company dissolving, remaining profits must be invested in another charity or social benefit 

organization.
 
Portugal created “social solidarity co-operative” legislation in 1997; Spain 

passed national legislation forming “social initiative co-operative” organizations in 1999; 

Greece passed a law creating “limited liability social co-operative” organizations in 1999; 

and France created legislation to create “collective interest co-operative society” 

organizations in 2002. All these laws are based on traditional European co-operative 

organizations and focus on directly helping disabled and vulnerable populations. 

 

Germany has a new charitable stock company legal form called gemeinnuetzige 

Aktiengesellschaft (“charitable stock company”) that fits within the German legal definition 

of public benefit as including (1) general public benefit; (2) charitable, benevolent; and (3) 

religious benefit. In 2007 there was a tax revision legislation that provided a new single tax 

benefit rate instead of the previous various rates for different benefit purposes. This change in 

regulations helped German social entrepreneurs by simplifying their tax-deductible context 

for obtaining donations. But some German social entrepreneurs want new social enterprise 

legal forms. Andreas Heinecke (2011a), founder of Dialogue in the Dark, is a well-known 

German advocate for new organization legal forms. His organization provides innovative 

gainful employment for the blind using the logo ‘moving beyond sight’. In comparing a for-

profit enterprise with a social mission in contrast to the tax-deductible donation benefits of 

nonprofit organizations, Heinecke (2011b) states: “What I’m looking for is a hybrid that 

would combine the best parts of both groups.” This statement by a most successful social 

entrepreneur succinctly states the desire for new social enterprise legal forms. 

 

In 1991 Italian legislation created a new social cooperative organization form to support 

social enterprise. The 2001 “l’impresa sociale” legislation combines a private legal form 

based on the established cooperative form with the stated objective of addressing social needs 
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not met by either government agencies or private businesses. More recent social enterprise 

legislation was passed in Italy, effective March 2006. The philosophy of this legislation was 

significantly different from much of the other European national legislation because Italy 

created a “legal category in which all recognized eligible organizations may be included, 

regardless of their internal organizational structure,” (Fici, 2006: 2). Italian social enterprise 

legislation was created to craft an organizational legal “brand” based on three criteria: (1) a 

legal private organization, not an individual, (2) a focus on positive social outcomes, and (3) 

business activity that is directed toward the common good instead of individual profit (Fici, 

2006).  The Italian legislation supporting social enterprise was clearly designed to be broadly 

inclusive for all forms of cooperative, for-profit, and nonprofit organizations. Please note that 

this legislation focuses on social benefit objectives (ends) rather than organizational legal 

form or functional operating structure (means). 

 

For a contrasting example consider the French legislation for “common interest co-

operatives”, which focuses more on the means for achieving social benefits. In a study of 

social enterprises in Poland, researchers found that trust between new social enterprises and 

public organizations was an important variable for social benefit performance Curtis, Herbst, 

& Gumkovsa, 2010). Another earlier study in Poland examined the corresponding 

relationships between new social enterprises and Polish business organizations (Janusz & 

Rudnicka, 2009). Poland passed new legislation in 2006 called the ‘Act on Social 

Cooperatives’ with a focus on supporting organizations that provide employment 

opportunities to populations often left outside of traditional employment (Nyssens, 2009). 

Work integration is a unifying concept used throughout Europe to frame ways of employing 

disabled people and those populations often excluded from gainful employment. 

 

The Finish Act on Social Enterprise became law in 2004 and requires a social enterprise to 

employ a minimum of 30% of its workers who are disabled or listed as long-term 

unemployed (Hicki, Pecher, Aaltonen, & Stenholm, 2007). Note that the Finish regulations 

focus on specifying the target population to be helped through employment rather than 

specify the exact type of social benefit. In Sweden the role of civil society has been more to 

frame and express important social issues (Stryjan, 2000). Recent Swedish empirical research 

suggests that examining “sources of social innovation” with a focus on the receivers of social 

services may prove one source for solving seemly intractable employment problems 

(Svensson & Bengtsson, 2010: 190. Kerlin describes an important distinction that European 
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social enterprise resides in the “social economy” (focus on social benefit vs. profit) in 

contrast to the USA view that both for-profit and nonprofit organizations engaging in social 

enterprise reside in the market economy (Kerlin, 2006: 249. The recurring new social 

enterprise legislative theme appears to one of multiple national perspectives on how best to 

provide social benefits and simultaneously pay the expenses to provide for social good. 

 

Asia - Social enterprise is a relatively new concept in Japan, providing framing for a new 

business model for nonprofit organization earned income. Japanese traditionally discuss this 

topic using the terms “nonprofit” and “co-operative sector.” (Ishizuka, 2002). The Japanese 

1998 Law to Promote Specified Nonprofit Activities created a new legal category for civic 

groups called ‘NPO’ (specified nonprofit corporation) organizations. Within the concept of 

social enterprise are several standard legal forms, including the “specified nonprofit 

corporation”, cooperatives, and limited liability and joint-stock companies. Tsukamoto and 

Nishimura (2009: 164) explain that the term “community business” is used rather than social 

enterprise to “describe nonprofit organizations or businesses with a hybrid character”. Social 

enterprise advocates in Japan have proposed legislation that may include variations on both 

the UK public-benefit test and the USA public-support test. Field experiments are currently 

underway comparing non-profit vs. privately owned long-term medical care hospitals and 

patient outcomes, results that may influence future Japanese new legal form legislation. In 

2008 additional new Japanese laws were enacted for government committees (one national 

law and for all 50 prefectures) to help determine if “Associations” and “Foundations of 

Public Interest” were planning to operate for the public benefit and how should these 

organizations be supported. Two key issues for the future of Japanese social enterprise 

organizations are what new legal forms should be legislated and how these new forms will 

support social enterprise financial survival (Karatta, Nakagawa, & Sakurai, 2011). 

 

The South Korean Social Enterprise Promotion Act of 2007 defines and legitimizes business 

organizations promoting social missions that provide social benefits or create employment for 

those traditionally without jobs. The Dasomi Foundation was founded as South Korea’s first 

social enterprise under the new legislation. It consists of a partnership between the nonprofit 

Work Together Foundation, the Kyobo Life Insurance Co., and the South Korean government 

(Social Edge, 2011). The purpose of this civic-private-public partnership is to support the 

training and employment of female caregivers in Korea. Note the specific social benefit 

provided by this social enterprise is to solve Korean female unemployment, with the private 
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and public partners supporting the civic nonprofit business model. Research on the first 154 

officially approved Korean social enterprises found they had a business mission focus on 

immediate job creation, based on government approval policies that primarily measure the 

number of people placed in jobs (Park, 2009). Another research study observes that various 

types of social enterprises exist in South Korea, some legally registered with official 

legitimacy, while some social entrepreneurs pursue their social benefit goals without official 

approval (Bidet & Eum, 2011).
 

 

Chinese “public benefit nonprofit institutions” are registered to provide public benefit 

organizations with nonprofit legal status. For China the social enterprise concept is new and 

does not fit well into traditional legal statues. Thus there currently exists no clear government 

legislation for registering and supervising Chinese social enterprises. Some social enterprises 

are registered as legal nonprofits, some are registered for-profit companies, and some 

operating social enterprises are not formally registered. Preliminary research with Chinese 

social entrepreneurs suggests a social mission focus on helping the poor and disadvantaged, 

with the social mission primary to building an economic sustainable organization. Similar to 

other nations previously discussed, Chinese social entrepreneurs expect that any social 

enterprise profits will be reinvested into their social mission, unlike traditional for-profit 

companies with profits benefiting private individuals. The institutional context for Chinese 

social enterprise is still unformed and awaiting new legislation (Xiaomin, 2011). 

 

In the Philippines, interest in the social enterprise concept arises from the numerous failures 

of government poverty solutions over many decades. This context has motivated local 

citizens to create numerous different types of organizational form solutions on the basic 

theme of combining community initiatives and market-based legal forms. Current Philippine 

law requires that a NGO or NPO to be government accredited with no part of the 

organization’s income or assets to benefit any members or officers. Philippine cooperative 

and religious organizations are currently seeking new legal organization form legislation that 

would create laws that better reflect the ground reality of the social activities that they already 

perform to provide social benefits. Two well-known social enterprises are the Philippine 

Business for Social Progress and Gawad Kalinga (to give care). Both focus their social 

mission on issues of housing, food, and sustainable living (Santos, Macatangay, Capistrano, 

& Burns, 2009).  
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North America – Canada has no formal legal definition of a social enterprise or social venture 

(Hewitt, 2010). Various social enterprise individual and organization proponents advocate 

new hybrid organizational form legislation similar to the UK CIC, with the argument that 

current legal nonprofit and charity organization forms were never written to support earned-

income social enterprise activities. Thus Canadian charities cannot engage in unrelated 

business activities without endangering their charity legal status, in part because the concept 

of “unrelated business” is not well defined in Canadian law (Bridge & Corriveau, 2009). As 

an example of public opinion in Canada, the Muttart Foundation reported in a 2006 survey 

that 85% of Canadians thought charities should be allowed earned income, with the provision 

that charity goals were supported. Former Canadian Prime Minister Paul Martin is a strong 

supporter of new organizational forms that fit within Canada Revenue Agency (CRA) 

charitable giving regulations and is providing a voice for future efforts to establish social 

enterprise organizations (Carter & Man, 2008). The Canadian Policy Research Networks 

think tank produced a 2009 report on the status of Canadian efforts to encourage social 

enterprise saying that nonprofits should be allowed to use for-profit business practices in 

pursuit of social goals. In 2009 the Canadian Parliamentary Standing Committee on Finance 

presented a report: “A Prosperous and Sustainable Future for Canada: Needed Federal 

Actions” with a recommendation to create new legislation to allow nonprofit organizations to 

raise capital by issuing shares (Canada House of Commons, 2011). Issues of who benefits 

from any social enterprise profits (economic surplus) is a topic of discussion and distribution 

of profits must be clearly specified in legal organizational documents in order to maintain a 

bright line distinguishing social enterprises from traditional for-profit business enterprises. 

 

Responsibility for business and nonprofit legislation is controlled in the USA by the 50 states, 

with coordination with the federal Internal Revenue Service (IRS). Recently a number of U.S. 

states have legislated two new social enterprise legal forms: the low-profit limited liability 

company (L3C) and the Benefit Corporation (B-Corp). The new low-profit limited liability 

company (L3C) legislation is designed to bridge the existing gap between for-profit and 

nonprofit organizational legal forms. L3C is a hybrid form, combining the standard business 

limited liability company (LLC) with a stated focus on achieving charitable or educational 

objectives to produce social benefits. A L3C company is legally a for-profit organizational 

form that must “significantly further the accomplishment of one or more charitable or 

educational purposes” and follows IRS Code Section 4944(c) regulations in order to receive 
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program-related investments (PRIs) that qualify for charitable purpose tax treatment (US IRS, 

2011). 

 

One of the L3C founders is Robert Lang, who states that the L3C legal form has the potential 

to become a brand name for the social enterprise movement with several advantages 

compared to the traditional nonprofit legal form (Lang, 2011). These advantages include 

reduced government regulations and a more direct way to receive foundation Program 

Related Investments (PRIS) that allow foundations to invest in a L3C social enterprise and 

eventually recover their principal. The L3C legislation is constructed to allow multiple 

investment tranches with different investment membership classes and different risk 

structures over the early life cycle of the enterprise. Currently an L3C can be formed in 

Vermont, Michigan, Wyoming, Utah, Illinois, Louisiana, North Carolina, the Crow Indian 

Nation, the Oglala Sioux Tribe, and Maine. (Americans for Community Development, 2012). 

 

The U.S. has another new social enterprise legal form called B-Corp. Until 2010, the 

nonprofit B Lab in Pennsylvania managed a ‘private certification’ program with the stated 

goal to “use the power of business to solve social and environmental problems.” (B Corp, 

2011). The main provisions of the B-Corp are (1) Purpose with public benefit written into 

incorporation documents, (2) Accountability with corporation directors and officers 

considering all stakeholders, and (3) transparency documented by an annual Benefit Report 

with third party auditors. (B Corp, 2011).  The new B-Corp legal form provides directors and 

executives with greater protection from shareholder lawsuits against the corporation as it 

engages in social or environmental benefit activities. Essentially, founders of a B-Corp can 

write their social and environmental values into the original corporate charter. The Beneficial 

or B-Corp become established law in Maryland and Vermont in 2010 and become legal in 

New Jersey, Virginia, and Hawaii in 2011. It is currently under legislative consideration in 

the additional states of Colorado,  New York, North Carolina, Pennsylvania, California, and 

Michigan, and Washington DC. (B-Corp, 2012). 

 

Conclusion  

Ethics and politics intervene in the spaces between organizational problems encountered by 

social entrepreneurs and the proposed solutions argued by legislators and new legal form 

advocates within many different countries. Close attention is paid to legislative text and 

language, looking for patterns of similarities and differences. The paper concludes with 
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recommendations for future social enterprise new legal form research. Five specific empirical 

research projects are proposed involving the following elements: (1) analyze discourse 

advocacy in various countries justifying new legal forms for social enterprise; (2) analyze 

enacted legislative language; (3) study legislative patterns from around the globe involving 

organizational forms, governance, and specific populations benefited; (4) examine how recent 

new laws address (or fail to address) existing social enterprise organizational problems and 

analyze empirical reports from the field from various countries describing early adopters of 

new social enterprise legal form legislation, and (5) conduct research on various types of 

social enterprise organizations based on business models versus enterprises based on social 

benefits and social justice. In conclusion, over the past decade numerous nations have 

enacted new legal from legislation in a quest to assist social entrepreneurs to more effectively 

combine a vibrant social mission with earned income strategies. Organizational researchers 

have a unique real-time opportunity to extensively examine and analyze the edge of ethics 

and new legislation and report on how well these new laws are actually serving the social 

benefit, social enterprise, and legitimacy needs of social entrepreneurs around the world. 
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INTRODUCTION 

 

In a post-crisis world, the concept of Corporate Social Responsibility (CSR) is gaining 

importance for companies and their stakeholders. Diverse stakeholder groups are increasingly 

interested in corporate economic, social and environmental impacts and are pushing 

companies to redefine their responsibilities toward society. Calls are being launched to incite 

companies to implement actions to protect the environment, fight against exclusion and 

contribute to local economies. In other words, CSR appears to be the corporate answer to 

societal pressures by contributing to Sustainable Development (Steurer et al., 2005). Although 

the CSR practices of Multinational Companies (MNCs) are most often targeted for evaluation, 

Small and Medium Enterprises (SMEs) are not excluded from this trend, as in many countries 

they are a significant part of the economic landscape and their cumulative impact on society is 

strong. Although CSR policies are often less structured and formalized than those in MNCs, 

SMEs have adopted interesting behaviors to manage societal issues. Their practices are, 

however, diverse regarding the meaning and the place they give to this concern within 

corporate strategy. Some SMEs focus on financial performance and CSR is principally 

devoted to maximizing profits under societal constraint. Others concentrate more on global 

performance and, in this case, CSR is implemented to create value for a broad range of 

stakeholders. In addition, CSR policies can be defined by either a defensive approach to limit 

constraints or an active approach to seek new opportunities.  

 

Some researchers in management (e.g., Jackson & Apostolakou, 2010) showed that 

CSR practices seem to be deeply related to the governance system in which companies are 

embedded. In this paper, we adopt a socio-political view of corporate governance to show that 

companies are influenced by a number of factors (Aguilera et al., 2007; Campbell, 2007),  

such as stakeholders, capital, labor, product markets, culture and government regulation and 

so on (Aguilera et al., 2006). More especially, we will analyze the respective and combined 

effects of national institutions and industry characteristics on SME CSR practices. To study 

the influence of national institutions, we compare a developed and a developing country 

(Visser, 2008) sharing a common history, language and economic relations, namely France 

and Morocco. Beyond the influence of national institutions, we will also take into 

consideration the impact on industry characteristics on CSR reporting, at an organizational 

level. We will focus on only one industry, food-processing, because of the high number of 

SMEs worldwide (Abdirahman & Sauvée, 2011). In addition, this industry is facing 
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considerable pressures regarding CSR issues. Indeed, CSR is extremely important for the 

activities of food production and consumption as food provision is probably the human 

activity with the greatest social and environmental impacts on stakeholders (Aiking & Boer, 

2004).  

 

Our paper thus seeks to explore SME CSR practices within the food-processing industry 

by analyzing the differences between France and Morocco. This research contributes to the 

existing literature. First, it will help to understand SME CSR practices in the food-processing 

industry. Second, this study adds to the knowledge on international comparisons of CSR by 

examining the convergences and divergences in SME CSR practices between a developing 

and a developed country. Last, our research provides insight into the combined effects of 

national institutions and industry characteristics on a specific population of companies.  

 

LITERATURE REVIEW 

 

CSR Characteristics in SMEs 

 

Companies are facing growing expectations from diverse stakeholder groups 

(Arvidsson, 2010; Basu & Palazzo, 2008). In addition to greater financial scrutiny, they are 

also experiencing more pressure to address societal issues (Johnson & Greening, 1999). In 

this context, calls have been launched to incite or force them to take into account their impact 

on society more fully than ever before (Lee, 2011). Corporate Social Responsibility (CSR) is 

thus gaining in importance for business and political leaders (Buhr & Grafström, 2004). In 

this regard, Carroll (1991) underlined how CSR is important to understand corporate 

obligations and duties toward society. She especially developed a framework ranking the four 

main areas of corporate responsibility: economic (making profits, quality of products and 

services, etc.), legal (following the law and regulations), ethical (respecting the main ethical 

standards and principles shared within the corporate environment), and philanthropic (acting 

with fairness and charity).  

 

SMEs have long been ignored within the management literature. However, 

understanding their CSR practices is crucial as these companies often make up a large 

proportion of a national economic landscape. A report from the United Nations Industrial 

Development Organization (UNIDO) states that SMEs represent 90% of all companies 
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worldwide and that they contribute to 50% to 60% of employment. Moreover, despite their 

limited size, their societal impacts are often significant. The nature of their CSR practices is 

nevertheless likely to be influenced by their specific characteristics. Indeed, it seems 

particularly dangerous and counter-productive to transpose the principles of CSR for MNCs 

to SMEs (Freisleben, 2011; Morsing & Perrini, 2009). First, in SMEs, the CEO’s commitment 

is key to starting or boosting CSR practices. In particular, his or her values will significantly 

influence CSR policies (Bellini, 2003; Reynaud et al., 2007). SMEs will also be more 

impacted than MNCs by their local embeddedness (Quairel & Auberger, 2005). Their 

insertion within a large supply chain will also be fundamental for driving their CSR 

initiatives. In this regard, the partnerships (horizontal or vertical) developed with local actors 

may be fundamental to attract resources and talent and to stimulate innovation (Spence, 

1999). SMEs also have specific human resources management. Although these companies 

often invest in social capital, they don’t always express this initiative by a formalized CSR 

policy (Habisch, 2004). Last, as SMEs have limited resources (e.g., time, money, human 

capital, etc.), they are also more dependent on their partners and local public 

actors/governments to support their CSR actions (e.g., importance of economic incentives; 

Clemens 2006).  

 

CSR in SMEs: Financial or Global Performance? 

 

In addition to CSR principles, researchers have focused on corporate vision and on how 

it dictates corporate behaviors regarding the management of social and environmental issues. 

 

On the one hand, a company may be defined as a contract-agent between shareholders 

and managers. From this perspective, the only corporate objective is to maximize profits by 

considering social and environmental issues as constraints (Quinn & Jones, 1995) that a 

company has to integrate into its equation of financial value creation (Friedman, 1970). A 

company will thus implement CSR actions only if they are seen as desirable for profit 

maximization. The balance between societal goals and economic concerns is thus only based 

on an economic calculation. For instance, a CEO will only adopt measures to protect the 

environment if there is a possibility to reduce costs or boost innovation by implementing such 

actions. The main difficulty, in this case, will be to prove the positive link between a 

company’s CSR actions and its financial performance (e.g., McWilliams & Siegel, 2000). 
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On the other hand, in addition to maximizing profits, a company may accept Sustainable 

Development (economic, social and environmental goals). Profits thus become one corporate 

objective among others (Mathieu, 2005). However, top management always has to prioritize 

its company’s responsibilities (Bon & Pensel, 2007). Profits indeed remain the first corporate 

priority and even the essential condition for dealing with other CSR issues (Quairel & 

Auberger, 2005). Corporate choices will thus be based on both a societal and economic 

calculation. For instance, a CEO may refuse to delocalize production, even if profitable, to 

protect his/her employees and local partners. In this case, the CEO’s values (e.g., Hemingway 

& MacLagan, 2004; Reynaud et al., 2007) as well as the corporate culture (Jaakson et al., 

2009) are fundamental to explain the logic of this action.  

 

CSR in SMEs: Defensive or Active Approach? 

 

The meaning and scope of CSR will depend on the company’s strategic positioning. 

From a defensive perspective, SMEs implement limited CSR actions to minimize risks or 

respond to pressures from stakeholders (e.g., Castello & Lozano, 2009). Managing the risks 

related to social and environmental issues is indeed crucial for SMEs. For instance, SMEs 

have to act to reduce their impact on the natural environment (e.g., pollution, waste, energy 

consumption, etc.) to avoid penalties or negative repercussions. They will especially follow 

the professional standards prescribed within their environment (Boiral, 2009). Companies also 

have to ensure that they meet client expectations for quality, safety and so on. Social 

responsibility includes the investment in employee health and safety (Jenkins, 2009). Such 

initiatives are indeed fundamental to maintain employee commitment and motivation 

(Brammer & Millington, 2007). Human rights protection is also important, as regards, for 

instance, corruption or money laundering. Last, a minimum involvement in the local 

community is also important to build trust. Managing environmental social and community 

risks helps companies to avoid legal problems (Levine, 2008) – for example, taxes and trials – 

and to repair, maintain or improve their legitimacy (e.g., Castello & Lozano, 2011). CSR is 

mainly viewed, in this case, as a threat or a constraint. This defensive behavior is highly 

pragmatic and may be profitable. However, this approach may be counter-productive if the 

behaviors are essentially communication initiatives.  

 

From an active perspective, SMEs use CSR to find new business opportunities (Porter 

& Kramer, 2006). For instance, implementing a CSR policy may help SMEs to develop new 
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products and services (e.g., Ahlstrom, 2010) or technologies (e.g., Bush et al., 2010). 

Innovations in green technologies or in social business are some examples of how companies 

may create new value through CSR. Demonstrating a substantial CSR commitment may also 

be useful to access new markets (e.g., Jenkins, 2009). Taking advantage of opportunities may 

even transform a company business model over time (e.g., Halme & Laurila, 2009). This 

especially occurs for SMEs involved in local or global supply chains (Mamic, 2004), where 

both clients and suppliers may push them to a stronger consideration of social and 

environmental issues. Last, SME CSR may also enhance corporate embeddedness in the local 

environment (Quairel & Auberger, 2005). By taking into account and anticipating the 

expectations of their stakeholders, companies manage to create a set of shared values within 

their environment, which acts as an insurance mechanism for the sustainability of corporate 

activities. This strategic behavior may be particularly interesting in times of crisis. Indeed, 

CSR is likely to act as a "buffer" and to mitigate the negative events that could result from 

economic downturns (Peloza, 2006). 

 

Understanding CSR Practices in SMEs: Influence of National and Industry 

Characteristics 

 

The conditions under which a CSR policy is profitable for companies are fundamental 

to study (Campbell, 2007). In this regard, Aguilera et al. (2007) suggested adopting a multi-

level governance framework to understand the drivers and nature of CSR practices. This 

framework is based on a socio-political view of corporate governance (Aguilera et al., 2006) 

and implies taking into account CSR motives at transnational, national, organizational and 

individual levels. As these levels of analysis are difficult to mobilize simultaneously, we 

chose to focus on the national and organizational levels. More particularly, we propose to 

study the combined effect of national and industry characteristics on SME CSR practices.   

 

Influence of National Institutions 

 

National institutions have been recognized as key factors to understand the nature of 

CSR practices (Jones & Nisbet, 2011). Indeed, national institutions define the “rules of the 

game” (Thelen, 1999) under which companies develop their behaviors within a specific 

country. Rather than seeing CSR as a purely voluntary corporate choice, focusing on national 

institutions helps to understand which incentives/constraints companies face in their national 
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environments (e.g., Matten & Crane, 2005; Windsor, 2004). In this regard, both formal (e.g., 

government initiatives, Campbell, 2005) and informal institutions (e.g., culture and history, 

Boliari & Topyan, 2007) are interesting to take into consideration. This perspective is used in 

our study to compare the SME CSR practices in France and Morocco.  

 

In a globalized world, the main challenge for Morocco is to establish the best conditions 

for attracting and retaining foreign investors without sacrificing the most fundamental human 

rights to relentless competition. Moroccan CSR practices have mainly been developed by 

MNCs and their local partners (Filali Meknassi, 2009). For Moroccan companies hoping to 

become a prt of the international economic community, CSR now seems to be a new rule of 

the game. Managing social and environmental issues is henceforth unavoidable to sustain and 

access markets throughout the global supply chain. The Moroccan government has tried to 

incorporate this economic reality by updating the national legal framework and by 

institutionalizing normalization and labeling plans. Labor law has been adapted to conform to 

the international CSR conventions ratified by Morocco. More especially, in 2004 the labor 

code included the principles and standards prescribed by the United Nations’ convention 

regarding the protection of human rights (M’Hamdi & Trid, 2009). A consultative human 

rights committee and an “equity and reconciliation” commission were also implemented. 

Environmental law was reinforced by the 11-03 law relative to the protection of the natural 

environment. Its main objectives are to reduce pollution, improve human living conditions 

and define the main legal, technical and financial orientations to protect the environment. 

Normalization has also been developed and Morocco has already published more than 3700 

norms covering CSR dimensions in diverse industries (e.g., standards about social 

management systems: NM 00.5.600, and social audit: NM.5.610). Finally, labeling initiatives 

have emerged, like the General Confederacy of Moroccan Companies, which rewards the best 

CSR practices. Companies certified by this label obtain privileges from their administrative 

and financial partners (e.g., advantageous banking pricing, simplification of the procedures or 

personalized management). However, in addition to these formal initiatives, Morocco also has 

maintained a vibrant oral business culture, which sometimes makes it difficult to carry out all 

of these formalized procedures. Moreover, Moroccan SMEs are characterized by paternalistic 

management with a rigid hierarchy (El Abboubi & El Kandoussi, 2009). Social considerations 

thus exist but are developed around respect for the family or clan interests. 
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French institutions have also significantly integrated CSR concerns. First, social 

protection has been part of the French business culture for decades (e.g., the Auroux laws, 

1982). Philanthropy is also a French tradition and has always been supported by government 

initiatives inciting companies to donate (Antal & Sobczak, 2007). In 2001, the French 

government went a step further by developing a national policy for sustainable development 

and by promulgating the law of New Economic Regulation forcing listed companies to report 

on the social and environmental impacts of their activities. In 2005, a national environmental 

charter was also implemented to protect human living conditions and to guarantee public 

decisions respectful of the natural environment. Lately, the “Grenelle 1” and “Grenelle 2” 

laws have proposed social and environmental indicators for all companies from many 

industries, a CSR training plan for managers, and the creation of forums for dialogue with 

stakeholders to discuss social initiatives. Normalization is also important in France, as 

demonstrated by the AFNOR (French Association of Normalization) contribution to the 

elaboration of the ISO 26000 guide defining CSR principles for all organizations worldwide. 

This French association also provides labeling solutions like the NF-Environment label. 

French companies are, moreover, facing strong relational pressures to engage in CSR 

(Aguilera et al., 2007; Campbell, 2007). Consequently, CSR practices mainly aim to build 

relationships with diverse stakeholders in order to maintain the social balance required for 

business continuation (Brammer et al., 2012). However, most of these institutional initiatives 

have been developed for large companies and SMEs are too often excluded from the national 

CSR framework.  

 

Influence of Industry Characteristics  

 

Industry characteristics are of crucial importance for understanding CSR practices. 

Several researchers have demonstrated how CSR varies across sectors and have suggested 

conducting empirical studies focused on specific industries. For instance, CSR has historically 

been more developed in the chemical industry (e.g., Sharma, 2000) and the mining industry 

(e.g., Schrage, 2003), because of the high social and environmental risks associated with these 

activities. For these reasons, our research is embedded within a single industry, food-

processing. This industry has been chosen for the high number of SMEs worldwide 

(Abdirahman & Sauvée, 2011) and its importance within the two selected countries. The 

food-processing industry represents 29% of the Moroccan GDP and 95% of the firms are 

SMEs. In France, this industry is the biggest French industrial sector and 90% of the 



8 
 

companies are SMEs. This industry is also one of the biggest employers. Moreover, the food-

processing industry is characterized by significant stakes regarding CSR issues. Indeed, CSR 

is extremely important for activities of food production and consumption because food 

provision is probably the human activity with the largest social and environmental impacts on 

stakeholders (Aiking & Boer, 2004), from the smallest individual rice producer to the 

stockholders of the biggest MNCs. Moreover, as stated by Maloni and Brown (2006), this 

industry is greatly impacted by strong consumer vigilance. In this context, defects in product 

quality and lapses in service or CSR scandals are extremely negative for the market share and 

corporate legitimacy.   

 

METHODOLOGY 

 

To analyze Moroccan and French CSR practices in SMEs, we collected qualitative data. 

We conducted semi-structured interviews with SME managers in charge of CSR issues (e.g., 

Human Resources manager, CEO, quality manager, etc.). We developed an interview guide to 

define the main themes to discuss with these top managers. We asked questions about the 

managers’ perceptions and definitions of CSR issues, existing CSR actions and the 

motivations for and obstacles to these practices (see Figure 1). 
 

 

 

 

 

 

 

 

 

 
 

 

Figure 1. Interview guide (main themes) 
 
 

Twenty top managers of SMEs in France and Morocco were interviewed. Although all 

companies came from the food-processing industry, we built a sample to represent the full 

diversity of company characteristics, like corporate size, ownership structure and degree of 

internationalization (see Table 1). We used the European Union (2003) definition of an SME: 

employing a maximum of 250 employees, having a turnover limited to 50 million Euros, and 

having a balance sheet limited to 43 million Euros.  

 

 

 

* Presentation of the company (activities, governance, sites, performance, employees, etc.) 

* Definition and vision of CSR (in general and for the company) 

* CSR actions implemented by the company (if relevant) 

* Reasons for implementing CSR actions in the company (if relevant) 

* Assessment of the introduction of CSR in the company: results & difficulties (if relevant) 

* Managers’ expectations for their stakeholders to improve the CSR policy (if relevant) 
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FRANCE 

Company number Activity Employees 

E1 Production and exportation of essential oils and food flavorings 20 

E2 Production and exportation of wine 20 

E3 Technologies for the food-processing industry 22 

E4 Importer, producer, distributor of products from organic farming 32 

E5 Fishing and exportation of sea food 40 

E6 Production and exportation of essential oils and food flavorings 50 

E7 Production of tea and coffee 128 

E8 Production and exportation of wine 139 

E9 Production and exportation of fruits and vegetables 150 

E10 Production, exportation and sale of potatoes 229 

MOROCCO 

Company number Activity Employees 

E11 Consultant in the food-processing industry 15 

E12 Production and exportation of fruits and vegetables 18 

E13 Production and exportation of fruits and vegetables 28 

E14 Agricultural cooperative 57 

E15 Fertilizers and agricultural products 100 

E16 Production and exportation of fruits and vegetables 155 

E17 Fishing and exportation of canned fish 200 

E18 Fishing and exportation of sea food 200 

E19 Production and exportation of fruits and vegetables 200 

E20 Fishing and exportation of canned fish 241 
 

Table 1. Sample 

 

Interviews were conducted individually, by phone or face-to-face, and were entirely 

transcribed. We followed the principle of information saturation to determine the number of 

interviews we had to do (Baumard et al., 1999). Data were analyzed by content analysis 

(Huberman & Miles, 1994). We defined the main emerging themes and counted the 

following: (1) the number of interviews in which a given theme was mentioned and (2) the 

total number of times the theme was brought up. For example, “health & safety” was 

mentioned in 6 interviews but was brought up a total of eight separate times for France. 

 

RESULTS 

 

The analysis of the SME top managers’ responses helped us to develop the following 

grid (see Table 2) to characterize the CSR practices for both Morocco and France.  

 
Main 

categories 
Sub-categories Themes France Morocco 

CSR 

PRACTICES 

Employees 

Health and safety 6(8) 9 (16) 

Social partnership and dialogue 3 3 

Training 4 4(5) 

Fair compensation 2 3 

Fight against discrimination 4 1 

Work-life balance 5 (7) 1 

Environment Pollution reduction 9 (12) 1 
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Waste treatment 5 (7) 0 

Preservation of natural resources 9 (15) 1 

Green technologies 5 0 

Environmental management systems 8 (10) 3 

Environmental labeling and certification 8 (14) 5 

Protection of the biodiversity 4 0 

Community 

Communication and dialogue with local 

communities 
6 (12) 1 

Philanthropy 5 2 (4) 

Products and 

Services 

Implication in quality labels/management 10 (17) 7 (9) 

Organic food 6 (13) 1 

Innovation solving social or environmental 

issues 
3 0 

Packaging 2 0 

Suppliers 

Loyalty in the long run 4 0 

Fair pricing 5 (6) 0 

Respect for contractual and legal requirements 5 (8) 0 

Working conditions 6 (7) 0 

Training 3 0 

Support of the local community 4 1 

CSR 

DRIVERS 

AND 

OBSTACLES 

CSR drivers 

Law and regulation 6 (7) 1 

Responding to consumers’ expectations and 

avoiding consumers’ protests/boycott 
7 (6) 3 (5) 

Evolution of the food-processing market 

(globalization and standards) 
6 (7) 7 (10) 

Mimetic pressures and reputation/image 3 3 

Access to new markets 5 (9) 1(2) 

Local economic development 3 1 

Following the supply chain requirements 4 9 (20) 

Ensuring business continuation with partners 4 1 

Innovation 2 0 

Enhancing employees’ commitment and 

motivation 
2 7 (10) 

Top management’s commitment 5 (7) 2 

Values and culture 3 1 

Pressures from civil society (e.g., NGOs) 4 1 

CSR obstacles 

Products and services market (e.g., pressures on 

prices) 
4 3 

Costs and lack of resources 7 (8) 8 (10) 

Time 3 0 

Human resources 1 0 

Knowledge of CSR policy practices and benefits 4 3 (4) 

Cooperation with stakeholders and collaborative 

work between diverse departments 
5 (7) 7 (9) 

Economic and social crisis (national level) 3 4 

Absence of incentives and support for CSR 

initiatives by the government 
3 8 (11) 

Family structure of governance 0 1 

Lack of global standards for CSR 3 1 

In the table: First figure = number of interviews in which the theme was mentioned // Second figure (in 

parentheses) = total number of times the theme was brought up during interviews  

 

Table 2. Results of the content analysis: France versus Morroco 
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CSR in Moroccan SMEs 

 

Moroccan SMEs are mainly engaged in two categories of CSR practices. Their first 

priority is to improve working conditions. Actions are thus implemented to enhance health 

and safety, as well as to develop employees’ skills through training initiatives. For instance, 

E15 has established a “work schedule allowing each employee to adapt his or her working 

hours and transportation schedule. This initiative gave us the opportunity to discuss diverse 

social issues like, for example, overtime compensation, safety management and the 

importance of ongoing social dialogue.” These practices are valuable as most of the 

interviewed managers believe in the potential of human capital to increase their long-term 

competitiveness. E17 explains that “a CSR policy is based on the idea that human capital 

creates wealth. We have to go in this direction. Motivated and involved employees are an 

asset for corporate performance and are, in any case, more productive than a discouraged 

and demotivated staff.” 

 

Improving the quality of products and services also appears of crucial importance for 

Moroccan managers. Their main objective is to conform to international quality standards and 

to obtain certification. By doing so, they seek to “reassure clients” and “avoid costs related to 

clients’ complaints,” as stated by the E12 manager. In addition to traditional quality standards, 

integrating CSR quality criteria acts as “an insurance mechanism for customers. Indeed, CSR 

and quality policies are complementary and inseparable” (E20).  

 

Environmental practices are less developed and don’t seem to be a priority, even though 

they are progressively gaining in importance. Top managers are especially looking for 

environmental certification, which is increasingly required by international markets. 

Achieving this goal, however, requires substantial collaboration with diverse stakeholders, 

and this is particularly difficult to establish in Morocco. The same brake is underlined by 

managers when talking about their community involvement. Without great network 

collaboration, community initiatives exist but remain rare. E15’s manager explains, in this 

regard, that “corporate governance in the agricultural sector is unfavorable to CSR. SMEs 

are mainly family businesses that only care about family and tribal interests. Working 

together is thus a real challenge.” 
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Most of the Moroccan CSR actions noted above are developed to maintain corporate 

competitiveness. The entire Moroccan economy, and especially the food-processing industry, 

is now facing the opening of the Free Trade Area between the EU and Morocco. In this 

context, implementing CSR helps “protect our existing markets,” explains E14’s manager. He 

also adds that “French or Spanish clients importing our products are particularly vigilant 

about our compliance with social, and even environmental, standards.” By being involved in 

CSR initiatives, top managers respond to their supply chain’s requirements and thus avoid 

costs, penalties or even market losses. In some cases, CSR also allows companies to access 

new markets and sustain their competitive advantage. E16’s manager states that “we are 

aware that Moroccan companies’ competitive advantage (e.g., cost of hourly wages) will 

become obsolete in the coming years. For this reason, we are one of the first companies that 

have implemented quality management systems and have developed a CSR framework since 

the late 1990s. CSR may become a distinctive capability for our existing and future markets.” 

 

Moroccan SMEs nevertheless encounter obstacles in responding to globalization 

challenges. The cost of CSR and the ambiguity on how to determine its return on investment 

are the first difficulties. As explained by E13 “a lack of financial resources is our first 

constraint. Investing in CSR is not always profitable in the short run and, in this context, how 

can we evaluate its performance and for which purpose?” In addition to limited resources, 

managers also struggle to cooperate with their main partners throughout the supply chain. 

E7’s manager explains that “all stakeholders have to be implicated in a CSR policy. However, 

only a few companies in Morocco are working in networks. The local supply chain is really 

fragmented.” Finally, a “lack of a global CSR standard” (E18) also complicates the 

implementation of a CSR policy. In this context, companies look forward to obtaining better 

support from the Moroccan government for “implementing and controlling companies’ 

conformity to regulation, for financially rewarding CSR best practices, and also for fixing fair 

prices to facilitate exchanges” (E14). The government is also expected to help in explaining 

the benefits of a CSR policy and developing business awareness about CSR practices. In this 

regard, and as explained by E11, “the promotion of CSR values and best initiatives could be 

very helpful for Moroccan companies. In particular, it may be interesting to link CSR with the 

principles of Islam. In our religion, companies and their managers may have a duty to respect 

ethics, fairness and humanist values.” 
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In conclusion, most of the interviewed Moroccan managers have developed CSR 

initiatives. However, SME practices remain limited and are essentially implemented to protect 

existing markets. In this regard, managers are aware that “the most successful companies have 

built their competitiveness on CSR. This is an essential asset for Moroccan companies. 

Competition will be based, in the future, on social and environmental performance. Our 

commitment to CSR is a guarantee for performance in the long run. We have to adapt our 

behavior to these new rules of the game" (E16). 

 

CSR in French SMEs 

 

Not surprisingly, French companies are more advanced in their CSR engagement than 

Moroccan ones.  

 

First, their social practices are rarely mentioned in interviews. We can imagine that 

working conditions and career management are satisfactory, given the requirements imposed 

by French labor law. Some French SMEs are now going further by working on new social 

actions especially devoted to assuring the work-life balance of employees. Initiatives like “to 

open a daycare-nursery or establish fair compensation” (E8) have been launched.  

 

Differences with Morocco also exist for environmental performance. French SMEs are 

indeed deeply involved in reducing pollution, preserving natural resources, and implementing 

management systems and certifications/labels. This behavior is explained by the interviewed 

managers as the influence of two combined factors: the national institutional context and the 

requirements of their supply chain. E3’s manager states “our environmental commitment has 

gained in importance in the last few years. Regulations on the environment are increasing 

every year and in particular after the initiatives taken by the “Grenelle de l’environnement.” 

We have to follow the legislation regarding pollution reduction and the use of resources, as 

well as in more complex areas like biodiversity protection. But our main driver remains our 

clients. We are working for big clients that are directly impacted by the new regulations. Most 

of them are engaged in substantial CSR policies and they have asked us, their suppliers, to 

demonstrate how we manage social and environmental issues.”  

 

French SMEs in the food-processing industry are thus conforming to the rules of the 

game in their supply chain. They respond to the pressures of their clients but also, by 
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repercussion, impose their own standards on their suppliers (if relevant). SMEs operating as 

intermediaries between large companies and small producers are not only involved in the 

training of their suppliers regarding CSR issues, but also in the implementation of measures 

devoted to the improvement of suppliers’ compensation and working conditions. In this 

regard, French SMEs have significantly integrated how to be involved in local communities 

(nationally or worldwide) in order to respect their CSR engagements and sustain their activity 

in the long run. E1’s manager explains “we are increasingly working with our suppliers. 

Purchases in the food-processing industry take on a considerable importance because of their 

impacts on society. We have implemented many actions to support local communities, like 

building schools or developing microcredit, or we are helping them to improve the efficiency 

of their production practices. By doing so, we guarantee the quality of our products but also 

the sustainability of our activity in the long run. Creating trust with our partners, especially 

our suppliers, is the best weapon to insure their cooperation and avoid disputes. This is 

extremely important in a global world when, sometimes, legal appeals are not possible. It 

works as an insurance mechanism for us but also for our clients who also benefit indirectly 

from our actions.” 

 

Respecting quality standards is also becoming a priority as norms and laws regarding 

health and safety are increasing for the food-processing industry in European countries. Some 

top managers even deplore this evolution, which was presented as a significant constraint for 

their activity. E6’s manager explains “we are always impacted by new norms or regulations. I 

don’t know what they will invent tomorrow and we really need more stability in the quality 

standards. We never had that much security around food but I really think that this is 

sometimes exaggerated. And now, we even have the obligation to produce environmental and 

social indicators. I have the feeling that I spend most of my time with new norms and 

standards. But we don’t have a choice! Avoiding these requirements could be strongly 

counter-productive.” However, constraints around food are also often transformed by 

companies into opportunities. As E2’s manager says, “to gain market shares, we decided to 

play the game of organic food and fair trade. This implies a lot of renewed constraints and 

requires thinking in terms of financial investments more fully than for traditional ways of 

production. However, we don’t regret this choice, as norms and standards are being 

reinforced, even for traditional food production. Moreover, this orientation is clearly helping 

us to access new markets. Our true commitment to CSR began with the identification of 

valuable market opportunities through CSR, in Germany essentially. We thus chose to keep a 
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traditional business model for three segments of production and to develop a new business 

model based on a coherent and global CSR policy for one segment. By doing so, we are 

progressively discovering this new market by spreading risks.”  

Discovering opportunities through CSR appears in our interviews to be significantly 

linked with the CEO’s commitment. In this regard, the CEO’s values or personal 

characteristics are of crucial importance not only to identify CSR opportunities, but also to 

boost a strategic change dedicated to exploiting them. In addition to economic value creation, 

CSR initiatives can even serve a CEO’s ambition for global performance. In this case, CEOs 

are pursuing multiple objectives in the midst of stakeholder expectations and are looking for 

shared value creation. E7’s CEO explains “I always thought that a company has a strong role 

in society beyond financial value production. I created my company with this idea and I never 

stopped thinking this way. As a CEO, every day I feel my responsibility toward my employees 

and our local communities. We have to prioritize our economic performance but not at any 

price. Our tradeoffs always include ethical considerations. That is why we created a small, 

but active, local committee for Sustainable Development within our company.”  

 

Some French SMEs are, however, encountering difficulties in their CSR commitment. 

A lack of financial resources was widely noted, especially in these times of financial crisis. 

Although governmental help is often beneficial for SMEs, it remains insufficient for some 

food production segments characterized by a low-price market. In this context, the whole 

supply chain is governed by price requirements and SMEs can’t avoid this constraint. E10’s 

manager is quite clear on this subject when he says that “of course we have implemented some 

environmental actions, we don’t have the choice. They, however, remain limited as we are 

always constrained by the price imposed by the distributors. Potatoes are seen as low-price 

products and we can’t change it”. Two managers, however, explain that this issue could be 

limited by better cooperation with partners at different levels of the supply chain (E4 and E5). 

They present this as “the main challenge for the future of the food-processing industry” (E4).  

 

 

DISCUSSION 

 

The analysis of the managers’ responses revealed four key profiles characterizing SMEs 

(see Figure 2). Thus, almost all Moroccan SMEs (80%) present a profile where CSR is 

considered as an “economic constraint” (Profile C). They adopt a defensive approach in 

which CSR primarily responds to economic pressures. Indeed, by developing CSR practices 
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aimed essentially at improving working conditions and product quality, Moroccan SMEs seek 

to maximize profits and maintain their competitiveness through risk reduction and brand 

improvement strategies. In this profile, CSR is implemented from an instrumental and 

constraint perspective. The company does not change its main purpose, which remains profits, 

but adds ethical principles to its activities in an effort to prevent any gain erosion. 

Furthermore, several authors (e.g., Hanna et al., 2000; Lally, 1998; Reynaud, 2006; Zutshi & 

Sohal, 2004) point out that competition leads SMEs to satisfy market requirements and 

customer demands, particularly in terms of product quality, in order to survive. Moreover, our 

work emphasizes that Moroccan SMEs give little importance to environmental issues. Indeed, 

the family structure of Moroccan SMEs is a significant barrier to CSR as social and 

environmental issues are less important than the family. Our findings confirm those of 

Labaronne and Oueslati (2011) who explained that Moroccan managers are less concerned 

about social and environmental considerations and more by the survival of their business. 

Furthermore, Moroccan SMEs are not prominent in the global food supply chain. Thus, our 

results are in line with those of Morsing and Perrini (2009), who stressed that SME 

participation in the global supply chain is a problem as MNCs regulate SME behaviors 

beyond any legal regulation and counter to the interests of the SMEs. Last, Moroccan SMEs 

complain of the lack of practical standards to conduct their CSR efforts. In fact, they would 

like to see the State and professional associations take more responsibility, particularly by 

training managers in CSR. Indeed, SME managers are usually the company owners and are 

often too busy dealing with the daily challenges of keeping the business running (Gherib, 

2009; Spence et al., 2007). Our conclusions confirm those of Berger-Douce (2006), who 

explained that the absence or weakness of professional standards hamper CSR 

implementation. Labaronne and Oueslati (2011) added that, in Maghreb, SMEs face an oral 

business culture and a lack of both written commitments and rigorous accounting. These 

factors affect productivity, competitiveness and the sustainability of organizations. Twenty 

percent of Moroccan companies have also shifted from a constraint-view of CSR to an 

opportunity-view (Profile D). In this case, companies have managed to transform CSR 

requirements into market opportunities, especially to access new markets worldwide.  

 

French SMEs have also significantly adopted this perspective. For 40% of them, CSR is 

defined as a means to a profit target; that is, “an economic opportunity.” The CSR approach 

proposed by Porter and Cramer (2006) and by theorists of the resource-based view is 

consistent with this perspective (Hart, 1995; Husted & Allen, 2001). These authors 
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emphasized that CSR is a strategic tool for creating economic value. Indeed, CSR policy is 

considered as a win-win strategy by which companies reach profit maximization by 

responding to stakeholders’ expectations (e.g., “customers”, Elkington, 1994). CSR is thus a 

new resource/skill for creating a competitive advantage. Thus, by developing an 

environmental policy and operating in compliance with professional standards for quality, 

French SMEs meet both regulatory requirements (institutional level) and global supply chain 

expectations (sector level), while developing opportunities for value creation. Our findings 

agree with those of Grayson and Hodges (2004), who stressed that an important aspect of 

Corporate Social Opportunities (CSOs) is identifying key stakeholders and prioritizing key 

areas where the company can really make a difference. Stakeholders can be critical to 

business performance and engaging with them is crucial for capitalizing on specific business 

strategies designed to exploit possible CSOs. Furthermore, we confirm the conclusions of 

Spence and Lozano (2000) and Murillo and Lozano (2006), who noted that CSR in SMEs 

reflects an attention to employee health and safety, work climate and productivity in order to 

provide a source of differentiation and visibility in increasingly complex and dynamic 

markets. Dupriez and Pitch (2009) underlined that improved working conditions serve as a 

signal to attract qualified personnel or display a certain corporate culture of CSR. Thirty 

percent of French SMEs also adopt a CSR policy to reconcile financial and 

social/environmental performances by viewing CSR as “a global opportunity” (Profile B). 

Profits are not abandoned but are now part of a set of organizational goals. This profile 

represents the stereotype of a socially responsible company with an organizational identity 

rooted in the willingness to act according to CSR principles and values (strong axiological 

and normative dimension). This corporate positioning is defended by the theorists of a 

“sustainable paradigm,” such as Carroll (1979), Jones (1980) or Martinet and Reynaud 

(2004). Thus, by innovating in social conduct and by working with different supply chain 

partners, these French SMEs achieve global performance. Our conclusions are similar to those 

of Jenkins (2009), who found that SMEs discover new opportunities through the 

implementation of a CSR culture. Furthermore, Rosenfeld (1996) stated that SME 

competitiveness is strongly influenced by how companies collaborate with their partners 

within networks: “hard” networks imply that SMEs co-produce, co-market, co-purchase or 

co-operate in new product or service development; “soft” networks involve sharing 

information or new skills acquisition. This network-approach appears of crucial importance to 

stimulate French SME CSR policies. In contrast, twenty percent of French SMEs view CSR 

as an economic constraint (Profile C), as previously described for Moroccan companies, 
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mainly because of their limited financial resources or because of the price-reduction 

constraints imposed by their clients. Last, a final profile where CSR is considered as an 

“ethical constraint” (Profile A, 10%) emerges for French SMEs. This profile is based on a 

contradiction. Indeed, in this case, companies would like to reach goals of global performance 

but limited resources don’t allow them to pursue this vision (financial resources, time, etc.). 

Most of the time, CSR values are defended by corporate top managers and integrated within 

corporate culture. A true vision in response to societal challenges is promoted. Actions 

dedicated to meet this goal are, however, limited and often disconnected from the corporate 

business model. In some cases, the adoption of CSR actions is even seen as a constraint if the 

economic situation of the company doesn’t allow it to behave in a socially responsible way. 

Top managers, however, manage to create a socially responsible climate within the company, 

not especially aimed at reducing costs but at creating or maintaining a set of shared values 

with employees. In the long run, this profile is likely to evolve toward one of the other 

profiles, as the dissonance between the CSR means and goals makes this profile risky and 

utopian. 

To summarize, we propose a theoretical model to classify SMEs according to the CSR 

profile. This requires determining the approach to CSR (defensive or active) and the approach 

to performance (financial or global). 

 

 

      Global Performance  

 

Profile A: CSR, an ethical constraint         Profile B: CSR, a global opportunity 

 

 

Defensive CSR        Active CSR 

 

Profile C: CSR, an economic constraint    Profile D: CSR, an economic opportunity

          

        

       

             Financial Performance 

 

Figure 2. SME CSR profiles in France and Morocco 

 

France: E3/E7/E1 (30%) France: E8 (10%) 

France: E2/E4/E5/E9 (40%) 

Morocco: E11/E16 (20%) 

France: E6/E10 (20%) 

Morocco: 

E12/E13/E14/E15/E17/E18/

E19/E20 (80%) 
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CONCLUSION 

 

Our paper compared CSR practices between France and Morocco for SMEs embedded 

in the food-processing industry.  

 

We show that most Moroccan companies are engaged in CSR in order to avoid 

additional financial costs and to preserve their competitiveness on their existing markets. To 

reach these objectives, they mainly implement better working conditions for employees and 

guarantee the quality of products and services. Only SMEs structurally linked to MNCs or big 

enough to leverage resources are likely to adapt to CSR standards or discover opportunities 

through CSR. On the contrary, we show that the French SMEs of our sample mainly see CSR 

as an opportunity. Although some of them remain penalized by limited resources, the others 

seem to be aware of and prepared for the global CSR challenges. They are especially careful 

on how CSR may help preserve their existing markets or create new market opportunities in 

Europe (especially in niche markets like organic food) and in developing countries. This 

opportunity-seeking behavior is sometimes even embedded within corporate culture and 

values. A vision of global performance based on the respect for both financial and 

social/environmental objectives is expressed by French managers, in particular by those 

having created their company. This profile is particularly interesting to examine how a global 

CSR vision may help maintain consistency in a CSR policy and enhance/sustain corporate 

performance, especially in times of crisis.  

 

Our results thus show four profiles of CSR based on both the nature of the corporate 

performance (financial versus global) and the CSR approach (defensive versus active). 

Although these profiles may be similar to those of MNCs, our research adds to the literature 

by focusing on how SMEs operationalize a CSR vision. This paper also underlines the 

importance of considering a multi-level governance framework to understand which factors 

impact SME CSR practices. In this regard, the cultural, institutional and economic contexts 

seem of crucial importance. Moroccan companies are indeed significantly influenced by their 

position within the global supply chain and the lack of institutional incentives and practical 

CSR standards, as well as by their own national CSR issues (e.g., protection of human rights, 

corruption, tribal interests, etc.). French companies are more impacted by legal requirements 

and the valuable CSR opportunities in the more mature European food-processing market. 

Our results also underline the importance of industry characteristics. Indeed, the food industry 
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is impacted by a multi-level supply chain, which requires that companies cooperate with all 

involved actors. Thus, if the survival of SMEs depends on MNCs engaged in CSR, they will 

be more likely to adopt similar CSR practices. The danger, however, may be that they adopt 

CSR practices that are not relevant to the local cultural and institutional context. On the 

contrary, if their survival depends on MNCs focused essentially on price reduction, the SMEs 

won’t adopt substantial CSR practices. In this case, their competitiveness may be threatened 

as they don’t have the opportunity to anticipate the evolving global CSR standards and adapt 

their practices. 

 

Future research could focus on operationalizing our CSR profiles to evaluate their 

reciprocal importance within diverse developed and developing countries. Another direction 

for study would be to examine how SME CSR practices vary across industries. Last, a 

longitudinal study might be useful to explore how SME relationships with all actors in a given 

supply chain impact their CSR practices over time.  
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SUMMARY 

This paper’s main research objective is to understand more about ecopreneurs in New 

Zealand with respect to the way they start, operate and manage their businesses.  We 

conducted mail survey, where 350 questionnaires were sent out in 2011, and 84 were 

returned, making a 24 percent response rate.  This paper reports on the motivations for 

starting their ecopreneurial business, the key green aspects of the product or service that the 

ecopreneurs product/sell as well as the key greening of the organisation.   Most ecopreneurs 

had plans to grow the business in the future but are careful not to sacrifice the environment 

for profits.  We conclude that these ecopreneurs start and run their businesses relatively 

similar to entrepreneurs in general, except they prioritise the environment over profits 

whenever is practical, and are conscious of doing the best they can to lessen their impact on 

the environment.   
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INTRODUCTION 

 

Ecopreneurship began to receive some research attention in the late 1990s (Anderson, 1998; 

Keogh & Polonsky, 1998; Pastakia, 1998), but even in the latter stages of the last decade, it 

was noted as being a field that is still in its infancy (Cohen & Winn, 2007).   The number of 

ecopreneurs is growing, and is predicted to grow further with micro ecopreneurs exploiting 

opportunities in new niche markets that emerge (Holt, 2011).  The growth in ecopreneurs’ 

numbers is apparently due to a number of reasons, including changes in lifestyles to focus 

more on organic food production, slow food movement, fair trade, recycling initiative and the 

like.  The businesses that are in these industries are no longer seen as being on the “fringes of 

the market place” as they may have been previously (Holt, 2011 pg 248).   

 

At first glance, entrepreneurship and environmentalism may seem to have little in common.  

Indeed, some would suggest they could be seen as “intrinsically hostile” (Anderson, 1998 pg 

135).   In fact, early work on sustainability tended to see business as a primary cause of 

environmental degradation (York & Venkataraman, 2010).      However, ecopreneurs have 

emerged as a way of offer solutions to such environmental problems.  There has been 

recognition in these prior studies that ecopreneurs may act as important change agents with 

respect to the environment (Anderson, 1998; Gibbs, 2007; Keogh & Polonsky, 1998; 

Pastakia, 1998).  Entrepreneurs have therefore been identified as a way to give 

environmentalism substance and may be a vehicle for social change as they are both about 

values and attitudes (Anderson, 1998) and commitment (Keogh & Polonsky, 1998).  Some 

researchers have recently proposed that entrepreneurs may be able to “supplement, or 

surpass, the efforts of governments, NGOs and existing firms to achieve environmental 

sustainability” (York & Venkataraman, 2010 pg 449).  This does seem to be the case, with 

ecopreneurs being able to set out to create a paradigm shift within their chosen industry 

(Kearins, Collins, & Tregidga, 2010), and indeed manage to do so with a relatively small 

amount of resources (Kirkwood & Walton, 2010b).  This may be related to Rodgers 

conclusion from a three company case-study that the ecopreneurs may in fact require a higher 

tolerance to risk-taking than other entrepreneurs, due to the emerging nature of many of the 

sustainability-related industries they are engaged in (Rodgers, 2010).   
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One way of creating environmental change is for entrepreneurs to start businesses to do so.   

When someone founds a new business they have the ability to shape their company from the 

outset  (Schaltegger, 2002).   Their personal values “strongly influence the development of 

the business and the opportunities they might go on to exploit” (Kearins & Collins, 2012 pg 

81).  These ecopreneurs therefore do not have to ‘go green’ as preexisting companies do if 

they want to become more sustainability focused (Bansal & Roth, 2000; Schaper, 2002).  

However, recent research has proposed that both small and large businesses have a key role 

to play in transforming industries towards a more sustainable future.  They posit that 

“Emerging Davids” and “Greening Goliaths” can co-exist and in fact operate at different ends 

of the spectrum, where the small “Davids” have strong goals and vision regarding 

sustainability, often their growth is stalled, hence their breadth of impact can be relatively 

limited.  However, “Greening Goliaths”, while not necessarily holding such environmental 

motives, have the market power and finances to be able to reach a wider audience (Hockerts 

& Wustenhagen, 2010).   Holt agrees, and points out that some of the earliest ecopreneurs 

have built extremely large and influential businesses that have been able to “promote their 

environmental and social values”  (Holt, 2011 pg 248).  

 

While there has been a surge in interest on ecopreneurs, there is still a relatively small body 

of empirical research in the field.  It is no surprise therefore that most researchers have 

studied ecopreneurs by way of case studies.  Case study research is useful in addressing 

research which has explanatory questions such ‘how’ and ‘why’ questions (Yin, 1984).   

Authors to date have focused primarily on single case studies (Dixon & Clifford, 2007; 

Kearins & Collins, 2012), or small samples of between one and six ecopreneurs (Kearins et 

al., 2010; Pastakia, 1998; Schaltegger, 2002).   The largest sample within this case study 

research would appear to be the authors’ prior study of ecopreneurs in New Zealand  

(Kirkwood & Walton, 2010b).  Given the prior focus on small samples, we saw a need to 

extend our overall understanding of ecopreneurs and we developed a survey that aimed to 

give us a broad understanding of ecopreneur and the type of business they run, as well as how 

they go about running the business.  Our four main research questions are therefore as 

follows:  

 

1) To understand why ecopreneurs started their business. 

2) To understand the green features of the products/services and ventures that 

ecopreneurs are involved in. 
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3)  To understand how ecopreneurs make decisions in their business.   

4) To understand what ecopreneurs plan for the future.   

 

First, it is important to clarify our definition of who an ecopreneur is.   This is the focus of the 

following section.   

 

DEFINING ECOPRENEURS 

 

As the notion of an ecopreneur is very much in its infancy the conceptualisation of an 

ecopreneur is wide-ranging and it is important at the outset to be careful about definitions 

used for this study.  It is acknowledged that there is no single definition of what constitutes an 

ecopreneur (Dixon & Clifford, 2007).    Others have used differing terms such as 

enviropreneurship or environmental entrepreneurship (Hendrickson & Tuttle, 1997; Keogh & 

Polonsky, 1998) and green entrepreneur (Walley & Taylor, 2002).  At is most basic the term 

is a combination of the words ‘entrepreneurship’ and ‘ecological’ (Schaltegger, 2002).  We 

adopt a definition of ecopreneurs as being: 

Entrepreneurs who found new businesses based on the principle of 

sustainability (based on ideas from Walley & Taylor, 2002 and Isaak, 1998). 

There are two main components to this definition.  First, there are many different definitions 

of what constitutes an entrepreneur (see, for example Carland, Hoy, Boulton, & Carland, 

1984; Gartner, 1990), and no consensus definition has been settled on.  The definition used in 

this study focuses on the founding role but others would suggest that innovation is a 

requirement to being an entrepreneur (Schumpeter, 1934).  Therefore, we define an 

entrepreneur as someone who is the founder of a new for-profit business.  The study is 

particularly focused on people who start a business with pre-existing green values.  These 

types of ecopreneurs have been referred to as ‘green-green’, and one of the classic examples 

of these businesses was Anita Roddick’s The Body Shop (Issak, 2002).  Our interest is in 

these business founders, as they have the ability to “constitute and shape the ‘face’ of their 

company” (Schaltegger, 2002 pg 47).  This is important not only at start-up but in the 

ongoing operation of the company (Schaltegger, 2002).    Founders have been the emphasis 

in only a few other studies of ecopreneurs (Kearins & Collins, 2012).   We contrast our 

definition of ecopreneurs as being ‘green-green’ with the notion of an intra-ecopreneur within 
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a corporation or an existing entrepreneur who chooses to go ‘green’.  In Issak’s 

conceptualisation, these types of businesses are referred to as ‘green businesses’ (Issak, 

2002).  This greening of businesses is an area is where much of the prior research has been 

directed at exploring (Bansal & Roth, 2000; Schaper, 2002).   

 

The second aspect to the definition is that the business should be sustainable.  Defining 

sustainability is also an ambitious task; the concept is highly contested and ambiguous being 

used.  It is also in danger of being used everywhere for everything – which could render the 

term meaningless (Lele, 1991). The most commonly used definition of sustainability has its 

origins with the Brundtland report “Our Common Future” – development that meets the 

needs of the present without compromising future needs (Brundtland Commission, 1987). 

While this definition is oft quoted and seems to fit nicely with how sustainability might want 

to be thought of, when it comes to enacting what sustainability might mean there are often 

issues (Jacobs, 1999).   Our definition of an ecopreneur is therefore relatively broad but given 

the limited research on ecopreneurs, this is justifiable.  It is not however as narrow as some 

researchers, who include the requirement of having social drivers as well as environmental 

and business goals (Dixon & Clifford, 2007).  For some it is strongly linked to the greening 

of an existing business (Issak 1998) and for others ecopreneurship is related to sustainability, 

which adds social dimensions such as justice and equity into the construction of the business 

(Jacobs, 1999).  

 

LITERATURE REVIEW 

 

The research base of the ecopreneur field is still relatively limited.   There are two main types 

of research that has been published to date.  The first is empirical research that focuses 

primarily on a small number of case studies of ecopreneurs.  The second strand to the 

ecopreneurship literature is the conceptual papers, which have focused on developing 

typologies and theories of ecopreneurs.  The conclusion of both types of research is that more 

research needs to be done to understand ecopreneurs further.   This literature review will 

discuss both types of research, beginning with the findings of the empirical work.   

 

Motivations for becoming an ecopreneur 
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A review of the entrepreneurship literature leads us to conclude that an individual’s 

motivation to become an entrepreneur is often complex and multi-faceted (Marlow & 

Strange, 1994; Shane, Kolvereid, & Westhead, 1991).  Motivations for entrepreneurship have 

often been seen to revolve around four main drivers: a desire for independence; monetary 

motivations; factors related to family; and factors related to work (Carter, Gartner, Shaver, & 

Gatewood, 2003; DeMartino & Barbato, 2003).     Researchers have called for further 

investigation into whether (and if so, how) ecopreneurs differ in their motivations than 

entrepreneurs in general (Gibbs, 2007).    

 

Like entrepreneurs in general, motivations for ecopreneurship appear also be multi-faceted 

(Kirkwood & Walton, 2010b).   One of the key distinguishing features of ecopreneurs is their 

strong ethical reasoning (Linnanen, 2002).  Usually the ecopreneur has a ‘raison d’etre’ that 

exceeds their desire for profits and often this is associated with making the world a better 

place to live (Linnanen, 2002). Indeed ecopreneurs are often position as ‘crucial change 

agents (Walley & Taylor, 2002) or “a critical force in enabling the world to change its path” 

(Cohen & Winn, 2007, pg 46). Thus, their motivations for making a difference and the role 

they play in doing so through ‘displacing unsustainable means’ (ibid) means that for 

sustainability they play an important transitional role. For the ecopreneur, though, the ethical 

reasons are often not the only reasons for developing the business, but may be in fact the only 

key difference between motivations of ecopreneurs and entrepreneurs (Kirkwood & Walton, 

2010b).  

 

Cohen and Winn’s (2007) research concluded the motivation of the ecopreneur could be to 

fill a market need. Such market needs have arisen as a result of market imperfections – 

imperfections that produce environmental degradation (Cohen & Winn, 2007) or as a 

response to the market failing to deal with negative externalities (Pastakia, 1998).   Our prior 

study of 14 New Zealand ecopreneurial businesses also concluded that seeing a gap in the 

market and exploiting that opportunity was a key motivating factor in starting their 

ecopreneuerial business (Kirkwood & Walton, 2010b).   Additionally, ecopreneurs have been 

found to be motivated by a desire for independence but appeared to be less focused on 

making money when compared to prior research of entrepreneurs in general (Kirkwood & 

Walton, 2010b).   In summary, it would appear that ecopreneurs have a range of motivations 

for starting their businesses, and they appear to be a mix of social, environmental and 

commercial (Kirkwood & Walton, 2010b; Pastakia, 1998; Walley & Taylor, 2002). 
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Managing the business - balancing dual goals  

 

Other researchers have focused on exploring how ecopreneurs actually manage their 

businesses once they are established (Kearins et al., 2010; Kirkwood & Walton, 2010b).  This 

is perhaps where many ecopreneurs face the most challenges (Kirkwood & Walton, 2010b).   

There are potentially strong tensions between the business viability and maintaining the 

ideals (social and environmental) of the individual entrepreneur (Dixon & Clifford, 2007).  

While it is clear from the research outlined above that ecopreneurs start their businesses with 

their green values at the forefront, it is often difficult to maintain this delicate balance of 

running a for-profit business with strong sustainability goals (Kirkwood & Walton, 2010b).   

  

One of the significant operational aspects of an ecopreneurial business is that it seemingly 

manages to balance opposing forces of environment and economy.  Recent research on three 

ecopreneurs in New Zealand showed that at times it was required that the entrepreneur 

“separate business concerns from nature and prioritize them” (Kearins et al., 2010 pg 536).    

Additionally, the three entrepreneurs in the case studies all had various extents to which they 

built business opportunities from nature and interacted with nature (Kearins et al., 2010).  

That is, it appears that every entrepreneur is different in the way they manage the business 

with respect to balancing the dual goals of the environment and the business (Kirkwood & 

Walton, 2010b). 

 

One avenue explored by Keogh and Polonsky (1998) has been to consider the commitment of 

ecopreneurs as change agents. They suggest that it is the commitment to the environment 

which drives the ecopreneur in their business activity and indeed creates the boundaries of the 

vision for the business. As the ecopreneurs constitute the face of their companies 

(Schaltegger, 2002), their role in maintaining commitment as a key mechanism in balancing 

the business with the environmental, must rest with them. However, it is also that 

commitment to the environment which is seen as one of the barriers to an ecopreneurial 

business (Linnanen, 2002). Linnanen also suggests this is because the financial community 

find the environmental commitment (or ethical motivations) confusing in a business sense as 

they are not seen as objective or rational in a business sense. Thus the balance between the 
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ethical vision/environmental commitment and the business is extremely important in the 

image construction or perceptions of ecopreneurial organisations.   

 

This may also be why many ecopreneuerial businesses have not seen a great amount of 

growth, or in a number of cases, have failed.   Holt tracks environmental businesses 20 years 

after their start-up and found that one-third of the businesses had failed, some 11% had been 

purchased by another company (eg The Body Shop was purchased by Loreal).  However, 

what is interesting to note is that many of the companies appeared to have experienced 

difficulty in the expansion stage of their business (Holt, 2011).   Some had gone bankrupt but 

been able to trade their way out, or others had basically stayed as “mom and pop” type 

businesses (30% of the sample).  While Holt’s data does not allow us insights into why the 

‘failures’ occurred, it may indicate the difficulties in balancing the dual goals that 

ecopreneurs appear to have (Holt, 2011).    

 

Interestingly, Kearins et al found that one of their case companies actually reduced its impact 

on nature by retrenchment rather than growing, so this may corroborate Holt’s longitudinal 

study pointing to potential issues around growth of ecopreneuerial businesses (Kearins et al., 

2010).  Indeed, Kearins et al suggests that growth is not as important as gaining wider 

acceptance of the founder’s vision.  In other case-based research, the current authors 

concluded that growth was not seen as an inevitable outcome of the ecopreneurs, and actually 

meant that there were many more decisions to make around areas such as hiring of staff (who 

potentially don’t share the same values), but also in logistical issues such as manufacturing 

and exporting goods.  These areas created many environmental issues that ecopreneurs often 

felt very strongly about, and would not compromise at the expense of growing the business 

(Kirkwood & Walton, 2010a).   Rodgers also concluded that the “quantity” of growth was not 

so much of a concern to ecopreneurs than the quality of the growth and its related impact on 

others (Rodgers, 2010).   

 

There has not been a great deal of research on the growth stages within ecopreneurs, but 

Kearins & Collins offer extensive insights into one company’s growth to the point of being 

approached to sell the company to a larger player in the market (Kearins & Collins, 2012).  

Phoenix Organic drink producer sold the company to Charlie’s (a juice company), a company 

that seemingly operates in a traditional entrepreneurial model rather than ecopreneurs.  

Ironically, in 2012 Charlie’s was purchased by a larger international company called Asahi 
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group (www.charlies.co.nz, 2012).  The conclusions of this study point to the importance of 

ecopreneurs to look to what they have achieved in the business, as well as their personal life 

choices, and also the potential financial reward (often ecopreneurs may be working for little 

money) for their hard work.  In the case of the founders of Phoenix, it allowed them a chance 

to go into other ecopreneuerial ventures, while living comfortably with their finances from 

the sale (Kearins & Collins, 2012).  In summary, there is some thought that ecopreneurs may 

represent a new model of enterprise (Kirkwood & Walton, 2010b; Rodgers, 2010), but this 

proposition is one that needs to be further researched.   

 

Typologies of Ecopreneurs 

 

While the empirical literature discussed above highlights some of the experiences of small 

numbers of ecopreneurs, others have begun to focus on theory development within the 

emerging field.   At present this strand of the extant literature tends to consist of a number of 

papers describing various typologies or differing types of ecopreneurial businesses.  

 

While the discussion so far in this literature review implies that all ecopreneurs are relatively 

similar, this is clearly not the case.  People have many different goals and approaches, even 

within the sub-group of ecopreneurs (Keogh & Polonsky, 1998).    At its most simple, 

ecopreneurs have been divided into two groups based on their objectives (social and 

commercial) but conclude that these boundaries may be blurred (Pastakia, 1998).  Others 

have proposed there are a greater number of typologies of ecopreneurs and these are reviewed 

next.  The usefulness of these typologies has been questioned by some, who suggest little is 

known about whether ecopreneurs can shift between categories over time (Gibbs, 2007).  

However, the typologies seem to be about providing a more precise definition of 

ecopreneurship through recognizing that different modes of operation occur. 

 

One of the simplest and most referred to classifications of ecopreneurs is Isaak’s ‘green’ and 

‘green-green’ businesses. The green business There are three key typologies explaining the 

varieties of ecopreneurship (Linnanen, 2002; Schaltegger, 2002; Walley & Taylor, 2002). 

These have axis including desire to make money or change the world (Linnanen, 2002); hard 

or soft structural influences and economic or sustainability orientation (Walley & Taylor, 

2002); priority of business goal and market effect of business (Schaltegger, 2002). The 

typologies produce types of ecopreneurs like the “ad hoc environpreneur”, the “ethical 
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maverick”, “visionary champion” and “innovation opportunist” (Walley & Taylor, 2002). Or 

the non-profit business, self-employer, successful idealist or opportunist (Linnanen, 2002). 

The typologies are based on personal experience, examining limited numbers of businesses or 

literature searches and are generally offered as frameworks for further research (see for 

example Walley & Taylor, 2002).  

 

 

METHOD 

 

As noted earlier in the paper, the research on ecopreneurs, of which much is about defining or 

constructing typologies of, often involves single site case studies or small numbers of 

multiple sites, from which exploratory conclusions are formed.  As yet there has not been a 

large scale survey examining who ecopreneurs are, their background and how they operate.  

To develop a better picture and extend our current work with ecopreneurs in New Zealand we 

completed a nationwide survey. We wanted to develop some of the findings and test, for 

example, ecopreneurs’ commitment to the environment.  

 

The questionnaire consisted of 42 questions, developed from conclusions of our previous 

qualitative study, as well as from the extant literature in the field. For the first part of the 

study the key questions in the survey intend to understand how the founders of the eco-

businesses make sense of some of the key concepts of business practice (ie success, growth 

and business). This is to see if ecopreneurs are redefining what business might mean to them 

and their business.  The second part of the study aims to investigate operational aspects of 

developing and maintaining an ecopreneurial business venture. These include barriers and 

supports to the business and also a consideration of the key policies and how they facilitate 

ecopreneurial business activity.  The final part of the questionnaire used the ‘New Ecological 

Paradigm’ (Dunlap, Van Liere, Mertig, & Jones, 2000) to examine the ecological orientation 

of ecopreneurs to cross reference other responses and to allow us to compare findings with 

international data in this area. 

 

The first step was to develop a database of ecopreneurs in New Zealand.  The criteria for 

identifying ecopreneurs were important. As noted in the definition we outlined earlier, we 

stipulated that ecopreneurs have a green product or service and operate the venture in a green 

way. We intended to send the survey to as many eco-businesses as possible, as such a loose 
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definition of ecopreneurs was used in an attempt to capture as many potential ecopreneurs as 

possible. Thus, we relaxed our initial requirement that the person had to have founded the 

business themselves.   Casting a wider net also gives us the possibility of gaining a large 

number of responses, and allows us to get a good understanding of ecopreneurs operating in 

New Zealand.  Getting the names and addresses of ecopreneurs involved researching on the 

internet (for example through sites such as www.ecobob.co.nz), directories like ‘The 

Business Who’s Who’ and from using publications like Organics NZ. An exhaustive search 

was completed through Google using various terms to find businesses that fitted the criteria. 

In the end we had a database of 350 companies meeting the criteria that we could send the 

survey to. We felt that this was capturing the breadth of ecopreneurs in New Zealand.  

 

We were particularly interested in the founders of the business, and it was the founders who 

letters were addressed to capture in our survey. This is because the founders have the ability 

to “constitute and shape the ‘face’ of their company”, which this is important not only at 

start-up but in the ongoing operation of the company (Schaltegger, 2002 pg 47). 

Consequently, our questionnaire was addressed to individuals when possible but we did not 

exclude those who responded who were not founders of the business.    

 

The questionnaire was accompanied by a single cover page outlining the goals of the study 

and an information sheet about the research. We obtained ethical approval for the research 

from the Management Department of the University of Otago, and added a comment that by 

filling in the survey participants acknowledged that we would use the data anonymously. A 

freepost envelope was also included for respondents to send back their completed 

questionnaire. To help encourage the questionnaire completion we developed a blog site upon 

which we posted information about ecopreneurs and our case study research to act as a 

sharing resource for ecopreneurs. We have added to this as results have become available.   

Participants were offered the chance to go in the draw for their choice of a Trade Aid gift 

voucher for themselves, or an Oxfam Unwrapped Farmer Pack gifted in their name.  We also 

emailed all participants as a reminder with the questionnaire after three weeks and then once 

more before closing off the return date.  This proved useful and resulted in a number more 

being returned.  

 

In total 84 questionnaires were returned. This has a response rate of 24% which may be a 

little low for a questionnaires, but typical response rates for small business mail surveys 

http://www.ecobob.co.nz/
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average around 30% (Dennis, 2003).  Small business research has been noted as having 

particularly poor response rates (Curran & Blackburn, 2001).  We were initially surprised by 

this low response rate as we expected ecopreneurs to be willing to share information. Our 

previous participants for the qualitative exploratory work had been excited by our research 

and very willing to participate. We also did receive favourable comments on the 

questionnaires about the fact that we were doing the survey. However, time is a big factor for 

entrepreneurs who are plenty busy enough just managing their venture(s). Plus, we also 

wondered if many did not see themselves as ecopreneurs and thus self-selected not to 

participate. 

 

 

DISCUSSION OF RESULTS 

 

 First, some demographics of the sample are important as context for the findings.  Two-thirds 

of the sample was male.  The majority of respondents are married (almost three-quarters) and 

have children (72.6%). Just over three-quarters (76%) are tertiary qualified and the 

respondents have an average of 18 years business experience.  Most started the business 

themselves (88.1%), while the remainder either purchased or inherited the business.  The 

ecopreneurs often had owned more than one business (three on average).  Most of the firms 

are partnerships with two business owners (57.1%).  The remaining 42.9% started the 

business themselves.  This high level of partnering up with another person may be a good 

strategy.  We concluded in our previous research that those with a business partner found the 

business easier to run - particularly when partners had good business acumen (Kirkwood & 

Walton, 2010b).   

 The firms on average employ 5.27 people.  However, this is skewed by a few businesses 

employing a large number of people, while most respondents employ only themselves (ie. 

they were sole traders). The average number of years in operation is just under ten years.   

We asked participants to classify the approximate annual turnover of the business that they 

were reporting on in this study.   Almost two-thirds of the businesses (64.3%) had a turnover 

of over $100,000 per annum (14.3% of these were over $1 million).  There were some 

businesses that were turning over less than $40,000 per annum (22.6%).    
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 The industries covered all areas with the majority in manufacturing and retail (40.5%).   

Other industries represented were building (16.7%), consulting/education (14.3%) and 

agriculture/viticulture/food production (11.9%).  The ecopreneurs considered their businesses 

to be primarily national (47.6%), followed by international (30.9%) and a smaller amount 

were regionally focused (21.4%).    

 

Motivations for starting the business  

 

 Over three-quarters (78.6%) of respondents had a specific idea prior to starting the business.  

The remaining 20.2% started with the desire to own a business first, and then looked for ideas 

and opportunities (1 person did not complete this question).  Three key motivating factors 

featured in over two-thirds of the ecopreneurs surveyed, as shown in Table 1 below.   

 

Table 1: Factors that influenced decision to start business 

 

 Percentage 

To get satisfaction in work 75.0 

Being my own boss 66.7 

Seeking a new challenge 64.3 

Had a new service or product idea 54.8 

Making more money 41.7 

Combining work and private life 41.7 

Other 34.5 

Suited family life 33.3 

Want to make a living from a hobby 23.8 

Avoiding unemployment 15.5 

Family tradition 5.9 

* participants could select more than one option.   

 

The main factor motivating these ecopreneurs to start their businesses was to gain job 

satisfaction (75%).   The other two primary motivations were that they wanted to be their 

own boss and were seeking a new challenge.  Forthly, there were participants who had an 
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idea and saw an opportunity to start a business from that.  There is a large percentage (35%) 

of participants who selected ‘other’ for this question and wrote comments about their 

motivations.   These comments offer good insights into the thoughts of the participants, and 

some are illustrated here.  Their comments mostly reflect participants placing emphasis and 

further explanation of what is a complex process - starting a business. For example 

participants described the new challenge they were seeking or the identification of a gap for 

the new product or service. However, the majority of the comments (in total 20% of all 

participants) were philosophically based comments; usually related to respondents wanting to 

improve environmental outcomes of their industry (“doing fashion better” participant 47) or 

making a contribution to the environment (“want to sell a green product to protect our 

environment” participant 73). We had deliberately not included a tick box for environmental 

passion as we wanted to see how participants would interpret the question and leave them to 

add comments in the ‘other’ section if they felt strongly.  It was not surprising to see the 

green philosophical comments here.  

 

When comparing the results of this study to prior work on ecopreneur and entrepreneurs 

generally, some fairly consistent patterns are shown.   Firstly, job satisfaction is often 

discussed as important in motivating people to start businesses (Kirkwood, 2004).  In earlier 

work on ecopreneurs’ motivations, we found this not to be a factor that was discussed as 

being very important.  The results of the current study perhaps are linked to the earlier 

finding that most of the sample had decided to start a business prior to having a specific idea 

and hence were what we call “pulled” into entrepreneurship.  This is considered an important 

factor in motivations for entrepreneurship, as those who are ‘pushed’ into entrepreneurship 

by factors such as economic necessity or losing their job or extreme job dissatisfaction seem 

to have less success in the long term (Amit & Muller, 1995).   Most frequently, 

independence-related motivators are found to be a universal factor in people choosing 

entrepreneurial careers (Pinfold, 2001).   In our prior case-study research on ecopreneurs, we 

found this featured as an important motivator (Kirkwood & Walton, 2010a).    In the current 

study it can be shown by the factor “be your own boss”, which ranks highly on motivating 

factors for these participants.   

 

In wider research on entrepreneurs, many studies have found making money to be a high-

level motivator (Kirkwood, 2004).   Earlier qualitative research by the present authors has 

found ecopreneurs tended to have a lower prioritisation of money (ie. were happy to ‘make a 
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living’ rather than having strong profit motives).  This has also been found to be the case in 

associative entrepreneurs, where financial achievement was less important than factors such 

as independence (Cato, Arthur, Keenoy, & Smith, 2008).   This seems also to be the case in 

the current study, with monetary motivations being rated by under half of the sample as a key 

motivating factor for them.  In summary, it would appear that the participants in the current 

study show very similar motivations for becoming entrepreneurs as do previous research on 

entrepreneurs generally, as well as specific studies on ecopreneurs.  Perhaps the only key 

difference is the ranking of the motivating factors, but the percentages shown in Table 1 are 

all relatively high, and clearly participants are motivated by more than one factor, which is 

consistent with prior research on entrepreneurs (Marlow & Strange, 1994; Shane et al., 1991) 

and ecopreneurs (Kirkwood & Walton, 2010a).   

 

The Business  

 

Once in business, it is interesting to explore how the ecopreneurs saw their business overall 

and we wanted to find out what they thought the unique selling point of their business was.  

However, first, it is useful to refer to Table 2 below, which shows what respondents believed 

to be their businesses “unique selling point”.   

 

Table 2:  Businesses unique selling point 

 

 Percentage 

Quality research and development 33.3 

Organic/quality eco materials and product 27.4 

Brand name 20.2 

Staff service and expertise 16.7 

Did not answer 7.1 

Sustainable/green design 2.4 

Other 2.4 

Alternative resource use facilitation 1.2 

* participants could choose more than one option 
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It is perhaps surprising to note that one-third of participants believed that their business had 

good quality research and development as being their unique selling point.    The second 

highest ranking unique selling point was related to the ‘green’ product, but the next two 

points – brand name and staff service and expertise are generic and could be describing any 

business.  This corroborates our earlier research which suggested that ecopreneurs may not be 

highly different from other entrepreneurs in many respects (Kirkwood & Walton, 2010b).  

 

Green aspects of the product or service 

 

 The key green aspects of the product or service include; not resulting in harmful by-products 

or toxic materials, being organic, having minimal packaging and biodegradable.  The key 

greening of the organisation included; recycling, reusing, waste minimisation, energy 

conservation & greening the supply chain.  The green aspects are illustrated in Table 3 below.   

 

Table 3: Green aspects of product/service 

 Percentage 

Doesn’t result in harmful by-products 70.2 

Doesn’t contain toxic materials 67.9 

Organic ingredients/contents 61.9 

Minimal packaging 57.0 

Less polluting than comparable non-green product/service 57.1 

Biodegradable 54.8 

Can be fully recycled on disposal 52.4 

Green design principles  50.0 

Reusable or recyclable packaging 48.8 

Uses less energy than comparable non-green product/service 47.6 

Recycled content 46.4 

Free from resources from environmentally sensitive areas 46.4 

Minimal transportation 33.3 

Improves energy efficiency 32.1 

Can be returned for reusing/recycling 32.1 

Made from recycled contents 30.9 
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The concentrations of the highest results are in areas of modification to products and services.  

That is it seems that the products the ecopreneurs are offering are perhaps traditional products 

in a greener version. This is indicated by the high number of results for aspects that is about 

the ingredients of the product and service as compared to those further down the list in terms 

of popularity which would involve more fundamentally changing the product or service to be 

quite different from an non-green version in the market.  

 

The ‘other’ category was used by approximately 30% of participants and results in here 

included varied aspects such as;  “Training people about the principles of sustainability” (#8), 

“healthier” (#26) and “enables our clients to manage resources in an ecological sustainable 

manner” (# 62).  

 

Green activities of the company  

 

While there are often obvious areas within the product/service that are green, the way a 

company operates is often more invisible to customers, but is nevertheless very important to 

the overall greenness of the business.  Table 4 summarises the results of the activities the 

companies engaged in.   

 

Table 4: Green activities of company 

 Percentage 

Reuse where possible 72.6 

Recycling programme 71.4 

Waste minimisation & targets 63.0 

Have environmental policy 45.2 

Supply chain engagement with green issues 42.9 

Energy conservation through technological changes 42.9 

Energy reduction programme & targets 39.3 

Creates or uses alternative forms of energy 30.9 

Other 29.8 

Contains fair trade ingredients 27.4 

Product can be repaired 16.7 
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Water minimisation & targets 32.1 

Carbon measurement e.g. footprints 34.5 

Carbon reduction & targets 27.4 

Undertake a life cycle analysis 27.4 

Measure ecological footprint 22.6 

Have an environmental management system 21.4 

Other 21.4 

Undertake an energy audit 19.0 

Produce triple bottom line/sustainability CSR reports 14.3 

 

 

There are three key areas that the majority of ecopreneurs are operating their companies 

under.  These are reusing, recycling and waste minimisation.  Interestingly, very few 

companies are involved in energy auditing or producing TBL reports.   This is probably due 

to the size of the companies that the ecopreneurs operate. The majority of the ventures are 

SMEs and the average number of employees is 5.27 people with the mode being 1 person. 

Thus we are dealing with small ventures with a lack of infrastructure, expertise and capital to 

utilize on developing EMS, TBL or carbon footprints.  

 

Decision making practices  

 

Of the survey participants, 60.7% felt there wasn’t a tension between making a profit/return 

on investment and the environment.   The remaining 39.3% believed there was a tension 

between the two issues.   Table 5 indicates the results around decision making practices.   

 

Table 5:  How decisions are reached when environmental aspects conflict with business 

rationales 

 

 Percentage 

Consider the reputation of the (eco) business carefully 66.7 

Will favour the environment if minimal cost involved 45.2 

Environmental commitment overrides all other factors 30.9 

Compromise both business & environmental aspects 23.8 
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Will favour the environment if no cost involved 21.4 

Other 14.3 

Business reality overrides all other factors 11.9 

 

We were interesting in exploring whether ecopreneurs would sacrifice revenue for ecological 

concerns.   Most respondents (80.9%) indicated they would sacrifice revenue for their 

ecological concerns, while 15.5% said they wouldn’t (three respondents did not complete this 

question).  Table 5 shows how respondents made decisions if conflict arose between profits 

and the environment.   

 

Many comments were made from participants around this table. Some comments showed 

participants who fervently stated a position of not compromising for philosophical thinking, 

for example “the only way to start to change the current economy into something which is 

sustainable etc, is to prioritise community over outrageous profits” (#7) and “This is wrong 

thinking. There is no question of compromising here” (#28). Others noted that they needed to 

make a profit to have a business - “money is not the main focus but very important” (#27) 

and “it is important to keep the business going” (#49). A small number commented on the 

tensions involved - “if it compromised ability to run the business but it is against the ideals I 

live & work by so doesn't quite equate” (#1). In general though the results support our earlier 

findings that the balance that ecopreneurs have in terms of economy-environment is through 

a strong commitment to the environment (Walton & Kirkwood, 2009).  

 

Growth intentions 

 

Table 6 illustrates what the main growth intention of the ecopreneur was over the next three 

years.   

 

Table 6: Business plans for the next 3 years 

 Percentage 

Expand 69.0 

Maintain current status 22.6 

Diversify 5.9 

Downsize 1.1 



20 

 

 

 

 

As can clearly be seen here, most planned to grow the business.  Expansion was on the plans 

for almost 70% of the sample.  Results from another question showed that most plan to 

enable this growth by adding a new product or service and develop new markets (such as 

export markets or new regions within New Zealand). Almost three-quarters felt their 

customer base would expand.  In terms of what types of help the ecopreneurs believed they 

would need in order to achieve their goals – they felt expert staff, capital and technological or 

IT support would be useful resources.  Indeed, one person commented that a crystal ball 

would be useful too and we would have to agree! 

 

These growth intentions are particularly encouraging as entrepreneurs’ growth objectives, 

aspirations and intentions have been found to be paramount to whether their business grows 

or not (Kozan, Oksoy, & Ozzoy, 2006; Massey et al., 2006).  In short, new businesses do not 

automatically become large businesses (Sexton, 1989).  An entrepreneur makes a deliberate 

choice of whether to grow his or her business or not (Kolvereid & Bullvag, 1996; Morris, 

Miyasaki, Watters, & Coombes, 2006; Smallbone, Leigh, & North, 1995; Wiklund, 

Davidsson, & Delmar, 2003).    The prior litearture on entrepreneurial growth indiciates three 

key factors that influence entrepreneurs growth - factors around the entrepreneurs personality 

and characteristics (Baum, Locke, & Smith, 2001; Kolvereid & Bullvag, 1996), and 

organisational characteristics (Kolvereid & Bullvag, 1996).  What this generally refers to is 

that while entrepreneurs may desire growth, there are skills required to do so (Davidsson, 

1989).   The third common point discussed with respect to business growth is external 

influences in the marketplace for example (Wiklund & Shepherd, 2003).   Prior research on 

growth aspirations and achievement in New Zealand showed that entrepreneurs basically 

‘chose’ to grow – most of those that wanted to grow did, while those that didn’t aspire 

growth, generally didn’t grow (Kirkwood, 2009).  While our findings in the current study are 

growth aspirations, it will be interesting to revisit the ecopreneurs after three years to see how 

they have done with respect to their growth intentions.  They also appear to confirm that 

growth is a choice that entrepreneurs make, and by and large they are in control of whether 

the business grows or not.    Indeed, research described in the literature review showed 

several ecopreneurial businesses growing into quite large businesses and oftentimes these 

Did not answer 1.1 

Close/Sell 0 
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businesses are purchased by larger companies looking to enter the ‘green’ market (eg. The 

Body Shop). 

 

CONCLUSION 

 

Our research is the largest sample of ecopreneurs that we have been able to locate and 

therefore offers a good opportunity to make some conclusions from that may be somewhat 

more generalisable than the results of prior case-study based research.  Our limited number of 

responses do not allow a great deal of statistical analysis but the descriptive statistics 

presented here are a small step to adding to our limited knowledge of ecopreneurs and the 

way they run their businesses.    

 

On the whole, the business life-cycle of these ecopreneurial businesses appears remarkably 

similar to those of entrepreneurs in general.  We were surprised by this as our previous 

qualitative research led us to ponder whether ecopreneurs potentially represented a new form 

of business model that could not be captured by the general entrepreneurial theories on 

factors around motivations, decision making in business and growth aspirations of 

entrepreneurs.   The results of the current study have made us rethink this entirely, as the 

findings here show 84 ecopreneurs starting, running and potentially growing their businesses 

in relatively similar manner. 

  

Thus, we conclude from the results presented here that there are many similarities between 

ecopreneurs and traditional entrepreneurs.  It does seem that these ecopreneurs are able to run 

their business in a green way without really challenging entrepreneurship and current 

economic systems.   This was supported by the ecopreneurs’ perception of the main ‘selling 

point’ of their business being non-green specific factors.  This bodes well for those wanting 

to become ecopreneurs – it appears possible to do so with minimal change from the ‘norm’ of 

either working in an existing business or running an entrepreneurial venture.     Thus, the 

barriers to entry for those wanting to become ecopreneurs seem relatively small.  However, as 

noted in prior research, there may be greater risks due to the smaller potential market and the 

newness of many eco-products or services (Rodgers, 2010).   

 

However, if we look deeper then can see that there are some fundamental differences around 

the greening of the business and the non-sacrifice of environmental values.  However, our 
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survey asked hypothetical questions how much money participants would be willing to 

sacrifice the environment for.  While this gives us an indication of their intentions, it is 

important that further research be conducted on specific scenarios where ecopreneurs have 

faced such decisions – this would be best done via more qualitative research.  Our conclusion 

is that ecopreneurs have a passion for the environment and it is this passion that sets them 

apart from other entrepreneurs.  Entrepreneurs in general often speak of having passion for 

something (generally a product or service) when starting their business (Kirkwood, 2004).  

Thus, in the case of ecopreneurs, their passion is a rather wider-ranging one – the 

environment – and this is what guides them in their decision making within the business.   

This passion for the environment does not appear to exclude any ‘typical’ entrepreneurial 

actions, such as planning on growing their business.  Ecopreneurs should therefore be taken 

seriously by policy makers as they operate businesses that contribute to the economy in terms 

of taxes, employment as well as having growth aspirations for the future (such as exporting, 

growing the number of employees) and have the added benefit of helping to protect the 

environment in many different ways.   Thus, there seems to be some lessons we learn from 

ecopreneurs – they seem to be living a lifestyle which balances their skills as business-

people, with their passion for the environment.  It seems they may offer a win-win scenario 

for the economy and the environment, as well as enabling the ecopreneur to fulfill their own 

personal goals.   

 

While our study contributes further research to the emerging field of ecopreneurship, there is 

still a long way to go before we fully appreciate and understand this sub-group of 

entrepreneurs.  Future research is recommended on delving more deeply into the decision 

making practices of ecopreneurs in order to more fully appreciate the ways in which they 

balance the environment with the need to create revenue.   

 

There are some limitations of this study.  There was a relatively low response rate, and we do 

not know if the respondents are a good representation of ecopreneurs in New Zealand.  

Perhaps the low response rate might be explained by the people who received the survey not 

perceiving themselves as an entrepreneur and therefore did not respond.  We expect that the 

low response rate is partially due to the high number of compulsory surveys that are required 

from various government departments in New Zealand.    
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Abstract 

When planning for social-value creation, entrepreneurs generally need to consider multiple 

stakeholders with conflicting views of organizational effectiveness. By employing a scoring 

procedure often used for the analysis of multiple-issue negotiations, we show how the quanti-
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research by contributing to a quantitative discussion of organizational effectiveness. Due to 
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propositions resulting from the conflict structure and the interaction of multiple stakeholders. 

We find that an increase in the number of stakeholders required for an agreement tends to 

decrease the perceived organizational effectiveness of initial negotiation parties. On the other 

hand, the multitude of possible agreements is also reduced, thereby sharpening the focus on 

acceptable proposals to the stakeholders involved.  
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1. Introduction 

When planning for social value creation, entrepreneurs generally need to take into considera-

tion that stakeholders “are greater in number and more varied”
1
 than those of commercial ven-

tures. Typical stakeholder groups include governmental authorities, recipients of the social 

services, members, sponsors, donors, social investors, employees, and special interest groups.
2
 

These stakeholders will require the social entrepreneur to choose an organizational design, 

i.e., an implementable concept for the aspired value creation, which is considered to be most 

effective. As clear as the fundamental demand for organizational effectiveness is, the less 

clear is how it should be measured.
3
 A conceptualization is provided by the multiple-

constituency approach,
4
 according to which entrepreneurs and stakeholders will assess organ-

izational effectiveness by the fulfillment of their own objectives. Specifically, the higher the 

achievement of their objectives through the organization’s design is, ceteris paribus, the high-

er they consider its effectiveness.  

In the empirical literature there is much debate on how entrepreneurs and stakeholders as-

sess organizational effectiveness in practice. Despite the consensus over the application of 

specific observable criteria, disagreement persists as to whether general or situation-specific 

criteria should be used. For example, Baruch and Ramalho (2006) claim that effectiveness is 

typically measured along dimensions such as service quality, public image, or growth. On the 

other hand, in his survey of the empirical literature, Forbes (1998) finds that there exist no 

objective criteria that best measure effectiveness.  

This result should not be surprising in the light of the multiple-constituency approach. 

Social entrepreneurs and stakeholders possess different values and objectives. Hence, accord-

ing to Herman and Renz (1999), they evaluate their achievement by different criteria. More-

over, they will generally apply different weights even to the same criteria. In consequence, 

situations may arise, in which insufficiently many parties consider the entrepreneur to be pur-

suing the “right objectives in the right way.”
5
 Thus, the entrepreneur needs to balance the dif-

ferent interests in order to propose an organizational design that is considered to be effective, 

i.e., one that fulfills an acceptable part of the objectives of a sufficient number of stakehold-

                                                 
1 Austin et al. (2006), p. 3. 
2 See, for example, Mort et al. (2003) 
3 See Forbes (1998). 
4 See Conolly et al. (1980). 
5 Herman and Renz (1999), p. 109. 
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ers. The management literature considers the creation of such a “yesable proposal”
6
 a crucial 

leadership task.
7
 Apparently, it is also a prerequisite for successful social entrepreneurship.  

In general, the alignment of entrepreneurial and stakeholder preferences for organization-

al effectiveness is accomplished by a negotiation process.
8
 Bryson (2011) provides a compre-

hensive overview of the various methods and analytical techniques that have been offered to 

assist decision makers. All surveyed methods concern specific negotiation stages and operate 

on a non-quantitative basis. In this paper we complement the existing methods by employing 

a quantitative technique, introduced by Raiffa (1982) as a tool for mediators in bilateral nego-

tiations, to identify consensual organizational designs. Its applicability to multilateral negotia-

tions is demonstrated by Bazerman and Neale (1992). The technique features a scoring tem-

plate that includes the negotiation parties (i.e., stakeholders in the social-entrepreneurship 

context), the issues of conflict (i.e., criteria for organizational effectiveness), the choice op-

tions for each issue (i.e., specific realization alternatives for each criterion), the preferences of 

the parties towards each option, and each party’s best outside alternative, i.e., the most this 

party can achieve if it terminates negotiation. The procedure requires the valuation (by the 

social entrepreneur or a facilitator) of all options and the weighting of all criteria according to 

each party’s preferences. By applying scores the analyst is then able to identify all possible as 

well as all acceptable agreements.  

We apply the negotiation-analytic technique to a general social-business-planning negoti-

ation that incorporates elements derived from the empirical literature. We include typical 

stakeholder groups and use common criteria to measure effectiveness, such as organizational 

form, program activities, service quality, finance, and growth.
9
 Although our illustrations are 

situation specific, the scoring technique features basic properties of typical negotiations over 

organizational effectiveness, e.g., the existence of multiple stakeholders, multiple effective-

ness criteria, diverging interests, and outside alternatives of the stakeholders. 

Due to the general structural features of the scoring template, we are able to draw im-

portant results from our application. First, the scoring technique allows us to quantify organi-

zational effectiveness by a one-dimensional measure. We show how different preferences for 

                                                 
6 The term yesable proposal has been shaped by Fisher et al. (1994). 
7 For example, Balser and McClusky (2005) or Ospina et al. (2002). 
8 See Benjamin (2008), Balser and McClusky (2005), Ospina et al. (2002), and Herman and Renz (1999).  
9 For example, Townsend and Hart (2008) discuss organizational forms (for- vs. nonprofit). Ospina et al. (2002) 

provide examples for program content negotiations. Brown and Slivinski (2006) find stakeholders to care about 

service quality. Funders’ interests concerning the further financing of the enterprise (donative vs. commercializa-

tion) are identified by Foster and Bradach (2005) and Dees (1998). Finally, different growth preferences are 

pointed out by Austin et al. (2006) and Dees et al. (2002). 



 3 

the effectiveness criteria lead to different scores for organizational effectiveness. Second, we 

demonstrate how the number of organizational designs in the entrepreneur’s choice set in-

creases multiplicatively with the number of negotiated criteria options, which explains the 

often assumed complexity of such ventures. However, we also show that only a fraction of all 

consensual designs proves to be efficient and, hence, should be considered by the entrepre-

neur. Third, we illustrate how the inclusion of additional stakeholder groups with different 

preferences reduces the number of yesable designs but, simultaneously, increases the share of 

efficient designs. Most important, though, the perceived organizational effectiveness tends to 

decrease for the initially negotiating stakeholders.  

The paper is organized as follows. Section 2 highlights typical conflicting effectiveness 

criteria between social entrepreneurs and stakeholders. Furthermore, we quantify the conflict 

structure by introducing the scoring technique for a typical two-party-negotiation and point 

out important findings resulting from the quantification. Section 3 analyzes our example and 

highlights further results arising from general features of bilateral negotiation structures. In 

Section 4, we expand our example case by introducing an additional stakeholder, i.e., a third 

party, and observe how this affects the set of acceptable agreements. We generalize our re-

sults in Section 5 within a generic multilateral conflict structure for social ventures, in order to 

derive general implications for the actual negotiation. In Section 6, we discuss the validity of 

the scoring procedure in practice. Section 7 concludes with implications for entrepreneurship 

research. 

2. Structuring Stakeholder Negotiations in Social-Business Planning 

The various stakeholders of social enterprises support social-value creation in several ways, 

e.g., they purchase social services or provide important input resources such as external funds, 

manpower, knowledge, or networks. Following the multiple-constituency approach, stake-

holders have an incentive to act to the benefit of the social enterprise, if they observe (or ex-

pect) a sufficient level of organizational effectiveness. Specifically, the stakeholders will as-

sess to which degree the organization’s design is in line with their own objectives and prefer-

ences. However, the objectives and, consequently, the preferences for criteria, according to 

which their fulfillment is measured, may differ across stakeholder groups, which, in turn, im-

ply differing views of organizational effectiveness.  

The literature reveals a number of typical effectiveness criteria which are conflicting be-

tween social entrepreneurs and stakeholders as well as among stakeholders. As Townsend and 
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Hart (2008) state, one such important criterion is given by the choice of the organizational 

form: “Given the functional mission of the firm, it is likely that some stakeholders would pre-

fer a nonprofit form while others would prefer a for-profit form” (p. 690). For example, do-

nors might find the for-profit organizational form ineffective, since it allows the entrepreneur 

to expropriate a private rent from philanthropic funds; this result is obtained by Hansmann 

(1980) who analyzes the incentive compatibility of the nonprofit constraint. In contrast, social 

investors might prefer this option because a market-oriented enterprise is more likely to meet 

its financial obligations. Furthermore, Ospina et al. (2002) find different preferences for the 

criterion program activities. One of their cases characterizes the National Council of La Raza, 

an organization originally devoted to support the U.S. Latino population with policy analysis, 

advocacy, and services. However, one year after its launching, a major stakeholder demanded 

the organization to make a shift from political activity to housing and economic development. 

Conflicting interests can also be expected with respect to service quality, as highlighted by 

Brown and Slivinski (2006). They find “conflicts among stakeholders whose preferred quality 

choices do not coincide” due to “ideological tensions” (p. 147). Therefore, some stakeholders 

may find high service quality most effective for achieving the social mission, in contrast to 

those preferring a low quality with the objective of serving more recipients. A further possible 

effectiveness criterion is the long-term financing of the social enterprise. According to Foster 

and Bradach (2005), entrepreneurs are often urged by funders to become financially inde-

pendent from philanthropy, e.g., by launching earned-income businesses. Finally, Austin et al. 

(2006) and Dees et al. (2002) indicate that preferences might also differ with respect to the 

type of growth. For example, stakeholders may prefer “wide” geographic growth, while en-

trepreneurs, in contrast, could favor “deep” value growth (e.g., by improving service quality). 

The creation of organizational effectiveness, i.e., an organizational design that accounts 

for the different stakeholders’ preferences concerning the different criteria, is generally the 

result of a negotiation process. As Balser and McClusky (2005, p. 299) highlight: “Organiza-

tional effectiveness is a negotiated outcome derived from repeated interactions between or-

ganizational actors and their environments.” Similar findings are reported by Herman and 

Renz (1999), Benjamin (2008), and Ospina et al. (2002).  

In line with this perspective, several negotiation-analysis techniques have been offered to 

assist entrepreneurs in coping with the negotiation process. Bryson (2011) gives a comprehen-

sive overview of 15 published methods and puts them into relationship. The techniques can be 

applied to different purposes: The organization of stakeholder participation, the creation of 

ideas for strategic action, the building of a winning coalition around proposal development, 
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review, and adoption, and, finally, the implementation, monitoring, and evaluation of strate-

gies. The surveyed methods consist mainly of non-quantitative creativity and mediation tech-

niques that are helpful in identifying key stakeholders, their objectives, and the conflicting 

issues. In this paper we complement these methods by offering a quantitative scoring proce-

dure, introduced by Raiffa (1982) for multiple-issue negotiations, to identify an organizational 

design which is acceptable for multiple stakeholders. 

Throughout the paper we illustrate the applicability of the scoring technique by consider-

ing the example of a hypothetical social entrepreneur who plans to launch a vocational- and 

employment-counseling program for very poor individuals (clients). During the start-up phase 

the enterprise requires external funds to finance necessary facilities. At first, we assume that 

the entrepreneur wishes to attract only a single social investor. However, there exist conflicts 

of interest in the five effectiveness criteria introduced above (i.e., organizational form, pro-

gram activities, service quality, finance, and growth). Concerning the organizational form, we 

consider only the two options nonprofit or for-profit status. The second criterion, program 

activities, contains three alternatives: a product bundle containing counseling and food, a 

combination of counseling and shelter, or only the counseling service. The service quality of 

the programs is classified as low, medium, or high. After its launching, the organization might 

be further financed by donations, earned income from commercial activities, user fees, or a 

specific mix of these sources. As growth strategies, we only consider the options growing 

deep (e.g., increasing service quality), growing wide (expanding services to other geographic 

areas), or a mixture of both.  

The preferences of the entrepreneur and the social investor with respect to all possible ef-

fectiveness criteria and options are depicted in Table 1. Consider first the five effectiveness 

criteria (in bold type), which both stakeholders consider to be relevant to some degree. Their 

individual relative importance is characterized by the (bold) weights, which sum up to 100 

(percent) for each stakeholder. Next, under each criterion are listed the possible realization 

alternatives (i.e., the negotiable options), where the best option for a stakeholder is valued by 

the preference points assigned to this criterion, and the worst option is valued with 0 points. 

Intermediate options are valued accordingly in between. Differences in valuations between 

the two parties indicate which criteria are conflictual, where the relevance of a conflict is de-

termined by the importance of the respective criterion. Conflicts over several criteria, howev-

er, also point to possible trade-offs between stakeholders as a means of conflict resolution. 
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Social 

Entrepreneur 

Social  

Investor 

1. Organizational Form 10 30 

a. Nonprofit 10 0 

b. For-Profit 0 30 

2. Program Activities 30 10 

a. Counseling & Food 30 0 

b. Counseling & Shelter 10 10 

c. Counseling only 0 5 

3. Service Quality 20 10 

a. High 15 0 

b. Medium 20 10 

c. Low 0 5 

4. Finance 25 40 

a. Donations 25 0 

b. Earned Income 0 40 

c. User Fees 15 30 

d. Mix 10 10 

5. Growth 15 10 

a. Growing Deep 10 10 

b. Growing Wide 0 0 

c. Mix 15 5 

BATNA 35 50 

Table 1: The scoring matrix. 

Note that the scoring procedure is based on the assumption that each party’s preferences 

over the effectiveness criteria are additively separable. The assumption of additive separabil-

ity is widely applied in decision and negotiation analysis, as one can assess the preferences 

over several criteria by simply adding the scores of the chosen options. This requires that the 

effectiveness criteria have to be configured in such a way that every negotiation party is able 

to value the options of any criterion independently of the options chosen for the other criteria. 

According to Keeney and Raiffa (1991), the appropriate selection of negotiation issues to en-

sure additive separability is not always a simple task, as it may require some effort in regroup-

ing and decomposing issues in different ways. 

A negotiated organizational design is a package of five chosen options,
10

 one for each cri-

terion. Due to the additive separability of the criteria, the total value of any organizational 

design is the sum of the values of all design-specific criteria options.
11

 This total value quanti-

                                                 
10 More generally, in a negotiation with n criteria, a negotiated agreement consists of an n-tuple of options. 
11 For a formal characterization of the value function see Raith (2000). 
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fies the stakeholder’s perception of organizational effectiveness. We formulate this result as 

follows: 

Proposition 1: The scoring of a stakeholder’s additively separable preferences over all crite-

ria of an organizational design yields a one-dimensional measure of its organizational effec-

tiveness that ranges from 0 for the least to 100 for the most effective design.  

According to Proposition 1 the scoring procedure yields a cardinal ranking of all possible 

designs from the perspective of each stakeholder. For example, the organizational design 

(aaaaa) – the combination of nonprofit status (1a), counseling and food (2a), high service 

quality (3a), further financing by donations (4a), and growing deep (5a) – is considered highly 

effective by the social entrepreneur, who gives this design a total of 90 points, but it is highly 

ineffective for the social investor, who assigns only 10 points. 

Since the set of all possible organizational designs is the Cartesian product of all 5 crite-

ria-specific sets of options, in our example there exist a total of 2 3 3 4 3 216  organiza-

tional designs altogether. This calculation reveals that an inclusion of further options in the 

negotiation matrix would increase the number of possible designs multiplicatively. This effect 

is formulated as follows. 

Proposition 2: An additional option for one criterion increases the number of organizational 

designs by the product of the numbers of options for all other criteria. 

For example, a third option in the first criterion (organizational form), e.g., a mix of for- 

and nonprofit business units, would generate 3 3 4 3 108  additional organizational de-

signs. This result is simply a feature of additively separable preferences. By creatively intro-

ducing new options, the number of alternative organizational designs can quickly reach ex-

treme levels. Proposition 2 sharpens the observation by Zammuto (1984) that “there are a po-

tentially infinite number of effectiveness models” (p. 614).
12

 

As a further element, Table 1 quantifies the outside alternatives for each party, i.e., what 

value a stakeholder can achieve for himself, if he unilaterally leaves the negotiation. Follow-

ing Fisher and Ury (1981), this term is often referred to as the Best Alternative To a Negotiat-

ed Agreement (BATNA). The value of a stakeholder’s BATNA equals the minimum effec-

tiveness that this party must achieve through the negotiated agreement. The higher the value 

of a stakeholder’s BATNA is, the more challenging it is to find an organizational design that 

meets his approval. Hence, the BATNA is an important structural element of a stakeholder’s 

                                                 
12 Zammuto explains the infinite number of effectiveness models with an “infinite number of different value 

perspectives about the desired state of social arrangements” (p. 614). 
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bargaining power. The value of a stakeholder’s BATNA is determined by a negotiable organ-

izational design, i.e., a potential agreement within the negotiation, which is just as favorable 

to this stakeholder as his outside alternative. As we argue below, the cardinal ranking of or-

ganizational designs according to their total scores helps to identify those designs that are 

agreeable for a sufficient number of stakeholders, i.e., which achieve total scores above their 

individual BATNA values. 

In our example, the outside alternative of the social entrepreneur might be to abstain from 

founding the social organization altogether (i.e., to maintain the status quo) or to launch a 

purely commercial enterprise. Table 1 reveals that the entrepreneur will value such outside 

alternatives at 35 points, if he favors them just as much as a negotiated agreement yielding the 

same total score, e.g., a non-profit organizational design (1a), featuring a counseling-and-

shelter program (2b) with low service quality (3c), financed by user fees (4c), and strategical-

ly focused on wide growth (5b). In contrast, the BATNA of the social investor might be an 

alternative project with a different entrepreneur, which he will choose, if he cannot negotiate 

an agreement with at least 50 points, e.g., given by a non-profit organization (1a) offering 

counseling (2c) at medium quality (3b), which is financed by user fees (4c) and oriented to-

wards mixed growth (5c). In order to be acceptable for both parties, a negotiated organiza-

tional design must at least meet the BATNA of both. For example, a for-profit organization 

(1b), offering counseling and food (2a) at medium quality (3b), financed by user fees (4c) and 

designed for deep growth (5a) exceeds the BATNAs of both parties, as the entrepreneur ob-

tains a total value of 75 (> 35) while the investor can achieve 80 (> 50) points, thus qualifying 

this design as a yesable proposal. 

3. Analysis of the Bilateral Negotiation Structure 

We can depict the effectiveness of all 216 possible organizational designs by means of the 

scatter plot in Figure 1, where, according to Proposition 1, one point shows the perceived ef-

fectiveness of a given design, i.e., a specific quintuple of options, from the perspective of both 

negotiation parties. Figure 1 also shows how the outside alternatives for both negotiation par-

ties divide the set of possible agreements into those that are acceptable for one or both parties 

and those that are not. In our specific example, there are 89 organizational designs which are 

acceptable for both parties, i.e., with total values at least as high as the parties’ BATNAs.
13

 

                                                 
13 Some organizational designs imply the identical total value for each party. Hence, some agreements overlap in 

the north-eastern quadrant of the figure, such that only 49 distinct points are depicted. 
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Additionally, selected organizational designs are labeled by the chosen options of the agree-

ment, in order to illustrate their specific content. 
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Figure 1: Sorting organizational designs according to acceptability and effectiveness. 

By focusing on Pareto efficient acceptable agreements, one can simplify the negotiation 

problem considerably. Indeed, in our example only 12 designs prove to be Pareto efficient, 

eight of which are acceptable for both parties. It is important to emphasize, that this enormous 

reduction follows directly from Proposition 1, i.e., the one-dimensional measure of organiza-

tional effectiveness. We capture this important consequence in the following general result. 

Proposition 3: By valuing a multi-dimensional organizational design with a one-dimensional 

measure of organizational effectiveness, the number of Pareto optimal designs for a given 

number of negotiators is reduced to a minimum. 

Without the scoring technique, the effectiveness of organizational designs would have to 

be analyzed by a comparison of the individual criteria. Hence, a given design can only be 

dominated, if there exists an alternative design that both parties find better according to at 

least one criterion and at least as good according to all other criteria. The more criteria there 

are, the more difficult it is to find a Pareto improvement. Consequently, the higher the number 

of criteria is, the higher will be the number of efficient organizational designs. Conversely, a 

one-dimensional effectiveness measure reduces the set of efficient designs to a minimum. 

This reduction becomes quite important as, in line with Proposition 2, the number of organi-

zational designs reaches extreme levels. 
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As an additional element, Figure 1 also depicts the dashed efficiency frontier, which con-

nects what Raiffa (1996) refers to as extremely efficient agreements, i.e., Pareto optimal 

agreements that cannot be dominated by convex combinations of other efficient agreements. 

This is an important further qualification, considering that, in the context of organizational 

design, convex combinations of criteria options seem quite natural as compromise solutions. 

Figure 1 reveals only seven extremely efficient organizational designs, of which three, how-

ever, are below the BATNA of the social investor and, therefore, unacceptable for this party.
14

 

The efficiency frontier, thus, serves as an upper boundary for all possible agreements and, 

together with both parties’ BATNAs, highlights a further finding. 

Proposition 4: The outside alternative of each party limits the maximum achievable outcome 

of the other party. As the BATNA-value of one party rises, the maximum achievable outcome 

of the other party declines monotonously. 

For example, if we assume that the social investor accepts any proposed organizational 

design that guarantees him a minimum value of 50, then, according to Figure 1, the entrepre-

neur can achieve a maximum of only 85 points, which is lower than the 100 points of his best 

alternative. Conversely, however, the social entrepreneur’s BATNA of 35 is not yet high 

enough to restrict the maximum achievable value of the social investor. In Figure 1 the zone 

of acceptable agreements for both parties is bounded by the negatively sloped efficiency fron-

tier and the two parties’ BATNAs. Hence, as the BATNA of one party rises, the maximum 

achievable outcome of the other party can, at best, stay the same, but eventually declines. 

4. Clients as Further Stakeholders 

Up to this point we have not taken potential clients of the social venture into consideration. 

Note that any agreement between the social entrepreneur and the social investor becomes use-

less, if their clients, i.e., the needy individuals, do not accept the organizational design be-

cause of a better alternative and, as a consequence, do not purchase the service. Hence, clients 

are also stakeholders, whose preferences concerning the organizational design must be taken 

into account. Whether or not clients actually participate in active negotiation is of secondary 

importance. In some cases they have a visible lobby that cannot be ignored in the planning 

process. Sometimes, however, clients are just an unorganized group that articulates its prefer-

ences by simply refusing the offered service. In either case, clients’ BATNA becomes a cru-

                                                 
14 Note that five designs – points (95,20), (85,50), (85,50), (65,85), and (45,95) – are also efficient, but they can 

be dominated by convex combinations of two extremely efficient designs. 
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cial restriction for the organizational design. For analytical convenience, we focus only on a 

single representative client as a further stakeholder, whose preferences are included in Table 

2, together with the scores of the previous two stakeholders. 

 
Social  

Entrepreneur 
Clients 

Social 

Investor 

1. Organizational Form 10 0 30 

a. Nonprofit 10 0 0 

b. For-Profit 0 0 30 

2. Program Activities 30 40 10 

a. Counseling & Food 30 25 0 

b. Counseling & Shelter 10 40 10 

c. Counseling only 0 0 5 

3. Service Quality 20 30 10 

a. High 15 30 0 

b. Medium 20 15 10 

c. Low 0 0 5 

4. Finance 25 20 40 

a. Donations 25 20 0 

b. Earned Income 0 20 40 

c. User Fees 15 0 30 

d. Mix 10 10 10 

5. Growth 15 10 10 

a. Growing Deep 10 10 10 

b. Growing Wide 0 0 0 

c. Mix 15 5 5 

BATNA 35 70 50 

Table 2: Preferences of Entrepreneur, Clients, and Social Investor. 

In Table 2 one can already see, where and with whom conflicts arise when clients are tak-

en into account in designing the social venture. Clients are assumed to have a strong focus on 

program activities, with their preferences more in line with the social investor than with the 

entrepreneur. On the other hand, they have no interest in the organizational form of the ven-

ture.  

With regard to the previously analyzed bilateral negotiation, the clients’ BATNA con-

strains the other two stakeholders in their joint selection of an organizational design. Specifi-

cally, the entrepreneur and the investor can only negotiate over organizational designs that 

ensure an effectiveness value of at least 70 for the clients. Given this additional constraint, 

Table 3 shows all designs that are acceptable for all three parties and the corresponding total 

scores of the respective stakeholders. 
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Table 3: Potential settlements between the entrepreneur, clients, and the investor. 

As a first observation from Table 3, only 32 out of 216 organizational designs are agreea-

ble which is significantly less compared to the bilateral negotiation between only the entre-

preneur and the social investor. More generally, this effect can be formulated as follows: 

Proposition 5: As the number of crucial stakeholders to an agreement rises, the number of 

consensual organizational designs will decrease monotonously. 

The reduction of potential settlements is due to the BATNA of the additional party. Pre-

viously agreeable organizational designs between the initial negotiation parties may become 

infeasible by a sufficiently high BATNA of a crucial new party. Conversely, within any nego-

tiation structure, the inclusion of an additional stakeholder cannot increase the number of con-

sensual agreements, even when the new party’s BATNA value falls to zero. Figure 2 charac-

terizes the effect of the client-participation constraint on the negotiation structure between the 

social entrepreneur and the social investor. The black and white points contrast the initial 216 

negotiation possibilities with the constrained negotiation problem, i.e., only those possibilities 

that meet the minimum-effectiveness requirement (the BATNA) of the clients, depicted in 

Figure 2 by the black points.  

 
Social 

Entrepreneur 
Clients 

Social 

Investor 

  Social 

Entrepreneur 

Clients Social 

Investor 

aaaba 65 85 50  bbaba 35 100 90 

aabba 70 70 60  bbabc 40 95 85 

ababa 45 100 60  bbaca 50 80 80 

ababb 35 90 50  bbacb 40 70 70 

ababc 50 95 55  bbacc 55 75 75 

abaca 60 80 50  bbada 45 90 60 

abbba 50 85 70  bbadb 35 80 50 

abbbb 40 75 60  bbadc 50 85 55 

abbbc 55 80 65  bbbaa 65 85 60 

baaba 55 85 80  bbbab 55 75 50 

baabb 45 75 70  bbbac 70 80 55 

baabc 60 80 75  bbbba 40 85 100 

baada 65 75 50  bbbbc 45 80 95 

babaa 85 70 50  bbbda 50 75 70 

babba 60 70 90  bbbdc 55 70 65 

bbaaa 60 100 50  bbcaa 45 70 55 

         
BATNA 35 70 50  BATNA 35 70 50 
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Figure 2: The impact of the client-participation constraint. 

According to Table 3, 32 organizational designs still meet the outside alternatives of all 

three parties (in Figure 2 the black points in the North-Eastern quadrant). The inclusion of the 

clients in the negotiation structure, thus, eliminates 57 potential agreements between the en-

trepreneur and the social investor. Although the maximum attainable values remain the same 

for both parties, the consideration of the clients’ BATNA tends to reduce the perceived organ-

izational effectiveness of the entrepreneur and the investor, as efficient and mutually benefi-

cial agreements, such as agreements babca or babcc (cf. Figure 2), are eliminated and previ-

ously dominated agreements, thus, become efficient. This effect is formulated by the follow-

ing proposition, which is a direct extension of Proposition 4. 

Proposition 6: An increase in the number of stakeholders required in an agreement tends to 

reduce the perceived organizational effectiveness. 

As a further important observation, Table 3 reveals that, of the 32 possible agreements, 

only the 14 agreements shown in bold are Pareto efficient. The share of efficient agreements 

(14/32 =) 44% is higher than in the bilateral negotiation between only the entrepreneur and 

the social investor, where the share was only (8 /89 =) 9%. We capture this finding in the fol-

lowing general proposition. 

Proposition 7: An increase in the number of stakeholders generally leads to a higher share of 

efficient agreements relative to all consensual organizational designs. 
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As Roth (1991) illustrates, this result is a typical consequence of sufficiently diverging in-

terests between stakeholders. By adding parties to the negotiation, there exist fewer possibili-

ties of improving at least one negotiation party by moving from one consensual design to an-

other, without reducing the perceived effectiveness of any other party. Intuitively, each addi-

tional party imposes an additional restriction for Pareto improvements by increasing the di-

mension of stakeholders’ preferences. Hence, Proposition 7 characterizes an effect which 

counteracts the dimension reduction of the scoring procedure, formalized by Proposition 3. 

Propositions 5 to 7 suggest that a negotiation with more stakeholders is likely to become 

less complex from the structural perspective. However, at the same time the communication 

and, more generally, the negotiation process is likely to become tougher, in particular, if 

stakeholders do not perfectly know each others’ preferences. Specifically, Proposition 5 en-

tails a greater difficulty in identifying consensual organizational designs, since fewer designs 

are acceptable. In addition, Propositions 6 and 7 indicate an increased difficulty in fixing an 

organizational design. On the one hand, all parties must cut back their aspirations for organi-

zational effectiveness. On the other hand, an increased share of efficient agreements makes it 

more difficult to switch unanimously from one potential settlement to another. 

5. The Negotiation Analysis of a Generic Multilateral Conflict Structure 

As we argued in the Introduction, the establishment of a social venture typically features more 

stakeholders than a commercially oriented start-up. Accordingly, the negotiation over an ac-

ceptable organizational design becomes increasingly complex as the number of stakeholders 

rises. The complexity of interaction, in particular with regard to communication, makes large 

multilateral negotiations more difficult to handle, thus often requiring the assistance of an 

external facilitator. Interestingly, though, the analytical complexity of the conflict structure 

does not increase with additional stakeholders, as long as no additional criteria or options are 

introduced. To the contrary, as we show in this section, the resulting decrease in the set of 

acceptable agreements may actually simplify the negotiation analysis. 

We illustrate this aspect by including further key stakeholders, as one might expect for an 

actual social venture, and we analyze how the negotiation structure changes according to 

Propositions 5 to 7. Specifically, we assume that the social entrepreneur in our example en-

larges his negotiation with the social investor and the clients by now also considering the gov-

ernment and a private lead donor as additional stakeholders. The preferences of all five parties 
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for the previously defined criteria options together with the values of their BATNAs are given 

in Table 4.  

 
Social  

Entrepreneur 
Clients 

Social  

Investor 
Government Lead Donor 

1. Organizational Form 10 0 30 10 30 

a. Nonprofit 10 0 0 10 30 

b. For-Profit 0 0 30 0 0 

2. Program Activities 30 40 10 20 20 

a. Food Only 30 25 0 0 0 

b. Food & Shelter 10 40 10 15 15 

c. Food & Counseling 0 0 5 20 20 

3. Service Quality 20 30 10 20 20 

a. High 15 30 0 0 0 

b. Medium 20 15 10 10 15 

c. Low 0 0 5 20 20 

4. Finance 25 20 40 20 10 

a. Donations 25 20 0 0 0 

b. Earned Income 0 20 40 20 10 

c. User Fees 15 0 30 15 0 

d. Mix 10 10 10 5 5 

5. Growth 15 10 10 30 20 

a. Growing Deep 10 10 10 0 0 

b. Growing Wide 0 0 0 30 20 

c. Mix 15 5 5 10 10 

BATNA 35 70 50 40 60 

Table 4: The extended scoring matrix. 

Note that the crucial aspect here is the generic multilateral conflict structure given by the 

increased number of stakeholders and their diverging interests, rather than their specific title 

and their particular interests in the exemplary criteria. The many cases discussed in the litera-

ture reveal that social ventures, by their very nature, typically attract numerous stakeholders. 

Indeed, the mere acknowledgement of different client groups with diverging interests, in con-

trast to just one representative client, quickly leads to an expansion of the parties involved in 

the multilateral negotiation. 

In order to demonstrate the practicability of our approach, we expand the list of stake-

holders gradually, studying at each step how this affects the negotiation structure and possibly 

also the negotiation process, thereby determining plausible agreements for organizational de-

signs. We consider first the inclusion of the government as a fourth stakeholder of the social 

venture. According to Propositions 5 and 7, we can expect the number of consensual agree-



 16 

ments to decrease further, while the share of efficient consensual agreements rises. These ef-

fects are illustrated for our example in Table 5, which shows the 17 consensual agreements 

between the four stakeholders involved, 13 (76%) of which are Pareto optimal (the agree-

ments highlighted in bold). In addition, Propositions 6 tells us that the entrepreneur, the cli-

ents, and the investor will have to accept a lower organizational effectiveness, as agreements 

with high individual gains must be sacrificed for a consensus. On the one hand, eight efficient 

and mutually beneficial agreements of Table 3 – baaba, baabc, babaa, babba, bbaaa, bbaba, 

bbbaa, and bbbac – are now not acceptable for the government. On the other hand, previously 

dominated organizational designs – ababb, abaca, abbba, abbbb, abbbc, bbacb, and bbacc – 

now are efficient. Rather than providing the total scores, Table 5 shows the four parties’ indi-

vidual net gains, i.e., their scores minus the value of their individual BATNA, thus allowing a 

better comparison of agreements and a conjecture of a plausible negotiation outcome. 

 
Social  

Entrepreneur 
Clients 

Social  

Investor 
Government 

aabba 35 0 10 0 

ababa 10 30 10 5 

ababb 0 20 0 35 

ababc 15 25 5 15 

abaca 25 10 0 0 

abbba 15 15 20 15 

abbbb 5 5 10 45 

abbbc 20 10 15 25 

baabb 10 5 20 10 

bbabc 5 25 35 5 

bbacb 5 0 20 20 

bbacc 20 5 25 0 

bbadb 0 10 0 10 

bbbab 20 5 0 15 

bbbba 5 15 50 5 

bbbbc 10 10 45 15 

bbbdc 20 0 15 0 

Table 5: Net gains with the government as a fourth stakeholder. 

With the first agreement aabba in Table 5 the social entrepreneur could achieve a maxi-

mum gain of 35, i.e., a total score of 70. However, if the other three parties are aware of the 

conflict structure – note that this does not require them to know the exact interest values – 

they will perceive agreements that make them better off. Hence, in the not necessarily cooper-

ative negotiation over all efficient consensual agreements, it appears plausible that majority 

rules or other individually rational argumentation schemes will steer the negotiation to an ac-
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ceptable outcome with low resistance potential. The most prominent agreement is given by 

abbbc, where the entrepreneur can still achieve a net gain of 20. Although for the government 

there are clearly preferable agreements, it has little convincing arguments for a sub-coalition 

to switch to a better outcome. One possibility for the government to form a coalition with the 

clients is given by the organizational design ababb. However, this proposal may easily result 

in a termination of the negotiation, because both the entrepreneur’s and the investor’s net 

gains are reduced to their BATNA values. Indeed, the only coalition that can find a preferred 

agreement consists of the social investor together with the clients, who would both gain by a 

switch to agreements abbba, bbabc, or bbbba, which are also acceptable for all parties, but 

where both the entrepreneur and the government would fare worse than at abbbc. Note that 

there is not much for the entrepreneur and the investor to argue between agreements abbba 

and abbbc (cf. Figure 2), which differ only in the preferred growth of the venture (criterion 5) 

involving merely a five point difference for both parties. With total net gains down to 15, 

though, such details may become quite conflictual.  

In practice, the final agreed outcome will depend on parties’ abilities to understand the 

given conflict structure and, in addition, on the bargaining capabilities of the actual people 

representing the parties. For the social entrepreneur these competencies are crucial, because 

he can use the business plan to set an anchor for a favored organizational design. Thus, in a 

pro-active business plan the entrepreneur would describe only a non-profit organization (a), 

offering food and shelter (b) at medium quality (b), financed by earned income (b), and di-

rected towards deep and wide growth (c). Only a strong social investor, at best with a business 

plan of his own, is likely to oppose such a proposal, but he will encounter resistance by the 

government.  

Intuitively, the government may appear to be an additional stakeholder that the entrepre-

neur will want to include in this specific venture. However, as we have seen in the preceding 

section and in view of Proposition 6, the entrepreneur can achieve higher organizational effec-

tiveness with the social investor alone, i.e., if the government does not have to be taken into 

account as stakeholder, as one can easily verify by locating agreement abbbc, with total scores 

of 55 and 65 for the entrepreneur and the social investor, respectively, in Figure 2. Without 

the government, agreement abbbc is clearly inefficient. The exclusion of the government as a 

stakeholder, though, may not be an option that the entrepreneur can freely choose. 
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Consider alternatively the lead donor, instead of the government, as a fourth stakeholder 

in the negotiation with the entrepreneur, the social investor, and the clients. The net gains with 

this four-party constellation are shown in Table 6. 

 
Social  

Entrepreneur 
Clients 

Social  

Investor 
Lead Donor 

aabba 0 20 0 15 

ababc 15 25 5 5 

abbba 15 15 20 10 

abbbb 5 5 10 30 

abbbc 20 10 15 20 

Table 6: Net gains with the lead donor as a fourth stakeholder. 

According to Propositions 5 and 7, by including the lead donor as a necessary stakeholder 

the number of acceptable agreements is reduced to only five, all of which (100%) are Pareto 

optimal. Moreover, in line with Proposition 6, the inclusion tends to reduce the perceived or-

ganizational effectiveness of the initial negotiation parties: Contrasting Table 3 with Table 6 

reveals that 12 efficient and mutually beneficial agreements are no longer feasible (only aabba 

and ababc still remain consensual) and previously unconsidered organizational designs now 

become efficient (i.e. abbba, abbbb, and abbbc). By simple comparison of the few alterna-

tives, one can quickly see that the entrepreneur, again, has strong arguments in favor of the 

fifth agreement abbbc, which now offers him the best outcome. Only the coalition of social 

investor and clients would prefer agreement abbba, but now the entrepreneur’s opposition is 

supported by the lead donor. Which coalition will prevail is a question of bargaining. 

Consider last the inclusion of both the government and the lead donor leading to a negoti-

ation between all five stakeholders. For our given example, the analysis is quite simple, as all 

agreements, which excluded the government (cf. Table 6), are also available in Table 5, where 

the government was included in the consensus. Hence, by including both the government and 

the lead donor, the resulting consensual agreements of all five stakeholders will be the same 

as in Table 6. The negotiation dynamics, however, are different, because irrespective of the 

alternative proposal, the entrepreneur now has two stakeholders to support the organizational 

design abbbc and oppose any effort by other players to deviate. The entrepreneur thus benefits 

from including both additional stakeholders, rather than only one.  

With the support of both the government and the lead donor, the entrepreneur may con-

sider dropping the social investor as a necessary stakeholder. Expectedly, in view of Proposi-
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tions 5 and 7, the number of consensual agreements, shown in Table 7, rises to 15, of which 9 

(60%) are Pareto optimal. 

 
Social  

Entrepreneur 
Clients Government Lead Donor 

aaabb 20 5 20 0 

abaab 25 20 15 5 

ababb 0 20 35 15 

ababc 15 25 15 5 

abacb 15 0 30 5 

abadb 10 10 20 10 

abadc 25 15 0 0 

abbab 30 5 25 20 

abbac 45 10 5 10 

abbba 15 15 15 10 

abbbb 5 5 45 30 

abbbc 20 10 25 20 

abbda 25 5 0 5 

abbdc 30 0 10 15 

abcaa 20 0 5 5 

Table 7: Net gains with the social investor excluded as a fifth stakeholder. 

As one can easily see, the agreement abbba, previously favored by the social investor, 

will not receive as much support as the entrepreneur’s preferred agreement abbbc. Indeed, the 

entrepreneur may now even be inclined to improve his net gain to 30 with agreement abbab, 

which was previously unacceptable for the social investor (cf. Figure 2). On the other hand, 

without the opposition of the social investor, the government and the lead donor as a coalition 

could now attempt to enforce agreement abbbb, leaving the entrepreneur with a net gain of 

only 5. Hence, the social investor as a stakeholder also appears to be important in order to 

balance the bargaining power of the government and the lead donor.  

It may appear as a convenient coincidence in our example case that only few agreements 

stand out as plausible outcomes of the negotiation. However, the main result we wish to illus-

trate here is that the remaining negotiation problem, after analyzing the multilateral negotia-

tion structure appropriately, is far less complicated than it may have seemed at the outset, 

where we started with 216 possible organizational designs. With just five stakeholders, the set 

of efficient organizational designs that all stakeholders can unanimously agree on becomes 

quite small. All are possible candidates for a consensus agreement, so there may be no need 

for further negotiation. Yet, with simple plausible coalition-building arguments, or by ac-
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knowledging asymmetric bargaining or agenda-setting power, the set may be reduced even 

further, in order to identify the most stable or plausible organizational design(s). 

The downside of the multilateral structure is that the inclusion of further stakeholders may 

quickly cause the set of consensual organizational designs to vanish altogether. In that case, 

parties will have to explicitly exclude restrictive, although possibly important, stakeholders, 

or they must abandon the venture. One can imagine parties’ frustration from discovering this 

outcome after weeks or months of unavailing negotiation. Here, again, the negotiation analy-

sis enables parties to see these restrictions in advance. From the perspective of the entrepre-

neur, according to whose initiative the social venture is introduced, an important aspect of 

business planning is to analyze how the negotiation outcome is affected by the in- or exclu-

sion of individual stakeholders. 

6. Practical Implications 

The propositions derived in the previous sections are general consequences of the crite-

ria/options structure given in Tables 1, 2, or 4. The actual remaining consensual agreements, 

shown in Tables 5-7, however, are determined by the specific preferences of the venture’s 

stakeholders. To what extent the negotiation analysis outlined above can, in fact, guide parties 

to an acceptable organizational design, therefore, depends on the validity of the scoring pro-

cedure. 

First of all, for the scoring procedure to work in practice, parties’ preferences over the cri-

teria for organizational effectiveness must be additively separable, meaning that the options of 

a specific effectiveness criterion can be valued independently of the chosen options for the 

other criteria. As we have argued above, this seemingly strong restriction can be mitigated in 

practice by an appropriate specification of effectiveness criteria. According to Proposition 1, a 

positive side effect of additive separability is the one-dimensional measure of organizational 

effectiveness, which is very helpful for guiding parties through the negotiation over an effi-

cient and consensual organizational design. 

However, even if the scoring procedure is legitimate, in principle, the validity of the anal-

ysis nevertheless depends on the correct specification of scores for parties’ preferences. In-

deed, in order to identify the consensual agreements, one must be able to elicit the preferences 

of the individual stakeholders. The question is: Who is in the position to obtain this infor-

mation? 
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The most prominent candidate within our setting is the social entrepreneur, who, in most 

cases, is the initiator of the social venture and often also has the task of creating a business 

plan. If one conceives the business plan as a script for the new venture (cf. Sahlman, 1997), in 

which the roles of the stakeholders are laid out, then it is the entrepreneur’s task to construct 

these roles attractively enough to persuade the stakeholders to participate. Here the negotia-

tion analysis outlined above serves as an elegant planning tool, and the scoring procedure is a 

practical method for capturing and quantifying stakeholders’ preferences.  

The entrepreneur can collect information directly from the stakeholders, e.g., in confiden-

tial bilateral meetings, or indirectly from public sources, which must then be transformed into 

preference scores for the individual parties. With the resulting conflict structure, the entrepre-

neur can use the negotiation analysis from above to identify potential consensual and efficient 

organizational designs, i.e., yesable proposals, which can then be integrated into the social 

business plan. If the business plan is accepted by all crucial stakeholders, there is no need for 

further negotiation. However, if objections arise, this could be an indicator for an incorrect 

specification of preferences, in which case the scores must be revised. The scoring procedure, 

thus, can assist the entrepreneur in handling the complexity of the negotiation by isolating and 

characterizing the underlying negotiation structure, which helps to avoid bargaining over non-

agreeable or inefficient organizational designs. This property becomes even more important, 

if the number of potential organizational designs reaches an extensive level, but only a low 

share of designs are agreeable or efficient.  

In practice, what remains is to determine to what extent stakeholders behave cooperative-

ly in the negotiation and reveal their true preferences for the effectiveness criteria. Moreover, 

what are the appropriate incentives for them to cooperate, such that an agreement on an effi-

cient organizational design is ensured? In this light, it may be worthwhile to analyze the bene-

fits of including external mediators, in order to mitigate strategic negotiation behavior. 

 At a more general level, there is also the question of how many stakeholders should be 

acknowledged at the start of the negotiation process. In social ventures, in particular potential 

stakeholders with a political mandate may demand to have a seat at the table. Moreover, the 

enthusiastic entrepreneur may be inclined to build up a strong public momentum for his ven-

ture by recruiting numerous stakeholders. However, as we have argued above, too many 

stakeholders may make a consensual agreement impossible to achieve. Parties will then be 

confronted with the difficult task of strategically excluding stakeholders, which may be harm-

ful for the venture. As our analysis has shown, a much safer strategy for the entrepreneur is to 
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begin bilaterally, checking analytically with which stakeholder he can achieve the highest 

organizational effectiveness, and then to carefully include further stakeholders. The more 

stakeholders the entrepreneur can assess through prior negotiation analysis, the more focused 

will be his business plan with his opening, hopefully yesable, proposal, and the less actual 

negotiation is required afterwards. Yet, in order to avoid frustration, the entrepreneur must 

keep in mind with this approach that he will have to reduce his aspirations for organizational 

effectiveness as the number of stakeholders rises.  

7. Conclusions and Implications for Entrepreneurship Research 

The contribution of our analysis is twofold. First, the scoring technique that we employed 

complements recent research by allowing for a quantitative discussion of organizational effec-

tiveness. The template incorporates the elements of the multiple-constituency approach (many 

stakeholders with different or differently weighted effectiveness criteria) and then quantifies 

the individually perceived effectiveness by a one-dimensional measure. This technique ena-

bled us to tackle important research issues. For example, we examined a negative effect of 

additional stakeholders on the individually perceived effectiveness levels. Further research 

should also address the question of how to identify an optimal design of organizational effec-

tiveness in the light of multiple stakeholders, if several efficient agreements are left to choose 

among.  

Second, our analysis emphasizes the importance of the scoring template for the social en-

trepreneur’s planning process when negotiating an agreeable organizational design. The tech-

nique can assist the entrepreneur in handling the complexity of a multilateral negotiation by 

isolating and characterizing the underlying negotiation structure, which helps to avoid bar-

gaining over non-agreeable or inefficient organizational designs. This property becomes even 

more important, if the number of potential organizational designs reaches an extensive level, 

but only a low share of designs are agreeable or efficient. Additionally, the scoring technique 

proves as a useful tool for designing a social-business plan for multiple stakeholders when no 

direct negotiations occur. The template then helps the entrepreneur to structure stakeholders’ 

interests and implement an efficient yesable proposal of organizational effectiveness. 

The example that we employed in order to demonstrate our results showed just one spe-

cific conflict structure. Indeed, every individual conflict structure within a specific context 

will induce a situation and stakeholder specific outcome. Nevertheless, the generality of the 

propositions that we derived ensures that the method of analyzing the outcome is generally 
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applicable. In order to validate the potential of the negotiation-analytical approach and derive 

general implications for social business planning, a greater variety of cases of actual social 

ventures need to be analyzed within this quantitative framework. This is an aspect to consider 

in future research. 
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Summary: In this paper, we first propose to investigate theoretically the role of affect in 

entrepreneurial opportunity identification and development, building on both the literatures on 

OI&D and the role of affect in entrepreneurship. We then explore empirically the validity of 

our model thanks to the content analysis of a rich qualitative database containing the profile of 

1,960 social entrepreneurs elected as Ashoka Foundation’s fellows. We find that the main 

emerging themes can be classified into 4 broad categories matching our model of OI&D: the 

entrepreneur’s background, behaviors and feelings, cognition, and the nature of opportunities 

pursued. Interestingly, negative events trigger negative affect bringing the issue to the 

attention of the entrepreneur (opportunity identification), and positive dispositional affect – 

through personality traits, strong community support and social networks push the 

entrepreneur to act upon the opportunity (development). Our empirical findings contribute to 

validating and refining our theoretical model. 
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INTRODUCTION: 

Social entrepreneurship (SE), as a field of research within entrepreneurship, has emerged over 

the past decade (Dees, 1998; Austin, Stevenson and Wei-Skillern, 2006). The field is still at a 

stage of infancy, short on theory and definitions but high on motivation and passion, 

challenging and rethinking central concepts and assumptions (Mair and Marti, 2006).  

According to Mort, Weerawardena and Carnegie (2003: 86) “social entrepreneurship [is] 

conceptualised as a multidimensional construct, captured by the common factor underlying 

its four dimensions. [...] social entrepreneurship is expressed in an organisational setting 

premised within a learning orientation approach to capability building and the delivery of 

social value and sustained competitive advantage”. In spite of the variety of definitions found 

in the literature, authors and practitioners tend to agree on four core characteristics of the 

social enterprise (Dees, 1998; Drayton, 2002; Alvord, Brown, and Letts, 2003): it tackles 

social problems, it is mission-driven, innovative, and strives to be financially self-sufficient. 

Our research focuses on the process of opportunity identification and development (OI&D) 

that leads to social entrepreneurship’s specific nature of issues that it wishes to address 

through its mission. 

Domains of activities of social enterprises and the development agenda of international 

development institutions such as the United Nations or the World Bank overlap greatly, and 

one can confidently argue that, starting with micro-credit initiatives, social enterprises have 

become one of the new emerging key actors of development (Nelson, 2007; Ruggie et al., 

2006; Wilson, 2006). The global development agenda today draws heavily on Sen’s (1999) 

view defining human development as a set of capabilities, which enable people to achieve a 

good life of their own choice. 

The social needs that are identified by social entrepreneurs are among those capabilities, 

ranging from life expectancy to caring for other species, enjoying political freedom, or 

receiving adequate education. The rationale behind social entrepreneurship is asking the 

question of how to bring what is needed to those who have no access, mostly because they 

cannot pay the existing market price. As the literature underlines, this is clearly a rationale 

that places the mission of the enterprise at the forefront, which requires the entrepreneur to be 

extremely sensitive and motivated by the problem she wishes to solve. 

Opportunity identification and development is a well-known research area in entrepreneurship 

(Short, Ketchen, Shook and Ireland, 2010). However, OI&D in social entrepreneurship 

deserves specific attention as one of the three main clusters of entrepreneurial tasks identified 

by Dorado (2006). Singh (2001: 11) defines an entrepreneurial opportunity ‘as a feasible, 
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profit seeking, potential venture that provides an innovative new product or services to the 

market, improves on an existing product/service, or imitates a profitable product/service in a 

less-than saturated market’. Mort, Weerawardena and Carnegie (2003) argue that this 

definition can indeed apply to social entrepreneurs, where profit-seeking is complemented by 

the reinjection of those profits into the venture to serve the mission rather than being 

distributed to shareholders. 

From the literature, we gather that the choice of the opportunity among a set of potential ones 

is made not in terms of the sector of activity, but in terms of the characteristics listed by Singh 

(2001). As a consequence, for example, social missions should be chosen according to their 

expected Social Return On Investment (SROI), i.e. the total social value created over initial 

financial investment. Baron (2008) however shows that affect – feelings and emotions - can 

influence entrepreneurial OI&D, because affect shapes the way the entrepreneur perceives the 

world, creativity, heuristic-processing, memory, stress, and interpretation of others’ motives. 

In particular, the author shows that positive affect will enhance creativity, alertness, and 

active search for opportunity, which in turn increases OI&D capabilities. The idea is that 

positive affect will enhance the likelihood of recognizing an entrepreneurial opportunity. This 

work suggests that “affective processes are a critical aspect of entrepreneurship, and key 

questions such as what affect does during the entrepreneurial process are beginning to be 

answered (Drnovsek, Cardon and Murnieks, 2009 : 192). 

In this paper, we first show that social entrepreneurship distinguishes itself especially by the 

nature of opportunities identified and developed. Second, we posit that because of their 

specific nature, social entrepreneurship represents a sub-domain of entrepreneurship that is 

particularly suited to the study of affect in OI&D. The literature on the role of affect in 

entrepreneurial OI&D is starting to receive increased theoretical attention. Yet, to date, no 

major empirical study has investigated this issue. We contribute to both the conceptual and 

empirical literature first by refining the specificities of social entrepreneurship versus 

commercial entrepreneurship, then by demonstrating that both positive and negative affect 

can influence OI&D, and demonstrating it empirically. 

After demonstrating that social entrepreneurship opportunities are of a specific nature, we 

review the literature on OI&D in general, and in social entrepreneurship in particular, we 

focus on the role of affect. We then examine empirically the role of affect in social 

entrepreneurship OI&D by way of an exploratory qualitative analysis of a database containing 

the profile of 1,960 Ashoka fellows. 
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LITERATURE REVIEW / PRINCIPAL TOPIC 

 

The Specific Nature of Opportunities in Social Entrepreneurship (SE) 

One of the important questions that emerged in the literature is whether OI&D in social 

entrepreneurship need to be studied in their own right, distinctively from commercial 

opportunities (Dorado, 2006; Robinson, 2006; Corner and Ho, 2010). Researchers agree that 

opportunities in commercial entrepreneurship and in social entrepreneurship overlap, but also 

present specificities. When defining social entrepreneurship, Zahra, Gedajlovic, Neubaum and 

Shulman (2009: 519) reinterprete a part of entrepreneurship definition from Shane and 

Venkataraman (2000), complementing the definition of entrepreneurship by adding a social 

objective to it, and propose that “social entrepreneurship encompasses the activities and 

processes undertaken to discover, define, and exploit opportunities in order to enhance social 

wealth by creating new ventures or managing existing organizations in an innovative 

manner”.  

Corner and Ho (2010) review the literature and put forward that the nature of social 

enterprises’ opportunities are different from the nature of commercial ones in two respects 

(Austin et al., 2006; Dorado, 2006; Robinson, 2006). Firstly, social enterprises attempt to 

solve social issues, implying that commercial ones are not – which is debatable, as all 

commercial opportunities attempt to solve a societal issue (the cellphone industry solves a 

communication issue, the petroleum industry solves the social problem of transport, energy 

for the home, etc). Secondly, Corner and Ho (2010) suggest that social enterprises 

opportunities differ from commercial ones because they emerge in a different context; in 

particular, they seem to emerge in a context of social and institutional barriers (Robinson, 

2006). This second explanation seems to reflect more accurately the difference between social 

and commercial enterprises opportunities. Bringing the two arguments together, we can say 

that social enterprises might be more aware of their social purpose than their commercial 

counterpart, and that the chosen social issue tackled is chosen because of the social or 

institutional barriers to its development. 

Because these are by nature different, they are therefore likely to represent a distinctive realm 

within the broader field of entrepreneurship (Corner and Ho, 2010), a key theme in social 

entrepreneurship and its process (Shaw and Carter, 2007; Weerawardena and Mort, 2006; 

Mair and Marti, 2006). In particular, social entrepreneurship activities target areas that are 

heavily linked to development issues. We understand here development in the sense of Sen 

(1999), who views human development as a set of capabilities of the human being, made 
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possible through the access to a set of resources. While Sen refuses to draw an exhaustive list 

of what those capabilities could be, because they should not be fixed and are contingent to 

different people, Nussbaum (2003) proposes a list of ten broad “central capabilities”. 

This approach to development has been fuelling numerous development initiatives from 

international organisations such as the World Bank, who partly uses Sen’s approach to define 

the 8 Millenium Development Goals, or the United Nations, who defines a Human 

Development Index with several items derived from Sen. 

 

Table 1: Links between Ashoka’s sectors, capabilities, and Millenium Development Goals 

Nussbaum's  

central human capabilities 

Ashoka's 

Sectors 
MDGs 

/ / 
Global partnership for development  

Poverty and hunger 

Life expectancy Health 
 

Bodily health including food,  

shelter provision and quality 
Health Child mortality 

Bodily integrity including  

freedom to move and be protected  

from violent assaults 

Health 
Maternal health 

HIV, malaria and other diseases 

Being able to develop and use senses, 

imagination and thought  

through education,  

freedom of expression,  

religious and artistic activities. 

Learning and 

education 
Primary education 

Being able to form  

and use practical reason, 

Learning and 

education 
Primary education 

Being able and free to experience 

emotions, this can be supported by certain 

forms of “human associations” 

Human rights / 

Affiliation, including freedom of 

association, participation to community 

activities, and not be discriminated against 

Civic  

engagement 

Gender equality  

and women empowerment 

Play, including all recreational activities Human rights / 

Control over one’s environment, via 

political and material control 
Human rights / 

Being able to live with and care for other 

species from nature  

including animals and plants 

Environment 
Environmental  

sustainability 

 

Table 1 shows how Nussbaum’s capabilities list matches operational development initiatives 

such as MDGs and HDI components. We add to the list the 6 main sectors of activity of 

Ashoka fellows, which cover similar issues. We note that issues listed by the Skoll or the 

Schwab foundations cover similar ground, with more or less details. The activities of social 

entrepreneurs therefore aim at serving human development in the broad sense, using a 
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terminology closer to the one used by development scientists and practitioners, rather than a 

terminology of for-profit business. In that sense, social enterprises’ opportunities draw more 

on the entrepreneur’s empathy (linked to affect) than on the commercial purpose (linked to 

rationality). Both inclinations are present in the two types of entrepreneurship, but the balance 

is different. 

Regarding the process of OI&D and the profile of social entrepreneurs, according to Drayton 

(2002: 123), the social entrepreneurs “have the same core temperament as their industry-

creating, business entrepreneur peers” [but they] “focus their entrepreneurial talent on 

solving social problems - why children are not learning, (…), why pollution is increasing, and 

so on. The essence, however, is the same. Both types of entrepreneur recognize when a part of 

society is stuck and provide new ways to get it unstuck. They envisage a systemic change, 

identifying the jujitsu points that will allow them to tip the whole society onto this new path, 

and then persist and persist until the job is done”. The author indeed underlines explicitly that 

social entrepreneurs share the main characteristics as commercial ones in terms of 

“temperament”, however, he also implicitly recognizes that in the choice of the problem to 

solve, they are likely to choose the most difficult ones in terms of barriers to overcome. 

Austin et al. (2006: 6-7) state that “commercial entrepreneurship tends to focus on 

breakthroughs and new needs, whereas social entrepreneurship often focuses on serving 

basic, long-standing needs more effectively through innovative approaches. For a commercial 

entrepreneur, an opportunity must have a large, or growing total market size and the industry 

must be structurally attractive. For a social entrepreneur, a recognized social need, demand, 

or market failure usually guarantees a more than sufficient market size.” Dorado (2006: 320) 

shows that the identified business opportunity is largely shaped by the entrepreneur’s 

background, and especially so for social entrepreneurship. She suggests that social 

entrepreneurs first define social entrepreneurship opportunities through the identification of 

market failure, and second, are driven by a sense that the particular problem has reached crisis 

status. Hockerts (2006) realized a pioneering analysis, arguing that social enterprises’ 

opportunities stem from three sources: activism, self-help and philantropy. Activists, who are 

individuals who have a strong sense of mission, explore the social entrepreneurship route so 

as to organize and achieve their aim more effectively. People who themselves face a particular 

problem also can engage in social entrepreneurship as a solution to their problem. Finally, 

philanthropic venture capitalists are more sensitive to social than financial return to 

investment. In the three cases, the background of the entrepreneur or investor plays a major 

role in OI&D. 
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Opportunity Identification and Development  

The reading of pioneering theories by Kirzner (1973; 1979), Stevenson and Jarillo (1990), and 

Shane and Venkataraman (2000), shows that OI&D represents one of the most distinctive and 

fundamental entrepreneurial behaviors (Gaglio and Katz, 2001), and stems from one of the 

most important abilities of a successful entrepreneur (Stevenson, Roberts and Grousbeck, 

1985). Ardichvili, Cardozo and Ray (2003: 106) clearly states that “while elements of 

opportunities may be ‘recognized,’ opportunities are made, not found”, and writes about 

OI&D, in agreement with, for example, Lichtenstein (2011) who also agrees on the concept of 

opportunity as an entrepreneurial action. We therefore focus on this action as an object of 

study. 

Most scholars agree that OI&D is a process, however, it has mostly been studied from specific 

points of view in different disciplines, from cognitive psychology to Austrian economics, with 

the noticeable absence of both an integrated framework and agreement on major concepts to 

define and operationalize OI&D (Ardichvili et al., 2003). These authors propose a 

comprehensive understanding of the process, where OI&D is influenced by six major factors: 

entrepreneurial alertness, information asymmetry and prior knowledge, social networks, 

personality traits, discovery versus purposeful search, and type of opportunity. 

 

Figure 1: The model and units for the opportunity identification and development 

theory (Ardichvili et al., 2003: 118) 
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One of the first definitions of entrepreneurial alertness has been proposed by Kirzner (1973): 

it is an individual’s ability to recognize opportunity that is valuable in the satisfaction of 

human wants, thanks to its cognitive, motivational and environmental antecedents. Ray and 

Cardozo (1996) refine this definition and propose that entrepreneurial alertness is a 

“propensity to notice and be sensitive to information about objects, incidents, and patterns of 

behavior in the environment, with special sensitivity to maker and user problems, unmet needs 

and interests, and novel combinations of resources.” In their model, Ardichvili et al. (2003) 

suggest that entrepreneurial alertness is influenced by the entrepreneur’s prior knowledge in a 

given industries as well as her special interest, by the entrepreneur’s social network, as well as 

her personality traits including creativity and optimism. In turn, entrepreneurial alertness acts 

on the core process of OI&D, in interaction with the type of opportunity. 

Shane (2000) argues that opportunity discovery is conditioned by the distinctive information 

and knowledge people already possess about a particular subject. Tang, Macmar and Busenitz 

(2010) show that cognitive frameworks (cumulative experience, learning and meaning an 

individual has constructed about a specific domain) are essential for processing and utilizing 

stored information and knowledge. 

A social network, and especially weak ties, is useful for the identification and pursuit of 

opportunities (Granovetter, 1973). Interaction between members both facilitates and 

constrains the OI&D process (Gaglio and Winter, 2009). 

An individual’s specific personality traits, such as optimism as an inside view and creativity, 

make her prone to behave and succeed as entrepreneur (Krueger and Dickson, 1994; Krueger 

and Brazeal, 1994; Hills, Lumpkin and Singh, 1997). 

 

Affect, human development and social entrepreneurship 

Baron (2008, p.328) puts forward that “research findings indicate that the feelings and moods 

individuals experience (i.e., their affect) influence many aspects of cognition and behavior”. 

Affect can be more precisely defined as an “umbrella term encompassing a broad range of 

feelings that individuals experience, including momentary states elicited by short-term 

affective experiences (i.e., emotions) and affect-oriented traits, which are more stable 

tendencies to feel and act in certain ways (Watson and Clark 1984)” (Drnovsek, Cardon and 

Murnieks, 2009: 192).  

According to Baron (2008), affect is particularly relevant in entrepreneurial context for two 

main reasons: it helps readily tipping the balance towards specific actions or decisions, as well 

as it exerts strong effects on creativity, persuasion, decision making and formation of 
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productive working relationships with others. Thereby, affect is recognized as having a 

potential effect on the determinants to entrepreneurial alertness. Baron (2008) defines affect 

(feelings and emotions people experience) in four areas drawn on two axes: traits 

(dispositional, i.e., refers to stable tendencies to experience specific reactions across many 

situations) and state (event-generated, i.e. refers to shifts in currents moods produced by 

external events); positive (pleasurable experiences) and negative (unpleasurable experiences). 

 

The author lists the different ways through which affect influences cognition, while 

particularly emphasizing the role of positive affect: (1) perception of the external world (e.g., 

it influences individuals’ alertness); (2) creativity; (3) engagement on heuristic processing 

(e.g., it relies on previously acquired mental “shortcuts” and past experience-based 

knowledge); (4) memory (i.e., mood congruence linked with long-term storage and mood-

dependent memory with retrieval cue); (5) cognitive strategies (e.g., preferences for effective 

coping to reduce stress and ameliorate personal health); (6) interpretations of others’ motives 

(e.g., promotion of positive motives, reduction of conflict, optimal outcomes in negotiations). 

While positive affect tends to enhance all of these elements, negative affect impacts them 

more unfavorably, with the exception of creativity, which can be increased by negative affect 

under specific conditions (by increasing individuals’ efforts). Tang et al. (2010) also put 

forward that negative affect can encourage a better decision-making strategy if all relevant 

information is known.  

 

According to Baron (2008), OI&D, as a cognitive process, is influenced by affect through two 

distinct channels: (1) creativity, and (2) as a moderator of factors which strongly influence 

OI&D (alertness - unique preparedness to recognize opportunities when they appear - and 

active search for opportunities - active efforts to identify potential opportunities). First, 

positive affect encourages creative cognition, which facilitates the birth of new ideas. Second, 

affect strengthens the influence of alertness and active research on OI&D. In terms of 

alertness, affect broadens individuals’ perceptual fields and increase capacity to notice 

external events while negative affect has opposite effects. In terms of active search, positive 

affect is considered as an “activator” or “energizer” of behavior, whereas negative affect 

reduces the vigor or scope. Even if affect, positive or negative, plays not a uniformly 

beneficial or detrimental role in the entrepreneurial process (Baron, 2008), it influences OI&D 

because of it pervasive effects on cognition and behavior. 
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Figure 2: Theoretical model of the role of affect in entrepreneurship  

(Baron, 2008: 335) 

 

 

While the bulk of the literature underlines that affect can enhance or reduce entrepreneurial 

alertness in terms of the scope of opportunities that individuals might perceive, there is to date 

only limited evidence that affect can also influence the type of opportunities identified and 

developed by entrepreneurs. For instance, Barendsen and Gardner (2004) described for 

example social entrepreneurs as exceptional because of their deeply rooted beliefs, formed 

early, from incidence of childhood trauma (such as parents divorce, depression or suicide, 

violence, lost of someone close to them, etc.) or from less negative events but deeply 

transformative experience (such as living abroad and gaining perspective, growing up in a 

troubled family environment, combating depression, alcohol or drug use, or working with 

troubled youth). These stories occurred to half of their sample of social entrepreneurs or 

Schweitzer fellows. Other social entrepreneurs had parents with high levels of social and/or 

political engagement and experienced themselves past work or involvement at an early age in 

social issues. “Priorities suddenly become clear when life seems short or when one faces a 

stark choice. Under such circumstances, a calling may be discovered” (p. 44).  

 

Sharir and Lerner (2006) also suggest that personality characteristics, childhood experiences, 

family background and professional experiences play a role in who becomes a social 

entrepreneur. These ideas are to be linked to Corner and Ho’s (2010, p.652), “experience 

corridors”, in which “entrepreneurs’ past life experiences created awareness of and 

information about particulars areas that shaped opportunity development”. Some experiences 

made people acutely aware of a particular issue and give them ideas to potentially address 

those needs. Authors consider experience corridors as an extension of the knowledge 
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corridors (i.e. information and know-how gained from past work experience and education), 

defined by Ronstadt (1988) and Shane (2000), in different contexts. 

 

We posit that social entrepreneurship opportunities are of a particular nature in that they are 

centered around social issues – just as commercial opportunities – but facing greater social 

and institutional barriers. Social entrepreneurs therefore need to be particularly sensitive to 

and motivated by the resolution of the problem at stake. This matches the emphasis on 

mission that all social entrepreneurship definitions propose. With such characteristics, social 

entrepreneurship is an area of activity for which the study of opportunity identification and 

development is particularly symptomatic. Thus, we argue that the effect of affect in OI&D 

will emerge in a strong manner in this area. We explore the emerging effect of affect on 

OI&D and propose in particular that both positive and negative, as well as dispositional and 

event generated affect will influence OI&D. 

 

 

Figure 3: Model of Opportunity Identification and Development 
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RESEARCH METHODS 

Data source 

Social entrepreneurship is promoted and supported by large associations and foundations such 

as the Ashoka Foundation, the Skoll Foundation or the Schwab Foundation, and attest for the 

importance of the phenomenon. Those associations, as global social venture network, are also 

providing valuable data on social entrepreneurs. For this exploratory study, and in order to 

evidence the effect of affect on opportunity identification and development, we build a 

database of 1,960 social entrepreneurs’ personal profiles taken from the Ashoka Foundation’s 

worldwide selection of fellows, which is publicly available online. Systematic data collection 

on social entrepreneurs is rarely done at the national level, let alone at the international level. 

  

To date, the only reliable and extensive data collection on social entrepreneurs is made by 

private foundations. The three foundations quoted earlier are generally recognized 

internationally as being representative of the social entrepreneurship movement. Out of the 

three, with over 2,000 fellows elected between 1982 and 2012 (against 190 for the Schwab 

Foundation starting in 1998, and 163 for the Skoll Foundation starting in 1999), the Ashoka 

foundation presents the largest and oldest pool of social entrepreneurs. Choosing social 

entrepreneurs from this single foundation allows having a large sample of social entrepreneurs 

from a large pool of countries and sectors of activities, while benefiting from the relative 

homogeneity of participants going through a consistent selection process. We note that this 

sample presents a built-in selection bias towards successful social entrepreneurs. This bias 

however serves the purpose of our study. As we are investigating the potential effect of affect 

in OI&D, we need to be able to observe both the identification and the development. 

Furthermore, a mix of successful and less successful entrepreneurs would blur the evidence 

and introduce the “success” variable that would interact with affect. 

 

Context of the study  

William Drayton, pioneer of the social entrepreneur movement (Davis, 2002), formed the 

world’s first non-profit organization to promote the SE in 1981, called “Ashoka: Innovators 

for the Public”, of which he is still the Chairman and CEO. Drayton has a vision for the world 

where “everyone is a changemaker – truly a full citizen”, applying their skills to solving broad 

societal problems and to recruiting thousand of local changemakers to give their ideas wings 

in community after community.  
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Ashoka selects social entrepreneurs, known as Fellows and helps them to put their ideas into 

practice providing them with a small investment, a connection to its vast network of other 

Fellows, and the expertise and advice from large for-profit partner firms. Since the beginning 

with the first Ashoka Fellows elected in India in 1981, Ashoka has supported almost two 

thousand of Fellows in over 60 countries. The selection starts with the nomination and end 

with the election as a Fellow, following several steps in an intensive multi-round process 

(Meykens et al., 2010) such as an extensive series of in-depth interviews, a six-person judging 

panel of social entrepreneurs peers and a final executive board vote (www.ashoka.org). 

Nominees are visited and evaluated in their work environment, and questioned about practical 

implementation as well as personal background, values, motivations and aspirations. 

“Hundreds of individuals are nominated for the Ashoka Fellowship and only a small 

percentage of them are elected each year” (Meyskens et al., 2010:665). The selection process 

is anchored by five criteria:  (1) The Knockout Test: A New Idea (i.e. solution or approach to 

a social problem and a real change); (2) Creativity (i.e., as goal-setting visionaries and as 

problem solvers capable of engineering their visions into reality); (3) Entrepreneurial Quality 

(i.e. characteristic of leaders who see opportunities for change and innovation and devote 

themselves entirely to making that change happen); (4) Social Impact of the Idea (i.e. a trigger 

with a significant change of the field, a nationwide impact or broader regional change); (5) 

Ethical Fiber (i.e. a necessity to be trusted instinctively, emotionally and rationally, in brief 

absolutely and without any doubt). 

 

Data collection 

Data was collected from the Ashoka website (http://www.ashoka.org). Once the social 

entrepreneurs candidates are elected as Fellows, the Ashoka staff members compose their 

personal profiles (from 800 to 2 500 words) which are available to the public online. We 

collected written texts created by authors who are neither the research subjects nor the 

researchers. Data collection covers 1,960 fellows elected between 1982 and 2009. This 

database provides secondary data in narrative form regarding each of the social entrepreneurs’ 

personal profile, that describes the educational, professional and family backgrounds of 

fellows, along with their underlying motivation for their social enterprise.  

 

 “The Ashoka Fellows are elected in six different areas (Civic Engagement, Economic 

Development, Environment, Health, Human Rights or Learning and Education) and 

distributed as follows (Table 2). 

http://www.ashoka.org/
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Table 2: Ashoka Fellows Sector Frequencies 

SECTORS 
NUMBERS OF 

FELLOWS 

Civic Engagement 333 

Economic Development 367 

Environment 243 

Health  292 

Human Rights 407 

Learning and Education 318 

  

Total  1 960 

 

Methodology 

Content analysis as a research method analyses and classifies written, verbal or visual 

communication messages and documents (Cole, 1988; Weber, 1990) in order to describe and 

quantify a phenomena (Krippendorff, 1980) with concepts or categories : “Content analysis is 

a fundamentally empirical in orientation, exploratory, concerned with real phenomena and 

predictive in intent” (Krippendorff, 1980: 9). Qualitative content analysis is considered as a 

trustworthy, systematic, and replicable technique for condensing many words, phrases or 

other units of text into fewer categories which are presumed to have similar meaning (Weber, 

1990), and based on explicit rules of coding (Berelson, 1952; Weber, 1990). It allows valid 

inferences from text and context (Krippendorff, 1980; Weber, 1990), systematic sifting 

through large volumes of data (Krippendorff, 2004), and it can be used for determining the 

psychological state of persons or groups (Berelson, 1952). Our large textual data sample in 

digital format requires the use of a qualitative research software performing text analysis. It 

provides numerous advantages such as the possibility to pick up the relevant sentence to see a 

word in its context, strengthen the validity of the inferences that are being made from the data 

(Stemler, 2001); define categories maximizing mutual exclusivity and exhaustiveness, search 

for a priori unknown relationships and linkages within textual material with an unbiased 

representation (Weber, 1990), obtain a better scoring for entire large database, and have 

higher reliability, precision and speed than human coding (Neuendorf, 2002). 

 

We utilize Tropes software
1
 “to present a snapshot of the linguistic content” (Parkinson and 

Howorth, 2008:294), via a macroscopic analysis (i.e. characteristics of whole texts or varieties 

of language) to inform the microscopic level (i.e. use of a particular linguistic feature) 

                                                            
1 Tropes software was developed by Pierre Molette and Agnès Landré on the basis of the work of Rodolphe 

Ghiglione (http://www.semantic-knowledge.com) 
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(Parkinson and Howorth, 2008). In conducting a computerized text analysis with Tropes, we 

reach the nuclei of the text (i.e. the key ideas that form its skeleton) which contain the 

essential meaning without the imposition of existing theoretical frameworks (Denzin and 

Lincoln, 2000). “Inductive analysis means that the patterns, themes, and categories of 

analysis come from the data; they emerge out of the data rather than being imposed on them 

prior to data collection and analysis” (Patton, 1980: 306). 

 

Our aim is to determine in what respect affect transpires from social entrepreneurs’ personal 

profiles, and whether and how affect influences opportunity identification and development. 

In order to do so, we carry out a content analysis of the collected 1,960 Ashoka fellows’ 

personal profile, showing the emergent themes in the texts.  

 

To match the exploratory objective of our study, and so as to not influence results by 

assumptions made for the construction of the scenario, we use the Tropes pre-defined 

“concepts” scenario. In the software, scenarios refer to the classification of semantic groups 

(also referred to as groups of words or equivalent classes) into themes, categories and sub-

categories that can stretch up into nine ranks. The “concepts” scenario has been built as a 

generic scenario composed of 17 main general themes and “which groups references under 

broad themes, similarly to a mass-market general thesaurus”
2
. This allows us to extract 

themes without imposing particular ones. Our unit of analysis is the profile of one social 

entrepreneur. 

 

 

 

 

RESULTS AND DISCUSSION 

We follow an inductive logic and a top-down approach, starting our analysis with a global 

perspective to continue with more focus on finer grain analysis of the collected data. 

 

Context 

We first present the main general characteristics of the profiles in Table 3. 

 

                                                            
2 Tropes manual online http://www.semantic-knowledge.com/doc/V70/text-analysis/senses.htm accessed on 

April, 23rd, 2012 

http://www.semantic-knowledge.com/doc/V70/text-analysis/senses.htm
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Table 3: Text style, frequent and all words categories 

1- Test style     4- Adjectives : Occurrences 

Style rather narrative   Objective  71.4% 38241 

Setting: dynamic, action   Subjective  18.2% 9758 

1512 Most Characteristic Parts of text Numeral  10.3% 5512 

2- Verbs : 

 

Occurrences 5- Pronouns :   Occurrences 

Factive  59.5% 42411 I   2.0% 385 

Stative  23.8% 16998 He/She  81.3% 16034 

Reflexive  16.7% 11873 We   0.6% 112 

Performative   0.0% 13 You   0.4% 79 

3- Connectors : Occurrences They   8.2% 1628 

Condition   0.5% 160 Somebody   0.5% 106 

Cause   2.1% 658 6- Modalities : Occurrences 

Goal   0.7% 209 Time  35.4% 7181 

Addition  66.1% 20718 Place  15.4% 3126 

Disjunction   1.4% 443 Manner  21.2% 4305 

Opposition   7.1% 2217 Assertion   1.3% 262 

Comparison  13.6% 4278 Doubt   0.6% 115 

Time   8.5% 2673 Negation   8.6% 1749 

Place   0.0% 2 Intensity  17.5% 3552 

List of Verbs: Occurrences 

  

Occurrences 

Be 10.6% 7562 Can 1.2% 858 

Have  2.6% 1897 Help 1.1% 821 

Work   2.5% 1837 Will 1.1% 809 

Become  2% 1459 Take 1% 758 

Begin  1,9% 1363 Create 1% 731 

Do  1,2% 896 Start 0.9% 706 

 

We confirm the narrative dimension of our data, where the characteristics of our texts are 

“verbal acts consisting of someone telling someone else that something happened” (Smith, 

1981). They are profiles elaborated from life stories, psychosocially constructed and based on 

empirical facts based on objective elements (71.4%) - such as past actions, rather than 

subjective ones (18.2%) (Polkinghorne, 1988; McAdams, 1996), although told by someone 

different from the actant (81.3% of He/She), and written for third party readers. The narrative 

style is reinforced by a dynamic staging, as measured by the use of factive verbs (59.5%) 

mostly such as “be, work, become, begin, do, help, take, create and start”. We note that the 

texts emphasize the “being” than the “doing” rather than the “having”.  

 

Our profiles follow a structure organised around a certain timeframe (time: 35.4%) as well as 

specific places (place: 15.4%), while insisting on items depicting manner (21.2%) and 

intensity (17.5%), underlining the personal and professional resume nature of the texts. 
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Emerging themes 

Table 4 summarizes the themes that emerge from the profiles using the Tropes built-in 

concepts scenario. Out of 167 emerging themes that represent the main context, the top 4 ones 

are education, social group, family and time. This, coupled with the previously depicted 

structure of the profiles, allow us to say that we are dealing with life stories. Indeed, life 

stories are supposed “to originate within the family, to involve growth and expansion in the 

early years, to locate later problems in early dynamics, to incorporate “turning point” 

moments or “epiphanies” that leave their mark on subsequent events” (McAdams, 1996 : 

308).  

Table 4 : General representation of the context 

 

Given the total number of profiles covered by the content analysis (1,960), and the large 

number of emerging themes (167), we decide to focus on the top 20 themes with occurrences 

over 1,300. We are aware that this threshold is somehow arbitrary, however, treating more 

themes would not dramatically change the analysis, as the 147 remaining themes mostly 

relates to the social enterprises sectors of activity. Table 5 zooms into those top 20 themes that 

we group in 4 main categories: the entrepreneur’s background, behaviour and feeling, 

cognition, and class of opportunities. These categories are created using our model for 

opportunity identification and development depicted in Figure 3. 

education 10451 life 1101 plant 399 social org 199 architecture 102 advantage 44 fire 16

social group 5806 agriculture 1092 device 397 music 192 biology 101 sanitary cond 39 foreign 14

family 5238 money 1030 system 397 industry 192 specialist 100 publishing 38 slavery 14

time 4577 language 945 nature 374 death 187 power 87 drug addiction 38 culture 13

health 3154 africa 886 state 367 control 185 furnishings 73 natural sc 37 object 11

organization 2704 religion 843 social welfare 339 international org 184 park 72 emigration 35 real estate 11

work 2588 fight 785 man 313 central america 181 electronics 71 appearance 34 cosmetics 10

location 2440 young person 774 human sc 306 history 180 mistreatment 71 sensation 32 metals 9

business 2323 environment 678 administration 295 misfortune 171 earth sc 70 postal service 32 hunting 8

child 2254 transport 618 land 293 social sc 164 beverage 69 mechanics 30 polar regions 7

communication 1960 country 611 computer sc 283 quantity 152 covering 69 insurance 30 smoke 7

behavior 1850 housing 573 art 278 property 147 economy 67 marine 30 animal mat 7

asia 1804 food 550 success 278 sexuality 143 waste 66 mineral 29 occultism 6

politics 1737 animal 509 middle east 254 mountain 123 sea 64 building mat 27 optics 6

north america 1655 characteristic 501 person 252 math 120 catastrophe 63 reproduction 25 pacific ocean 6

feeling 1552 society 489 perception 231 space 116 physics 61 organic chem 23 mythology 5

south america 1542 security 474 creation 230 fishing 115 crisis 60 air 23 desert 4

europe 1441 sport 460 energy 221 philosophy 113 integration 58 chemical com 21 archaeology 4

woman 1374 entertainment 459 waterway 220 peace 112 consumption 58 goods 21 microorgan 3

cognition 1358 technology 435 discrimination 217 water 111 chemistry 52 ecology 20 decoration 3

law 1283 body 428 richness 215 sleep 110 accident 50 opinion 20 toxicity 3

city 1266 way 424 clothing 212 america 108 oceania 50 substance 19 secret 3

media 1240 world 421 production 202 literature 106 photograph 47 mistake 17 atlantic ocean 3

science 1209 liberty 406 foreign_text 202 electricity 106 destruction 46 birth 17
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Table 5: 20 top themes emerging from  

the 1,960 social entrepreneurs profiles, grouped by categories 

 

Background     Behavior and feeling 

Themes Occ. Rank   

 

Themes Occ. Rank 

Education 10451 1/167   

 

Behavior  1850 12/167 

Social Group 5806 2/167   

 

Feeling 1552 16/167 

Family 5238 3/167   

   

  

Time 4577 4/167     Cognition 

Health 3154 5/167   

 

Themes Occ. Rank 

Organization 2704 6/167   

 

Cognition 1358 20/167 

Work 2588 7/167   

   

  

Location 2440 8/167     Opportunity class/Customers  

Business 2323 9/167   

 

Themes Occ. Rank 

Child 2254 10/167   

 

Education 10451 1/167 

Politics  1737 14/167   

 

Social Group 5806 2/167 

Woman 1374 19/167   

 

Family 5238 3/167 

Asia 1804 13/167   

 

Health 3154 5/167 

North America 1655 15/167   

 

Child 2254 10/167 

South America 1542 17/167   

 

Politics  1737 14/167 

Europe 1441 18/167     Woman 1374 19/167 

 

The skeleton of the background of entrepreneurs is articulated around “where” and “when”, 

two basic underlying questions structuring a persons’ life story. The “Location” (2440) of 

fellows is specified and covers various positions worldwide: Asia (1804), North America 

(1655), South America (1542), Europe (1441). The timeframe relates to all words that are 

grouped under the equivalent class “Time” (4577), that appears as the fourth main theme and 

covers classes such as: year (2160), time (773), day (295), month (219), period (163) and 

specific dates from the 30’s to nowadays covering the twentieth century.  

 

The flesh around the time and location bones of life stories is composed by five main classes: 

Education (10541), Social Group (5806), Family (5238), Work (2588) and Business (2323). 

These are classical topics in entrepreneurship background studies. Entrepreneurs are generally 

studied through their background and experience such as job satisfaction, previous work 

experience, profession or occupation of parents, age, and education (Gartner, 1985) or 

through situational, individual and social variables (Shapero and Sokol, 1982). The 

entrepreneur’s background strikingly emerges from the first main classes. This is quite 

predictable, as the material examined consists in the profile of entrepreneurs, in which their 

background is exposed. A large quantity of information found in the texts relates to the 

education of the entrepreneur, the influence of her family, the social groups he is or was part 
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of – including his political life, her childhood, his location, the places and organisations she 

has worked in, her gender, and the chronology of his experience path. Additionnally, we find 

that an emerging category regroups themes related to the sector of activity of the social 

entrepreneur, describing the type of opportunity identified and developed (Education, Health, 

Politics), as well as the type of clients served (Social group, Family, Child, Woman). Finally, 

two categories emerge in relation with the process of opportunity identification and 

development, namely Behavior and Feelings, as well as Cognition. 

 

Interpretative Results on specific themes: Background, Behaviour and Feeling, and 

Cognition  

Education 

Education is the top emerging theme for all profiles under scrutiny. It is important, first, 

because the material analysed relates the profile of the entrepreneurs, a form of resume in 

which the education of the entrepreneurs is described. The material refers to both formal 

education (“After receiving their Masters degrees in public Health with highest honors from 

Johns Hopkins University in 1984”, “An undergraduate philosophy major, Alba went to work 

early with the Nambiquara”) and to learning on the job (“The learning process was not 

always easy”, “This was but one strand in a multi-year learning process that gave Lenira...”).  

Education is of course also a main theme for the “Education and learning” sector, because it is 

used to describe the entrepreneurs and the activity of the enterprise. It is very interesting to 

see that education and learning is one of the central themes in the profiles of social 

entrepreneurs, who posit themselves as educated people willing to learn and progress 

throughout their lives. 

 

Social Group and Family 

A second set of very important themes are “social group” (5,806 occurrences overall) and 

“family” (5,238 occurrences overall), present at the top of the rankings for all profiles.  The 

theme of “social group” refers both to: 

(1) the experience of the entrepreneur with and within social groups such as a) peer groups in 

working situation (“In 1987, he was part of the team that began drafting Ecuador's Minor's 

Code”; “and strengthened his organizational and leadership skills”) and b) other social 

groups from which the entrepreneur learns (“ having lived alongside rural indigenous peoples 

in several Andean countries”; “when he was in the contact with nature, formatively in the 

company of an indigenous community in Michoacán”); 
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(2) the social group that the entrepreneur wishes to help (“Dante personifies the population 

segment that his volunteer service project seeks to target”; “where she opened dance classes 

in Fortaleza and neighboring rural communities”), thereby comforting the idea that “social” 

entrepreneurs define themselves closely influenced by and serving “social groups”. 

Mentions of the family theme also relate to communities the entrepreneur is learning from and 

willing to serve: “Contact with rural families enabled her to see the vital role that women 

play in the stability of the rural family and the community as a whole”; “Pawel founded the 

Society for Helping Foster Families”. It however also relates to learning, experience and role 

models in the family: “Through his family upbringing, Paul recognizes that life is a precious 

present”; “Her father was very active in national politics”. 

 

Time 

“Time” is also a recurrent them, which is quite symptomatic of a professional profile or 

resume, where the author refers to dated past experience (“When Hernando was twelve years 

old he founded a youth group to work in the poorest barrios of his community”) or to the 

length of the experience (“After several years working in a quasi-public children's welfare 

agency”, “In twenty years of professional life, Carmenza has expressed her passion to use the 

law for public good through work defending workers'rights”). 

 

The second grouping relates to behaviour and feeling (Table 5), and relates directly to the 

notion of affect.  

Behavior  

The notion of behaviour represents a bridge between the background and the affect. It is an 

action, punctual or recurrent, that is both part of the background, the current actions, and 

linked to affect. In particular, it helps framing whether affect is dispositional or event-

generated. It emphasizes a characteristic of the entrepreneur stemming: (1) from his/her 

family background (related to dispositional affect): “Rani Bang comes from a family with 

strong commitment both to medical service and, in her grandparents' generation, to public 

service”; (2) and personal experience (related to event-generated affect): “He traces his strong 

commitment to poor children to another childhood experience”. “The perpetrator’s expulsion 

from the college was a turning point for Parshuram, helping him to think more 

optimistically”. 

It relates to actions and events prior to entrepreneurship that have a link with the 

entrepreneur’s background and the affect experienced beforehand: “Mohammad Zakaria's 
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commitment to rural development was already apparent when he successfully persuaded a 

group of campesinos who had invaded lands to leave peacefully, thereby avoiding an 

imminent and a probable violent eviction by the army”.   

Some items relate to the behaviour of others:  (1) having affected the entrepreneur: “He also 

completed a special six-month trauma counseling course for victims of violence”; “Later, I 

grew up acutely conscious of the emotional and physical abuse that women face”, (2) having 

been observed by the entrepreneur: “Gonzalo also began to observe that widespread 

individualism amongst farmers was preventing them from working together to combat their 

worsening collective situation”. 

 

Zooming into the category of terms related to behaviour (Table 6), we notice that the first sub-

category relates to “violence and ferocity”. Looking at specific examples, we see that those 

terms are used in the context where the entrepreneur has directly (“Flavia Agnes was a victim 

of domestic violence”) or indirectly experienced or witnessed “violence and ferocity” 

(“Additionally, as a psychologist, she had witnessed the devastation wrought by violence and 

crime”). A similar pattern is observed with the categories “Unrighteousness”, “Disrespect and 

abuse”, “Wrongdoings”, or “Cruelty and evil”. In that sense, those sub-categories relate to the 

background of the entrepreneur, and specifically to negative experiences, a part of the 

background that is strongly impregnated of negative affect: “It is this injustice that fuels 

Gabor’s dedication to protecting the rights of psychiatric patients”. 

 

These negative experiences are counterbalanced by actions of the entrepreneurs who are 

depicted in categories such as “Ambition and initiative”, “Seriousness”, “Trustworthiness”, 

“Courtesy and demeanor”, “Respectability and righteousness”, “Solidarity”, “Courage and 

heroism”, “Resoluteness and self-control”, and “Discipline”. This evidence is different from 

the one depicted by Baron (2008), who emphasises the influence of positive affect on 

creativity and awareness of opportunities. What is here apparent is that negative experiences 

engendering negative affect can focus the individuals on specific issues that can later be 

envisioned as social enterprises opportunities, and trigger another form of behaviour. We 

suggest that the effect of negative affect on OI&D is particularly acute for social 

entrepreneurs who tend to chose sectors where negative affect is pregnant: “His experience 

and his understanding of the root causes of abuse inspired him to establish the Child 

Protection Organization to help the children”. 
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Table 6: Type of Behaviors and their occurrences 

Behaviors 

Positive Occ. Grace & good nature 3 Unwillingness 7 

Ambition & Initiative 301 Elegance 3 Aggressiveness 6 

Seriousness 216 Artificiality & unnaturalness 2 Hostility & antagonism 6 

Trustworthiness 153 Nonconformism 2 Temperaments 6 

Courtesy & demeanor 145 Perfectionism 2 Cowardice & timidity 5 

Respectability & righteousness 73 Tractability 2 Immorality & indecency 5 

Solidarity 73 Activeness 1 Unthoughtfulness 5 

Courage & heroism 53 Adaptability 1 Absurdity & folly 3 

Resoluteness & self-control 50 Decency 1 Arrogance 3 

Discipline 44 Holiness 1 Defamation & disparagement 3 

Pride 40     Indiscipline 3 

Humility & modesty 36 Negative Occ. Selfishness 3 

Humaneness 27 Violence & Ferocity 356 Discomposure 2 

Kindness & goodness 27 Unrighteousness 128 Intractability 2 

Worthiness 13 Wrongdoings 30 Puritanism 2 

Sociality 11 Passivity 23 Sophistication 2 

Morality & virtue 9 Permissiveness 20 Unpleasant persons 2 

Introspection 9 Individualism & individuality 16 Unworthiness 2 

Willingness 8 Cruelty & evil 12 Humor & frivolity 1 

Vitality & spiritedness 6 Inattentiveness 10 Naturalness 1 

Attentiveness 5 Unsociability 10     

Composure 5 Distrust 9 A priori undetermined Occ. 

Naivete 4 Temper & ill nature 8 Behavior 63 

Thoughtfulness 4 Exaggeration & excess 7 Masculinity 12 

Communicativeness 3 Untrustworthiness 7 Feminity 4 

 

This is in particular supported by a literature that shows that negative affect can influence 

positively cognition in that it induces a greater attention to detail, a more accurate memory, 

lower vulnerability to deception and greater scepticism that can lead to creativity (Forgas and 

Eich, 2011; Storbeck and Clore, 2008). 

 

Feelings 

The study of the emerging theme “Feelings” show firstly that, feelings are central in the 

exposition of the profiles of social entrepreneurs, thereby supporting our proposition that 

affect plays a major role in opportunity identification and development. Secondly, feelings, as 

opposed to behaviours of which a lot have a negative connotation, seem to convey more 

positive aspects of the life of the entrepreneur (Table 7).  
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Table 7: Types of Feelings and their occurrences 

Feelings 

Positive Occ. Gratitude 3 Skepticisms 13 

Friendships 641 Pride 1 Dislikes 10 

Hope & optimism 291 Negative Occ. Solitariness 3 

Desires 266 Discontentments 137 Unpleasantness 3 

Love & affection 132 Pains 123 Nervousness 2 

Joy & happiness 86 Difficulty 102 Culpabilities 1 

Admiration & liking 61 Despair & resignation 66 Ingratitude 1 

Enthusiasms 60 Melancholy & sadness 66     

Sympathy & compassion 54 Fears & apprehensions 38 A priori undetermined Occ. 

Passions 46 Astonishment & surprise 29 Feel 319 

Pleasures 22 Anger & indignation 23 Feeling 44 

Sensitivity & perceptivity 21 Expectations 20 Emotionalities 39 

Envies 4 Embarrassments 14 Emotions 14 

Fearlessness 3 Hates 13 Sentiments 6 

 

The first class of important items in the “Feelings” category is “Friendship”.  

Entrepreneurs have been affected about experiences occurred to their friends (“The victims 

were all neighbours, all his friends' parents”; “Her interest in adolescent sexuality developed 

as she witnessed friends suffering because of teenage pregnancy, abortions”). They are 

depicted as important actors in the circle of their friends (“As a pupil in the elementary school, 

she often stole pencils from her father for her friends who were the children of poor 

farmers”). Entrepreneurs are supported by their friends (“Gradually, Phantip overcame a 

sense of low self-esteem and, with the support of her friends and family, developed into a 

community leader”; “the solidarity he received from his friends and work companions 

through both good and difficult times”) who become natural business partners (“Prima and 

some friends set up the Tourism and Environment Study Group)”) or, inversely, business 

partners are taking a great (huge) place and are easily qualified as friends (“Shanta and her 

friends managed to inspire others to join them in this fight”). 

 

The second most important sub-category in the “Feelings” category is the action of “feeling” 

or “feel” itself: “It was the feeling that all men have equal rights to respect and dignity”, “His 

feeling for the birds grew even as their numbers decreased”, “She began to study the causes 

of conflict in Colombia, feeling an inescapable commitment to her country and compatriots”.  

We note here that those examples depict pretty well that the feeling is directly linked to 

OI&D. The notion of feeling not only relates to the opportunity itself, but also to who the 

entrepreneur feels she is: “As a Caboclo himself, he feels that he is part of a process-building, 
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home-grown leadership in the Amazon region”, “While a good student, he did not feel driven 

by the clinical arena where he spent the day surrounded by sickness and hopelessness”, “I 

always felt myself an entrepreneur”. Therefore, affect is strongly linked to both being an 

entrepreneur and the opportunity she recognises. The social entrepreneur is strongly 

surrounded, supported, and supporting friends, feeling touched and responsible for social 

issue, heavily marked by negative outside behaviours. 

 

The theme of “emotionalities” shows that entrepreneurs have experienced deep emotions in 

their past or have been touched by other people deep emotions, thereby leading to opportunity 

recognition: “He bore the emotional scars of a long, hard war”, “In college, Silvana wrote 

her senior thesis on the emotional problems linked to deafness”, “A prostitute herself at the 

age of seventeen, Claudia knows firsthand the physical and emotional trauma of this activity”. 

The entrepreneurs show great empathy, sometimes fuelled by personal experience, sometimes 

by a heightened emotional intelligence, which helps them to recognise needs: “Madhavi's 

empathy for communication disability has a personal basis to it”, “He has a strong sense of 

empathy with both the joys and hardships of living on the street“. The response to this is 

characterised in the “Feelings” category, by the third sub-category “Hope and optimism”. In 

this sub-category, there is a strong sense of the entrepreneur encouraging change in the 

behaviour of current or future leaders or improvement in the social issue spotted:  “As a 

sincere and committed champion of social changes, Laba hopes to awaken the consciousness 

of today's youths”. Entrepreneurs also have been encouraged in that direction: “Hyronimus 

was encouraged by both his grandfather, a traditional healer, and his father, a paramedic, to 

find ways to help others, a mission he never forgot”.  

Pushed by hope and optimism, entrepreneurs also show a strong “Desire” to make a 

difference, pushed by “Passion”, thereby proving that OI&D and action in that domain is 

intrinsically linked to affect: “Andy has an almost visceral desire to alleviate needless 

suffering, an understanding of nature as both our guide and our responsibility”, “Yves's 

passion for nature made him switch to biology”, “As a young woman, Diva's activism in 

Catholic youth groups and community work led to a passionate interest in human rights 

issues, especially where these involved women, blacks and the labor movement”. 

This is further strengthened by the emerging themes of “love and affection” as well as 

“admiration and liking”, in which there are numerous examples of how affect influences 

interest, then directing OI&D: “César's lifelong love for nature was incubated in his youth on 

the beautiful and environmentally fragile islands of his home state”, “Drawn by a love for 
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discovery, creative learning and children, Jonny left his career in academic sociology to 

teach at a local township school”, “His interest in women's issues arose because of his great 

admiration for the many famous heroines in Acehnese history”.  

The diverse “Discontentments” that entrepreneurs experienced created an acute awareness of 

a specific need that led to OI&D : “Later, as a field organizer for the National Association of 

Cooperative Credit unions, further frustrations led him to study traditional savings 

associations”, “Frustration at the limitations inherent in the Secretariat's methodology 

resulted in his forming the Ubuntu Institute”. And beyond discontentments, there is “anger 

and indignation” as well: “Her indignation and frankness in dealing with what she 

encountered led Mírian to start down the path she is on today”, “His anger and need for 

revenge intensified after he was incarcerated”. A lot of profiles refer to experienced of 

witnessed difficulties: “Her experiences inspired her to seek ways of helping Muslim women 

facing hardships similar to those she endured”, “In 1980, Vibha compiled a report for CSV on 

Women Agricultural Labour of Wardha that opened her eyes to the hardship rural women go 

through because of lack of technology and tools”. In a similar vein, witnessed or experienced 

pains also seem to play a major recurring role:  “Because of her family background, she also 

experienced the pain and destructive force of prejudice and discrimination”. The feeling of 

despair is also pregnant, again, either witnessed of experienced:  “The consequent shock of his 

blindness left Setya in a state of despair, unsure of himself and his future”.  

Going beyond despair, entrepreneurs also experienced or witnessed “fears and 

apprehensions”: “With a right-wing government coming to power, Teesta grew disturbed by 

the discourse of violence and terror”, “The horrors he witnessed at this facility convinced him 

there was a desperate need to address disability rights as a human rights issue”. 

“Melancholy and sadness” is another type of feeling experienced or witnessed by 

entrepreneurs, that seem to act as a catalyst to opportunity recognition and development: 

“Gabriel formed the idea of creating children's choral groups as a means of dispelling the 

despondency that he had detected”, “They led him to reflect on the human condition and its 

many sadnesses in Brazil”. 

 

Cognition 

The third grouping focuses on cognition (Table 5) and relates directly to the notion of 

entrepreneurial process, from affect and background to OI&D, via entrepreneurial alertness.  

We refer in particular to the ability of an entrepreneur to possess the cognitive properties to 

identify and develop a particular opportunity (Shane and Venkataraman, 2000). It 
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encompasses the entrepreneurs’ way of thinking, perceptions, memory and senses, and mental 

processes when they interact with others and their environment (Mitchell et al., 2002). 

Cognition is divided into twelve sub-categories (Table 8). 

 

Table 8: The different sub-categories of Cognition 

Cognition 

Sub-Category Occ. Sub-Category Occ. 

Consciousness 149 Conscience 13 

Mind 122 Imagination 12 

Understanding 116 Assumption 9 

Concept 66 Unconsciousness 53 

Principle 61 Reasoning 2 

Topic 48 Cognition 1 

 

The main sub-category refers to “Consciousness”, a relationship between the mind and the 

world where the entrepreneur experiences and is aware of the confrontation of self and the 

world, and which in our context relates heavily on opportunity identification: “My 

consciousness opened; it was the first time I heard about social classes and understood I was 

part of the working class”; “Renu placed a high priority on making AIDS awareness an 

integral part of the program”. It is closely linked with the “Mind”, that covers three concepts: 

mind, spirit and psyche (“Although he enjoys working with animals and broadening young 

minds, his contagious energy and relentless spirit of hope pushed him forward which to 

explore the minds and psyche of his patients”). According to Buchholz and Rosenthal (2005: 

307), it defines the spirit of entrepreneurship, “a spirit that involves the ability to handle the 

experimental nature of entrepreneurial activity”. Social entrepreneurs use their 

comprehension of their world to generate an awareness of a social problem that will later 

trigger opportunity identification as such. It ties in with “Understanding”, by which they 

comprehend a problem, a market failure, and/or a potential solution: “Her experience 

founding and building up this center leaves her with very hands-on, in depth understanding of 

what's required to make a significant difference for such young children”; “society’s lack of 

understanding about the disabled and its failure to appreciate the contributions that the 

disabled can make”. With this recognition, they are able to draw a specific “Concept”: “A 

creative process that contributes significantly to his organizational concept for the 

association”; “Ernesto brought with him the concept of the therapeutic community”. Most of 

the time, they embed their concept into principles (“Janardhana is a courageous man of 

                                                            
3 Unconsciousness only refers to a particular health state (Coma) and is not useful in this sense. 
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principle who has a reputation for fighting against injustice”, “He started to implement such 

principles in his town”) while keeping in mind the necessity of efficacy (“This rude reminder 

of the absence of social harmony challenged Hector to consider how best to achieve an 

appropriate balance between principles and efficacy in social change movements”). 

 

Social entrepreneurs share their knowledge on special “Topics” at different levels, with the 

State ([on] “energy issues and associated topics”, [he] “served as a technical consultant to 

several state governments and to the Brazilian Senate”) or with diverse assistance 

organizations (“In addition to providing technical assistance, Prasad has organized many 

workshops for various groups on the topic of rural development”), in order to contribute to a 

social change.  

This is reinforced by their “Conscience”, essentially a “social conscience” (“as a person with 

a keen social conscience”, “In college, he joined a progressive organization for intellectuals 

with a social conscience”) which sometimes forces them to modify their choices (“he turned 

it down for reasons of conscience”) or to comfort their “Assumption” (“Validating Amy’s 

assumptions that this was a pressing societal need”, “Vivienne chose to challenge the 

established system and all the assumptions with it”).  

“Imagination” and “Reasoning” are used to reinforce their comprehension or develop their 

initial concept (“Over the ensuing years, Peter developed new and imaginative methods for 

advancing that program's goals-through the use of youth camps, drama, art, music festivals”). 

 

 

Using a large database of 1,960 social entrepreneurs’ profiles, we show that 4 particular 

categories of themes emerge from a computerized content analysis. These 4 categories are the 

background of the entrepreneur, his affect (behaviors and feelings), his cognition, and the type 

of opportunities. These represent 4 elements that are central to entrepreneurial opportunity 

identification and development, as depicted in our model (Figure 3). This represents strong 

empirical evidence for the existence of affect in the entrepreneurial process of opportunity 

identification and development via its interaction with the entrepreneur’s background and 

cognitive process. A second important result complements earlier literature suggesting that 

affect, and principally positive affect enhances entrepreneurial alertness. We show that in the 

context of social entrepreneurship, negative affect – mostly event-generated, very often lead 

to specific opportunity identification, while positive affect – mostly dispositional, triggers 

opportunity development. 
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Figure 4: Refined Model of Opportunity Identification and Development 

 

 

LIMITATIONS 

Several limitations of the study could impact the generalizability of these results and 

therefore, implications for practitioners and future research. These limitations stem mostly 

from the data used, i.e. a sample of social entrepreneurs from Ashoka Foundation. 

First, the thematic investigation consists in analysing secondary archival profiles of social 

entrepreneurs rather than primary information about them. In particular, we acknowledge that 

the coding of the data by a third party could influence the patterns and themes emerging from 

the data. 

Second, the focus on social entrepreneurs does not ensure entirely the generalizability of the 

results to other types of entrepreneurship. In particular, we have emphasized social 

entrepreneurship opportunities as being specific in nature, grounded in human development 

rather than having a commercial purpose. Even if we believe that commercial entrepreneurs 

also are driven by a social mission, this does not exclude that affect might be only very 

important for social entrepreneurs. A study on the effect of affect on OI&D for commercial 

entrepreneurs, or comparing social with commercial entrepreneurs could shed some light on 

this issue. 
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CONCLUSION 

In this paper, we propose and show that social entrepreneurship opportunities are of a 

particular nature in that they are centered around social issues – just as commercial 

opportunities – but facing greater social and institutional barriers, and centered around human 

development problems. As a consequence, and in line with the literature emphasizing the 

importance of the mission in social entrepreneurship, we put forward that social entrepreneurs 

need to be particularly sensitive to and motivated by providing a successful solution to the 

chosen issue. In those terms, social entrepreneurship embodies a specific domain of 

entrepreneurship that is particularly suited to the study of the bearing of affect on opportunity 

identification and development. 

Building on the literature on opportunity identification and development, as well as the 

nascent literature on the role of affect in entrepreneurship, we propose a new model of OI&D 

underlining the central role of affect in shaping the entrepreneurs background and his 

underlying cognitive process, which influences the process of OI&D via entrepreneurial 

alertness. 

Using a rich qualitative database containing the profile of 1,960 social entrepreneurs elected 

as Ashoka Foundation’s fellows over a long period of time, we explore the emerging themes 

stemming from a computerized content analysis of the texts. 

We find in particular, focusing on the 20 top emerging themes, that these can be classified 

into 4 broad categories matching our model of opportunity identification and development: 

the entrepreneur’s background, his behaviors and feelings, his cognition, as well as the nature 

of opportunities pursued. 

We show that (1) negative event triggered affect brings the problem or a need or a want to the 

attention of the entrepreneur (opportunity identification), and that (2) positive dispositional 

affect – through personality traits (innate or acquired) push the entrepreneur to act upon the 

opportunity (development). The entrepreneurial alertness is deeply anchored in prior 

knowledge and information asymmetry about the problem, and these are acquired through 

specific life experiences coupled to a specific sensitivity to human and nature suffering. We 

also support the view that social networks play a major role in opportunity recognition and 

development, as we evidence that social entrepreneurs declare having received strong support 

from family, friends and colleagues throughout their lives in general, and for entrepreneurship 

in particular. 
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The first implication is for social entrepreneurs, for who the co-incidence of mission and 

deep-rooted affect could insure long-term commitment to the cause they propose to serve, but 

also to the four core characteristics inherent to the functioning of a social enterprise. 

The second implication is that if the affect plays a major role in opportunity recognition in the 

framework of innovative and creative sectors such as the one of social entrepreneurship, 

mainstream entrepreneurs could be encouraged in that direction so as to open up the scope of 

potential opportunities. 

With the ever growing importance of corporations and multinational companies, that is 

accompanied by a diminishing State participation in providing public and social goods and 

services, the array of social issues that are and could potentially be addressed by social 

enterprises is growing. Affect, as an additional factor influencing social mission choice could 

help potential entrepreneurs to align personality and professional activity. 

Furthermore, we could imagine affect being a form of screening mechanism so as to 

distinguish between ‘real’ and ‘opportunist’ social entrepreneurs. However, we should keep in 

mind that affect, without proper assessment of the root-cause of a social problem, could drive 

some in the wrong direction. 
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TOWARDS AN EPISTEMOLOGY 

OF CIVIC ACTION 
 

Ismaël SENE, ESC Rennes School of Business, ismael.sene@esc-rennes.fr 
 

In this conceptual paper, we argue that civic action potentially constitutes a new frontier for 

the management research field. In particular, we notice among the contemporaneous social 

evolutions, the increasing legitimation of not-for-profit entrepreneurial phenomena. Our 

proposition is based on the axiomatic theory of action proposed by Hatchuel (2005), in 

particular, the ternary combination of any rational myth, as coextensive to any action 

model. We will demonstrate the importance of three substitutions determining the possible 

advent of a contemporaneous « civitas » (Benveniste - 1974), including the phenomenon of 

civic entrepreneurship. Firstly, facing the citizen the “fellow citizen” must be seen as less 

concerned by the unity of any General Interest than by the preservation of several common 

goods. In the same way, if in the Greek model, the relation is formally descendant from the 

community (polis) to the citizens (polîtes); it becomes ascendant in the Latin model, from 

the fellow citizens (civis) to the community (civitas) they are actually building. 

 

 
VERS UNE EPISTEMOLOGIE DE L’ACTION CIVIQUE 

Entrepreneuriat civique et modèles de citoyenneté 
 

 
Les formes contemporaines de l’innovation sociale font l’objet d’un questionnement qui 
croit en proportion d’une demande sociale d’ordre sociopolitique, issue de la société 
civile, et de l’affirmation de la doctrine de la gouvernance, issue des Etats occidentaux et 
émergents. Ce questionnement mobilise peu ou prou, toutes les disciplines des sciences 
sociales, au sein desquelles la recherche en management. 
 
On peut comprendre qu’après une première phase de recul significatif de l’Etat 
providence, à partir des années 80, l’intensification récente d’une libéralisation des 
politiques publiques et des conséquences, ne pouvait qu’impliquer la recherche de 
modèles alternatifs de traitement de la chose publique. Dans ce contexte, une grande 
variété de transformations, en cours ou en gestation, appellent de la part des sciences 
sociales, un renouvellement de ses cadres de pensée et de ses modèles d’intervention. 
 
La recherche en management n’est pas exempte de cet effort, d’autant moins que les 
doctrines de la gouvernance, d’inspiration libérale, puisent pour partie dans le 
référentiel de notre discipline pour penser les nouvelles formes de l’action publique. On 
constate notamment que le vocabulaire entrepreneurial prend place d’une manière 
croissante, dans les discours de politique publique. Il faut dire qu’à chaque période de 
crise économique majeure, correspond la nécessaire implication de ce que l’on nomme 
aujourd’hui la société civile, pour entreprendre et créer des organisations qui visent à 
répondre aux enjeux sociaux de l’époque. 
 



Ainsi, face aux transformations industrielles du dix neuvième siècle, a-t-on connu la 
naissance des sociétés de secours mutuels et des coopératives. Plus tard, les réponses 
aux différentes crises, dont celles des années 30 et des années 70, appelleront à chaque 
fois la multiplication des créations d’organisations dites de l’économie sociale et 
solidaire. Aujourd’hui, la commission européenne met en place une série d’instruments 
en faveur de « l’Entrepreneuriat Social », constatant que les taux de croissance du 
secteur y sont supérieurs à ceux de l’économie de l’économie traditionnelle. La création 
d’un programme européen pour le changement social et l’innovation visant à la fois le 
soutien à l’entrepreneuriat social et l’innovation sociale. 
 
Sur le plan académique, les termes d’entrepreneuriat social, d’entrepreneuriat public, 
d’entrepreneuriat sociétal ou encore d’entrepreneuriat civique, cohabitent et se 
recoupent dans une confusion typique des phases de structuration et restructuration 
des champs et des objets d’étude. Nous avons précédemment proposé une articulation 
de ces domaines (sene, 2011), en mobilisant notamment des travaux issus de 
l’anthropologie économique. Il était apparu que la nouveauté la plus significative se 
trouve du côté de l’entrepreneuriat civique, du fait de la catégorie de valeur visée au 
plan anthropologique, et du champ d’innovation exploré. Penser l’action civique d’un 
point de vue entrepreneurial, c’est en effet proposer une lecture nouvelle de 
l’appropriation des biens communs et de l’innovation sociale dans la sphère civique. 
 
Dans cet article conceptuel, nous souhaitons approfondir cette réflexion du point de vue 
de la recherche en management, saisie comme épistémologie de l’action (Hatchuel, 
2005). Pour ce faire, il nous faudra dans un premier temps exposer ce qu’est une 
épistémologie de l’action, en montrant qu’il est possible d’enrichir la doctrine de 
l’auteur à l’aide de sa théorie des mythes rationnels (I). Dans une seconde section, nous 
montrerons en quoi l’entrepreneuriat social et civique jouent respectivement un rôle en 
phase avec deux modèles de la citoyenneté distingués par Benveniste (1974), le modèle 
Grec et le modèle Latin (II) Enfin, nous conclurons par une synthèse décrivant ce que 
pourrait être une épistémologie de l’action civique. 
 
 



I – Le Management comme épistémologie de l’action 
 
Contre les métaphysiques de l’action 
 
Au sein des sciences sociales, la spécificité de la recherche en management est qu’elle 
n’étudie pas en soi les phénomènes économiques et sociaux, mais les actions collectives 
qui formeront ces phénomènes économiques et sociaux. De plus, et par opposition aux 
théories classiques de l’action collective, la recherche en management se doit de rejeter 
les faux universels de l’action qu’Hatchuel (2001) nomme « métaphysiques de l’action ». 
Ainsi, il n’est d’aucune utilité pour le management de mobiliser une théorie qui résume 
l’action d’un collectif à un « principe totalisateur » comme l’action démocratique, sans 
que cette dernière soit saisie dans ses modalités opératoires. De même une théorie 
basée sur un « sujet totalisateur » comme le citoyen ne fait pas sens d’un point de vue 
managérial, dans la mesure où l’on ne peut dire ce qui permet précisément de désigner 
comme tel un sujet agissant, de repérer, d’appréhender et d’évaluer les conditions et les 
variantes de son action de citoyen, au sein d’un collectif de citoyens. 
 
Les métaphysiques de l’action sont donc, en quelque sorte, des « idéologies » de l’action 
dont l’inconvénient principal est de masquer les processus concrets qui rendent l’action 
saisissable, en sous-estimant le fait qu’elle constitue toujours une énigme, et que c’est 
précisément le phénomène qu’il nous faut étudier. En l’occurrence, il n’y a pas d’action 
collective sans apprentissage collectif, ce qui sous entend un système relationnel plus 
ou moins complexe et la dynamique des pouvoirs qui l’accompagne. 
 
Parmi les métaphysiques de l’action, on peut distinguer deux grandes catégories qu’il 
est possible d’associer schématiquement à deux disciplines historiquement connexes au 
management : l’économie et la sociologie. Pour simplifier, on pourrait dire de 
l’économie qu’elle mobilise classiquement des métaphysiques de l’action centrées sur le 
savoir, à travers la décision optimale de l’homo œconomicus, sujet totalisateur par 
excellence. Symétriquement, la sociologie convoque plus volontiers des métaphysiques 
de l’action centrées sur les relations et le pouvoir, en campant une forme d’homo 
sociologicus, dont la caractéristique est d’agir conformément à sa condition sociale, qu’il 
s’agisse d’habitus de classe sociale, ou autre catégorie socio-professionnelle. 
 
La raison du rejet des métaphysiques de l’action, correspond également à la quête de 
savoirs actionnables en management. Cette question est indissociable de la recherche 
d’une pertinence des résultats de la recherche, vis à vis des praticiens du management, 
ce qui est une thématique constante de nos débats depuis les origines de la discipline. 
 
 
Identifier et réviser de nouveaux modèles d’action 
 
Encore faudrait-il cerner rigoureusement ce qu’est un savoir actionnable. Or le 
paradoxe est que si il existait un critère universel permettant de reconnaître en soi un 
savoir actionnable, cela signifierait qu’il existe une théorie universelle de l’action, à 
l’aune de laquelle on pourrait spécifier les critères universels de l’actionnable, ce qui 
reviendrait à formuler une métaphysique de l’action. 
 



De fait, il faut convenir que l’actionnable est en soi, tout comme l’action collective, un 
objet d’étude central pour la recherche en management. Chaque étude d’une catégorie 
d’action collective doit travailler les conditions qui la rendent actionnable, dans toute sa 
spécificité. Ceci implique d’affirmer la nécessaire dualité de l’actionnable : les conditions 
de production des savoirs d’une part, et les conditions de réception et d’appropriation 
de ces connaissances de l’autre. Dans cet esprit, les deux volets de l’actionnable doivent 
être envisagés et réévalués à chaque étape d’un processus de recherche. Cela ne signifie 
pas que toute recherche devrait prendre la forme d’expérimentations empiriques, en 
collaboration avec des managers praticiens, mais que même une recherche théorique 
gagnerait à être appréhendée comme une action collective. Pour être actionnable, toute 
recherche doit intégrer les conditions de son appropriation. 
 
Or ce qui fait le lien entre la création de savoirs sur l’action collective et les conditions 
de leur appropriation, est la conception de modèles d’action, en tant qu’ils formalisent 
des connaissances permettant à la fois d’analyser les particularités d’une classe d’action 
collective, et de mobiliser ces savoirs pour en faire la critique. Cette critique informe en 
retour la modélisation, tant comme processus que comme résultat transitoire. C’est 
pourquoi l’identification et la révision de nouveaux modèles d’action, se trouve au cœur 
de toute épistémologie de l’action. Identifier de nouveaux modèles d’action, grâce 
auxquels des collectifs peuvent se penser en tant que collectifs agissant, rend 
concevables de meilleures formes de coordination et accroît l’émancipation de ces 
collectifs. Pour ce faire, les collectifs doivent réviser leurs modèles d’action en fonction 
des conditions singulières auxquelles ils font face, afin d’accroître leur pouvoir d’agir. 
 
 
Structure générique des modèles d’action : un modèle d’action révisable 
 
Dans le présent article, nous souhaitons bien concevoir un modèle d’action. Mais il s’agit 
d’un modèle générique. Dans la typologie proposée par David (----), notre modèle 
correspondrait au niveau des théories générales. Son appropriation vise des collectifs 
qui, pour concevoir des modèles d’action singuliers et contextuels (niveau des théories 
locales), pourraient tirer profit de ce modèle générique. Pour ce faire, nous menons un 
travail conceptuel à partir de la théorie des mythes rationnels d’Hatchuel (1998). Nous 
verrons qu’en articulant les trois dimensions d’un mythe rationnel à celles d’une 
épistémologie en général, il est possible de proposer une structure générique des 
modèles d’action. Cette structure doit être saisie comme un outil de conception. La 
formalisation instrumentale d’une épistémologie de l’action en général, en aucun cas la 
seule possible, est un moyen de rendre accessible la logique du modèle d’action civique 
que nous proposons. 
 
Dans sa théorie des mythes rationnels, l’auteur explique qu’une action collective résulte 
toujours d’une double opération de conditionnement  et de découverte. La dimension 
mythique correspond au conditionnement au regard des croyances et des mobilisations 
qu’elle suscite, alors que la découverte consiste en l’épreuve du réel, l’adaptation aux 
contraintes et les apprentissages qu’elle requiert. Un mythe rationnel, lorsqu’il est 
complet, serait constitué de trois éléments : un ensemble de figures d’acteurs, un champ 
de valeur connaissable, et un substrat formel.  
 
  



Sans substrat formel, c’est à dire sans formalisme implicite structurant l’action, la 
représentation de l’action collective serait difficilement partageable. De même, est-il 
nécessaire de spécifier des finalités de l’action et de pouvoir débattre du « comment 
mieux faire » pour les atteindre. C’est pourquoi on dira du champ de valeurs visé, qu’il 
est connaissable. Enfin, il faut que la fonction des principaux acteurs soit spécifiée, ainsi 
que leurs relations, sans quoi aucune coordination ne serait envisageable. 
 
Par ailleurs, il faut rappeler avec Le Moigne (----), que toute épistémologie répond à 
trois questions : celles du quoi, du comment et du pourquoi de la connaissance, à savoir 
les gnoséologie, méthodologie et éthique de la connaissance. Or si une épistémologie de 
l’action est une extension de l’épistémologie classique (Hatchuel, 2005 p.42), et que la 
non séparabilité des connaissances et des relations (Hatchuel, 1999 p.195) est bien un 
principe général qui vaut pour toute action collective, alors les trois questions de toute 
épistémologie pourraient légitimement intégrer la structure générique de tout modèle 
d’action. Ainsi, souhaitons-nous argumenter la pertinence d’une articulation entre les 
trois questions de toute épistémologie, et les trois éléments constitutifs d’un mythe 
rationnel complet.  
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A partir de cette structure, il nous faut concevoir un modèle d’action civique. Nous le 
ferons en nous appuyant sur la distinction proposée par Benveniste (1974) entre deux 
modèles de la citoyenneté : le modèle grec et le modèle latin. En effet, s’agissant d’action 
civique, la figure du citoyen est déterminante. Or si l’on suit l’auteur dans son analyse 
historique, constatant la domination historique du modèle grec, tout se passe comme si 
l’époque contemporaine aspirait à revaloriser une forme de « communalité » que 
Rosanvallon (2011) associe au modèle latin. Ainsi, on peut opposer au modèle grec 
aujourd’hui dominant, qui réifie la dimension juridique de la citoyenneté, le modèle 
latin qui désigne, comme première, la reconnaissance instersubjective entre 
concitoyens. 
 
Le principal vecteur de cette forme latine de citoyenneté civile est selon nous, une 
forme particulière de création collective : l’action entrepreneuriale civique. En son 
principe, nous situons un processus social d’une nature équivalente à ce que Spinosa & 
al. (1997) nomment « history making », c’est à dire la reconfiguration de pratiques 
sociales jusqu’alors marginales, et leur réinterprétation axiologique. Cependant, on ne 
parlera d’action entrepreneuriale civique que lorsqu’un tel déplacement dans la 
représentation des valeurs d’une communauté désigne comme bien commun. 
 
Nous pouvons donc, en comparant deux mythes rationnels, montrer l’importance de 
trois substitutions conditionnant la possibilité d’une « civitas » contemporaine. Face à la 
figure du citoyen il faut concevoir celle du concitoyen, dont la préoccupation est moins 
l’idéal de l’intérêt général que la valorisation d’une pluralité de biens communs. De 
même, là ou dans le modèle grec, la relation est formellement descendante depuis la 
communauté (polis) vers les citoyens (polites), elle devient ascendante dans le modèle 
latin, entre les concitoyens (civis) qui forment une communauté (civitas). 
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II – Entrepreneuriat Social, un palliatif du modèle grec de citoyenneté ? 
 
 
La place du citoyen dans l’ES : un principe de solidarité 
 
L’on peut faire le constat historique que l’économie sociale et solidaire, sur le plan du 
statut juridique, constitue la forme traditionnelle de l’entrepreneuriat social. Depuis 
l’origine, les mutuelles, les associations et les coopératives ont toujours joué un rôle 
essentiel aux côtés de l’Etat, en faveur des solidarités et contre les inégalités. L’idéal 
démocratique est ainsi mobilisé dans le but de préserver l’égalité des droits au regard 
d’une vie descente et de l’émancipation du citoyen. Qu’il s’agisse de santé et de salubrité 
publique, d’accès à l’éducation et de lutte contre l’analphabétisme, ou encore d’accès à 
l’emploi, la question de la dignité du citoyen passe par l’idéal d’une solidarité citoyenne 
susceptible de la préserver ou de la restaurer. Ainsi les premières sociétés de secours 
mutuel avaient pour but de faire face aux conséquences des accidents pouvant frapper 
le cours d’une existence, la maladie, la mort, les accidents du travail. Il fallait être 
solidaire face au destin et à la vulnérabilité que les humains ont en partage. De même, 
du fait qu’on ne choisit pas ses conditions de naissance, ni son milieu familial, des 
associations ont été créées afin de contrebalancer certaines inégalités face à l’éducation, 
ou aux conditions d’habitat. 
 
La place de l’intérêt général dans l’ES : pallier les carences de l’Etat 
 
Toutes ces actions, dans leur diversité, contribuent donc à l’idéal du progrès social, et de 
fait, partagent cette finalité avec l’action publique. L’intérêt général consiste à œuvrer 
en faveur du progrès social, mais dès lors que l’action publique peut être défaillante, en 
particulier en période de crise, et d’autant plus que disparaissait le modèle d’un Etat 
providence, le secteur de l’économie sociale et solidaire prenait de l’importance. En ce 
sens, on peut considérer l’économie sociale et solidaire comme un palliatif des carences 
de l’Etat. Ainsi, la délivrance d’un statut d’intérêt public à certaines associations ou 
fondations est-elle la reconnaissance par l’Etat du rôle qu’elles jouent en faveur de 
l’intérêt général. 
 
Le lien communauté-citoyen dans l’ES : une logique d’intégration. 
 
De ce point de vue, on peut comprendre qu’il existe un lien fort entre le modèle grec de 
la citoyenneté et la figure traditionnelle de l’entrepreneuriat social. En effet, ce qui 
caractérise le modèle grec est bien l’inscription du citoyen comme appartenant à une 
communauté qui lui préexiste, et définit son rôle dans la communauté. La citoyenneté 
s’acquiert comme un ensemble de droits et de devoirs, dans une logique d’intégration 
citoyenne. C’est l’accomplissement de cette intégration qui pose problème lorsque des 
conditions de vie dégradées privent le citoyen de la jouissance de ses droits. Du fait de 
ce que l’on nomme aujourd’hui l’exclusion sociale, le citoyen peut être dans l’incapacité 
de mener une vie citoyenne normale. Il faut donc lutter contre cette exclusion, lui 
redonner la dignité de vivre de son travail, d’acquérir les fondamentaux de la lecture, de 
l’écriture et du calcul, de sorte qu’il soit à même de faire valoir ses intérêts de citoyen, et 
de participer à la vie publique. En ce sens, l’économie sociale et solidaire contribue au 
principe d’intégration propre au modèle grec de citoyenneté. 
 



III – Entrepreneuriat Civique, le retour du modèle latin ? 
 
 
EC et concitoyenneté : un principe d’adhésion 
 
L’entrepreneuriat civique peut être différencié de l’entrepreneuriat social, par la figure 
du citoyen auquel on peut l’associer. Cette distinction requiert un effort de mise à 
distance de notre conception habituelle du citoyen, comme détenteur d’une nationalité 
en référence à un état qui la délivre. Dans le modèle latin, on ne pense pas la citoyenneté 
en ce sens, car c’est d’abord la relation entre civis qui crée la civitas, c’est à dire que c’est 
dans la relation entre con-citoyens que s’origine une communauté citoyenne. De ce 
point de vue, il faut saisir un principe d’appartenance ou le projet commun est premier. 
Ce qui crée l’appartenance n’étant pas l’héritage d’un droit, mais bien l’adhésion 
consentie aux valeurs d’un projet et la reconnaissance mutuelle entre concitoyens. On 
doit ainsi saisir l’entrepreneuriat civique, dans une logique d’adhésion qui met entre 
parenthèses cette question nationale, au sens où l’enjeu premier n’est pas de consolider 
une communauté nationale en y réintégrant les exclus. 
 
La diversification des biens communs 
 
La notion d’intérêt général n’est donc plus cardinale, car s’agit davantage de se saisir 
collectivement de biens communs. Alors que l’intérêt général s’exprime au singulier 
dans un rapport à l’Etat, les biens communs s’expriment au pluriel dans un rapport aux 
collectifs qui s’en emparent. Par bien commun, nous entendons l’association d’un bien 
public et d’une valeur civique. Si une école municipale est un bien public, c’est en 
l’associant à l’idéal républicain que se conçoit la valorisation possible d’un bien 
commun. Précisons qu’il n’existe pas de bien public par nature, car les caractères de non 
rivalité et de non exclusivité (Samuelson, 1954), ne peuvent être que le résultat d’un 
choix social en acte. Par conséquent, les règles d’usage sont constitutives du bien public 
et l’on peut dire que tout bien public est à la fois matériel et immatériel. La pluralité des 
biens communs ainsi définis répond également à la complexification de notre monde 
globalisé. S’il est nécessaire de diversifier les biens communs, c’est parce qu’il y a un 
impératif d’innovation sociale. 
 
Du concitoyen aux collectifs civiques : un processus d’innovation civique 
 
Il arrivera ainsi de plus en plus fréquemment, du fait de la complexification du tissu 
politique, qu’une menace inédite plane sur un objet d’intérêt public (qu’il soit naturel ou 
artificiel), ou bien qu’une menace déjà existante soit conscientisée comme telle. Autant 
d’opportunités d’innovation où des collectifs pourront se saisir de ces objets comme des 
biens communs à préserver. En premier lieu, ces innovations civiques ne font pas 
référence au corps monolithique de la citoyenneté grecque. Elles sont au service d’une 
recherche d’alternatives que le cadre classique de la citoyenneté n’est pas capable de 
produire. Il est néanmoins toujours souhaitable que dans un second temps, l’Etat sache 
intégrer ces innovations, afin de leur donner la puissance et la légitimité de la chose 
publique. 
 
  



Conclusion : vers une épistémologie de l’action civique  
 
 
L’entrepreneur civique : un collectif d’innovation 
Il apparaît évident que l’entrepreneur civique ne peut être qu’un collectif. En effet, dès 
lors que l’objet de l’innovation est l’association d’un bien public et d’une valeur civique, 
il est incontournable qu’une variété de parties prenantes soit associée au sein d’un 
« collectif entrepreneurial ». La fonction du collectif peut être définie à l’aide de ce que 
Spinosa & al (1997) nomment « disclosing », à savoir le fait de révéler ou de rendre 
visibles de nouveaux possibles dans les pratiques sociales. Il est pertinent de mobiliser 
cette notion pour saisir la fonction de l’entrepreneur civique, car ce dernier révèle en 
effet de nouveaux possibles dans le domaine civique. Pour ce faire, il doit mener à bien 
trois missions complémentaires : 
- Sensibiliser quant à l’existence et à l’importance d’un bien public 
- Légitimer de nouvelles pratiques vis à vis de ce bien public 
- Accréditer ces pratiques comme la rénovation de valeurs partagées 
 
La valorisation d’une action civique : à quelle échelle fait-on l’histoire ? 
Ce que Spinosa & al. (1997) nomment « history making » est constitutif de la valeur 
qualitative d’une action entrepreneuriale civique. Si l’on prend comme exemple, la 
création de la croix rouge, qui vise l’association d’un bien public (les camps d’urgence 
sur un lieu de guerre et les conventions de Genève qui les autorise) et d’une valeur 
civique (droits de l’homme universels), on constate que le changement historique est 
d’une grande ampleur. Cette possibilité d’intervention n’existait pas auparavant, et les 
modalités de la guerre ont été modifiées à l’échelle mondiale. Par ailleurs, il est possible 
qu’une action entrepreneuriale civique ne touche qu’une pratique sociale localisée, sans 
que la diffusion ne dépasse cette échelle. C’est le cas de la Westwalker Primary School 
présentée par Goldsmith (2010) où l’école, comme bien public, passe du statut classique 
d’école primaire, à celui d’un véritable « centre d’apprentissage familial », permettant à 
toute la communauté locale de renaître socialement et économiquement. 
 
Les instruments de l’action civique 
On pourra concevoir trois catégories d’instruments pour une action entrepreneuriale 
civique qui correspondent aux principales fonctions d’un collectif entrepreneurial 
civique. Tout d’abord le processus d’élaboration d’un choix social doit faire l’objet d’une 
démarche de concertation qui relève de la démocratie et du dialogue entre les parties 
prenantes. Il inclut l’identification de ces parties prenantes et l’ensemble des itérations 
au terme desquelles le périmètre du bien public sera circonscrit. Ensuite, l’institution de 
nouvelles pratiques qui feront l’effectivité de ce bien public, nécessite une ingénierie 
réglementaire plus ou moins élaborée, selon l’échelle de l’entreprise civique. Enfin, le 
plus complexe et le moins maitrisable des processus correspond à la légitimation de 
l’entreprise civique du point de vue des valeurs. La construction collective de valeurs 
civiques partagées par le collectif entrepreneurial est essentielle. Elle est coextensive de 
l’élaboration du choix social, et requiert la mise en perspective historique de l’action. 
S’accorder sur les valeurs auxquelles on accepte de faire référence n’est pas un simple 
exercice rhétorique. Il s’agit d’abord et surtout de s’appuyer sur les premières actions 
pour construire une narration qui fait sens, et concrétise ces valeurs à travers les gestes 
fondateurs d’une histoire partagée. 
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PRINCIPAL TOPIC 

While not every small and medium enterprise (SME) turns into a large enterprise, 

they all face the same issues in their early days: finding the right type of finance at an 

affordable cost to start and grow the business.  Although the various regions of the world 

differ significantly in their socio-economic characteristics, the fundamental financing 

difficulties that SMEs around the globe face are essentially similar (Boocock and Wahab, 

2001). The ability of SMEs to develop, grow, sustain, and strengthen themselves is 

heavily determined by their capacity to access and manage finance.  Unfortunately, 

SMEs, including micro-enterprises and start-ups, in the countries of the Asia-Pacific 

region consistently cite lack of access to finance as a serious obstacle to their 

development and the necessity of effective governmental interventions have been 

suggested (ESCAP, 2009).  In this paper we will address some of the key policy issues 

concerning the financing of SMEs.   

This paper begins with a brief description of SME definitions and types. It 

continues with an examination of the current situation of SME financing in the region and 

the financing needs of SMEs in different growth stages.  We discuss various financial 

instruments available for SMEs, which are categorized into six groups, namely informal 

financing, internal financing, debt financing, equity financing, and asset-based financing, 

as well as leasing and government grants/subsidies (cf., Berger and Udell, 2005; Zavatta, 

2008).  Given the wide variety in both financial instruments and in types of SMEs, how 

should policymakers address the financing needs of SMEs in the Asia-Pacific region?   

To answer this question, we undertook an analytical review of existing policy 

measures, acts, documents, studies, and other secondary materials on SME financing in 

the region, utilizing the evidence-based/translational research model from the field of 

medicine.  In this model, evidence of effective practices was gleaned from myriad 

sources, including basic research, and disseminated to policymakers, practitioners, and 

other stakeholders.  We also interviewed a group of regional experts over several days to 

glean their insights and additional data. Based on perceived risk and return involved as 

well as the level of financial sector sophistication, these financial methods are further 
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reviewed in order to propose effective financial structures to SMEs in different 

development stages and financial needs as well as credit records.  We will conclude the 

paper with policy prescriptions, covering potential market distortion by public 

interventions.   

Throughout the paper we emphasize the importance of cash flow for small 

businesses; even profitable firms will fail if they cannot collect the cash that is due to 

them.  Within this context, we particularly emphasize working capital management, 

obtaining trade credit, and access to debt financing (i.e., term loans and credit 

guarantees), as these issues impact SMEs’ cash flow most directly (ESCAP, 1998).  In 

addition, we discuss the myriad ways SMEs can obtain additional equity, which is 

required for further business growth, and offer observations for policymakers about 

raising capital including the bank-borrower relationship.   

Definition of SMEs 

 Definitions of what constitutes an SME vary quite widely from country to country 

and even within single countries, depending on the business sector concerned, such as 

agriculture, natural resources, manufacturing, services, and retailing (ESCAP, 2009).  

There is no universal determinant or criterion of an SME.  Much depends on the character 

of the respective host country, and the profile of its own particular corporate sector, from 

which a relative measure of an SME is then typically made, sometimes on a rather 

arbitrary basis.  The three main parameters that have been generally applied to define 

SMEs are:  

1) Number of employees; 

2) Turnover of business; and 

3) Capital investments. 

  Table 1 summarizes the definitions of SMEs among selected Asia-Pacific 

countries.  Both the number of employees and the size of investment are mainly used for 

such national definitions, while some countries also set separate definitions among 

different SME segments, such as manufacturing and services.  Developing countries in 

Asia and the Pacific typically define SMEs, including microenterprises, as commercial 

entities with less than 100 – 300 employees.  Researchers that aim to compare the status 

of the SME sector across various countries mainly use the number of employees to define 
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SMEs to avoid cumbersome calculations of foreign exchange rates among different 

currencies (AAMO, 2007).  

Table 1:  Definitions of SMEs in Asia and the Pacific and multilateral organizations 

 

 

Country 

Category of 

enterprises 

 

CRITERIA AND COUNTRY’S 

OFFICIAL DEFINITION 

 

Measure 

Australia Manufacturing  

 

           Medium 

           Small 

Services 

 

Manufacturing enterprises with fewer than 

100 employees 

<100 employees 

<20 employees 

Non-manufacturing enterprises with fewer 

than 50 employees 

Employment 

Brunei SME No fixed definition, generally <200 

employees 

Employment 

China Small 

Medium 

<300 employees; turnover < 30 million 

yuan 

300-2,000 employees; turnover 30-300 

million yuan 

Employment 

and turnover 

Hong Kong, 

China 

SME <100 employees Employment 

India Manufacturing              

            Micro 

Small 

Medium 

 

 

 

Services  

            Micro 

Small 

Medium 

 

≤  Rs. 2.5 Million                     

≤  Rs. 50 Million                      

≤  Rs. 100 Million      

 

               

 

 

≤  Rs. 1 Million 

≤  Rs. 20 Million 

≤  Rs. 50 Million 

Manufacturin

g enterprises 

are defined in 

terms of 

investment in 

plant and 

machinery 

 

Service 

enterprises 

are defined in 

terms of 

investment in 

equipment 

Indonesia SME <100 employees Employment 

Japan Manufacturing 

 

Wholesaling 

 

Retailing and 

services 

<300 employees or asset capitalization 

<100 million yen 

<50 employees or asset capitalization <30 

million yen 

<50 employees or asset capitalization <10 

million yen 

Employment 

and asset 



4 
 

Malaysia SME 

 

 

Small 

manufacturing 

 

Medium 

manufacturing 

<75 full time workers or with a 

shareholder fund of RM 2.5 million (US$ 

0.806 million) – for tax purposes 

Manufacturing establishments employing 

between five and 50 employees or with a 

shareholder fund up to RM 500,000 

Manufacturing establishments employing 

between 50 and 75 full time employees or 

with shareholders fund between RM 

500,000 to RM 2.5 million 

Employment 

and share 

holder fund 

Republic of 

Korea 

Manufacturing  

Services 

<300 employees 

<200 employees 

Employment 

Singapore SME <S$ 100 million annual sales turnover 

<200 employees 

Employment 

or turnover 

Taiwan 

Province of 

China 

Manufacturing, 

mining, and 

construction  

Others 

 

Micro 

Invested capital ≤NT$ 80 million or 

employees  <200 

 

Sales revenue ≤NT$ 120 million or 

employment < 50 

Employment < 5 

Employment, 

invested 

capital, or 

turnover 

Thailand Small 

(production and 

service) 

Medium 

(production and 

service) 

≤50 employees or capital ≤50 million baht 

 

51-200 employees or capital 51-200 

million baht 

Employment 

and capital 

Viet Nam SME ≤300 employees; capital ≤VND 10 billion   Employment 

and capital 

Asian 

Developme

nt Bank 

SME No definition None 

United 

Nations 

Developme

nt 

Programme 

(UNDP) 

SME ≤200 employees Employment 

World Bank SME ≤300 employees; turnover ≤ US$15 

million; assets ≤ US$15 million 

Employment, 

turnover, and 

asset 

Sources: ASMED (2011); Zhong and Zhang (2010); Gibson and van der Vaart (2008); 

DMSSE (2011); OSMEP (2011); SIDBI (2010); SMEA (2011); SPRING (2011a). 

 

 The definition in each national context facilitates the targeting of policy 

interventions to a specific group of enterprises, such as the provision of technical 
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assistances, fiscal and financial concessions, and other incentives.  It also makes the 

physical identification of SMEs on the micro level possible, encouraging better 

articulation of the problems and prospects of the sector.  It indicates that the more precise 

the definition is, the more effective the crafting of SME policies.
2
  

Typology of SMEs   

 When government officials craft policies, they should remember that SMEs are 

heterogeneous and therefore have different needs depending on their stage in the 

corporate life cycle, the degree of economic development of the country in which they 

reside, etc.  While it is impossible to customize policies for each individual SME, policies 

should be flexible enough to accommodate broad categories of needs.  In addition, SME 

policies require constant updating as market conditions and the country’s economy 

change. 

 Table 2 below assists in the effort to consider relevant policies and financing for 

SMEs.  It offers various categories influencing SME foundation, survival, and growth.  It 

may be useful for policymakers to organize SMEs in other ways, but these categories are 

the most relevant.  The table specifically explains the category-based system where 

several indicators of business could be considered for SME development policies.  This 

system might be used to assist policymaking for taxation, capital requirements, and 

market orientation/access (cf., IFC, 2007).
3
  Each SME unit should fall in a particular 

grid based on the categories explained below, which in turn provides policymakers 

guidance and flexibility while drafting policies.  For example, the profitability of an SME 

can be influenced by policies.  Appropriate measures from policymakers may help the 

company, which is innovative but is domestic market-oriented, to enter into foreign 

markets.   

 

Table 2:  Categories for SME typology 

Topic Category 1 Category 2 Category 3 (if 

applicable) 

 

                                                 
2
 This is a generalization, since too nuanced definitions of SMEs would create many small categories and 

thereby increase the total transaction costs of reaching all of them, thus undermining effective policy. 
3 Table 3A.2 in annex 3.2 presents the list of categories for SME taxation. 
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Stage of economic 

development
4
 

 

Low income 

$1,005 or less, e.g. 

Laos 

Middle income 

$1,006 to $12, 275, 

e.g. Thailand 

High income 

$12,276 or more, 

e.g. Japan 

Market orientation 

 

Domestic Gradual global Born global 

Pace of innovation 

 

Incremental Radical  

Use of technology 

 

Isolated Connected  

Corporate life stage Nascent (<2 years) Young (2-5 years) Mature (5+ years) 

 

 

Source:  The authors. 

 

The business life cycle and the need for cash 

 Figure 1 explains that the crucial cash flow periods, or cash drains, for SMEs 

occur from startup to growth as well as at the transition stage.  In the first period, it is 

common for profitable SMEs to fail because, while they have paper profits, they do not 

have the cash in hand from their customers to pay the bills.  In the second period, it is 

necessary for money losing SMEs to undertake measures to improve profitability, by 

either increasing sales or reducing costs, which is required to stay in business and to 

support further growth.  While long-term financing, or positive working capital 

generation, is necessary for enterprises’ continuous growth and development, short-term, 

and quick, financing is often critical for SMEs during the cash drains.
5
 

Figure 1: Business growth stages and cash flows 

 

                                                 
4 Followed the country classification of the World Bank (2012) based on income per capita. 
5  In finance, short-term is a period of a year or less while long-term represents a time period beyond one 

year.   
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 The following figure explains that time gap between receivables and payables, 

which is difficult for SME to avoid, requires additional funds for operations.  This time 

gap between cash inflows and outflows is the biggest reason for SME failure. 

Figure 2: Time gap between receivables and payables 

 

 
Source:  The authors. 

Financing SMEs 

 SME financing refers to a range of mechanisms to provide additional funds for 

development of SMEs.  There are several noteworthy aspects of SME financing.  The 

ability to increase capital relatively quickly in response to SMEs’ growth is a key feature; 

this is most evident with venture capital in high-tech sectors.  Another salient 

characteristic of SME financing is complementarity, as it augments existing traditional 
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sources of financing in many contexts.  Effective finance is also sustainable in the sense 

that the funding of successful SMEs begets more capital for future SMEs, thereby 

creating a virtuous cycle.  

 Various financing methods for SMEs emerged at the end of the twentieth century 

in developed economies to exploit opportunities that banks considered to be too small or 

too risky for their loan portfolios.  These methods are now finding a role in the Asia-

Pacific region at the start of this millennium.  Figure 3 displays the methods of SME 

financing, which are categorized based on the sizes of enterprises as well as creditors’ 

perceptions on risk and return and the level of financial sector’s sophistication in an 

economy.  They are not mutually exclusive; often policymakers use several methods in 

concert to support SMEs.  Discussion of them, starting from traditional sources of SME 

financing follows the figure. 

Figure 3: Methods of finance for SMEs 

 

 

 

Source:  Modified from Szabó (2005). 

 

Personal net worth or saving 
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 The first step to access capital for an entrepreneur is to fund the venture from 

one’s own assets.  After the entrepreneur has invested, he/she then typically looks to 

family and friends for loans.  It is important to emphasize to policymakers that 

entrepreneurs and small business owners will go to formal financial institutions only as a 

last resort in most instances.  They will finance their businesses from personal net worth 

first; thus, policies that protect individual wealth, such as tax reform and property rights, 

indirectly help the financing of SMEs. 

Working capital 

 Prior to borrowing from the financial sector, SMEs will manage their working 

capital to generate cash for operations.  Working capital represents the excess of current 

assets over current liabilities, where “current” is a time span of a year or less.  For 

example, SMEs could delay paying vendors while also collecting their receivables more 

aggressively in order to increase available working capital.  They could also attempt to 

minimize their inventory and/or reduce costs.  Financial institutions, in addition to 

providing funds to SMEs, can also provide SMEs consulting services in working capital 

management. Wang finds that indeed most loans that SMEs obtain focus on their short 

term working capital needs (2004). 

Trade credit 

Trade credit, or buyer’s credit, is an arrangement between businesses to purchase 

goods or services on account without making immediate payments.  The agreement is 

provided by suppliers to buyers to bill the buyer for payment at a later stage (e.g., due 30-

90 days after the invoice date.  As the second largest funding source for SMEs after banks 

and private lenders (Campbell, 2009), trade credit holds many advantages for SMEs.  

One of the most important advantages is that it helps to increase working capital by 

postponing the amount of monetary expenditure in order to create positive cash flows 

(figure 5.8) while reducing capital investment requirements (Tradecredit, 2008).  A 

further advantage is that it allows businesses to focus on growth and other productive 

activities with the assurance of sufficient investment and without restrictions on their 

development and expansion (ibid). ).Trade credit conditions are usually industry-specific; 

however, it is underpinned by collaboration between businesses to make the use of capital 

more efficient and effective.  Research related to extension of trade credit suggests that a 
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supplier is more likely to extend a credit at a more favourable term when the firm has 

little choice in choosing a supplier or the relationship between the firm and its supplier is 

long (McMillan and Woodruff, 1999). Also, if the firm and supplier were matched up 

through a network contact, the credit cost is also more likely to be less (ibid). 

Factoring 

 Factoring is a relatively new form of asset-based financing for increasing working 

capital in Asia and the Pacific and refers to the sale of accounts receivables by a company 

to a third party (called a factor) for immediate money and finance (Sridhar, 2008).  A 

bank or a specialized financial institution may purchase accounts receivable from an 

SME with adequate trustworthiness for cash at a discount from the face value, assuming 

the risk on the ability of the buyer to pay and handling collections on the receivables.  

This practice, called factoring, may increase SMEs’ short-term cash flows, while 

reducing administrative costs of accounts receivables (ibid). Factoring is different from 

bank loans as it is a purchase of a financial assets rather than a loan and involves three 

parties (i.e., a firm, a buyer/customer, and a factor) (EURO-Phoenix, 2011). As a result, 

SMEs may find factoring attractive because it relies less on collateral and the 

underwriting is based on the risk of the receivables (e.g., the buyer) (Klapper, 2006).  

Factoring may be particularly well suited for those SMEs holding account receivables 

from large or foreign firms whose credit risk is far lower than the sellers themselves 

(Sridhar, 2008). However, factoring is an expensive form of financing in comparison to 

bank loans and so it may not be the ideal choice when other sources of financing are 

viable.  The rate of return should be considered in advance and factoring may be adopted 

only when the expected return of capital is higher than the cost.  Factoring often requires 

the endorsement of or notification to the buyers in advance; this may signal financial 

weakness.
6
 

Leasing 

 Leasing is a convenient option provided by some banks, non-banking finance 

companies (NBFCs) and other financial corporations to assist SMEs in obtaining business 

                                                 
6 Invoice discounting is a similar asset-based instrument as factoring in that the invoice discounter advances 

an agreed percentage of the invoice value (receivables).  The main difference is that invoice discounting 

allows SMEs to continue to administer their sales ledger rather than transfer this responsibility to the factor, 

and the service is usually undisclosed to customers (ABFA, 2011). 
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equipment for a smaller cash outlay than an outright purchase.  The SME can finance up 

to 100 per cent of the equipment value without collateral, repayments can be adjusted 

according to its cash flow, and documentation and approval time is relatively short and 

simple.  There are two basic types of leases: capital and operating.  A capital lease treats 

the leased equipment as an asset owned by the lessee (an SME), whereas an operating 

lease does not.  Both types of leases can be useful for increasing the cash flow of the 

lessee, but only the capital lease confers ownership of the asset to the lessee at the end of 

the lease period.  A leasing arrangement typically involves the following (CIMC, 2011): 

 The lessee (borrower) selects an asset (e.g., equipment, vehicle, or 

software) that the lessor (the finance company) owns or will buy to rent to the 

lessee; 

 The finance company is the legal owner of the asset during duration of the 

lease; 

 The lessee has the control of that asset to use during the lease period; 

 The lessee pays monthly rentals or installments for the use of that asset; 

 The lessor recovers a large part or all of the cost of the asset plus earns 

interest from the rentals paid by the lessee; and 

 At the end of lease period, the lessee has the option to acquire ownership 

of the asset (e.g., transfer of title after paying the last rental or bargain option 

purchase price). 

 

Short-term loans   

 Short-term loans are the most common form of bank loans for start-ups and small 

businesses as commercial lenders are generally less willing to take large risks with new 

companies.  They have a maturity of one year or less and usually are borrowed for a set 

time with a fixed interest rate (Business Owner’s Toolkit, 2012a).  In general, the sources 

of short-term financing for SMEs include a line of credit, promissory notes, other short 

term banking instruments (credit cards and overdrafts), and loans from other financial 

companies.  A line of credit sets a maximum amount of funds available from the bank to 

be used when needed for working capital or other cash needs, which allows the business 

to borrow funds quickly up to a certain limit with floating interest rates which they pay 

only on the outstanding balance. A promissory note is a negotiable instrument payable to 

the bearer in demand.  It details the terms of a promise by one party (the borrower, 

sometimes also called the maker, obligor, payer, or promissor) to pay a sum of money to 

the other (the lender, or sometimes payee, obligee, promissee) (Self-Counsel Press, 
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2009).  Credits through credit cards, which are often used by SME owners, are a 

convenient means of making payments and tracking expenses but have higher interest 

rates than other forms of short-term borrowing. Overdraft financing is provided when 

businesses make payments from their business current account exceeding the available 

cash balance (Touch Financial, 2000), which may require some collateral. Short-term 

financing is easier to arrange, has lower costs, and is more flexible than long-term 

financing (see next section). However, short-term financing is more vulnerable to 

interest-rate swings, requires more frequent refinancing, and requires earlier payment.  As 

a rule, SMEs should use short-term financing to provide additional working capital, to 

finance short-lived assets for quick cash generation, or to serve as interim financing on 

long-term projects.  In addition, one source may be more suitable than the others because 

of differences in their interest rate and collateral requirements; SMEs may consider using 

one or more short-term sources in a given circumstance.  

Long-term loans   

 Long-term commercial loans usually refer to those repaid beyond one year to 

three years (Business Owner’s Toolkit, 2012b).  This type of loan enables businesses to 

invest and expand their business with less risk of financial uncertainty and increases 

working capital while reducing the amount of installments.  Longer-term commercial 

loans are used for a variety of purposes such as purchases of major equipment and plant 

facilities, business expansion, or acquisition costs.  Lenders require significant collateral 

because the risk increases with the term length.  It is more difficult for SMEs to obtain 

long-term loans due to the lack of adequate assets to use as collateral and the insufficient 

supply of such long-term loans, particularly in developing countries (IFC, 2009).  The 

obvious consequence of long-term loan shortage is that SMEs are unable to plan on a 

long-term basis, thereby constraining growth plans and long-term investment decisions 

(Obamuyi, 2007).  One solution involves government intervention, through mechanisms 

like credit guarantees (see next section) or direct long-term loans. Another example is 

two-step loans, which are often designed to support development in specific sectors in 

developing countries.  It takes its name from the process whereby funds are first provided 

by the public sector to a local financial institution and are then disbursed to multiple end 
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beneficiaries (APIC, 2011).  In general, the maturity of this type of loan is quite long and 

the interest rate is lower than the market rate (Okuda, 1993).   

Credit guarantee 

 In order to reduce lending risks and encourage banks to lend liberally to SMEs, 

various governments, in cooperation with international financial institutions, have 

established loan credit guarantee schemes (CGS) as one of the most effective ways of 

providing assistance to the SME sector.  These CGS serve as long-term mechanisms for 

SME support by virtue of cushioning banks from the risks incurred by lending to SMEs.  

These schemes help entrepreneurs to secure credit with collaterals though from banks or 

with less collaterals (only a few countries such as India has introduced guarantee scheme 

covering SME loans without collateral). Another key objective of the schemes is to 

provide an opportunity for banks to learn more about SMEs – their problems and 

operations – and to help improve handling of their SME loan portfolios.  Through this 

relationship, financial institutions can gradually learn how to lend independently to 

SMEs.  

 Apart from the benefits already mentioned, one of the major arguments in favor of 

these guarantee schemes is that these funds can reach important levels of leverage (five 

times or more in developed countries) (Levitsky, 1997).  However, often in practice, the 

credit guarantee is a soft loan
7
and most schemes had guarantees of between 60 and 80 per 

cent of the loan amount (ibid). To ensure the success of a credit guarantee scheme, a 

strong cooperative relationship between guarantors and lenders is usually required (ibid). 

Micro finance 

 Microfinance, as described by the Consultative Group to Assist the Poor, 

comprises of a wide range of financial services geared towards the poor (CGAP, 2011) as 

well as micro and small businesses and start-ups enterprises.  Microfinance is provided 

by various types of organizations including not-for-profit organizations, self-help groups, 

state-owned banks, and commercial institutions. Microloans, savings, and micro 

insurance are examples of products, which aim to provide access to formal finance and 

financial inclusion of SMEs. By applying innovative solutions, such as a shared liability 

                                                 
7 Soft loans are provided by the public sector at lower than market interest rates. 
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model and collateral-free lending, numerous MFIs are able to reach loan repayment rates 

close to 99 per cent (MIX, 2010).   

 As of 2010, the Microfinance Information Exchange reported 15.8 million active 

borrowers and 5.8 million depositors in select developing countries in East Asia, South-

East Asia, and the Pacific
8
 with an average loan balance of 306.5 USD per borrower 

(MIX, 2010).  In contrast, the average loan balance in South Asia
9
 is only 144 USD per 

borrower but there are 53.7 million borrowers and 26 million depositors.  Overall, the 

microfinance sector in Asia and the Pacific showed impressive growth rates over the last 

years and an increase of borrowers by more than 100 per cent from 2005 to 2010 is a 

testament to this trend (ibid). More recently, the debate whether it is ethically justifiable 

to profit from the poor (Grameen Foundation, 2010) and the serious problem of market 

saturation and over-indebtedness have led to a more stringent scrutiny of microfinance 

(Kappel et al., 2010).   

 Among the notable large-scale microfinance projects in the region, the 

Microfinance Initiative for Asia (MIFA) stands out. Under MIFA, the KfW Development 

Bank of Germany and the International Finance Corporation (IFC) agreed in 2007 to 

invest one billion USD over the course of three to five years.  Using debt and equity 

investments, structured finance, and consulting services to Asian microfinance 

institutions (MFI), MIFA is targeting two main objectives: the creation and enhancement 

of the institutional capacity for sustainable microfinance delivery and the strengthening 

the linkages between domestic and international capital markets. 

Equity finance 

 Equity finance, raising funds for enterprise activities by selling stock to individual 

or institutional investors who receive ownership interests in the enterprise, is also gaining 

acceptance by the SME sector with the development and opening up of the capital 

markets in many Asia-Pacific countries. Equity finance consists of seed capital, angel 

finance, venture capital, and initial public offerings (IPOs). Besides being a benefit on its 

own, raising public equity can also have significant benefits in providing better access to 

the debt markets. Research suggests that listed SMEs generally enjoy better access to 

                                                 
8 Those countries include Cambodia, China, Lao People’s Democratic Republic, Malaysia, Papua New 

Guinea, Philippines, Samoa, Thailand, Timor Leste, Tonga, and Viet Nam. 
9 South Asia comprises of Afghanistan, Bangladesh, Bhutan, India, Nepal, Pakistan, and Sri Lanka. 
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long-term debt and are more likely to be able to borrow without collateral (Chittenden et 

al., 1996). 

Seed capital 

 For entrepreneurs, seed capital, the financing of direct equity capital for start-ups, 

is needed to establish their business, and it can come from various forms of equity and 

debt such as equity loans and soft loans.
10

  The main underlying characteristic of this 

initial financing is that the capital provider does not seek high rates of return and may be 

satisfied with modest returns on investment.  This is usually the case with public agencies 

with the mandate to provide seed capital for business start-ups (UNCTAD, 2001a).  There 

are dangers for moral hazard if policymakers extend soft loans as well as exposed risks 

taken by public agencies.  As such the providers of seed capital have evolved into 

partnerships between governmental agencies and banks: with the former acting as a 

mediator, and the latter, with expectation of repayment, as sources of lending capital.  

Banks usually allocate amount of seed capital through funds designated for SME 

development; however, these funds usually do not provide enough variety of financing 

packages, nor the full capital, needed by the SMEs (ibid).  The public sector’s assistance 

is often needed to fill this gap. For example, the State Bank of India (SBI) provides 

interest-free seed capital of up to Rs. one million to entrepreneurs under a scheme 

targeted to encourage SME development in India.  The scheme offers the matching seed 

capital for entrepreneurs to secure traditional banking loans for their business, and has a 

five-year moratorium on repayment of that initial seed capital (Tiwari, 2010). 

Angel finance 

 Angel investors are described as high-net-worth individuals with extensive 

entrepreneurial experience, who provide seed capital for early-stage ventures in return for 

convertible debt or an equity stake (Freear et al., 1994; Avantage Ventures, 2011).  Angel 

investors differ from venture capitalists in both payoff times and personal risk.   The 

latter seek bigger investments at a later stage of SME development and do not necessarily 

invest their own money (Thunderbird Angel Network 2010). Among other things, the 

field of angel finance is frequently characterized as being financially very risky, in which 

                                                 
10 However, seed capital typically comes from entrepreneurs’ savings and/or informal loans from their 

associates. 
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only 10-20 per cent of the investments bring a return.  Prospective recipients of angel 

investment note that the angel investor seeks entrepreneurial leadership and growth 

potential; a solid business plan is essential (SPRING Singapore, 2011b).  

 Over the last decade, numerous local and regional business angel networks were 

founded in Asia and the Pacific to professionalize angel investing.  The Business Angel 

Network South East Asia (BANSEA) is among the more established and prominent 

networks of angel investors in the region.  Based in Singapore, BANSEA was founded in 

2001 and has about 50 members.  With their vision to “to foster a vibrant start-up 

ecosystem in which angel investors fund entrepreneurs who eventually become angels 

themselves,” the members have invested about S$ 18 million in almost 80 start-up 

enterprises (BANSEA, 2012).  The early stage companies which manage to pitch 

successfully to investors receive funds in the range from S$ 100,000 to S$ 1 million 

(ibid).  Beyond the financial incentive, SMEs should not overlook the great benefit of 

having the angel investor as a mentor by their side as well as the access to their investor’s 

network.  While not every SME will meet the investment criteria of business angel 

networks or individual angel investors, such as scalable business model and high growth 

potential, angel finance represents an increasingly important source of finance for a 

selected number of Asia-Pacific SMEs. 

Venture capital  

 Venture capital is a form of investment finance designed to provide equity or 

quasi-equity funding to private SMEs, where the primary return to investors is from 

capital gains rather than dividend income.  These investors are actively involved in the 

operations and management of the SMEs, to ensure the success of their venture 

investments with their experience with previous start-ups and general business expertise – 

as such, venture capital is a long-term risk finance operation (Ross et al., 2008; 

UNCTAD, 2001a). Some countries like India have set up sector-specific venture funds 

for the ICT industry and biotechnology sector (SIDBI, 2011). The amount of venture 

capital utilized in China has skyrocketed over the past five years (Zero2IPO, 2010).  

Investors are attracted to venture capital investments due to the potentially large gains 

from future sales of shares of the company, and are willing to accept the higher risks 

involved, compared with traditional banks (UNCTAD, 2001b). They do not require 
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collateral from the company.  Operating costs are lower, and returns are comparatively 

higher.  But on the whole, it is a high-risk instrument to assist SME ventures. . It is not 

uncommon that in a portfolio of 20 companies only one will return anything to the 

venture capitalist
11

 – the hope is that the one is a big payoff.  A venture capital fund 

would typically invest in an SME within a high-growth sector that seeks to expand its 

operations.  Alternatively, venture capital can also partake in buyouts of more established 

companies. Compared with seed capital, venture capital refers to the later rounds of 

finance needed to achieve company stability and ensure their strong growth potential 

(UNCTAD, 2001a).  The time involvement of a venture capitalist is usually between two 

and four years, after which the venture capitalist will typically either sell the shares of the 

company on a stock exchange (e.g., an IPO), or sell the whole stake in the company to a 

more established competitor. 

 The advantages for venture capitalists, with respect to SMEs, are as follows 

(UNCTAD, 2001a): 

 Venture capitalists are willing to accept higher risks than 

traditional banks in exchange for potentially large gains from the future 

sale of shares of the company; 

 Venture capitalists do not require collateral from borrowers; 

 Operating costs are lower due to the absence of high interest rate 

payments; 

 Venture capital is a long-term or at least medium-term capital 

commitment in contrast to short-term loans from banks; and 

 The managerial know-how provided by venture capitalists can in 

some cases be more valuable to the start-ups or SMEs than the actual 

financing. 

 

However, there are also some disadvantages: 

 

 Because of the high-risk nature of venture capital, the timeframe 

for returns, and the lack of adequate skills and corporate information, 

finding initial investors may be difficult, particularly in Asia-Pacific 

developing countries; and 

 The need for highly liquid capital markets is not as pressing, 

compared to open-ended funds or mutual funds, since venture capital 

funds have a long-term involvement in their target companies.  

Nevertheless, an exit mechanism is necessary for venture capitalists to 

                                                 
11 In the authors’ interviews with venture capitalists, the typical outcomes they described for a 20-firm 

portfolio is that five will lose money, fourteen will either break even or produce modest profits, and only 

one will be “successful,” i.e., yield the type of return they seek. 
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benefit from capital gains.  This is difficult in almost all developing 

countries in Asia and the Pacific, except those with fairly developed 

capital markets.  Other mechanisms such as guaranteed buy-backs are not 

realistic for SMEs. 

 

METHODS 

Given the dizzying array of financial instruments and firm heterogeneity, how 

should policymakers address the financing needs of SMEs in the Asia-Pacific region? To 

answer this question, we considered various countries’ policy frameworks, institutional 

arrangements, public-private sector cooperation mechanisms, and technical support on 

the financing of SMEs.  We performed an analytical review of existing policy measures, 

acts, documents, studies, and other secondary materials on SME financing mainly in Asia 

and the Pacific although relevant materials were also taken from other regions 

particularly for commonly accepted theoretical backgrounds (Glaser and Strauss, 1967).  

 The United Nations secretariat and the Government of Japan established and 

funded a research team. Following the first draft of the paper, two regional expert group 

meetings were held separately (2.5 days in total) to review the manuscript and obtain 

additional data (ibid).  The attendees included SME development agencies, commercial 

banks, SME/EXIM banks, credit guarantee agencies, international development agencies, 

international financial institutions, business associations, industry experts, and academics 

from the region (32 people in total); their feedback, also through follow-up 

communications, was incorporated to the extent possible.  We documented specific 

policy implications and guidelines based on various countries’ strategies, their practices, 

and their applicability in the context of financing of SMEs in Asia and the Pacific apart 

from the experience and expertise of the contributors, researchers, and authors of this 

paper. 

 Our research methodology follows the evidence-based/translational research 

model, which was initiated in the field of medicine.  The high potential gains in the form 

of better diagnoses, treatment options, and outcomes for patients, spurred the 

development of the concept of evidence-based medicine (EBM) in the early 1990s.  In 

defining EBM, Pfeffer and Sutton (2006, 63) reference Dr. David Sackett, one of the 

pioneers in the development of EBM, who defines it as: 

 ...the conscientious, explicit and judicious use of current best evidence in  



19 
 

 making decisions about the care of the individual patient.  It means  

 integrating individual clinical expertise with the best available external  

 clinical evidence from systematic research 

Central to the practice of EBM is the development of a research skill set related to 

finding and evaluating relevant research.  These skills include the ability to search the 

literature, identify research, and then screen and evaluate that research to find the “best” 

evidence for the problem at hand
12

.   

 Following the introduction of EBM, it quickly became clear that the existence of 

evidence does not automatically lead to that evidence being used in an expeditious 

manner to improve health.  Facing the need to develop and move research findings 

efficiently and effectively to the patient, the National Institutes of Health (NIH) 

developed the concept of translational research.  According to Woolf (2008, 211): 

 …translational research refers to translating research into practice; i.e.,  

 ensuring that new treatments and research knowledge actually reach  

 the patients or populations for whom they are intended and are  

 implemented correctly. 

This definition captures the essence of translational research as a mechanism to ensure 

that best evidence efficiently finds its way to the patients who can benefit from it.  In our 

case, we are transferring the most effective practices we can find from a myriad of 

sources to the constituencies who may profit from them.  Policymakers are our focus, but 

small business owners and academics researching entrepreneurship and economic 

development may also benefit.  

RESULTS AND IMPLICATIONS 

Sources of funds 

 While commercial banking plays a key role in formal SME financing, informal 

financing such as own funds and loans from relatives and associates, as well as internal 

financing, such as retained earnings and trade credit, dominate the financial sources of 

SMEs.  For example, in ASEAN countries 75 to 90 per cent of SMEs rely on informal 

financing and internal financing (RAM Consultancy Services, 2005).  In China 

entrepreneurs’ personal savings provide 50-80 per cent of start-up capital, while 

approximately 20 per cent and 15 per cent of capital come from bank loans and 

borrowings form friends, relatives, and individuals, respectively (Hussain et al., 2006). 

                                                 
12 This paragraph and the following are from Wofford and Troilo (2012) 
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 This section provides some quantitative evidence of major financial sources for 

SME development.  For this purpose, two countries from Asia and the Pacific (i.e., Japan 

and Malaysia) are taken as examples. 

 The sources of start-up financing in Japan, including the amounts involved, are 

presented in Figure 4.  Informal financing (e.g., own funds; loans from relatives and 

friends) is the major financial sources to support the capital needs of entrepreneurs 

although their amounts are relatively small.  Public support also provides the substantial 

amounts of funds to start-up businesses in Japan, reflecting its well developed public 

assistance to entrepreneurs.  While commercial loans with the banking sector play a 

smaller role, they provide relatively large amounts of funds to start-ups.  It is noteworthy 

that venture capitals offer by far the largest amounts of funds among financial sources 

although their coverage is still limited. 

Figure 4:  Sources of start-up funds in Japan, percentage and amount 

 

Source:  JSBRI (2011). 

Table 3 illustrates financing sources for Malaysia SMEs in different life cycle.  

Almost 68 per cent of SMEs in the sample make use of self-financing during their start-

up period but this figure falls down quickly with the growth of the firms.  Venture capital 

shares a similar trend to self-financing even though the percentage is much lower.  In 

comparison, long-term loans become more and more accessible to established and 



21 
 

matured SMEs, and bank loans are the most important source for them.  Other financial 

sources such as government schemes and non-bank institutional financing are equally 

distributed to SMEs in each stage of development with a number around 10 per cent. 

Table 3:  Financial sources for Malaysia SMEs, 2004, percentage 

 

Phase of life cycle / 

financing sources 

Start-up Established Matured 

Self financing 68.0 21.0 25.0 

Government 

schemes 

7.8 13.0 9.0 

Venture capitals 10.8 8.5 4.5 

Short-term loans 

from banks 

20.8 28.6 23.1 

Medium-term loans 

from banks 

10.4 32.6 21.8 

Long-term loans 

from banks 

7.4 23.7 37.2 

Non-bank financial 

institutions  

8.7 7.1 10.9 

Source:  Rozali et al. (2006) 

Note:  Short term loan is granted for less than one year; medium term loan is for one to 

three years; and long term loan is for more than three years. 

 

Financial institutions for SMEs and their challenges 

 In the Asia-Pacific region, depending on the economic status of the country, the 

financial sector contains various financial institutions.
13

  Some of the main institutional 

providers of SME financing consist of the following (Fliiby, 2009; World Bank, 2005): 

a) Development financial institutions (DFIs) for long-term loans; 

b) Commercial banks extending both long–term loans and short-term finance for 

daily operations; 

c) Specialized financial institutions (usually licensed for limited operations, 

activities, or services to differentiate them from full-service commercial banks) 

such as export and import banks that provide trade finance and export credit, as 

well as rural banks, microfinance banks, and non-bank finance companies; 

d) Government programmes or agencies for rural finance, microfinance, or SME 

finance; 

e) Membership-based cooperative financial institutions; and 

                                                 
13

 For those financial institutions and their characteristics, see RBA (2010) at http://www.rba.gov.au/fin-

stability/fin-inst/index.html#funds. 
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f) Postal savings banks or institutions; and 

g) Public and private credit guarantee institutions. 

  

 Some of the Asia-Pacific countries have opted to set up apex banks for SMEs, 

generally known as SME banks, exclusively to cater to the needs of the SME sector.  

Non-banking/non-profit financial institutions and microfinance institutions have also 

cropped up to serve select sectors and categories of small borrowers.  International 

financial institutions, such as the World Bank and Asian Development Bank, also devote 

resources to specialized financial institutions for lending to SMEs.  Some DFIs have also 

become more active in providing short-term loans and micro-lending in recent years.    

  While financial institutions supporting the development of SMEs in the Asia-

Pacific region have become increasingly active in the past few years, the banking sector 

remains the most important source of external financing for SMEs (Park, et al., 2008).  

Banks offer diversified loans with different terms and various supplementary financing 

instruments such as export credit and discounting.  Commercial banks in some countries 

also provide special loans targeted at priority sectors and key segments of the population 

as identified by the government, including SMEs. 

 SME development funds through commercial banks are not typically successful.  

bank loans to SMEs as a percent of total lending have fallen over the past decade (Hall, 

2009).  Table 4 contains data based on a global survey of 91 banks in 45 countries, 

conducted in 2008.  It indicates that SMEs are strongly discriminated against by banks 

during loan issuance (also see Figure 4).  The survey result supports a commonly shared 

idea that the smaller the size the higher the risk.  It partially rationalizes banks’ 

discriminatory behaviors toward SMEs.   

 Table 4: Different bank loan features of enterprises by size, 2008 

 

Share of total loans 

(per cent) 

Loan fees  

(per cent of size of loan) 

Share of non-performing 

loans (per cent of total 

loans) 

 

Mean for 

developed 

countries 

Mean for 

developing 

countries 

Mean for 

developed 

countries 

Mean for 

developing 

countries 

Mean for 

developed 

countries 

Mean for 

developing 

countries 

Small  

enterprise 12.0 2.5 0.4 1.2 11.0 7.0 

Medium 

enterprise 10.1 13.7 0.4 1.0 8.4 5.5 

Large 

enterprise 27.9 32.8 0.2 0.8 2.5 4.1 
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Source:  Developed from Beck et al. (2008). 

 

 From the banks’ perspective, the scarcity of loanable funds, especially in 

developing countries, means there is less incentive to seek out the profitable SMEs when 

larger and more qualified clients are available.  Formal financial institutions often face 

higher transaction costs when dealing with the rather fragmented SME sector because the 

credit monitoring process requires an extensive branch network with more staff.  The 

poor accounting system of many SMEs and insufficient collateral due to limited fixed 

investment also create obstacles to meeting the terms and conditions for borrowing from 

banks (ESCAP, 1998).  Lack of risk management skills related to SME lending has 

contributed to significant non-performing loan problems in the past, which demonstrated 

an inconsistency between commercial banks and SMEs, and discouraged banks from 

further lending to SMEs.   

 In addition to the general case shown in the last two columns of Table 4, the Asia-

Pacific region has also seen the rising percentage of non-performing SME loans in the 

last few years.  In China, the China Banking Regulatory Commission reported that non-

performing loans (NPLs) to SMEs hit 22.1 per cent in China by the end of July in 2008, 

about two times of the average 14.7 per cent of China (XEN, 2008).  The State Bank of 

India, the country’s largest lender, also reported that NPLs were rising, particularly in the 

SME sector (Choudhury and Rodrigues, 2010).  The State Bank of Pakistan reported that 

NPLs in the SME sector increased by Rs 5.1 billion to Rs 96 billion by the end of 2010 

(Daily Times, 2011).   

   The need for financial institutions to provide more suitable products and services 

for SMEs, develop comprehensive risk management skills, and improve information 

transparency has been recognized.  A number of financial institutions have moved to 

offer non-financial assistance to SMEs for their capacity-building to enhance their 

profitability.  For example, the SME Bank of Pakistan offers a range of business 

development services in the areas of marketing, accounting, product design, and business 

planning (SME Bank Pakistan, undated).  The SME Bank in Malaysia (also known as the 

Bank Perusahaan Kecil & Sederhana Malaysia Berhad) specifically targets SMEs and 

provides comprehensive advisory services to complement products offered by 
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commercial banks.  Some examples of these services are in-depth entrepreneurship 

training programmes for graduates, vendors, mentors, and women (Bank Perusahaan 

Kecil & Sederhana Malaysia Berhad, 2012).  Indonesia Eximbank, an export financing 

institution in Indonesia, also developed technical assistance that includes quality 

improvement of products, product processing, packaging, and marketing.  They assist 

stakeholders with capacity building in the form of training and guidance in connection 

with export and trade financing activities.  Korean Development Bank, a state-owned DFI 

in the Republic of Korea, facilitates the management normalization of troubled 

corporations through corporate restructuring and consulting services that covers public, 

development, and overseas projects (KDB Bank, 2010).  

  Besides formal financial institutions, informal financing networks also appear to 

play a significant role in SME financing. A study conducted in Viet Nam reveals that as 

much as 35 per cent of financing for SMEs may be coming from informal networks 

(Rand, 2007). Moreover, research suggests that informal lenders tend to emphasize 

different factors when approving a loan compared to formal institutions. The former is 

more likely to focus on the current performance of the applicant, particularly its accounts 

receivable, while the latter is more likely to look into the credit history and past 

performance (Tanaka and Molnar, 2008).   

SMEs’ view of major constraints 

Despite various financial schemes and informative mechanisms, access to ‘timely 

and adequate’ credit and establishing a good relationship with bankers are two major 

nagging problems for SMEs.  According to a 2009 Asian Development Bank survey of 

SMEs in 13 countries, obtaining capital is the top constraint for firm formation and 

growth (ADB, 2009).  There are several reasons why this may be so. 

 Recent market developments and trends show that in the name of single window 

assistance, many banks including DFIs have entered the arena of term lending, including 

short-term loans to SMEs.  Despite this progress, there is a wide time lag between the 

approval of SME loans and the disbursement of funds.  Since a portion of these loans pay 

operating expenses, SMEs barely survive while they wait.  This scenario again 

underscores the importance of cash flow. 
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 Although most of the governments in the Asia-Pacific region have formulated 

well-structured policies and placed well-developed institutional financing agencies on the 

ground to meet the needs of SMEs, there is a disconnect in the actual implementation of 

these policies.  Referring to the above situation, bank management may not appreciate the 

dire need SMEs have for cash.  Banks may be willing to help but their SME clients get 

lost in the shuffle as bank management caters to larger, wealthier customers.  

Unfortunately, the SME-banker relationship may then become adversarial, further 

defeating the best intentions of policymakers.  Part of the intransigence often lies with the 

owner of the SME, who may not be able to communicate effectively with the banker or 

present their needs in a way that would give incentives for the bank to cooperate. 

 Entrepreneurs also face various constraints to source financing: 

 

(i)  Specific problems relating to short term loans: 

 

- Delays in sanction and inadequate limit sanction; 

- Inordinate gap between commissioning of the project and availability of 

working capital; 

- Complex and lengthy documentation; 

- Improper mix of fund-based and non-fund based facilities; 

- High cost of credit; and 

- Insistence on high margin and collaterals. 

 

(ii) Specific problems relating to long-term loans: 

 

- Delay in appraisal of projects and sanction; 

- Rigid and complex procedures/documentation; 

- High cost of credit; 

- Delays in disbursements; 

- Unwillingness to exercise delegation of powers by functionaries; 

- Insistence on higher margin money; 

- Insistence on more than 100 per cent collaterals; and 

- Non-availability of working capital sanction letter from commercial banks. 

 As shown in Figure 5, the growth abilities of small firms tend to be more 

vulnerable to financing constraints than those of large firms.  When facing the same 

financing problems, the reduction of growth is more severe if the size of enterprise is 

small.  In general, financing obstacles result in an average decline of 10 per cent in 

growth for small firms compared with six per cent for their larger counterparts.  The 

figure also indicates that for bank requirements and conditions for financing, along with 
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access to different financing modes, small firms still report a larger decrease in growth 

than larger firms in each situation. 

Figure 5: Effect of Financing Constraints on Growth 

 

Note:  This graph shows the effect of different financing obstacles on firm growth for 

small and large firms, measured at the average constraint for the two size groups. 

Source:  ADB (2009). 

Major issues for policy interventions 

 While there exist a number of schemes to address SME financing gaps, they are 

contingent upon: i) an attitudinal environment that welcomes innovation and 

entrepreneurship, ii) formal legal institutions that protect property rights, and iii) 

institutional financing procedures that are consumer-friendly.  Policymakers therefore 

need to ensure that the existing overall business climate is conducive for people to engage 

in entrepreneurial activities with adequate and timely financial assistance.  To achieve 

this, we offer the following topics for consideration in light of best practices: 

Maximizing working capital 

 In a number of developing countries in Asia and the Pacific, the sophistication of 

their financial sector still remains low and capital and equity markets have yet to be 

developed adequately; thus, formal, institutional financing is difficult for SMEs to access.  

For those countries (e.g., least developed countries), one of the most effective policy 

options in the short run would be to maximize working capital of SMEs through the 

effective utilization of both informal financing and internal financing.   

 Informal financial instruments include entrepreneurs’ own savings and assets and 

borrowing from their parents, relatives, and friends, are particularly important for new 
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and small businesses at their seed and start-up phases.  Trade credit or buyer’s credit, 

another informal financial instrument, has been a major financial source of SMEs in 

developed countries and could be prominently used by SMEs in the Asia-Pacific 

developing countries to increase their cash flows.   

 Internal financing refers to the generation of funds through an enterprise’s 

retained earnings, which requires a profitable business model.  Such internal fund raising 

could be achieved by various measures, such as increasing sales, reducing operational 

costs, minimizing inventory and physical assets, forecasting cash flows properly, and 

reducing external debt financing.   

 Neither informal financing nor internal financing requires external 

creditors/investors’ involvements to raise funds for SMEs and so the existence of well 

developed capital and equity markets is not necessary.  Such financial instruments could 

provide large flexibility to SMEs’ working capital management mainly by reducing the 

needs of external financing (e.g., bank loans).  Policymakers can encourage SMEs to use 

those financial instruments in order to maximize their working capital by: 1) cultivating 

entrepreneurship culture; 2) developing a pro-business regulatory framework and tax 

system; 3) protecting property rights; and 4) improving managerial skills of entrepreneurs 

and SME owners.  Within this context, policymakers may wish to collaborate to provide 

services and training through an existing web of business associations/networks, such as 

local chambers of commerce and industry. 

Narrowing the gap in SME financing 

  Some agencies have pointed out that in developing countries there has been a 

growing financial gap between commercial debt financing and microfinance (IFC, 2010; 

JFC, 2011).  They argue that micro and small enterprises, including start-ups, have been 

in a disadvantaged position to access institutional debt financing.  While the traditional 

term loans have focused on financing large firms or SMEs with relatively healthy 

performance and sufficient financial records, microfinance targets the poor, low-income 

groups, and informal sector with small size of loans as well as high interest rates.  

Between those target groups by commercial banks and micro finance institutions, small 

(and micro) enterprises are growing.  They have difficulty in raising funds from 

commercial banks because they have inadequate collateral and financial record while 
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they are not satisfied with microfinance loans due to its small size and high interest rate.  

Figure 6 illustrates the financial gap in SME financing. 

Figure 6: Financial gap in SME financing 

 

Source:  Modified from JFC (2011). 

 To narrow the gap, policymakers may consider some options.  First, microfinance as 

it has been growing rapidly in the region may expand its operations to target small 

businesses, providing a large loan with a discounted interest rate.  Second, commercial 

banks may wish to extend their financial services to those small players perhaps in 

cooperation with public credit guarantee agencies, where public support is required.  

Third, governments could launch and further develop various financial assistances to 

them. 

Develop and balance both debt and equity markets  

 Although the roles of debt and equity markets are clear theoretically, in practice 

these two financial systems differ widely across countries in Asia and the Pacific.  In 

general, countries with bank-centred debt financing systems tend to be less conducive to 

entrepreneurial activity than stock market-centred systems.  However, a bank-centred 

system may be a preferable option for countries with poor information infrastructures.  

On the other hand, stock markets take more time to develop but tend to encourage more 

entrepreneurial, high-growth ventures (based upon the experience of developed 

countries).  The majority of the innovations by SMEs have been successfully 

commercialized through stock markets, especially in the United Kingdom and the United 

States of America.  In contrast, other developed countries rely more heavily on their 

banks – with Germany and Japan as prime examples (Benston, 1994).  Within Asia-

Pacific, some of the major stock markets in China; Hong Kong, China; Singapore; 
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Taiwan Province of China; Indonesia; India; Republic of Korea; and Sri Lanka are well- 

established, while other developing economies are working hard to strengthen their stock 

markets.  Policymakers in most Asia-Pacific countries should focus on SME access to 

debt primarily through their banking sector, but with an eye towards establishing the 

regulations essential to a functional stock market, e.g., financial reporting requirements 

and statutes protecting minority shareholders. 

Reduce information asymmetry 

 Inadequate or insufficient information is one of the main obstacles hampering 

finance to SMEs.  With information asymmetry, banks cannot be sure of the 

creditworthiness of SMEs, and potential equity investors may forego the equity offerings 

of SMEs unless otherwise policymakers do implement expensive safeguards.  It is costly 

and inefficient for individual lenders or investors to collect the information.  SMEs, 

however, usually lack the financial and administrative skills to provide this information, 

or may even lack the basic knowledge about what kind of information should be 

prepared.  

 Policy intervention can be essential to address this issue.  The possibility for 

SMEs to obtain financial support from institutional lenders and equity investors should be 

increased to provide enough incentives for SMEs to produce credible accounts and 

operate transparently (OECD, 2006).  Policymakers not only need to educate SMEs about 

related regulations, standards, and practices but they must also strive to streamline them.  

There is a careful balancing act policymakers must consider between the needs of 

creditors/investors to feel secure and informed, and the ability of SMEs to meet these 

needs.   

 Governmental organizations and SME agencies also need to initiate or pursue a 

dialogue with financial industries at the national level about methods for achieving better 

understanding, e.g., possible codes of conduct or specific information tools.  Regulating 

policies are needed to promote transparent lending terms and conditions of financial 

institutions.  Training and information programmes based on different information 

requirements of various financial institutions and investors can also be implemented to 

assist SMEs in dealing with financing issues.   
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 The credit history of SMEs is also an important piece of financial information.  

The credit rating scheme discussed earlier can provide effective indicators for the credit 

history of SMEs.  An information-sharing mechanism among institutional lenders and 

investors such as databases containing SME credit information and borrowing history 

could be adopted by policymakers to increase information sharing and transparency.  

Such measures may automatically reduce the default risk of SMEs because they need to 

maintain good credit records to further access financial resources.  

Facilitate equity funding  

 Many governments have programmes for the direct injection of equity (or 

seed/start-up capital) into SME ventures; however, the operational results of such 

programmes are not encouraging.  Direct government programmes generally lack both 

the appropriate incentive structures and the expertise to administer the programme in a 

professional manner (OECD, 2009).  A better alternative is for policymakers to work 

alongside private sources of equity, like the Business Angel Network South East Asia 

(BANSEA),
14

 to meet SME needs, while building the institutional capacity of equity 

markets with pro-business securities regulation.  Transparency and shareholder protection 

allow higher-end types of financing, such as venture capital, to flourish while being 

comprehensible enough to invite SME participation, albeit often with professional legal 

counsel. 

 Within this context, the public sector is expected to serve as a conduit to build 

trust between SMEs and private capitals.  For example, the Business Development Bank 

of Canada (BDC), a state owned specialized development bank, is focused on leveraging 

private sector funding by running various equity and non-equity programmes (ibid).  The 

most notable feature of BDC is its cooperation with the venture capital industry in 

Canada in addition to providing direct equity investment to SMEs.  Apt examples involve 

capital injection to private equity funds targeting certain objectives (e.g., high-tech, life 

science, and start-ups), supporting angel groups to professionalize their industry and 

helping venture capitals to develop global networks and connect with potential 

stakeholders (BDC, 2011).     

Combine financial services and business development services (BDS) 

                                                 
14 For the details of the BANSEA see the earlier section on angel finance in this paper. 
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 Banks tend to charge SMEs higher interest rates and demand collateral relative to 

the asset base as a risk management technique (Beck et al., 2008).  As mentioned, this is a 

response to the lack of transparency regarding the creditworthiness of SMEs.  Beyond 

credit rating schemes, policymakers should encourage SMEs to seek business 

development service (BDS) providers, including various business associations such as 

chambers of commerce and federations of industries, and to work with banks to resolve 

both financial and operational issues.  A suitable combination of financial and non-

financial services for SME is the most needed support.  In this direction, financial 

institutions should consider developing capacities to provide information on markets and 

training facilities; evaluate joint venture proposals; assist in the development of business 

expansion plans; guide financial and taxation matters; and advocate the cause of SMEs at 

appropriate forums.  Such an approach would obviate many difficulties in the SME 

sector.   

 Over time, BDS providers can also add value to bank lending and SME 

development due to their proximity to the clients and their direct knowledge of the 

enterprises’ financial status and past performance.  BDS providers are often better placed 

than financial institutions in identifying potential clients, ascertaining their 

creditworthiness, imparting professional financial and accounting techniques, and other 

services germane to lending and repayment of debt.  This complementary nature between 

BDS providers and financial services helps to minimize both the risk and transaction cost 

to creditors and investors, and makes access to credit and equity less costly and 

cumbersome for SMEs.     

Strengthening the bank-SME relationship 

 Despite the efforts of policymakers to enable SMEs to access bank loans, there is 

still much room for improvement.  As mentioned earlier, banks may not appreciate the 

SMEs’ dire need for quick capital, while SME owners may not understand bank policies 

for mitigating risk.  While policymakers may craft effective strategies, their efforts may 

be frustrated when applied in practice.  Intermediaries may lack either the incentives or 

the competence to build and sustain bank-SME relations.  

 Communication and education are important, both for SMEs and for banks, about 

expectations.  What is crucial is the consistency of these efforts.  There needs to be an 
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ongoing programme of communication and education that policymakers implement.  

Such a programme must be both convenient and relevant to both SMEs and banks in 

order to be credible.  For example, a research programme has been conducted in Sweden 

since 1999 to foster better relationships between the credit sector and SMEs through 

interactions and information exchange between the two groups: one consisting of banking 

representatives, SMEs, auditors, and tax authorities, and the other of academic 

representatives (EC, 2007).  Another example involves the SME Centre for Asia in the 

Philippines, which provides a training framework for financial institutions dealing with 

the SME sector with seminars, exhibits, and a venue for banks to build linkages with 

SME entrepreneurs (SME Centre for Asia, 2011).   

 We offer the following recommendations to design a capacity building training 

programme: 

1. Research, identify, and review existing training materials/modules; 

2. Adapt materials and prepare draft training packages/modules; 

3. Field test draft packages by running a few pilot programmes; 

4. Evaluate and refine programme contents based upon the field test; 

5. Run training-for-trainers programmes; 

6. Collaborate with select trainers from developing countries in their first 

programme; and 

7. Disseminate training packages/modules and obtain feedback on its utility 

for further refinements. 

 

Research indicates that loan officers play a critical role in the SME-bank 

relationship, who retain the so-called soft information (difficult to quantify and 

communicate such as the SME’s owner’s character) (Berger and Udell, 2002). If the loan 

officer is to leave, the relationship can be severely impacted. To deal with this agency 

issue, institutions lending to SMEs should be encouraged to have flatter organizational 

structures and be, preferably, of a smaller size (ibid). 

 We also summarize the key issues and suggestions for strengthening bank-SME 

relationships in the following table: 

Table 5: Issues and suggestions for strengthening bank-SME relationships 

Issue Bank 

 

SME 

Insufficiency of 

credit 
 Fear of non-payment should be 

addressed via proper assessment of risk 

and moral support from relevant 

 Careful planning for credit 

needs based on a concrete 

workable business plan. 



33 
 

 

Introduce a four-tier national financial system 

 Today’s global economy exhibits unparalleled dynamism and experiences rapid 

changes.  These changes affect SMEs more than larger firms owing to the fact that they 

have fewer resources to cope with the volatility.  In addition to the traditional forms of 

term loans and working capital, they require new forms and instruments to remain 

competitive.  In this environment, national economies must hasten to keep pace and 

realign their own financial system accordingly; otherwise the country will start lagging 

behind. 

government agencies. 

 Update credit databases to include 

SMEs. 

 Joint appraisal with commercial 

banks/DFIs and BDS providers. 

 Supporting documents for 

verification should be kept 

ready. 

 Be open to banks to discuss all 

financial problems. 

 Prepare thoroughly for 

presentation, interview, etc. 

Delays in credit 

sanctions 
 All data requirements for credit 

appraisal should be communicated to 

SMEs in one instalment. 

 The appraisal process should be 

explained in the initial interview.  

 The appraisal should continue even if a 

credit officer goes on leave but one 

person should ultimately be 

accountable for each SME application. 

 A single-window approach should be 

followed for appraisal. 

 The appraisal process should be a focus 

for continuous improvement, including 

the models used for risk measurement. 

 Produce all data requirements 

and documents in one 

instalment. 

 Keep financial records current 

and accurate. 

 Extend cooperation to the bank 

to comply with the head office 

guidelines. 

 

Collateral 

requirement is too 

high 

 Get second opinion on need for 

collateral, perhaps from a BDS 

provider.  Consider future cash flow as 

the primary security for SMEs.  

 Work with the bank and BDS 

providers to reduce risks. 

 Offer some collateral if feasible. 

Information 

requirements are 

too high or not 

available  

 Checklist of information on 

requirements to be prepared for SMEs 

with due care. 

 Use of computers for data storage and 

analysis. 

 Standardize the data requirements for 

loan applications across different 

institutions. 

 Keep financial and operating 

records current and accurate. 

 Use computers where feasible. 

 Appreciate data needs of the 

bank. 

Compliance with 

loan agreement, 

including audits   

 Arrange audits to minimize 

inconvenience to borrowers. 

 Explain timing and procedures for loan 

compliance. 

 Cooperate with the bank since 

post-sanction formalities are 

also for their benefit. 

 Regular submissions of 

statements and returns. 
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 Within this context, we propose a four-tier national financial system illustrated as 

follows: 

 First tier: an apex bank (or agency) for SMEs at the top that oversees policy 

prescriptions, credit guarantee schemes, new financing schemes and 

programmes, business development services and training, and the flow of 

credit (and equity) to the sector.  Above all, the apex bank should augment 

financial resources for all the concerned players and give them institutional 

support from time to time; 

 Second tier: national financial institutions, commercial banks, specialized 

DFIs, such as export-import banks, credit guarantee agencies, credit 

information providers (e.g., credit registries), venture capitalist 

associations/networks, and support institutions, such as national BDS 

provider associations/networks and national chambers of commerce and 

industry, should play the role of credit providers or facilitators to the 

organized sector of SMEs.  In addition, corporate bond markets (and stock 

markets as an extreme case) also fall in this category for open market 

borrowings (and share offering); 

 Third tier: subnational development financial institutions, regional banks, 

BDS providers, and local chambers of commerce and industry have a 

manageable specified region or a command area for serving the specific 

sector; 

 Fourth tier: at the base of the pyramid, micro-financing institutions (MFIs) 

cover the unorganized microenterprises and self-help groups through the 

provision of micro credit.  MFIs have been placed at the base of the system 

because it has to cover the biggest segment and largest number of enterprises 

and individual entrepreneurs in the field.  The MFI system is experienced and 

best suited to keep close contact with clients and to ensure full recovery of 

loans.  They are also equipped to give non-financial support to entrepreneurs. 

 

Figure 7: Four-tier financial system for SMEs 
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Source:  AAMO (2007). 

 The suggestions made above establish the significance and importance of 

restructuring the institutional network of the financial sector into a simplified framework 

for clear division of labour so that its reach and institutional coordination are further 

improved.  Besides having the apex bank for SMEs, the MFI’s role in this framework 

also assumes greater importance.  They should be given national recognition and legal 

status in the country’s financial system so that they are able to serve an increasing 

number of microenterprises.   

Other policy responses: what works and what doesn’t? 

 The policy reviews in this paper provide guidance on how policymakers 

can approach issues of access to finance for SMEs.  Some of the key 

observations are set out below: 

 

 Both public sector and financial institutions must understand the corporate 

life circle and associated cash requirements of SMEs; place emphasis on the 

policies that assist in financing SMEs during their cash drains; and take 

measures to ease funding constraints due to the time gap between receivables 

and payables by employing various financing instruments; 

 Governments should provide a knowledge-sharing and communication 

platform for different stakeholders (e.g., government, SME agency, financial 

institutions, and SMEs) to increase mutual understanding and to share 

experiences; 

 Governments need not operate its programmes for financial assistance to the 

SME sector directly but they should also work as facilitators.  In particular, 
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policymakers should avoid introducing direct lending and credits at 

subsidized rates.  Such programmes can go through the process of financial 

intermediation; 

 Commercial banks have been found to incur large losses on account of public 

subsidized interest rates and non-payment by the borrowers; 

 Loan waivers by governments eventually distort the credit culture; 

 Market failures should not be tackled with government finance.  

Governments should intervene and work with/through commercial forces to 

correct the distortions; 

 Policymakers must bestow adequate attention to the protection of creditors’ 

rights by introducing a suitable set of laws that protect lenders from non-

payment.  Without creditors’ rights, the market for credit can be expected to 

remain underdeveloped; 

 Governments should promote collateral and a third-party guarantee-free, or 

reduced, lending system, suitably backed by setting up credit guarantee 

schemes and/or cash flow based financing, to encourage lenders to assist 

SMEs; 

 Governments should concentrate policies on promoting availability of risk 

capital to innovative, high-growth SMEs, mainly at early stages of the 

financing of the firm; 

 Public sector funds could still be used to leverage private sector financing in 

order to reduce the financing gap; 

 Policymakers should recognize the need for proximity between the lenders 

and borrowers, particularly for small-scale loans.  Regional and local equity 

initiatives (e.g., subnational funds) are appropriate for such types of 

lending; 

 Governments should take emergency measures and facilitate extra credits to 

help SMEs through economic downturns; take measures to help SMEs build 

up long-term survival capacity and enhance long-term competitiveness; 

 Governments must carefully design all the intervention policies to avoid 

market distortion; 

 Policymakers should provide information and consultation services for SMEs 

to obtain funds (focusing on available sources of financing, understanding 

and meeting different criteria for different sources, and dealing with legal and 

contract issues); 

 Governments should provide training on accounting and financial management 

skills while raising SMEs’ awareness of the importance of cash flow 

management; enhance their ability to obtain funds; help them use different 

financing sources efficiently; 

 Governments facilitate financial institutions to design products and services 

suitable for SMEs; 

 Governments should facilitate FDI into the SME sector; and 

 Governments should encourage, in association with private sector 

associations, chambers of commerce, BDS providers, small businesses to 
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maintain and report reliable information.  This will help to reassure financial 

institutions that lend to SMEs. 

 Governments should approach regions of lagged economic development with 

more attention as research suggests SMEs in less developed regions have 

higher financing needs compared to their peers in developed regions (Wang, 

2004). As SMEs are crucial to economic development, this presents the 

typical chicken or egg paradox. The lack in regional development is likely to 

hold back SME success. However, without SME success, regional 

development is unlikely to take off. Governments should intervene more 

directly in such regions.  

 In the late 1980s and early 1990s, the World Bank implemented a program to 

provide subsidized loans to SMEs in several developing countries. Evaluation 

of such a program in Sri Lanka finds that the program was indeed successful 

in spurring investments by participating SMEs and relaxing their credit 

constraints (Aivazian and Santor, 2008).  

 As part of its overall campaign to support SMEs, the Japanese government 

introduced a program to subsidize R&D expenditures of SMEs in the high-

tech sector. Research finds that the program was successful in that the public 

R&D effort ended up complementing private R&D instead of substituting for 

it (Koga, 2005). 

 

We also provide a brief summary of general policy measures for SME financing 

below: 

Table 6: Matrix of policy measures facilitating access to finance by SMEs 

Policy measure Type Intervention 
SME act Legal Legislate a national act for 

development of SME sector. 

Property rights Legal 

 

Proper property registration facilitates 

loans with collaterals. 

SME development regulations Regulatory Suitable regulations creates enabling 

environment for SMEs. 

Financial sector reforms Regulatory Financial sector reforms facilitate 

timely and adequate finance to SMEs. 
Central banking directives Regulatory Central Bank directs banks and 

financial institutions to support SME 

sector as priority sector. 

SME development policies Regulatory A set of comprehensive development 

policies and programmes including 

financial support and exit policies for 

SMEs. 

Fiscal incentives Indirect government 

support 

Fiscal and taxation policies increasing 

working capitals and encouraging SME 

investments. 
International cooperation for 

fund support and FDIs 
Indirect government 

support 
Encourage international funds and 

TNCs for lines of credit and FDIs. 

Capital market and stock 

exchange development 
Regulatory Encourage SMEs for market 

borrowings and equity support. 

Information and credit scoring Financial intermediation National network for credit and credit 

scoring of SMEs. 
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Financial intermediation 

development 
Financial intermediation Specialized financial institutions for 

assisting SMEs such as SME banks, 

EXIM banks, venture funds, MFIs, etc. 

Financial services package Financial intermediation Enabling government policies 

encourages the financial system to 

offer a full range of financial services 

including debt, equity, innovative 

finance to SMEs and offer BDS. 

Export support and credit 

provision 

Financial intermediation 

& indirect government 

support 

Research finds that access to foreign 

markets is a significant determinant of an 

SME success (Becchetti and Trovato, 

2002). 

Implement higher accounting 

standards 

Regulatory Although an SME can access a loan from 

a bank through its relationship with the 

institution, the rates are usually higher or 

the loan is simply more difficult to obtain 

(Hyytinen and Vaananen, 2006). 

However, research suggests that if the 

SME has comprehensive financial 

statements, the rates can often be lower 

(Baas and Schrooten, 2006). These 

research findings imply that improving 

the accounting standards among SMEs 

may help them access sources of finance 

and/or decrease their cost of capital.  

Minimal allocation requirements 

for lending institutions 

Regulatory Such a program was implemented in 

South Korea. But there is no conclusive 

evidence to attest to its effectiveness 

(Nugent and Yhee, 2002). 

Source:  The authors. 

Summary 

 Financial capital is a critical input for businesses in general and SMEs in 

particular.  Without adequate and timely finance there can be no start-up, much less 

expansion, or long-term sustainability.  We noted at the outset that there is much 

heterogeneity among SMEs in terms of their market orientation, use of technology, and 

the stage of economic development of their nation; the definition of an SME varies 

considerably from country to country.  Despite these differences, all SMEs face similar 

problems regarding financing. 

 Our methodology follows the evidence-based/translational research paradigm 

from medicine.  We interviewed a number of experts in the Asia-Pacific region and 

conducted an exhaustive review of policies to find what is effective for SME financing.  

Our purpose is to communicate useful findings to policymakers and other stakeholders. 

 We emphasize the need for cash.  SMEs can show legitimate profits on its books 

but will ultimately fold if it is not collecting the cash from customers.  While this may 
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seem obvious, collecting cash is a tedious process that new business owners often fail to 

consider in their planning.  They assume that as long as they offer a product consumers 

want the cash will simply appear, when the reality is that extensive follow-up may be 

required to get the cash from the sale.  The rule of thumb for policymakers is to favour 

policies that provide quick cash to SMEs as opposed to policies that offer deferred 

benefits. 

 We linked this need for cash to the life stages of the firm.  Entrepreneurs may 

obtain the funds necessary for start-up from their own savings or loans from family and 

friends, but the crucial period occurs soon after operations begin.  There is a gap between 

when suppliers must be paid and receivables are collected; this gap is the foundation of 

working capital management (see Figure 2).  Policymakers at the local level need to 

educate new business owners about the necessity of working capital management; it 

should be included in business and entrepreneurship curricula. 

 We then discussed the various financing options available to SMEs.  In addition 

to informal and internal financing, such as personal savings, working capital, and trade 

credit, the traditional way is the banking system for debt financing.  When new business 

owners cannot find the capital to expand within their own networks, they turn to banks.  

We elaborated upon the usually tense relationship between banks and SMEs; often both 

parties are insensitive to the needs of others.  Here there is ample room for the 

involvement of policymakers, primarily as facilitators.  Banks need credit guarantees and 

other forms of risk mitigation.  The most effective policies make credit information 

available for markets to use.  Direct intervention (e.g., government loans, blanket 

guarantees) generally suffers from moral hazard and high administrative costs and is 

therefore less effective.  On occasion such direct intervention can be necessary, and some 

governments (e.g. India, Japan, and Pakistan) have intervened successfully with credit 

guarantees. 

 Additional financial measures include leasing, factoring, corporate bonds, and 

seed capital, as well as equity financing such as angel finance, venture capital, and initial 

public offering (IPO).  These methods are common in advanced economies and are 

gaining traction in the Asia-Pacific region.  Suffice to say, they require the highest level 

of investor protection policies and rule of law as well as sophisticated capital and equity 
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markets.  As a matter of systemic improvement, policymakers should strive to balance the 

use of debt and the use of equity for supplying capital to their nation’s businesses.  

Overreliance on the banking sector is a hallmark of the Asia-Pacific region; future 

development should see more of a mix. 

 Beyond the balance of debt and equity, we proposed other major areas of policy 

intervention.  SMEs can increase working capital by improving their managerial capacity 

and utilizing financial techniques like trade credit, thus reducing their needs to borrow 

money from external sources.  Reducing information asymmetry is key; often SMEs do 

not know what financing options are available or how to access them.  Financial 

institutions for their part have difficulty gauging the creditworthiness of SMEs.  

Policymakers need to bridge these knowledge gaps.  It is not sufficient to provide 

financing, as lack of managerial knowhow can lead to wasting the loan money that is 

provided.  Policymakers should package financial capital with business development 

services (BDS). 

 The relationship between banks and SMEs is so critical that we delved into it 

further with Table 5, Issues and suggestions for strengthening bank-SME relationships.  

We noted that there is a role for both commercial banks and development financial 

institutions (DFIs) in supporting SMEs; policymakers should not favour one at the 

expense of the other.  Robust competition in the financial sector will help SMEs and the 

overall economy.  We suggest that the national financial system should follow the 

AAMO (2007) four-tier model depicted in Figure 7, with an apex SME bank supported 

by various levels of DFIs and banks and a foundation of micro-finance. 

 We then concluded the paper with a review of policy responses; what works and 

what doesn’t.  We offer in Table 6 a matrix of policy measures facilitating access to 

finance by SMEs.  We again emphasize that government officials should adapt these 

general recommendations to the unique circumstances of their respective countries. 
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Summary 

The Victorian Small Business Commissioner was established as an independent 

statutory role in 2003, with the objective of enhancing a fair and competitive operating 

environment for small business in Victoria. Under the legislation, the Commissioner has 

broad ranging functions and powers. This paper explores the evolution of the 

Commissioner’s role from the broad expectations and activities in the earlier years to 

the current predominant role as a provider of dispute resolution services for businesses.    

The challenges of communicating the role of the Commissioner to Victorian businesses, 

referring to a number of surveys and evaluations conducted, are examined. The 

evolution of the role of the Victorian Small Business Commissioner is of particular 

interest given the recent emergence of similar roles in four other Australian States, and 

a commitment to a national Small Business Commissioner. A brief commentary on the 

similar but different roles is provided.   
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THE EVOLUTION OF THE ROLE OF THE OFFICE 

Establishment and jurisdiction 

In 2003, the State Government of Victoria introduced legislation to establish the Victorian 

Small Business Commissioner (VSBC) as an independent statutory office. The Small 

Business Commissioner Act 2003 provided a broad range of functions and powers to enable 

the Commissioner to pursue the purpose of the Act – to enhance a competitive and fair 

operating environment for small business in Victoria. 

 

The establishment of a Small Business Commissioner in Victoria was an Australian first.   

 

The Second Reading Speech in the Victorian Parliament on 27 February 2003 noted that the 

‘Small Business Commissioner will be integral to building a business environment that 

promotes competitive, innovative and vibrant Victorian small businesses’, and recognised the 

need for ‘a central point where small business concerns about unfair market practices can be 

addressed in a timely and low-cost manner’. 

 

The functions of the Commissioner under the Small Business Commissioner Act 2003 are:  

 

a) to facilitate and encourage the fair treatment of small businesses in their commercial 

dealings with other businesses in the marketplace;  

 

b) to promote informed decision making by small businesses in order to minimise 

disputes with other businesses;  

 

c) to receive and investigate complaints by small businesses regarding unfair market 

practices and mediate between the parties involved in the complaint;  

 

d) to make representations to an appropriate body or person on behalf of a small business 

that has made a complaint;  

 

e) to monitor and report to the Minister on any emerging trends in market practices that 

have an adverse effect on small businesses;  
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f) to encourage the development and implementation of small business service charters 

within government to ensure small businesses receive high quality service;  

 

g) to monitor the operation and effectiveness of those small business service charters;  

 

h) as required by the Minister, to monitor and report to the Minister on the impact that 

legislation in Victoria, government procedures and administration have on small 

businesses;  

 

i) as required by the Minister, to assist other branches and agencies of government to 

develop legislation, government procedures and administration that provide 

alternative ways in which small businesses can comply with the requirements of the 

legislation, procedures and administration;  

 

j) to investigate compliance with industry codes;  

 

k) to advise the Minister generally about matters for which the Commissioner is 

responsible; and  

 

l) to advise the Minister on the operation of the Act. 

 

In addition the Commissioner may: 

 

m) investigate any matter relevant to the Commissioner’s functions and powers under the 

Act.   

 

The Second Reading Speech addressed each of the key functions under the Act, giving no 

indication of relative importance or priority. 

 

On the same day in February 2003, immediately following the second reading of the Small 

Business Commissioner Bill, the Government second read the Retail Leases Bill. That Bill, 

which became the Retail Leases Act 2003 (‘RLA’), provided an explicit role for the Small 
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Business Commissioner in resolving disputes between retail tenants and landlords in an 

informal, timely and cost-effective manner.     

 

In 2005, the Owner Drivers and Forestry Contractors Bill was introduced into the Victorian 

Parliament.  It was noted that ‘under the Bill, the existing role of the Small Business 

Commissioner in providing a low-cost, accessible, informal, private and independent 

alternative dispute resolution service to retail tenants will be extended to owner-drivers and 

forestry contractors’.  The success of the Small Business Commissioner since establishment 

in 2003 was noted positively – ‘The speedy resolution of business-to-business disputes 

handled by the Office of the Small Business Commissioner has saved many Victorian 

businesses, especially retail tenants, the expense of lengthy and costly litigation. The Small 

Business Commissioner has successfully resolved more than 70 per cent of the disputes 

notified to him, saving many hundreds of Victorian businesses time and money, and helping 

to rebuild fractured business relationships’. 

 

Both the Retail Leases Act 2003 and the Owner Drivers and Forestry Contractors Act 2005 

(‘ODFCA’) require parties to a dispute to bring the dispute to the Small Business 

Commissioner for attempted resolution before the dispute can be lodged with a Tribunal with 

adjudication powers. The rationale for this statutory referral to the Commissioner was to 

‘avoid the need for formal legal proceedings’ and avoiding the ‘expense of lengthy and costly 

litigation’ respectively.   

 

In 2011, the Victorian Government proclaimed the Farm Debt Mediation Act 2011 

(‘FDMA’). This Act gives the Small Business Commissioner a function of attempting to 

resolve farm debt disputes by mediation. This Act also has an element of statutory 

compulsion, in that a creditor wishing to commence farm debt recovery must first inform the 

farmer that they have a statutory right to seek mediation through the Small Business 

Commissioner.     

 

Under the Small Business Commissioner Act 2003 (‘SBCA’), however, there is no statutory 

obligation for ‘general’ business disputes (ie. disputes not captured by any of the other three 

Acts) to first be referred to the Commissioner.   
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In summary, while the establishment legislation provided a very broad range of functions for 

the Small Business Commissioner, including but by no means limited to dispute resolution, 

the three subsequent laws all provided an explicit dispute resolution requirement on the Small 

Business Commissioner, and each included some form of statutory compulsion on parties for 

these matters to be brought to the Commissioner before subsequent actions could be taken.   

 

It is perhaps unsurprising, therefore, that today the predominant function of the Small 

Business Commissioner is dispute resolution. However, a range of other factors have 

contributed to this more focused role over the past nine years. 

 

Policy Rationale 

 

The key policy drivers underpinning the establishment of the Small Business Commissioner 

were:  

 

 To divert disputes to an alternative dispute resolution service away from the Tribunal 

and Court Systems both to reduce the already high volume of Tribunal and Court 

matters (and associated delays), and to realise the positive net benefits of diversion 

from high (direct and indirect) cost to low cost jurisdictions;  

 

 To provide a more equitable and accessible setting for dispute resolution between a 

small business and a large business or government entity – in terms of cost, risk, and 

authority/ intimidation; 

 

 To retain working relationships between businesses through mediated agreement 

rather than by arbitrated decision; 

 

 To create improved, efficient and consistent business relationships between small 

business and government; 

 

 To remove market inefficiencies through investigation of unfair or uncompetitive 

market structures or behaviours, or non-compliance with industry codes or service 

charters. 
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The policy drivers supported the broader position that small business was the engine room of 

the economy, and quickly and effectively resolving disputes enabled small businesses to 

focus on ‘getting on with business’, contributing to overall economic productivity and 

growth. 

 

Services  

 

The range of services provided by the Office of the Small Business Commissioner (‘the 

Office’) can be summarised as:  

 

 Education and information  

 Preliminary assistance: 

- Information and assistance 

- Encourage participation to resolve a dispute  

- Pre-mediation dispute resolution  

 Mediation  

 Investigation  

 Other Services 

 

Dispute Resolution / Reduction  

 

The first three of these services are entirely focused on dispute reduction or dispute 

resolution.  

 

 Education and information (proactive): includes attendance at meetings, presentations, 

seminars, etc. to promote and explain the role of the Office, highlight ways in which 

disputes can be avoided, and how the Office can assist in low cost, speedy resolution 

of disputes if they arise. This is informed by any emerging issues or trends identified 

by the Commissioner.  These activities complement the broad range of information 

and education small business programs provided through the Government’s 

Department of Business and Innovation. 
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 Preliminary assistance comprises: 

o Information and assistance (reactive): includes answering telephone calls, 

emails and face-to-face queries from businesses about their rights and 

obligations. This service can identify emerging issues or trends which can 

inform the Office’s proactive initiatives; 

o Encourage participation to resolve a dispute: the respondent to a dispute 

application may need convincing of the benefits of engaging in a dispute 

resolution process, whether through the Office or through formal mediation, 

including how the process works, particularly where there is no statutory 

compulsion to participate; 

o Pre-mediation dispute resolution: bringing parties to a dispute to resolve that 

dispute at no cost without the need to progress to mediation.   

 

 Mediation: is the formal process of conducting a mediation session with the 

disputing parties. 

Investigations 

 

While the Commissioner has a broad statutory power to investigate ‘any matter relevant’, the 

power ‘to do all things necessary or convenient to be done for or in connection with the 

performance of his or her functions’, and the power to ‘request assistance or information 

from any public authority’, the SBCA has no prescriptive powers to underpin an 

investigation, as most regulators have.  There is no specific power, for example, to require 

attendance at meetings or conduct records of interview, to produce documents or to 

substantiate claims.  There are no enforcement powers under the SBCA.   

 

Arguably the original intent of the Investigation function under the Act was to identify and 

address unfair and uncompetitive market activities more aligned with the functions of a 

competition regulator.  At the time of proclamation of the Act in 2003, there was no general 

competition or market regulator in Victoria, while the Australian Competition and Consumer 

Commission (ACCC) was the national competition regulator.   
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In July 2004, the Victorian Competition and Efficiency Commission (VCEC) was 

established. While the functions of VCEC have broadened since, in 2004 the Order 

establishing VCEC provided that:  

 

“The particular purpose of establishing the Commission is to maintain and improve 

competition and efficiency in the Victorian economy.” 

 

Efforts by the Office to investigate unfair or uncompetitive market practices rely on 

cooperation of the parties, leveraged by the ability of the Office to report, through its Annual 

Report or otherwise, on the outcome of such investigations. While this approach continues, 

the establishment of VCEC arguably reduced the potential areas of unfair and uncompetitive 

market behaviour that the Office could engage in. The key role of VCEC in assessing 

Regulatory Impact Statements and Business Impact Assessments of prospective laws, 

regulations and policies, and having an explicit mandate to pursue regulatory burden 

reduction for business also has limited the role of the Office in investigating such matters. 

Comments by the Office have since been made to VCEC in response to inquiries being 

undertaken by VCEC, rather than the Office itself leading such investigation. 

 

Today, the Office’s investigations have essentially become more focused dispute resolution 

activities. They are undertaken where disputes from multiple complainants suggest a systemic 

underlying cause for the dispute – whether due to market structure, individual company 

behaviour or particular industry activity – or where a complaint against a government agency 

points to an underlying unfair or uncompetitive policy or regulatory setting.  

 

Other Services  

 

The other key functions of the Commissioner under the Act relate to encouraging and 

monitoring Government small business Service Charters, and investigating compliance with 

Industry Codes. While there was considerable proactive activity in these areas in early years, 

today such activities are opportunistic or reactive, or pursued as part of dispute resolution 

services. Early efforts by the Office to encourage government departments to adopt service 

charters for their dealings with small business had success only with the department with 

small business development responsibility (with which the Office was portfolio-aligned). The 
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initial industry code statutorily assigned to the Small Business Commissioner (the Packaged 

Liquor Code) had relevance in the early years but today has no practical relevance to the 

Commissioner, as transitional deregulation has occurred and a new statutory body with 

significant compliance and enforcement powers for liquor licensing has evolved.    

 

The ODFCA includes a Code of Conduct which is prescribed under the Act.   It obliges the 

parties to a dispute to utilise the services of the Small Business Commissioner.  Other than 

handling such disputes in the normal manner, no other monitoring of compliance with the 

Code has been undertaken or sought. 

 

Evaluations
1
 of the Office in 2006 and 2010 found that:  

 The number of investigations into unfair market practices conducted by the Office in 

the two years 2004/5 and 2005/6 averaged 41 per annum compared with an annual 

average of 6 in the four years 2006/7 to 2009/10. While there may be an element of 

variable definitions in this comparison, it is clear that the number of investigations 

into unfair market practices has declined markedly over time;  

 During the four year period to 2009/10, the Office had not undertaken any 

investigation into compliance with industry codes, ‘because there has been no demand 

or requirement to date to do so’. The 2006 Evaluation similarly noted that while some 

work had been undertaken on draft codes, there had been ‘no proactive work’ 

undertaken. 

 

The Office does continue to engage with industry on Codes in varying forms, but primarily in 

a reactive and facilitative way, or for mainstream dispute resolution, rather then in any 

leading or directional capacity.  

 

Volume Growth and Resourcing 

 

The last compelling factor moving the Office inexorably toward being a dispute resolution 

service has been the combination of strong growth in demand for these services (primarily 

due to statutory compulsion, but to some extent due to the efforts of the Office in promoting 

these services) combined with no change in real budget allocation. While some extra funding 

                                                 
1 KPMG 2006; 2010. 
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was provided when both the Owner Drivers legislation and the Farm Debt legislation were 

introduced, salary budget in real terms in 2010/11 was unchanged from that in 2004/05, while 

demand has grown by an average 11% pa. Inevitably, demand for statutorily required 

services takes precedence over other proactive initiatives.   

 

This trend was acknowledged in the 2006 Evaluation
2
 – ‘the key focus for the VSBC’s 

operations to date has been to facilitate the resolution of disputes  … (which) … has also 

been the VSBC’s most publicly visible and successful area …’.  The 2010 Evaluation
3
 

similarly noted ‘the majority of work undertaken by the VSBC relates to the facilitation of 

dispute resolution …’. 

 

Today the Office is predominantly focused on dispute resolution and prevention, with 

relatively small resource allocation to other functions. 

 

PERFORMANCE AND TRENDS 

 

This section of the paper reviews the performance of the Office of the Victorian Small 

Business Commissioner in its dispute resolution and reduction activities, and trends 

emerging.   

 

Activity Levels and Success Rates 

Preliminary Assistance and Mediation 

 

Graph 1 presents data from 2004-05 to 20010/11 for: 

 the number of applications for dispute application received;   

 the number of telephone calls handled by the office; 

 the number of disputes resolved prior to mediation; 

 the number of mediations conducted, by Act. 

 

 

                                                 
2 KPMG 2006 
3 KPMG 2010 
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Graph 1: Activity levels 2004-05 to 2010-11 
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Table 1 shows the annual average compound growth rate for these four activity measures.  

There has been significant growth in each of these activity levels in most jurisdictional areas:  

 

Table 1: Average compound annual increase in activity levels to 2010/11 

Measure Growth pa. 

Telephone Calls received   5.0% 

Applications received  10.7% 

Disputes resolved prior to mediation  19.2% 

Mediations conducted   5.9% 

 

The 10.7% growth in dispute applications comprises a 6% p.a. growth rate for RLA disputes, 

and a 31% p.a. increase for SBCA disputes. The proportion of dispute applications under the 

SBCA has progressively increased to nearly 30% of all applications in 2010/11, as shown in 

Graph 2.    

 

Activity data is also presented in Graph 3 to show the change in service profile over the 

years, with increased emphasis on resolution through preliminary assistance. 
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Graph 2:  SBCA disputes as a proportion of total dispute applications received 

 

 

 

 

 

 

 

 

 

 

 

Graph 3: Use of preliminary assistance and mediation 
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There has been a deliberate effort to settle more matters prior to mediation. Firstly, this 

represents a more value-adding and satisfying role for Office staff, compared with the more 

mechanical process of arranging a mediation. Secondly, resolution through preliminary 

assistance is at no cost to the parties and is quicker than mediation, notwithstanding the low 

cost and rapid scheduling of mediations. The ability to continue to grow preliminary 

assistance resolution is influenced by the Office’s budget structure - preliminary assistance is 
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undertaken by salaried staff in the Office, while mediations are undertaken by external 

contractors (although the Office does employ one mediator).   

 

In 2012 the Office commenced a ‘triage’ process based on characteristics of complaints 

considered most likely to settle through preliminary assistance and most likely to progress 

straight to mediation (ie no preliminary assistance). By fast-tracking relevant applications to 

mediation, the intent is to free up some staff time to enable them to focus their preliminary 

assistance efforts on complaints more likely to settle through this effort. The focus initially is 

on Retail Lease disputes, given the large volume of these matters. 

 

This is still a work in progress, having been implemented only in the past three months.  

 

Criteria used for fast-tracking applications straight to mediation are:  

 

 Information provided demonstrates that both parties have agreed to mediate;   OR  

 

 Both parties are represented by lawyers, and both representatives have used mediation 

services of the VSBC previously;  OR 

 

 The dispute has urgency for both parties;  OR 

 

 The claimed amount in dispute exceeds $100,000 

 

The first of these already applied, while the other three criteria are new.   

 

All other files will proceed through some level of preliminary assistance.  An examination of 

past files indicated: 

 

 A slightly higher preliminary resolution rate on claims of smaller amounts. 

 

 Where both parties were represented, matters tended to proceed to mediation rather 

than be resolved at preliminary assistance stage. 
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Anecdotally, more complex matters were less amenable to preliminary resolution than single 

issue or more clear-cut issues. 

 

Accordingly, more time and effort on preliminary assistance is given for applications with the 

following characteristics:  

 

 The quantum of the claim is less than $5,000;   

 

 Parties are unrepresented;    

 

 The number of elements to the dispute are (appear)  few;    

 

 Legal rights and obligations are straightforward 

 

Mediation outcomes 

 

The Office’s successful resolution of mediated disputes is highlighted in Graph 4. The Office 

has achieved a mediation resolution rate averaging 79.2% since inception.  This measure is 

one of two KPIs against which the performance of the Office is measured, with a minimum 

target of 75%.  The second KPI is mediation customer satisfaction rates (see below). 

 

Mediation success can vary according to legislation. Graph 5 shows the mediation success 

rates in 2010/11 for the (then) three applicable jurisdictions. 

 

The slightly higher success rate for SBCA disputes is perhaps reflective of the fact that there 

is no statutory incentive for a respondent party to participate in mediation. Hence, those who 

agree to attend do so with a willingness to participate in good faith and try to resolve the 

dispute. Under the RLA and ODFCA, if a party refuses to mediate, this fact may be used by 

the applicant progressing the dispute to a Tribunal to seek an award of costs against the 

respondent. 
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Graph 4: Mediation success rates 2003/4 – 2010/11 
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Interestingly, the 2010 Evaluation of the Office noted that ‘relevant literature indicates that 

mediation resolves disputes successfully around 85 per cent of the time, with this reduced to 

around 75 per cent if the mediation is mandatory’
4
. The 2010/11 results for the Office appear 

to very accurately support this opinion. 

 

Graph 5: Mediation Success Rates 2010/11 by jurisdiction 

  

 

 

 

 

 

 

 

 

 

 

 

                                                 
4 KPMG 2010, p3, citing Marsh, S. (2000), ‘The Truths Behind Mediation’, ADR Resources, retrieved on 8 

November 2010 from http://www.adrr.com/adr3/other.htm#4a, also Victorian Law Reform Commission (2008) 

Civil Justice Review Report, Chapter 4: Improving Alternative Dispute Resolution, p.213. 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

RLA SBCA ODFCA

Settled Not settled

http://www.adrr.com/adr3/other.htm#4a


 16 

Customer Satisfaction  

 

Finally, the VSBC collects feedback
5
 from parties to mediations. Data shown in Graph 6 is 

for 2010/11. Importantly, all parties and their representatives report a very high level of 

satisfaction with the mediation process, with a weighted average result of 92.8%.  The target 

for this KPI is at least 80%.  

 

Graph 6: Customer Satisfaction with Mediations, 2010/11 

 

 

 

 

 

 

 

 

 

 

UNDERSTANDING THE MARKET 

Market Segmentation 

 

Qualitative research
6
 undertaken in 2010 to complement the 2010 Evaluation also sought to 

analyse the motivations and attitudes of parties attending the VSBC to enable better 

communication to each segment. It found there was little segmentation difference between 

those assisted through preliminary assistance and those participating in mediation. Rather it 

found the two key segmentation dimensions were: 

 Whether the dispute was viewed emotionally or as a business issue. 

 Whether VSBC was seen as the final solution, or a step in the process. 

 

                                                 
5 Completion of feedback forms by parties and their representatives is voluntary.  There may be some bias in 

these results towards the more satisfied parties.  Over 500 responses were received in 2010/11. 
6 Essence, 2010,  Key Findings 
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These dimensions segment the market into four characteristic types, as shown in Figure 1.   

 

Those emotionally involved in the process (Segments A and B) pursue the dispute because of 

‘the principle’. This means that they will often not accept a commercially negotiated outcome 

if they do not get everything they believe is their right. Those in Segment A accept that 

VSBC is a step in the process for their rights to be upheld (if the VSBC can’t deliver what 

they expect, the next step is litigation), while those in Segment B expect the VSBC to deliver 

the outcomes they want.   

 

Figure 1: Market segmentation – business disputes with the VSBC 

 

 

Segment B parties do not initially understand that the VSBC cannot force the other party to 

attend mediation, or that the outcome of a mediation may not be consistent with their view of 

the dispute. Segment B parties need the role of the VSBC and the process to be clearly 

explained at the outset, and the possibility that there may be alternate views on their dispute 

(and what is ‘right’) needs to be flagged as part of the process. 
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Parties in Segments C and D view disputes as a part of doing business. They are more 

commercially pragmatic. Differing knowledge of the role of the VSBC differentiates the 

segments. Segment C parties focus on the efficiency of the process and its transactional 

characteristics, leveraging professional advisers to maximise their likelihood of success.  

Segment D parties have a higher expectation that the VSBC will resolve the problem quickly 

and efficiently. These parties would be appreciative of advice about the VSBC process and 

role, and the cost and benefit implications if a dispute does not resolve at mediation.  

 

This analysis has led to the Office improving its website information to ensure parties 

understand what the Office can (and cannot) do, explaining in more detail how a mediation is 

conducted and what to expect, and amending other documents provided to parties to a 

dispute, including a Mediation Guide.  These changes have complemented negotiation 

training undertaken by Office staff to assist them to better understand the motivation and 

approach of parties to a dispute. 

 

Knowledge and Awareness of the Small Business Commissioner 

 

Notwithstanding the strong growth in demand for the Office’s dispute resolution services 

since inception and its success rate, knowledge of the existence of and services provided by 

the Office, particularly under the SBCA, is poor.   

 

There was substantial media and other publicity surrounding the establishment of the Office 

in 2003, and the Commissioner and staff undertook an average of 143 presentations in each 

of the two years 2004/5 and 2005/6. The 2006 Evaluation
7
 found that ‘awareness of the 

VSBC presence and functions continues to increase’, yet many stakeholders did not have a 

detailed understanding of the VSBC’s full scope of activities, and considered that awareness 

across the small business sector was ‘likely to be very low’. 

 

A survey
8
 undertaken in February 2004, less than twelve months after the establishment of 

the Office, found that 54% of Victorian small and medium businesses (up to 200 employees) 

                                                 
7 KPMG 2006 
8 Sensis 2004.  Based on telephone interviews with 432 small and medium sized business proprietors in 

Victoria. 
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were aware of the Office of the Small Business Commissioner.  However, only 16% of those 

aware of the VSBC correctly identified dispute resolution and mediation services being 

provided. Fifty eight percent of respondents did not know of any services provided. The 

balance of respondents provided generic responses which did not necessarily reflect informed 

knowledge.  

 

A similar survey was undertaken in 2007
9
. This survey differentiated between those 

businesses (15% of the sample) which had experienced a ‘serious dispute with another 

business’ in the previous 3 years from those that had not. 

 

Businesses which had been involved in a dispute were asked, “Where did you go for advice 

on your dispute?” Answers were unaided. As shown in Graph 7, the Office was not named 

explicitly, although 4% of respondents nominated a ‘mediator/mediation service’.  

 

Graph 7: Where did you go for advice on your dispute?  

 

 

 

 

 

 

 

 

 

 

 

When the same segment was asked, “Which if any of the following steps did you take in this 

dispute?”, and possible answers were read out, 11% nominated ‘Mediation services, for 

example the Office of the Small Business Commissioner’. (Graph 8) 
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9 Sensis 2007. Based on sample of 401 Victorian small and medium sized businesses across all industry sectors. 
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nominated the Office of the Small Business Commissioner and a further 2% nominated 

Mediator/Mediation Services (Graph 9).   

 

Graph 8: Which if any of the following steps did you take in this dispute?  

 

 

 

 

 

 

 

 

 

 

 

 

 

Graph 9: If you were involved in a dispute, where would you go to get advice? 
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than medium businesses (35%). As shown in Graph 10, when asked what services the Office 

provides, 46% of the ‘aware’ group did not know (58% in 2004), while 34% referred to 

business disputes, complaint investigation or mediation services (16% in 2004) and a further 

4% correctly identified information on retail tenancy.   

 

Finally, seventeen percent of respondents aware of the VSBC (8.8% of all respondents) said 

they had contacted the Office at some stage. It should be noted that this was not limited to 

contacting the Office ‘in regard to a dispute’ – the Office provides a number of statutory roles 

requiring businesses to lodge documents relating to retail leases. Differentiating between size 

of business, 9% of small businesses had had contact with the Office, but only 2.5% of 

medium businesses.  

 

Graph 10: Knowledge of services provided by VSBC – businesses aware of VSBC 
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A survey
10

 into Alternative Dispute Resolution in May 2007 contacted 500 Victorian small 

businesses (defined as businesses with less than 20 employees).  Fifty percent of respondents 

were aware of the Small Business Commissioner, very consistent with the abovementioned 

survey results. However, when asked if they had ever contacted the Small Business 

Commissioner to help in handling a dispute, only 2% replied in the affirmative.   

The results from the two 2007 surveys on businesses ‘ever contacting the VSBC’ suggest that 

while 2% of small (<20 employee) businesses had contacted the VSBC with regard to a 

                                                 
10 Ipsos 2007. 
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dispute, a further 7% of such businesses had contacted the VSBC for other reasons. In 

addition, 2.5% of medium businesses had contacted the VSBC. 

 

Is this data consistent with the activity levels of the Office (and necessary contact with 

businesses as a result)?  Appendix 1 examines the potential maximum party contact with the 

VSBC based on dispute related and non-dispute related activities to July 2007.   It concludes 

that the survey results are not inconsistent with the likely level of engagement businesses 

have had with the Office since establishment.   

 

The various survey results provide mixed messages:  

 

 Firstly, there was little change in general awareness of the existence of the VSBC 

over the three years - around half of businesses surveyed were aware.   

 Secondly, around 2% of all small businesses had contacted the VSBC for dispute 

related reasons up to July 2007 and a further 7% of small businesses had contacted the 

Office for other reasons. 2.5% of medium sized businesses had also contacted the 

Office. 

 Thirdly, there was a significant increase in informed awareness of the role of the 

Office between 2004 and 2007. In 2007, 17.7% of all small and medium businesses 

demonstrated an informed understanding of the role of the Office (ie, 38% of the 52% 

of businesses aware of the VSBC), compared with 8.6% in 2004. This 17.7% of SME 

businesses having an informed understanding of the role of the VSBC compares with 

the 8.8% of SME businesses that had ever contacted the VSBC (for whatever reason), 

suggesting a significant growth in informed businesses which had not utilised the 

services of the Office. 

 Fourthly, when prompted, 11% of businesses which had experienced a serious dispute 

nominated the Office as one of the steps they had used to address the dispute, but 

unprompted, this same cohort did not cite the Office as a place to go for advice on the 

dispute.   
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Between 2004 and 2007, it can be concluded that:  

 There was no improvement in the awareness of businesses of the existence of the 

Office of the Small Business Commissioner, staying fairly constant at around 50% of 

businesses; 

 There was a doubling in the percentage of businesses informed about the role of the 

Office (but only to around 18%); 

 The Office was not ‘front of mind’ as a place to go for information and assistance 

about business disputes. 

 

More recently the 2010 Evaluation
11

 found:  

 Stakeholders and industry groups had high awareness of the VSBC, but very low 

awareness in the small business community;  

 Parties to a dispute were generally unaware of the VSBC prior to utilising its services.  

 

Qualitative research
12

 undertaken to complement the 2010 Evaluation found:  

 (businesses) were not really aware of how to seek help (to resolve a dispute) or from 

whom;  

 many had tried many different avenues in search of help … before arriving at the 

VSBC, … particularly for the clients involved in disputes relevant to the Small 

Business Commissioner Act 

 most had not heard of the VSBC;  

 

These conclusions are similar to the conclusions drawn from the 2004 and 2007 surveys, 

although the 2007 surveys suggest a higher incidence of awareness of the VSBC and 

informed understanding of the role of the VSBC than suggested in qualitative research in 

2010. 

 

The compulsory referral of disputes under the RLA, ODFCA and FDMA means that parties 

to disputes will often be informed of the VSBC by their solicitors, industry bodies, tribunals 

or other intermediaries.  It is the other disputes (under the SBCA) where lack of awareness is 

a major barrier to parties utilising the services of the VSBC. 

                                                 
11 KPMG 2010 
12 Essence, 2010  Key Findings 
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The same survey as that conducted in 2007 is to be commissioned in 2012.   

Communications Strategy  

 

There appears to be a constant challenge for the Small Business Commissioner to ensure 

businesses are aware of the Office, and its role, so that when faced with a business dispute 

they know where to turn.  On the positive side, as the VSBC continues to record increased 

use of the Office’s services through phone calls and applications, the volume of businesses 

that have utilised the services will grow and knowledge will gradually spread. However, with 

a 10% - 13% churn each year in small businesses (i.e. new entrants and exits), there will 

always be a substantial group of businesses without knowledge or prior experience with the 

VSBC. 

 

It is useful to differentiate the two types of disputes and audiences - where there is statutory 

compulsion to use the Office, and where there is no such statutory compulsion. 

 

For disputes where there is some statutory compulsion to use the Office’s dispute resolution 

services, the business unaware of the role of the Office will soon learn of it if contact is made 

with a lawyer, accountant, industry association, tribunal or court. The benefit of these 

businesses knowing of the Office beforehand is the early provision of information to prevent 

or minimise a dispute, avoidance of time delay in finding out about the obligation to refer the 

dispute to the Office, and possibly the costs incurred engaging professional advice, which is 

not necessary to access the services of the Office.   

 

However, knowledge of the Office’s services may encourage lodgement of a dispute which 

would not otherwise be progressed by the complainant, due to uncertainty of processes, likely 

costs, or rights.  Dispute prevention messages are also relevant to this audience, including 

new starters. 

 

The communications objective for this class of disputes is less about ‘growing market share’ 

and more about awareness and dispute prevention.   
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For disputes where there is no statutory obligation to engage with the VSBC, the primary 

communications objective is to capture more such disputes.   For these disputes, it is clear 

that many intermediaries as well as businesses are unaware of the potential to use the VSBC.   

 

There are a substantially larger number of these ‘general’ business disputes, than disputes 

under the RLA, ODFCA and FDMA.  The survey
13

 undertaken in 2004 found that about 6% 

of small and medium businesses had a serious business dispute in the preceding twelve 

months, while the 2007 survey
14

 found 15% of businesses had experienced a serious business 

dispute in the preceding 3 years. This seems roughly consistent with national
15

 data from 

2010 indicating that some 19% of small businesses had at least one serious dispute in the 

preceding five years. (This excluded retail lease disputes and business to government 

disputes).  

 

Based on 500,000 small to medium sized businesses in Victoria, these survey estimates of 4% 

- 6% of businesses facing serious disputes each year put the total number of business disputes 

at around 20,000 – 30,000 per annum.  In 2010/11, the VSBC received 458 general dispute 

applications from Victorian businesses – only around 2% of this available ‘market’. Even 

allowing for other dispute resolution jurisdictions for some of these disputes (eg. 

Ombudsman schemes), it would appear that the penetration of the VSBC into the ‘general 

business dispute’ space is remarkably small. Further, one third of the business disputes 

identified in the 2010 national survey were not progressed by the business due to concerns 

that the costs of escalation would be too high. This is a primary market for a no or low cost 

dispute resolution service, yet clearly has been largely untapped.   

 

The communications objective for this segment and their advisers is geared toward increasing 

market share of these disputes, raising awareness of the services available, and emphasising 

the benefits of a mediated outcome, supplemented by low cost and quick processes. 

 

Getting VSBC general business dispute services known by small and medium sized 

businesses is the key strategic communications challenge facing the Office. In early 2012 a 

strategic review supported by quantitative analysis, small business focus groups, business 

                                                 
13 Sensis 2004 
14 Sensis 2007 
15 ORIMA Research 2010 
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interviews and stakeholder interviews was undertaken. The objective of the review was to 

enable the Office to capture a higher proportion of general business disputes through more 

effective, targeted communications.   

 

A dominant finding of the review was a consistent sense of confusion and a negative 

orientation by small businesses towards dispute resolution. They have no clear understanding 

of the various ways in which a dispute can be dealt with (and there are many) or how to 

navigate the dispute resolution ‘system’. There is some caution about embarking on a process 

that could lead to unforeseen or uncontrolled outcomes.  Confusion and negative expectations 

are consistent with a high percentage of serious disputes which do not progress or escalate 

due to expected high costs or other reasons.   

 

In addition to continued promotion of the VSBC services targeting specific segments with 

more relevant communication messages, there is a role for the VSBC to provide information 

to businesses to address this confusion and uncertainty about the dispute resolution ‘system’ 

and the various options available to them.  As an independent, Government established body 

focused on a fair and competitive operating environment for small business, this is an 

appropriate role for the Victorian Small Business Commissioner. The success of such a role 

will in turn lead to greater understanding of the dispute resolution services specifically 

provided by the VSBC – with the choice of approach left to the individual business according 

to its circumstances. 

 

THE EMERGENCE OF OTHER SMALL BUSINESS COMMISSIONERS IN 

AUSTRALIA 

 

The success of the Victorian Office has led in the past 12 months to the establishment of 

Small Business Commissioners in three other Australian States, a Business Commissioner in 

Queensland
16

, and confirmation of the intent to appoint a Small Business Commissioner at 

the national level.  However, all are different to each other, and to the Victorian model.   

 

                                                 
16 On 24 March 2012, there was a change of Government in the State of Queensland.  At time of writing, it is 

unclear what if any impact a new Government will have on the previously announced role of the Queensland 

Business Commissioner. 



 27 

Key variables highlighting the differences include:  

 

 Provision of dispute resolution services / mediation 

 Policy development role 

 Program delivery role 

 Advocacy role 

 Compliance and enforcement role  

 Statutory independence  

 Legislative coverage 

 

Table 2 presents a view of these differences, although it should be noted that some legislation 

is still in development, and the meaning and application of some of these terms (e.g. 

advocacy) can be different in different jurisdictions. 

 

Table 2: Indicative differences between Commissioner roles by jurisdiction
17

 – Work in 

Progress 

 

Dispute 

Resolution Policy Advocacy** Compliance Enforcement

Program 

delivery 

Statutory 

role

Vic √ √

?          

(codes) (√) √

NSW √ √ √ ? ? ? √

WA √ √ √ √ √

Qld √ √ X

SA √ √

√               

(codes) √   √

Cth ? √ √ ? ? ? ?  

** May have different meanings and implications in different jurisdictions 

 

Differences across jurisdictions reflect a number of factors, including specific State-based 

issues and pre-existing organisational structures within each State.   

 

The differing roles and emphases of each jurisdiction’s Commissioner may present 

challenges to businesses which operate across State borders and their advisers, as they will 

                                                 
17 On 24 March 2012, there was a change of Government in the State of Queensland.  At time of writing, it is 

unclear what if any impact a new Government will have on the previously announced role of the Queensland 

Business Commissioner. 
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need to understand what each Commissioner does and doesn’t do in each jurisdiction. The 

ability for Commissioners to disseminate a common and consistent message may also be 

constrained by their different legislative mandates.   

 

Notwithstanding their differential roles, a positive consequence of the emergence of many 

Small Business Commissioners in Australia is that the message of the existence of such roles 

is more likely to penetrate the small business sector in every jurisdiction. 

 

The details of the proposed national Small Business Commissioner role have yet to be 

provided.  Early information suggests the intent is to avoid duplication with State-based 

Commissioners (e.g. dispute resolution services), and provide a one-stop shop for small 

business to obtain information about available services, and to voice issues of concern to the 

Federal Government. The recent appointment of a Federal Small Business Minister to a 

Cabinet position, together with the commitment to appoint a Small Business Commissioner, 

reinforces the intent to ensure the interests of small business remain at the forefront of 

Government policy making. 

 

The avoidance of duplication with State-based services is critical. The capacity for the 

national Small Business Commissioner to engage in disputes that State-based Commissioners 

are less well placed to deal with, for example, disputes with Commonwealth agencies, and 

major cross-border disputes, would also make sense.  

 

The current State-based Commissioners met for the first time in December 2012, and intend 

to meet every two months for information exchange and identification of issues of mutual 

interest.  The inclusion of the national Small Business Commissioner in this group will 

reinforce a strong small business focus across the nation, in stark contrast to the situation less 

than 12 months ago. 

 

NEW CHALLENGES 

 

Two issues that have arisen recently relate to: how mediators are appointed to mediations; 

and the introduction of new legislation which introduces elements of good faith into 

judgements of mediation outcomes. 
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Appointment of mediators and achieving program success 

 

All evaluations and surveys conducted to date confirm that the Office has been successful in 

its dispute resolution functions, often exceeding the expectations of customers. While the 

increasing success of pre-mediation dispute resolution outcomes undertaken by the Office is 

reflective of the skills of Office staff, the success of the mediations undertaken is based on 

the skills of the mediators used.   

 

The approach adopted by the Office for engagement of mediators has been consistent since 

commencement – with one notable difference being the employment of an internal mediator 

as a member of staff in 2007.  In contrast to many tribunal and court models which establish 

selected panels and provide a minimum level of work for everyone on the panel, the Office 

does not select mediators for a panel, but simply seeks Expressions of Interest to be on the 

External Mediator List, based on satisfying a few relevant criteria. The key differentiator is 

that there is no guarantee to any mediator on the List that they will be appointed to any 

mediation. This has enabled the Small Business Commissioner to maintain complete 

discretion in who is appointed to mediations, and how often. This, however, has given rise to 

some observations from mediators that others are appointed more often than they are. 

 

The allocation process needs to be transparent, but the allocation of mediators to mediations 

is not about equal sharing of work between mediators. The VSBC has a government-set 

target of achieving aggregate mediation resolution rates of at least 75%, and the Office has 

averaged around 80% for the past eight years. It is a matter of simple arithmetic that to 

achieve an aggregate success rate of 80%, for every mediator with a success rate of less than 

80%, a mediator with a counterveiling success rate above 80% needs to be appointed. 

 

Of the 130 mediators on the External Mediator List, around 25 have been used over the past 

two years. Of those, there are a handful of mediators who have success rates over 80% based 

on a large number of mediations conducted for the VSBC, and a larger number with success 

rates in the 70-79% range. It is not surprising that the more successful mediators undertook 

more mediations than other mediators in 2011. By assigning mediations equally across the 

current regularly used mediators, the Office would have achieved an aggregate resolution rate 

of 72% compared with the 79% achieved in 2011. 
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The challenge with this approach is how to find the next group of highly successful 

mediators.  If there was a large group of mediators with 80%+ success rates, arguments of 

equity could be reconsidered.   In the absence of this, the challenge is to balance the risk of 

appointing an untried or infrequently used mediator for a number of mediations with the 

overall program goal of an 80% success rate overall.     

 

Examination of the cumulative success rates of mediators used by the VSBC at least 50 times 

suggests that it is only after 15 - 25 mediations that a ‘steady state’ success rate begins to 

emerge. After only a few mediations, a new mediator could have a success rate of 0% or 

100% or anything in between, which is not a good indicator of likely long term performance. 

This raises difficult issues.  What leeway should be provided to new mediators before 

forming a view on their likely long term success rates?  As it could be hypothesised that 

one’s mediation skill improves with experience, how much performance improvement can be 

forecast for relatively new mediators? 

 

There are criteria other than past success rates that influence appointments. Availability, 

qualifications, legislative expertise, compliance with administration requirements of the 

Office, flexibility to reschedule mediations when needed, willingness to travel, etc. all are 

taken into account in the appointment process. The approach of the parties to a dispute, and 

their representatives (if any) are also taken into account.   And feedback forms from 

mediations provide another input to the process.   

 

The approach adopted to date is to continue to rely heavily on the proven performers, 

providing more mediations to the more successful mediators, but committing to allocate some 

mediations to new / infrequently used mediators to enable them to demonstrate their potential 

to become a high-performing mediator. Ultimately it is a balance between achieving the 

aggregate success rate target and trying a few newer mediators.  Regular monitoring and 

review of mediator success rates is now undertaken to manage this balance.   A mediation 

policy reflecting these considerations has now been formalised and published on the VSBC 

website, ensuring transparency.   
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Judging good faith in mediations 

 

Legislation introduced in December 2011 requires Victorian creditors intending to enforce a 

farm debt to first offer the farmer mediation through the Victorian Small Business 

Commissioner. 

 

This is based on legislation introduced in the State of New South Wales in 1994. 

 

The key difference between the Victorian legislation (Farm Debt Mediation Act 2011) and 

the other pieces of legislation administered through the Victorian Small Business 

Commissioner is that it introduces the concept of ‘satisfactory mediation’. A settled 

mediation is deemed to be satisfactory, but so too is a mediation that doesn’t reach settlement 

‘but has proceeded as far as it reasonably can’.   

 

Following a mediation that hasn’t reached settlement, the Small Business Commissioner must 

determine whether the mediation has been satisfactory or not on either party’s application. 

There are significant implications arising from this determination. If the mediation is 

determined to be satisfactory, or unsatisfactory due to the conduct of the farmer, the creditor 

can proceed to enforce the farm debt through Court action. If the mediation is determined not 

to be satisfactory due to the conduct of the creditor, the creditor is prevented from enforcing 

the farm debt for up to six months.  

 

A key criteria to determine ‘satisfactory mediation’ is whether either party has refused to 

mediate, which is defined to include failing to take part in the mediation in good faith. As the 

Commissioner does not participate in the mediations, the report of the mediator is critical to 

the judgement formed by the Commissioner as to whether the parties participated in good 

faith.  In the case of the NSW Act, the mediator has statutory indemnity where the mediator 

has acted in good faith.  In the Victorian Act, there is no statutory indemnity for the mediator, 

although the mediation agreement signed by the mediator and all parties to a mediation 

includes contractual protections for the mediator. 

 

So in Victoria, the Commissioner is dependent on the mediator’s report to form a view on 

whether parties have participated in the mediation in good faith, yet the mediator has lesser 
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protections than exists in NSW.  Only time will tell whether the lack of a statutory indemnity 

for mediators in Victoria under the Farm Debt Mediation Act 2011 leads to increased 

litigation risk against the Commissioner, or the mediator, compared with the situation in New 

South Wales. 

 

CONCLUSIONS 

 

This paper has explored the evolution of the role of the Victorian Small Business 

Commissioner since 2003 and argues that for a variety of reasons, the role has changed to 

become predominantly if not entirely focused on dispute resolution. The primary implications 

of this change are to ensure that expectations (of government, stakeholders, etc) are aligned to 

the new reality, and that future evaluations of the Office are reflective of this reality. 

 

The policy objectives behind the Small Business Commissioner Act 2003 and other Acts 

which relate to dispute resolution are largely being achieved, while objectives relating to 

improved business-government relations and investigating unfair market practices have been 

to a large extent ‘crowded out’ by the predominance of the dispute resolution service 

imperative. 

 

Office activity is analysed, and the trend to more disputes being resolved prior to mediation is 

contrasted with the structural budgetary constraints on growth in this activity. A new triage 

system to stream dispute applications is being piloted to achieve these objectives. Mediation 

success rates have been fairly consistent at around 80%, although there are slight differences 

across legislation. 

 

The key strategic challenge facing the Office is to ensure businesses are aware of the services 

provided by the VSBC.  Survey and other data demonstrate low ‘front of mind’ awareness of 

the VSBC by business.  Informed awareness of the VSBC role will increase over time as 

businesses use the services of the VSBC.  The major area of focus is those disputes which are 

not required by legislation to be referred to the VSBC.  There appears to be a substantial 

opportunity for the VSBC to expand penetration into this ‘market’ through effective, targeted 

marketing and communications, as well as by providing information to small businesses to 
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help them understand the dispute resolution ‘system’, and overcome some of the confusion 

and negativity small businesses feel when faced with a business dispute.  

 

The recent emergence of Small Business Commissioners in other Australian States, and 

committed at the national level, is a very strong statement of Government support for small 

business across Australia, and is likely to lead to improved awareness by small businesses of 

the role of Commissioners generally. Each of the roles is somewhat different, however.  

 

Recent challenges faced by the VSBC include the articulation of a policy for the appointment 

of mediators to provide a successful and sustainable mediation program, and the need to 

judge whether certain mediations have been conducted in ‘good faith’ when the 

Commissioner is not present at these mediations.   

--------------------------------------------------- 
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APPENDIX 1  - MAXIMUM POTENTIAL BUSINESS CONTACT WITH VSBC 

 

To validate the survey results from 2007 of business knowledge of the VSBC, dispute and 

non-dispute related contacts with the VSBC were considered, as shown in Table 3. 

 

Table 3: Maximum potential party contact with VSBC from commencement to July 

2007 

 No. Parties 

involved 

Potential 

Maximum  

Business 

Contacts 

% of small 

business 

sector
18

 

Phone Calls 23,126 1 23,126 4.7% 

Applications completed 2,221 2 4,442 0.9% 

Dispute related    27,567 5.6% 

     

S.21 Certificates issued
19

 2371 2 4742 1.0% 

S. 25 lodgements
20

  53,991 1 53,991 11.0% 

Not dispute related    12.0% 

     

Total maximum potential 

contact  

   17.6% 

 

If each contact with the VSBC was from a different party, an upper bound on party 

engagement with the VSBC regarding disputes is 5.6% of businesses.  However, many phone 

calls will turn into applications, phone calls may be from the same party, many phone calls 

are made by solicitors, parties may not be small businesses, and (over four years) phone calls 

and applications may relate to different disputes from or relating to the same party.  Also, not 

all phone calls will relate to a dispute – often a business is seeking information on their (or 

the other party’s) rights and obligations, which may not be considered as relating to a 

                                                 
18 Based on 490,000 small businesses in Victoria in 2007. 
19 Certificates issued to waive tenant rights for a minimum lease duration of 5 years to apply by statute. Both the 

landlord and the tenant are involved in the process. 
20 The Retail Leases Act 2003 section 25 requires the landlord to lodge with the Commissioner details of new 

and renewed leases within 14 days of execution. 
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‘dispute’. Arguably, the facts are not greatly inconsistent with survey data showing around 

2% of small businesses had contacted the VSBC about a dispute. 

 

Taking a broader view of contacts, Office activity levels suggest a maximum possible 17.6% 

of businesses had contacted the VSBC by July 2007 for any reason, compared with survey 

responses of 8.8%. Again, for reasons noted above and in the case of Section 25 RLA 

lodgements the reality that often the real estate agent or solicitor lodges lease details for 

multiple landlord clients, these results may not be inconsistent
21

.   

 

 

 

 

                                                 
21 Differences in survey results may also arise through different questionnaire methodologies, including question 

design. 
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INTRODUCTION 

Small and Medium Enterprises (SMEs) in Thailand came to the attention of the 

economists and policymakers after the 1997 financial crisis. Since Thailand devalued its 

exchange rate on 2 July 1997(Waiquamdee, Disyatat, & Pongsaparn, 2005), the economy fell 

into the deepest crisis it had ever had. Large firms were hit hard and SMEs were promoted as a 

flagship for economic recovery. Many new organizations have been established while the others 

have adjusted their policy toward SMEs.    

Nowadays, all roads in Thailand seem to lead to SMEs. There are many types of SME 

business; for example, vendor businesses, food stalls, grocery shops, retail/wholesale shops, as 

well as professional small/medium business. All these count as SMEs as they are quite different 

in terms of management systems, assets, employment, size, capital, economics of scale etc. 

Although, the Thailand SME definition was considered during the policy making process, it 

seems that not enough attention was given to the design of a policy to suit with the need of 

SMEs.  

Moreover, a good policy would not have side effects which harm SME operations; for 

example, increasing costs for the SMEs in dealing with the policy. In regard to policy 

development, the situation becomes critical for SMEs, especially in the case of tax policy, to 

design a suitable tax policy that is not an unreasonable burden.  

Usually, the government sector provides tax policy implementation to support SMEs. 

However, most tax policy changes have been issued without much attention to the cost of 

tax compliance. In general, it seems a routine requirement for SME taxpayers to comply with the 

tax authority’s policies. This is the case regardless of the cost involved and SME taxpayers are 

still responsible to comply with the tax laws. At present, there is no answer to those asking about 

tax compliance costs to SMEs in Thailand. Therefore, in his paper, a measurement of tax 

compliance costs is provided; it is time for policy-makers in Thailand to consider tax compliance 

costs before issuing a new policy.   

This paper measures corporate income tax compliance costs and related factors that can 

increase tax compliance costs by focusing on SMEs that are corporate and/or partnership 

structured. Both corporates and partnerships are subject to taxation as stipulated in the Tax Code 

and are subject to income tax on income earned from sources within and outside of Thailand. 
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This is known as ‘Corporate Income Tax’ or ‘CIT’.  The discussion divides into four sections. 

The first section reviews SMEs in Thailand in relation to corporate income tax. The second 

section discusses the potential effects of tax compliance costs on SMEs. The third section 

examines related tax compliance costs factors on SMEs. The final section presents 

recommendations for Thailand tax policy makers.    

 

SMALL AND MEDIUM ENTERPRISES IN THAILAND 

SMEs’ definition 

In Thailand, the main Small and Medium Enterprises’ definition is determined by the 

Ministry of Industry. This SME definition is characterised by the number of salaried workers, 

and fixed assets and it is classified into three sections: production, service and trading (wholesale 

and retail). In general, enterprises having a total number of employees less than 200 and fixed 

assets less than 200 million baht are categorised as SMEs (Office of Small and Medium 

Enterprises Promotion, 2002) as shown in Table 1. 

 

Table 1: Small And Medium Enterprises’ Definition, Thailand 

Type Small Medium 

Employees Fixed Assets 

(million baht) 

Employees Fixed Assets 

(million baht) 

Production 
Not more than 50 

Not more than 

50 
51-200 51-200 

Service 
Not more than 50 

Not more than 

50 
51-200 51-200 

Wholesale 
Not more than 25 

Not more than 

50 
26-50 51-100 

Retail 
Not more than 15 

Not more than 

30 
16-30 31-60 

Source:  Office of Small and Medium Enterprises Promotion (2002) 

Moreover, the Revenue Department provides special corporate income tax rate for SMEs 

with paid-up capital less than 5 million baht as follows: for net profit less than 150,000 baht - tax 
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rate is exempt; for net profit between 150,000 to 1 million baht - tax rate is 15%; for net profit 

between 1-3 million baht - tax rate is 25%; and for net profit more than 3 million baht - tax rate 

is 30% (Fiscal Policy Office, 2008) as shown in Table 2. 

 

Table 2: Corporate Income Rates of SMES 

Taxpayer Tax Base Rate 

Small company which refers 

to a company with paid up 

capital less than 5 million 

baht at the end of each 

accounting period. 

Net profit not exceeding 150,000 baht 

Net profit over 150,000 baht up to 1 million baht. 

Net profit over 1 million baht up to 3 million baht. 

Net profit exceeding 3 million baht. 

Exempt 

15 % 

25 % 

30 % 

Source: The Fiscal Policy Office (2008) 

 

In order to receive tax benefits from the Revenue Department (2006), SMEs are defined 

in a more rigorous manner, as following:  

(1) Thai company with durable assets (excluding land) less than 200 million baht and 

hiring employee less than 200 people grant an initial allowance on assets as follows:  

      (a) Computer hardware and peripheral can depreciate on the acquisition date at 40%  

of its total cost. The remaining will be depreciated at a regular rate for at least 3 accounting 

periods;  

      (b) Durable building and plant can depreciate on the acquisition date at 25% of its  

cost. The remaining will be depreciated at a regular rate not exceeding 5% of the total cost per 

year;  

      (c) Machinery and equipment can depreciate on the acquisition date at 40% of its total 

cost. The remaining will be depreciated at a regular rate not exceeding 25% of the total cost per 

year. Effective for assets which are acquired on or after 31
st
 January 2002 (B.E. 2545);  

(2) Full corporate income tax exemption for qualified venture capital (VC) company on 

dividend income and capital gain from sale of stock receiving from investing in Thai company 

with the durable assets (excluding land) less than 200 million baht and hiring employee less than 

200 people. A qualified VC company must be as the following:  
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       (a) A company incorporate in Thailand which doing venture capital business as 

prescribed in Ministerial Notification with capital not less than 200 million baht and paid-up 

capital at least of 50% in the first year. The remaining capital will be paid up within 3 years 

starting from the date of registration;  

       (b) VC company must be registered with the office of Securities and Exchange 

Commission within 3 years from 31
st
 January 2002 (B.E. 2545);  

        (c) VC company must have share of paid up capital in SMEs not less than 20% for 

the first year, 40% for the second year, 60% for the third year and 80% for the fourth year;  

        (d) VC company must hold SMEs stock for at least 7 consecutive years or at least 5  

years if that SMEs can register in Stock Exchange of Thailand;  

       (e) A manager of VC company must hold a securities business license in a type of 

joint investment management which is approved by the offices of the securities and exchange 

commission. Effective is on or after 31
st
 January 2002 (B.E. 2545).  

(3) Income tax exemption on dividend or income from sales of securities receiving from 

the VC’s exempt income. Effective is on or after 31
st
 January 2002 (B.E. 2545)   

Nevertheless, Corporate Income Tax (CIT) is a direct tax levied on net profit by 

subtracting all allowed deductible expenses from total sales ("Revenue Code," 1938). The 

allowed deductible expenses are subjected to conditions commonly found in the Thai tax code. 

On the other hand, net losses of CIT can be carried forward for up to five consecutive years. 

Taxes are due on a semi-annual basis within 150 days of the close of a six-month accounting 

period. Except for newly incorporated companies, an accounting period is defined as a 12 month 

period. Returns must be accompanied by audited financial statements. SMEs must file a half-

year return and pay 50% of the estimated annual income tax by the end of the eighth month of 

the accounting period. 

As a consequence, the SME definition provided by the Ministry of Industry is a general, 

widely acknowledged term. In order to qualify for tax benefits, SMEs must meet strict 

requirements as set by the Revenue Department. Thus, SMEs can receive considerable tax 

benefits if they comply with each rigorous requirement. SMEs have to be aware of many factors 

to enjoy the benefits of policy implementation. For example to receive tax benefits, SMEs have 

to understand the classification system for tax deduction purposes. Sometimes, the definition of 

SMEs is also difficult because the nature of its criteria and purposes are variable (Cameron, & 



6 

 

Massey, 2003). It seems that SMEs have to meet many conditions to run their businesses. 

Otherwise, they will lose the benefits that they have gained. They have to provide enough 

information about their own circumstances to enjoy tax benefits, so they may have to spend 

money to employ a tax professional to help them.  

SMEs’ Role 

Small and Medium Enterprises are the backbone enterprises in Thailand. In the year 

2010, there were 2,913,167 SMEs, making up 99.60% of the total number of enterprises in 

Thailand. These SMEs number comprises of 2,894,780 small enterprises and 18,387 medium 

enterprises or 98.97% and 0.63% of the total number of enterprises in Thailand, respectively.    

This is significantly greater than the number of large enterprises (9,140 or 0.31% of the 

total number of enterprises) as shown in Table 3. 

 

Table 3: The Number and Percentage of Enterprises in Thailand 

Size Number Percentage 

2008 2009 2010 2008 2009 2010 

Small 

Enterprises 
2,815,560 2,884,041 2,894,780 99.3 99.4 98.97 

Medium 

Enterprises 
    12,073     12,065    18,387 0.4 0.4 0.63 

Larges 

Enterprises 
     4,586      4,653    9,140 0.2 0.2 0.31 

N/A      4,158 -    2,605 0.1 - 0.09 

Total 2,836,377 2,900,759 2,924,912 100 100 100 

Source: Computed from Office of Small and Medium Enterprises Promotion (2008-2010) 

 

The percentage contribution of SMEs to Thailand’s GDP for the years 2008, 2009 and 

2010 was 38.1%, 37.8% and 37.1% respectively as shown in Table 4. Although the number of 

SMEs is larger than the number of large enterprises, the large enterprises contribute more to 

Thailand’s GDP. For this reason, it might be expected that there would be some mismatch 

between SME policy and the actual SMEs’ requirements. Nevertheless, a good tax policy might 
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be possible and become a one tool to enhance the robust SME productivity. If constructive policy 

is formulated to support SMEs, the SMEs may well contribute more to Thai economy.     

  

Table 4: The GDP of Enterprises 

Size GDP (%) 

2008 2009 2010 

SMEs 38.1 37.8 37.1 

Large Enterprises  45.8 45.9 46.1                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                          

 Source:  Office of Small and Medium Enterprises Promotion (2009-10) 

 

THE POTENTIAL EFFECTS OF TAX COMPLIANCE COSTS TO  

SMALL AND MEDIUM ENTERPRISES 

Tax compliance costs are the costs taxpayers incur when dealing with the tax authority to 

comply with their legal requirements (Sandford, Godwin, & Hardwick, 1989); in this case, it is a 

private sector cost. Besides private sector costs, public sector costs are incurred by the revenue 

authority. To understand ‘public sector costs’ it is clearer to use the term ‘administrative costs’ to 

identify the cost of salaries and wages, including national insurance contributions and 

superannuation costs; accommodation costs (including rents, rates, heating, lighting and 

cleaning); postage, telephone, printing, stationery; travel; and computing and other equipment 

costs of all staff in the revenue department (Sandford, et al., 1989). 

The level of compliance costs are a major concern to small business because most 

politicians like to provide tax incentives without being concerned about tax compliance costs 

(Pope, 2008). Tax compliance costs become a tax burden for SMEs when they have to deal with 

complicated compliance rules. As identified by Ariff and Pope (2002), what is needed for such 

small and medium businesses is for tax compliance costs to be minimal. Adding to the 

compliance costs in the United States is the impact coming from the complexity of taxing 

income by lawmakers attempting to achieve political goals using tax policy, such as assigning 

tax burdens based on income level, and encouraging various socially beneficial activities 

(Moody, Warcholik, & Hodge, 2005).  
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In Thailand, it was interesting to note that there were twenty-five changes to tax policies 

in the area of revenue tax, custom tax and excise tax in the year 2010; eleven of the twenty-five 

changing tax policies related to corporate income tax such as tax exemption for donations to 

political parties, tax incentive to support tourism business (Bureau of Tax Policy, 2010) which 

included rigorous requirement for tax benefits. Indeed, there are too many rules and regulations 

for SMEs. Moreover, the context of tax law is complex and difficult to understand. It is most 

popular to attend a tax accounting seminar to gain and update tax knowledge. Somehow, most 

Thai SMEs have to use external tax professional staff to help them with filing tax, record 

keeping and dealing with the Revenue Department because they lack of tax knowledge. These 

can increase tax compliance costs to SMEs because they have to modify their tax knowledge and 

practices to make them achieve a satisfactory standard of meeting the tax requirement.  

On the other hand, in order to reduce administrative costs, the Revenue Department 

might have to shift the more of the burden to taxpayers by transferring administrative costs to 

compliance costs. Thus, the differences between public costs and private costs identify an area of 

high compliance costs, indicating the importance of administrative costs and especially 

compliance costs to policy makers (Sandford, et al., 1989); these stereo types of costs are by no 

means independent (Oliver, & Bartley, 2005). 

To be confirmed by the self-assessment system in Thailand is a responsibility the 

government places on taxpayers to administer themselves. SMEs are required to register as 

taxpayers, file taxes, keep records and prepare for audit by tax auditors or the CPA (Certified 

Public Accountant). SME taxpayers are legally responsible for the accuracy of the information 

they provide in their tax declarations. If the Revenue Department checks the accuracy of the 

information and finds information missing or incorrect, SMEs are subject to penalties. It is the 

legal duty of the SME taxpayer to pay the correct tax amount, so it is hard for them to have low 

compliance costs in the self-assessment system.  

Tax revenue is the main source of income for Thailand to be able to finance government 

spending on goods and services. The Revenue Department, in particular, is the primary tax 

collection agency. Providing tax benefits is likely to decrease the level of tax revenue. This 

appears to be a confused policy, but it is a common approach for the Thailand tax system. In 

effect, the argument is that in relation to, a tax benefit policy and a tax collection growth policy 

there might be a conflict.  



9 

 

 

TAX COMPLIANCE COSTS MEASUREMENT 

Methodology 

Survey questionnaires were used as the data collection instrument for this paper. The use 

of survey questionnaires has been accepted widely in tax compliance cost research (Sandford, et 

al., 1989), similarly, a large scale survey is the most popular method of tax compliance costs 

research into collection of data (Tran-Nam, Evans, Walpole, & Ritchie, 2000). This study is the 

first attempt to measure income tax compliance costs of Small and Medium Enterprises (SMEs) 

in Thailand. The primary data was used to collect sufficient information to measure tax 

compliance costs of Thai SMEs that could be used as reliable by the Thai government. Thus, the 

large scale survey questionnaire was confirmed as the choice and best starting point (Sandford, 

1995) for this paper.  

There is no organisation which has a duty to legally register SMEs in Thailand. For this 

paper it was decided to use the lists of SMEs from the customer base of the Thai Credit 

Guarantee Corporation (TCG)
1
. The appropriate sample size in this current study, focused on 

2,000, was determined as reasonable; similar to the sample size and response rate of many 

fruitful tax compliance cost studies; for instance, 1,870 companies with 16 per cent response rate 

(Pope, Fayle, & Chen, 1991), 4,000 small businesses with 27 per cent response rate (Pope, & 

Rametse, 2002), 1,300 SMEs with 16 per cent response rate (Abdul-Jabbar, 2009), 4,323 surveys 

                                                 

1
 The Thai Credit Guarantee (TCG) is a state-owned specialised financial institution (SFI) under the supervision of 

Ministry of Finance (MOF).1 The Act B.E. 2534 (1991) constitute TCG to take over all the business and operations 

of The Small Industry Credit Guarantee Fund. The main objectives of TCG are to increase credit extension from 

financial institutions to small industries, to accelerate the dispersal of credit extension to small industries throughout 

the country and to provide industrial development to achieve the target of the National Economic and Social 

Development Plan. It is clear that TCG’s objectives are focus on only SMEs and it means all customers of TCG are 

SMEs.  Basically, the SME customers of TCG are from private bank, other SFIs such as Enterprise Development 

Bank of Thailand (SME Bank), Export Import Bank of Thailand and Government Savings Bank, The Federation of 

Thai Industries, Thai Chamber of Commerce and Department of Business Development. Then, the TCG manage its 

own customer database, the total number of TCG customers are 25,829 from North, South, Central, East, North East 

and Bangkok and surrounding area. 
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with 10 per cent response rate (Slemrod, & Venkatesh, 2002), 1,329 companies with 10 per cent 

response rate (Slemrod, & Blumenthal, 1996) and 10,300 Flemish SMEs with 2 per cent 

response rate (Schoonjans, Cauwenberge, Reekmans, & Simones, 2011).  

As a result of the expert’s suggestion (the tax officers from the Revenue Department, the 

economist from the Fiscal Policy Office, SME taxpayers and tax accountants), the data collection 

period was undertaken in May-July 2011. Moreover, a pilot test was used to revise and improve 

the questionnaire for the main data collection (Slemrod, 1997). 

The data analyse in this paper were determined by use of Microsoft Excel and SPSS. 

Basically, the data were coded by using a unique coding system (McKerchar, 2010) into 

Microsoft Excel before imported into SPSS. In the analysis process, the computational costs 

were expressed in term of the mean turnover for each category (Pope, et al., 1991) and the 

independent variables are determinant tax compliance costs (Slemrod, & Venkatesh, 2002). 

Response Rate 

Questionnaires were distributed to 2,000 SMEs to customers of The Thai Credit 

Guarantee Corporation (TCG) by enclosing with TCG newsletter. The respondents replied with 

228 questionnaires of which 206 were usable surveys; the response rate was 10.41%, as shown in 

Table 5. 

 

Table 5: Response Rate 

 Number of SMEs 

Gross SME Sample 2,000 

Out-of-frame Response
2
     22 

Net SME Sample 1,978 

Usable Response 206 

Response Rate 10.41% 

                                                 

2
 22 out-of-frame responses included incomplete questionnaires and non-SME respondents.  
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Results 

An estimation of internal labour costs for each SME in Thailand is 72,219 baht per year, 

additional costs or miscellaneous expenses (stationery, postage, travelling, software, computer 

and others) is 116,217 baht per year and the total internal costs are 188,437 baht per year. 

The external costs are 62,663 baht per year. It is lower than internal costs. The overall tax 

compliance costs are 251,100 baht per year. 

 

Table 6: Estimation of Disaggregate Tax Compliance Costs, 2010 

Cost Category Baht 

Internal Labour Costs 72,219.34 

Additional Costs                        116,217.19 

Total Internal Costs                        188,436.53 

External Costs                          62,663.11 

Overall                        251,099.64 

 

Tax compliance costs of partnerships and limited companies are 221,580 baht per year 

and 270,621 baht per year respectively, as shown in Table 7.  

 

Table 7: Tax Compliance Costs (Legal Structure), 2010 

Legal Structure COUNT BAHT 

Partnership 82 221,580.25 

Limited Company 124 270,620.53 

Total 206 251,099.64 

 

Tax compliance costs of SMEs in North are 342,337 baht per year, in Bangkok and its 

surrounding areas are 237,544 baht per year, in Central are 178,526 baht per year, in South are 
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288,603 baht per year, in East are 253,800 baht per year and in Northeast are 174,776 baht per 

year. More details are shown in Table 8.   

 

Table 8: Tax Compliance Costs (Location), 2010 

Location Count Baht 

North 37 342,337.37 

Bangkok and its surrounding 

areas 
78 237,543.78 

Central 29 178,525.52 

South 39 288,603.12 

East   1 253,800.00 

Northeast 22 174,775.77 

Total 206 251,099.64 

 

Tax compliance costs of SMEs which have a trading period of less than 2 years are 

271,179 baht per year, trading period between 2 and 5 years are 208,988 baht per year and 

trading period more than 5 years are 258,345 baht per year as show in Table 9. This results show 

that SMEs have to pay high tax compliance costs in their start-up period. The lowest tax 

compliance costs for a trading period occurs between 2 and 5 years and the tax compliance costs 

increase when the trading period has continued more than 5 years. The possibility might be that 

with the growth of business size, SMEs have to increase the number of accounting staff needed 

to meet their tax obligations.   

 

Table 9: Estimation of Tax Compliance Costs, 2010 

Trading Period Count Baht 

Less than 2 years 26 271,178.75 

2 to 5 years 37 208,987.76 

More than 5 years 143 258,344.98 

Total 206 251,099.64 
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 Tax compliance costs for those meaning the SME definition, as shown in Table 10, are 

186,492 baht per year for small production enterprises, 255,664 baht per year for small service 

enterprises, 277,600 baht per year for small wholesale enterprises, 125,792 baht per year for 

small retail enterprises, 377,616 baht per year for medium production enterprises, 417, 489 baht 

per year for medium service enterprises, 217,866 baht per year for medium wholesale enterprises 

and 365,254 baht per year for medium retail enterprises.    

 

Table 10: Tax Compliance Costs (SMEs’ definition), 2010 

 Small Enterprises Medium Enterprises 

 Employees Fixed  

Assets 

(million  

baht) 

Count Baht Employees Fixed 

Assets 

(million 

baht) 

Count Baht 

Production Not more 

than 50 

Not more 

than 50 

51 186,491.90 51-200 51-200 23 377,615.75 

Service Not more 

than 50 

Not more 

than 50 

41 255,664.33 51-200 51-200 21 417,489.44 

Wholesale Not more 

than 25 

Not more 

than 50 

22 277,599.71 26-50 51-100 3 217,865.71 

Retail Not more 

than 15 

Not more 

than 30 

34 125,791.95 16-30 31-60 11 365,254.20 

Total   148    58  

 

The relative importance of computational costs is illustrated in term of net profit as 

shown in Table 11. Computational costs as a percentage of net profit 0-150,000 baht is 244.1 (for 

every 100 baht of net profit), net profit 150,0001-1,000,000 baht is 41.7 (for every 100 baht of 

net profit), net profit 1,000,001-3,000,000 baht is 21.4 (for every 100 baht of net profit) and net 

profit over 3,000,000 baht  is 4.42 (for every 100 baht of net profit). 

 

 

    

Table 11: Computational Costs as a Percentage of Net Profit, 2010 
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Net Profit Baht Computational Costs as  

a percentage of net profit 

0-150,000 183,104.89 244.1 

150,001-1,000,000 240,103.05 41.7 

1,000,001-3,000,000 428,977.48 21.4 

Over 3,000,000 287,513.74 4.42 

Notes: 1. There were 7 missing values. 

            2. The net profit over 3,000,000 baht was assumed that the highest net profit was    

            10,000,000 baht for measuring computational costs as a percentage of net profit.          

 

The respondents using external tax professional are 134 or 66%. The respondents non-

using external tax professional are 68 or 34%. The result of table 6 shows that the internal tax 

compliance costs are higher than the external costs. This result tends to show that the using 

external professional might be benefit and can reduce tax compliance costs for SMEs. 

    

Table 12: The Number of SMEs (Use & Non-use External Tax Professional), 2010 

 Number Percent 

Use External Tax Professional 134 66.3 

Non-use External Tax 

Professional 
68 33.7 

Overall 202 100 

Notes: There were 4 missing values. 

 

The opinions of respondents also confirm that external tax professional are important. 

The most popular reasons for employing external tax professionals are (1) Technical knowledge 

is not readily available internally and (2) Corporate Income Tax matters are complicated. More 

information is provided in Table 13.   

Table 13: Main Reasons to Employs External Tax Professionals 

 
 Yes No Overall 

Technical knowledge is 132   73  205 
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not readily available 

internally 

       (64.39%)         (35.61%) (100) 

Corporate Income Tax 

matters are complicated 

113 

       (55.12%) 

  92 

         (44.88%) 

 205 

(100) 

External opinion is 

required 

  82 

         (40%) 

123 

           (60%) 

 205 

           (100) 

It is more cost-effective 

to use external tax 

professionals 

  73 

       (35.61%) 

132 

         (64.39%) 

 205 

           (100) 

For corporate income 

tax planning 

  66 

       (32.20%) 

139 

         (67.80%) 

 205 

(100) 

Other, please state     6 

         (2.93%) 

199 

         (97.07%) 

 205 

(100) 

 

 

In conclusion, tax compliance costs are different depending on each independent 

variables. The average of tax compliance costs in the year 2010 was 251,100 baht for SMEs. 

Each SME carried these costs for dealing with corporate income tax to meet the satisfaction of 

the Revenue Department and to comply with their legal requirements. In addition, one may refer 

to ‘the hidden costs of taxation and consider tax burden to SMEs (Sandford, et al., 1989; 

Strumpel, 1966) as cited in (Pope, Fayle, & Chen, 1994). These costs may have been incurred, 

for example, because of: (1) too many rules and regulation; (2) Corporate income tax matters are 

complicated; (3) SME taxpayers lack of knowledge; and (4) Self-assessment system in taxation. 

These so-called ‘hidden’ costs have been neglected in Thailand.   

 

POLICY RECOMMENDATION TO TAX POLICY MAKERS IN THAILAND 

The large scale survey may be a starting point to demonstrate the importance of tax 

compliance costs and to suggest, it is important to recognise their importance by including them 

into the policy making process (Sandford, 1995). To consider compliance costs development, 

Pope (1993) identifies six phases or periods for developing compliance costs of taxation in a 

policy area. Phase One is the period where the issue of compliance costs is denied; Phase Two is 

the recognisable period of compliance costs by experts; Phase Three is the initial period of 
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estimating the estimation of tax compliance costs; Phase Four is a period where there is 

compliance costs recognition by policy makers; Phase Five is the formulating period of policy 

actions in compliance costs; and Phase Six is the monitoring period to estimate costs. In 

Thailand, the development of compliance costs concern is only in Phase Two or possibly Phase 

Three as defined in this study. There is still a gap in compliance costs’ development. As 

confirmed by Evans, Hasseldine and Pope (2001), tax compliance costs can be given recognition 

by policy makers and, it is argued, these concerns signify that the SME compliance costs should 

be addressed by the policy making processes in Thailand.   

 

CONCLUSIONS 

Currently, there is no tax compliance cost study in Thailand, and this is the first attempt 

to measure the compliance costs in the country. The effect of tax policy is a tax burden for SMEs 

in Thailand at this time, especially as tax compliance costs to SMEs are increasing. 

The direct tax compliance costs of SMEs are 251,100 baht in the year 2010; however, it 

has been shown that there are indirect effects to Thai SMEs in form of hidden costs and tax 

burdens.  

Thus, tax policy may be advised to consider how to reduce the tax burden on SMEs. Most 

SMEs would prefer a simpler tax system with lower levels of tax compliance costs. This is 

something that policymakers and politicians could take into account before issuing any new 

policy.  

Hopefully, the results in this study will contribute to the tax policy making process in 

Thailand; particularly, in the recognition of the magnitude and relevance of SMEs income tax 

compliance costs. 
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Abstract 

The nature and extent of SME regulation has received much attention, however, it is arguable 

that the industry sector dimension has been neglected. The nature of SME regulation is 

distinctive by sector since it varies across such dimensions. In this paper we undertake a 

qualitative case-based analysis of the factors affecting the capability of primary sector rural 

SMEs to manage regulation. In theory, rural SMEs in the primary sector may have limited 

networks and resources compared to urban SMEs in other sectors, yet also face a complex 

range of local, regional and central regulations. Our case analysis indicates diversity in 

capability across sub-sectors including diary and stock farming, fruit growers and 

vegetable/horticultural producers. Factors influencing such diversity are discussed and a 

conceptual framework developed. 
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Introduction 

The ability of entrepreneurs and small firms to manage regulation has been a major concern 

of small firms’ member associations and representatives of entrepreneurs worldwide. This 

has manifested itself with regular calls for the reduction of state ‘red tape’ in the UK (FSB, 

2011), the development of ‘better regulation’ by the European Union (EC 2010) and claims 

by the US Chamber of Commerce of ‘excessive regulation’ by the Obama administration (US 

Chamber of Commerce, 2011). The World Bank measures and monitors business regulation 

their annual reports on Doing Business (World Bank, 2010). This indicates that regulation has 

been ‘modernised’ by a number of countries as they seek to reduce potential obstacles to 

‘doing business’. Yet the issue of regulation still features prominently and regularly in small 

firm surveys in many developed economies. 
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The nature and extent of SME regulation has received much attention, however, the industry 

sector dimension has yet to achieve the same status. The nature of SME regulation is 

distinctive by sector since it varies across such dimensions. There is ‘general regulation’ 

which applies to all SMEs irrespective of sector such as taxation requirements, occupational 

safety and health (OSH) requirements; employee benefits and other requirements such as the 

national minimum wage. Yet there also regulations that will vary in application and in the 

stringency of their requirements across sectors. For example, we can expect in the 

manufacturing sector for SMEs to face additional and more complex OSH requirements and 

also the need to comply with regulations that may concern handling hazardous substances. 

SMEs in the catering and hospitality sector will need to meet food handling and hygiene 

requirements. It can be argued that in the primary sector, rural SMEs face a complex range of 

regulatory requirements that are required by central administration bodies that are concerned 

with animal and food safety, bio-security, environmental regulations, land use regulations and 

resource consents. Given that rural SMEs, especially those in the primary sector, often have 

limited resources and networks compared to urban SMEs (Anderson, et al 2010), managing 

this complexity and diversity within the range of regulatory requirements is unique to 

primary sector rural SMEs.  

The paradox of regulation is that despite the complexity, it can be used to advantage by 

SMEs through meeting minimum requirements and ensuring quality of production. It is 

known that the ability to cope with the general regulation can vary across SMEs in the same 

sector (Ram et al 2003). However, there is a research gap in understanding how some SMEs 

can cope well with complexity, yet others in the same sector do not. This paper seeks to 

address this research gap by focusing on case examples on primary sector rural SMEs drawn 

from a large scale study designed to investigate the factors that influence SMEs’ capability to 

manage regulation in New Zealand. 

A case study approach is taken to building a conceptual understanding of the forces that 

affect the capability of primary sector rural SMEs to manage regulation. Our approach 

follows the steps recommended by Eisenhardt & Graebner, 2007 in building theory from case 

studies. 

It is necessary to briefly cover some contextual information then the rest of the paper 

discusses literature, previous work, relevant theory, research questions and methodology, 

case data, discussion of findings and implications 

Context 

New Zealand may be distinguished by the combination of attributes that potentially impede 

economic activity. It is a small economy with a population of around 4.36 million 

(http://www.statistics.govt.nz). However, it is not only the small population, but as well their 

spatial distribution that is interesting. There are only three cities with a population of more 

than 300,000 – Auckland with about 1.3 million and Wellington and Christchurch with about 

386,000 each. Together those three locations account for about half of New Zealand’s 

population (Statistics New Zealand, 2010). In Europe, small economies are among the most 

http://www.statistics.govt.nz/
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prosperous, but New Zealand has the further challenge of geographical remoteness. For 

example, while Ireland is on the periphery of Europe and has a similar population to New 

Zealand, a 1200 kilometre radius from Dublin covers a market of close to 175 million 

compared with 4.5 million people for a similar distance around Wellington (Rowe, 2005). 

New Zealand’s catchment remains largely unchanged when the radius is expanded to 2200 

kilometres; for Dublin it grows to over 300 million.  

New Zealand is considered by the World Bank’s annual Doing Business Report to be one of 

the easiest nations to start and run a business (World bank, 2009; 2010). Perhaps because of 

this, it has proportionately a high business population per capita with over 457,000 registered 

businesses (MED, 2009). By comparison, Scotland, with a population of just under 5.2 

million, recorded less than 291,838 registered businesses in 2009 

(http://www.scotland.gov.uk) (0.11 compared to 0.06 registered businesses per head of the 

population respectively).  However, with 98 percent of firms employing fewer than 50 

employees, 89 percent employing 5 or fewer and 68 percent having no employees, the number 

of small firms in New Zealand is broadly comparable internationally.  

There is a tendency to propose a perspective that New Zealand’s isolation and smallness 

constrains economic development (Skilling, 2001; Simmons, 2004). This perspective holds 

that the small domestic market combined with the high costs of entry into export markets 

prevents enterprises achieving a minimum efficient scale of production. According to this 

view, disadvantage is accentuated by the isolation from competitors, suppliers and markets 

and competitive pressure. Enterprises seeking growth need to diversify to a greater degree 

and sooner than they might need to if located in a large, centrally located economy. These 

arguments are substantiated by evidence that New Zealand has a firm distribution heavily 

skewed toward small firms, including an unusually large share of manufacturing firms with 

fewer than 20 employees (Simmons, 2004). New Zealand’s economic wealth is 

predominantly based on its comparative advantage in natural resources reflected in its strong 

primary sector production such as dairy and meat. The OECD has commented that; “New 

Zealand’s economic structure differs markedly from that of other OECD countries” (OECD, 

2007, p 63). It has maintained a strong primary sector (9.2%, compared to an OECD average 

of 2.0%). This ‘weight’ of the land-based sector is reinforced by a manufacturing industry 

that contains an important food manufacturing sub sector.  The concentration of New Zealand 

exports in a small number of large organisations would also seem to testify to the challenges 

facing small enterprises. Small firms account for a large share of the organisations engaged in 

exporting, but their share of total exports is low compared with Australia (Simmons 2004). It 

is not clear why this difference may exist, but it may reflect the additional costs of seeking to 

trade overseas from New Zealand, although an open economy distance may discourage the 

search for opportunities overseas and encourage a focus on domestic markets.  

Given the characteristics that have been described about New Zealand’s context, it is 

arguable that primary sector rural SMEs are an appropriate choice for a case study approach 

on capability and the management of regulation.  

Literature and Previous Work 

http://www.scotland.gov.uk/
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Much of the empirical evidence on the impact of regulation on businesses is based on 

quantitative data on business owners’ perception of regulation as a burden or on compliance 

cost studies that aim to quantify the administrative cost of regulation for businesses and their 

owners. As a result, it has been argued that regulation is mostly a cost or constraint for 

businesses, particularly for those small businesses for whom the burden of regulatory 

compliance is perceived to be too high given their limited resources (Kitching 2006, Baldwin 

2004). 

However, there is an important role for regulation in ensuring that businesses, especially 

SMEs, have confidence and trust in the regulatory environment, enabling trading to take 

place (Kitching and Smallbone, 2010). For example, at a basic level this might mean ensuring 

property and contract rights are upheld. Regulation may go further, where there is perceived 

market failure, for example in regulating financial providers.  

SME owner-manager behaviour and approach to managing regulation needs to be seen in the 

wider socio-economic context. Smallbone and Kitching (2010) have illustrated the potential 

impact of regulation on the capability of SMEs by a ‘stakeholder model’ which indicates that 

regulation will affect SMEs both directly, through dealing with regulations such as tax returns 

and, more indirectly, through the impact of regulation on other businesses, agencies and 

organisations that the SME owner-manager deals with, including suppliers, customers and 

infrastructure providers.  

It can be argued that the cost or impact of regulation is not determined solely by the 

regulation itself. It is mediated by the capability of business owners to manage regulation.  

The capability to manage regulation does not appear to be homogeneous across all small 

businesses. For example, where case studies have been undertaken, they have revealed that 

some small business owners are better able to manage regulation than others (Ram et al 

2003). This could be because of differences in a business owner’s awareness of regulation 

(Yapp and Fairman 2005), different attitudes towards regulation (Vickers et al 2005) or a 

business owner’s capacity to discover, interpret and adapt to regulation (Small Business 

Research Centre 2008). Further, research has revealed that small business owners may have 

some discretion to adapt to or comply with regulation depending on business resources and 

market contexts (Blackburn et al 2005, Edwards et al 2003) and that they also have variation 

in motivation to comply and adapt (Amodu, 2008). 

Previous studies on compliance with regulation need to be distinguished from management 

capability. We have argued previously that compliance and capability are two different 

concepts (Battisti, et al, 2011). In this paper we develop this approach further through our 

case study methodology and sector focus to identify the factors that affect capability to 

manage regulation in a specific sector, rather than factors affecting compliance. 

The focus on SMEs in the primary sector and a rural location gives a particular sectoral and 

location context to this paper. There are some theoretical considerations for such a context. A 

resource-based view (Barney, 1991), for example, would contend that SMEs in rural areas 

can be expected to be ‘resource poor’ due to limited scarce resources and a restricted 
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technological base in rural environments (OECD, 2008). Business networks are likely to be 

more dispersed than in urban areas. Although a resource-based view might see such dispersed 

networks as a limitation, ties may be strong (Granovetter, 1973), reflecting the embeddedness 

of rural entrepreneurs in local markets. For example, Atterton & Affleck’s (2009) survey of 

businesses in the rural North East of England found a high degree of integration with their 

local environment, but also dependence on local markets as well. 

 

In principle, technological advances, especially ICT and internet trading, offers rural firms 

the possibility of overcoming disadvantages of location. However, Roberts (2002) has 

emphasised the more limited access for rural SMEs to communications networks and 

technology. Other writers have identified that there is an on-going and perpetual ‘technology 

gap’ that exists between urban and rural locations. For example, with limited access to the 

latest Broadband speeds (Talbot, 2008). It is probably inappropriate to label rural firms as 

slow adopters of ICT and e-business trading; in practice the picture is likely to be more 

complex. For example, Mitchell and Clark (1999) distinguish between businesses that are 

locally and globally orientated. They have argued that global orientation is the best predictor 

of rural firms’ growth. However, even within firms that are globally orientated a lack of 

integration of web-based technologies with marketing strategies was still found by one survey 

of rural SMEs (Sparkes and Thomas, 2001). 

In terms of opportunity recognition and exploitation theory (Shane, 2000), there may be 

limited opportunities which are constrained by limited local markets in rural localities. Thus 

it is arguable that the opportunity discovery process will be more bounded and limited. For 

example, Anderson, Ossiechuck and Illingworth (2010) argue that rural small firms operate in 

more constrained environments. Similarly innovation may be limited by both a resources and 

an opportunity theoretical perspective (Smallbone et al., 2002). Consequently writers such as 

Vaessen and Keeble (1995) and Smallbone et al (2002) have suggested that SMEs in rural 

locations compared to SMEs in urban locations will be: smaller in size, slow to innovate, 

have limited networks with higher rates of self-employment and family labour (Cosh and 

Hughes, 2000). 

 

Such theoretical considerations imply that SMEs in rural areas face a number of issues in 

managing regulation; these include access to information, technology and limited 

opportunities to access networks, although ties are likely to be strong. These considerations 

make SMEs in the primary sector and rural locations a particular interesting focus. 

Consequently, we identify the following research questions: 

 What factors influence the ability to manage regulation in primary sector rural SMEs? 

 What is an appropriate conceptual framework for primary rural SMEs? 

Research methods 

A large scale programme of qualitative research interviews were undertaken in three distinct 

stages. Following a small number of pilot interviews and refinement of questions, the first 

stage involved 50 respondents from a cross section of industrial sectors and locations 
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including rural SMEs. This allowed for significant patterns to emerge as they cut across 

heterogeneous cases (Patton 2002). This stage was completed between March and July 2010. 

Emerging patterns were explored more in-depth in the second set of 51 interviews (new 

interviews). This stage was completed between August and October 2010. A further review 

was undertaken before completing interviews with 12 key informants. This final stage offered 

different perspectives which served to limit informant bias (Eisenhardt & Graebner, 2007). 

All the interviews were recorded and analysis has been undertaken with QSR Nvivo 

qualitative data analysis software. 

For this paper we focus on the distinctive sector findings from case study interviews 

undertaken with 17 rural SMEs involved in primary production. The 17 case interviews in the 

primary production sector consisted of dairy, sheep, and cattle farmers, as well as fruit and 

vegetable growers. From a managing regulation perspective three groups of businesses 

emerged with similar issues: 

 Dairy, sheep and cattle farmers (10 cases) 

 Vegetable growers for the domestic market (2 cases) 

 Fruit growers for the international market (5 cases) 

We are able to place the findings from the case interviews with the primary sector rural SME 

owners in context with those from other sectors which were the focus of the 51 second stage 

interviews which included traditional manufacturing SMEs and creative sector SMEs from 

urban areas. 

Our inductive approach to building results and theory from cases is based upon that 

recommended by Eisenhardt & Graebner (2007).  They argue for theoretical sampling where 

cases are selected because they are particularly illuminating or illustrative or chosen because 

they will have theoretical insight. Multiple case studies provide a strong base for theory 

building (Yin, 2003). Eisenhardt & Graebner (2007 p 27) postulate that cases should be 

selected for their capacity to shed light on contrasting ability and experience. The multiple 

case study approach has enabled ‘replication logic’ to be applied to build concepts and 

interpret findings (Eisenhardt & Graebner, 2007). 

Case Data 

As indicated previously multiple case material is drawn from three sub-sectors: dairy, sheep, 

and cattle farmers, vegetable growers in the domestic market and fruit growers for 

international markets.  

Dairy, sheep and cattle farmer 

In this sub-sector, results indicated that producers were particularly affected by local 

authority regulation. Examples mentioned included Resource Management Act e.g. 

construction of tracks and culverts, irrigation and effluent disposal and environmental 

regulations such as for example weed control. Particularly with respondents from the South 

Island it seemed that the impact of regulation varied by location (i.e. Otago and Canterbury 
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with Environment Canterbury (ECAN) playing a major role in enforcing environmental 

regulation. Because of the diverse area that ECAN covered, a consistent environmental policy 

was not regarded as being appropriate.  

The South Island high-country farmers in this group further mentioned the Tenure Review 

Act for Crown pastoral lease land which was considered to be a lengthy process (one 

respondent mentioned that the review took eight years) which resulted in a large degree of 

uncertainty for the individual farmer. 

A key characteristic of the SMEs (farms) in this subsector was being embedded in a 

cooperative such as Fonterra or Silver Fern Farms (SFF). These organisations had their own 

set of regulation around safe and secure farming practices and members were regularly 

audited. Regulation was even expected to increase because of the growing demand to track 

produce to source origin. While a few case respondents did complain about the cost of 

complying with these regulations i.e. time to fill in paperwork, they generally had a positive 

attitude towards these industry related regulations. Overall they were considered beneficial by 

setting standards and maintaining high levels of quality – the basis of which their products 

were sold internationally. Overall the cooperatives appeared to play a major role for the 

businesses in this sub-sector not only by providing regulation, but by facilitating the 

development of systems and processes to deal with regulation.  

The diverse experiences with regulation in this subsector are reflected in the respondents’ 

overall attitudes towards regulation. Three respondents expressed a negative attitude towards 

regulation and two respondents expressed a positive attitude towards regulation. The 

remaining five respondents demonstrated a neutral response. 

Two case examples are given to illustrate the nature of managing regulation in this sub-

sector. 

Case Study 1: 

#66: The respondent was a farmer in a rural location in the ‘high country’, northern Otago. 

The farm was mixed stock rearing, mainly sheep and focusing on raising lambs. The farm 

effectively worked with an agreement to supply Silver Fern Farms (SFF), a company that 

marketed the final product. The farmer had to maintain standards set by SFF. The 

relationship with SFF gave him certainty of income since he knew in advance, from year to 

year, what price he would get for his product (lambs). His productivity depended partly on 

the season, and partly on how many lambs he could get from his stock ewes. He was able to 

merge two former farms to run a much larger business, as he considered farm size critical to 

getting a good return. He had been able to develop the business through an additional 

investor, a current dairy farmer from Canterbury. 

In this case the farmer admitted the SFF were in effect his main regulator because of their 

requirements his farm was audited each year: 

“Silver Fern Farm’s audit us, and-----– we get audited with an independent audit.  So, it’s 

reasonably strict, and we’ve got to have a lot of bookwork done, because we have to – --- 
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That probably is our main regulation – now you come to think of it.  I hadn’t thought of that 

before.” 

(# 66) 

In addition, SFF also had an accreditation role: 

“So, the meat that they put through an accredited system – they have to be able to trace that 

back to accredited farm.  So, when they get to us and they’ve got to make sure that we’ve 

written all the – we know when we’ve drenched every animal and we’ve injected every 

animal and we’ve done everything to it, and sprayed the pastures and whatever.” 

(#66) 

Case Study 2:  

# 68. This traditional dairy farm business has operated as a family firm since 1998. The firm 

was operated by the owner and farm manager and employed three fulltime staff generating 

revenue of $2m. The output was taken directly by Fonterra who effectively provided 

regulation of the product and milk quality. The owner had started with one farm and bought 

out another, and was still looking to expand if an ‘opportunity arose’. The respondent 

considered the current conditions in the dairy industry to be very good, primarily because of 

the returns paid by Fonterra. The success of the dairy farm effectively depends on the success 

of the sole buyer, Fonterra, and their global marketing strategies, however, there was little 

doubt that the diary industry was doing very well and not affected by the global recession. 

The role of Fonterra was similar to that of SFF in the previous case, although Fonterra is a 

more dominant cooperative in the sector. As in the previous case, each farmer was regulated 

to standards through an annual audit: 

“I think we just have an annual audit -------three flags for Fonterra. One must be your sheds, 

and normally, well this year which we did we did some alteration to the shed so they had to 

be inspected and approved and that. Just trying to think what that other one is now.”  

Any changes were inspected: 

“Well, we just, we decided then it was leaking refrigerant so that they couldn’t repair it so we 

had to put a new one in because they’ve changed the silos, so we had to put new pads down. 

So that was, they just come and inspected. But you’d expect that anyway, there was no issues 

there really. “ 

(#68) 

When looking to the future this farmer could only see the role of Fonterra and the regulation 

that they provided becoming more important, with increased requirements: to ensure quality 

and certificate of origin to satisfy final customer requirements and that this would be driven 

by Fonterra: 
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“Whether we like it or not we’re gonna be, 10 years down the track we’re gonna be hugely 

regulated. We haven’t got a choice have we, we haven’t got a choice. Just the nature of the 

beast isn’t it. That’s probably the thing that most people worry about but it is gonna change, 

yeah and I suppose like it’s gonna be pressure on, it’s gonna be driven as much by Fonterra 

as anything else.” 

(#68) 

Vegetable growers for domestic market 

In contrast to cases drawn from the other sub-sectors; regulation was seen much more as a 

cost constraint. The two cases of SMEs that were vegetable growers operated in a highly 

competitive environment. As small-scale producers they were not able to sell directly to 

supermarkets, but relied on large wholesalers who in turn dictate the price paid to growers. 

Both businesses struggled financially to survive and succession issues were apparent. 

Examples of regulation perceived as additional cost included the regulation on minimum 

wages, which was felt to be too generous for the type of industry that they were in and 

A.C.C
1
. which was seen as an additional cost on the business. 

The perception about regulation as a cost was consistent with the respondents’ attitudes 

towards regulation. Respondent number 69 expressed a negative attitude towards regulation 

and respondent number 65 expressed a neutral attitude towards regulation on the basis that 

regulation is a cost, but part of being in business.  

Firm number 65 employed a full-time administrator who dealt with the regulation and 

compliance side of the business and generally seemed to manage regulation well. However, 

firm number 69 had less resource capacity (i.e. a daughter-in-law helped with the 

administration) and paper-based systems were still in place.  

A key characteristic of both firms was that they predominantly operated in isolation, unlike 

our previous two cases, with no obvious networks they could use for advice and support and 

no industry body. The lack of an industry body became apparent when the respondent of firm 

number 65 mentioned the Emissions Trading Scheme (ETS) as a further constraining 

regulation. They considered it unfair that despite the fact they were growers, they did not get 

any benefits or credit under ETS, whereas tree growing nurseries would be entitled to credit. 

They saw ETS as being good intentions by the State, but they were one of the anomalies 

under the system. ETS was increasing their cost because they were a user of coal and diesel 

fuel for heating glasshouses. This suggests that the industry body not only has an important 

role in providing information and advice, but in providing a voice for their members when it 

comes to regulation. In the case of growers, it is apparent that their industry body was rather 

                                                            
1 The Accident Compensation Corporation (ACC) is national Crown organisation in New Zealand set up to 
provide comprehensive no fault personal injury cover for all NZ residents and visitors. Costs are covered 
through levies on earnings and businesses. Because of the support available through ACC an individual cannot 
sue for personal injury in New Zealand. http://www.acc.co.nz/about-acc/overview-of-acc/index.htm 
(website accessed on 14th March 2012) 

http://www.acc.co.nz/about-acc/overview-of-acc/index.htm
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fragmented and lacking power to negotiate on behalf of their members compared to, for 

example, the dairy industry. 

The two vegetable grower cases are further illustrated as follows: 

Case Study 3: 

# 65 This was a long-standing plant nursery run by a husband and wife team employing 12 

full-time staff and up to another 10 part-time staff at peak periods. They described the 

business as a wholesale greenhouse nursery which supplied some multiple chain retailers 

such as Mitre 10. They commented that the business had been for sale for ‘some time’, but 

they were unable to sell in the present climate due to the limited number of buyers who would 

be prepared to take this on as a going concern. They admitted to struggling economically in 

the present recession. The market was highly competitive, with big buyers able to dictate 

price. When discussing price, they admitted that there was no room to manoeuvre; they were 

in effect ‘price takers’.  

The owner of this business admitted that the main retailers were the price setters for the sub-

sector and that profit margins were consequently very narrow: 

“Usually they start off and say well that particular plant will sell for say $9.90 and then they 

work out their costs of whatever they are, rates and rents and wages and all that sort of thing 

and they say, “Well, okay, all that increases are our own, we can only afford to pay you, say, 

$4.50”. Well, in that $4.50 we’ve got all our costs, wages and of course it boils down to this, 

instead of having, say, for arguments sake $1.50 profit, we’re only down to the cents.” 

(#65) 

Consequently, under such price pressures, one of the regulations that affected the business 

was the National Minimum Wage. The owner explained how this could have ratcheting effect 

on their wage structure: 

“Well, new staff that come on start on a minimum wage but then you have to increase the 

wage for the staff you’ve already had otherwise the margin between senior and the minimum 

wage people gets narrower. So it does affect right across the board. You can’t just keep 

bringing the bottom line up without rewarding those more senior.” 

(#65) 

Isolation issues became apparent when discussing a meeting that had been arranged with a 

government minister for the environment; whereas, in the previous cases, existing networks 

would have altered the importance of the meeting to the owner, in this case, they became 

aware of it too late to participate: 

“We didn’t know anything about it (the meeting) until the day before, or two days before or 

something.” 

(#65) 
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Case Study 4: 

# 69 This was a long-standing traditional vegetable growing business owned by the 

respondent with her son and other members of her family. The business was still very much 

reliant on manual labour and casual staff. They employed four permanent staff and any 

additional staff on casual contracts. Annual turnover was $1m, which gives an indication of 

the labour intensive nature of the business. The main customers were the major wholesalers 

who in turn supplied retailers. Their produce would be sold to the final customer in 

Countdown, Woolworths and other supermarkets. Therefore they were struggling to compete 

and to secure contracts with the wholesalers and market suppliers. The nature of supply 

seemed to be rather traditional and ‘old fashioned’, with little in the way of modernisation. 

Further, there was little mechanical equipment beyond the use of tractors and machinery to 

harvest the product. The owner was well past retirement age, and although succession was in 

place, still took an active part in the management of the business and in dealing with 

regulation. 

The owner was able to illustrate the dependence on the major retailers as buyers, in this case 

the supermarkets, in fact she considered that the supermarkets were not just the main buyers, 

but in fact ruled the industry: 

“No the supermarkets, in general, deal directly with the wholesalers and dictate their prices 

(laughter).  Well, they rule the, the supermarkets rule the industry.” 

(#69) 

In contrast to the previous case where a full time administrator dealt with much of the 

paperwork involved in regulation and, in contrast to the farmers who had dedicated software 

and operated computer-based systems, the owner spent much of her time dealing with 

government departments to ensure that they met regulations which caused some feelings of 

resentment: 

“I don’t know whether half of them are in dreamland or what.  But those things annoy me 

(laughter).  Well, I mean, I’m not a, I’m not, I don’t work full time anyway and you know, I 

don’t need to spend half my time working for them.” 

(#69) 

Also, in contrast to the previous case, the National Minimum Wage was seen as regulation 

that was just an additional regulation that had to be dealt with, it was not seen as a particular 

cost increase: 

“Well, yeah, well, you’ve got to comply with the minimum wage, yeah.  I suppose that’s just 

an automatic thing, isn’t it, really.  There’s a minimum wage for the, you know, school 

children and then the – Oh yeah, I mean, that has affected us more latterly, because, you 

know, it went up ...Yes, from the youth wage ---- into the minimum wage or something.  There 

used to be quite a gap between one and the other, but no, it doesn’t worry you, it’s just 

something you’ve got to comply with, isn’t it? “ 
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(#69) 

Fruit growers for international market  

The five SME cases in this sub-sector consisted of apple, kiwi and pip fruit growers and they 

relied predominantly (i.e. 95 percent) on exports. 

The case study SMEs, in this sub-sector, relied heavily on seasonal workers and at peak times 

some operations grew from micro businesses employing fewer than five staff to large 

operations employing around 100 seasonal workers. Despite this large increase in a relatively 

short timeframe, the businesses seemed to cope well with employment and taxation related 

regulation. This was mainly due to the long-standing experience of the owner-manager/s, 

well-established systems and processes including the use of technology and additional 

administrative resources.  

Overall there was very little concern amongst the businesses within this group in relation to 

general business regulation. With the exception of one respondent who expressed a positive 

attitude towards regulation, respondents within this subsector had a neutral attitude towards 

regulation. 

As with the vegetable growers, the businesses in this sub-sector operated in a very 

competitive environment. From an export perspective it seemed that the businesses in this 

group had shifted their focus from Europe towards Asia, having the advantage of getting a 

fixed price for their products rather than a forward price as it is common in Europe. For some 

respondents, the focus on Asian markets resulted in large investments i.e. developing and 

planting new crops to suit the different needs in Asia. Some of the apple growers for example 

planted new crop to achieve larger and sweeter Apples for the Japanese market.  

For exporters into Europe regulations set by global grocery retailer Tesco emerged as an 

issue. Tesco for example, decreased the level of spray residue allowed on apples to gain 

competitive advantage. This forced apple growers to change their practices to be able to sell 

their produce to Tesco. This is an interesting example as the regulation is not imposed by 

legislation, but by a major customer. 

Similar to the dairy and sheep farmers, but in contrary to the vegetable growers in the 

previous case study, the firms in this group were well integrated into their respective industry 

bodies and operated, with the exception of one business, within a cooperative such as ENZA 

or Turners and Growers. Further, respondents within this group mentioned GlobalG.A.P
2
. 

Respondents were audited every year and despite their complaints about the financial and 

administrative costs of complying with GlobalG.A.P., they viewed compliance as a necessary 

requirement to compete in international markets. 

                                                            
2 GLOBALG.A.P. is a private sector body that sets voluntary standards for the certification of agricultural 
products around the globe. The aim is to establish one standard for Good Agricultural Practice (G.AP.) with 
different product applications of fitting to the whole of global agriculture 
http://www.globalgap.org/cms/front_content.php?idcat=2 
Website accessed on 14 March 2012 

http://www.globalgap.org/cms/front_content.php?idcat=2
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Case 5 is illustrative of producers in this sub-sector. 

Case Study 5 

# 79. This was a kiwifruit and apple orchard in the Hawkes Bay, is operated by a 37 year-old 

female and 38 year-old male. The business is a family firm, and was established in 1984. The 

interviewees are in business with parents, who are the original owners of the firm, which was 

converted from dairy in the 1980s.  The firm currently employs six full-time staff, plus 

contract workers.  Turnover is approx $1.7m per annum and they export their produce into 

Asia via Turners and Growers. The respondents have a strong focus on productivity and 

longer-term growth plans. They are currently replanting their apple variety to better meet the 

needs of the Asian market. A big concern for the respondent were the growing costs of tax 

and employment related compliance, labour and land which makes it difficult to compete 

against South America, their biggest competitor. The business is part of Global Good 

Agricultural Practice (GlobalG.A.P), which they consider important with regard to 

traceability and sustainability and the respondents consider this voluntary industry 

regulation beneficial for their business. 

The owner in this case was able to use the additional benchmarking and regulation required 

through the Global G.A.P. scheme as setting an international benchmark that was beneficial 

to the business. 

“That’s right.  It’s really a certificate and an accreditation to say that we’re actually, we’ve 

achieved all measures.  We were the first in New Zealand to get Global Gap and we’re one of 

the few who’s got Tesco’s Nature’s Choice Goal.  So we do view those, we don’t view those 

costs as hindrances, we actually view them and embrace them and those changes and those 

costs with open arms, knowing that it’s obviously going to benefit us for the future.”   

(#79) 

This case was, therefore, more similar to our first two cases of farmers operating to 

international standards in international markets (through the cooperatives). However, unlike 

the farmers who could obtain a guaranteed price via the cooperative, in this case, the owner 

was still vulnerable to fluctuating prices which were not guaranteed and depended on market 

conditions from year to year. In such circumstances paying provisional tax (tax assessed on 

future income) created some issues which did cause some resentment of ‘unfairness’ and 

problems in dealing with uncertainty. 

“To me, it’s a very erroneous and it’s a very difficult thing to ascertain---but it’s very 

difficult to get it right and you get a smack over the hand big time, if you get it wrong----the 

crop is harvested back in February, March and not sold until sometimes July, August and 

then getting receipts back in November, December, October, November, December, as late as 

that.  Some of it can be sold very early, it makes our life a lot easier.  But it’s very difficult to 

put a peg in the sand and say, right oh, that’s where our profitability is going to be. 

(#79) 
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Discussion  

We use this section to discuss the findings in the light of our two research questions and to 

build towards a conceptual interpretation. The first question is concerned with what factors 

influence the ability to manage regulation in primary sector rural SMEs? The data analysis 

reveals that there are both external and internal factors that affect an SME’s ability to manage 

regulation.  

With primary sector rural SMEs; where there is an external co-operative, as with dairy and 

beef producers, this body acts as important resource, both providing collaborative power in 

buying and selling and in providing a source of information and quality benchmarking. 

Indeed, from the cases illustrated, it is clear that regulation can benefit the producer by 

providing benchmarks on quality and can ensure stability in revenues and production, 

through the guarantee of market outlets. With fruit producers the participation in voluntary 

regulation is a further example of the positive benefits from participation in worldwide 

quality benchmarks for primary producers. The discussion of these case examples drawn 

from the two sub-sectors lends some weight to a conceptual theory based on a resource-based 

view (RBV) of the SME producer (Sirmon &  Hitt, 2003). The external body or cooperative 

provides a deep resource that removes some uncertainty from the SME producer and 

operating environment and provides a powerful additional resource base for the SME 

producer. An example of a managing a specific regulation can be illustrative, such as dealing 

with regulation on employment. 

While managing and complying with employment regulation emerged as a major concern for 

small businesses in this study, none of the firms within these sub-sectors mentioned it as a 

particular concern. This finding is interesting when compared to the three businesses in film 

and media case study that faced a similar situation i.e. hugely fluctuating workforce, but for 

whom employment regulation was a major concern. One possible explanation for the 

differing experience is the nature of the workforce that is employed and the nature of the 

employment status/agreement. In this sector, casual and short term labour contracts were 

normal and could be predicted, whereas in the media sector there was a greater degree of 

worker independence and sub-contracting. This suggests that the economic nature of the 

operating environment was also important factor that affected capability to manage 

regulation. 

By contrast the lack of such an external body in for the two cases that were vegetable 

producers, reliant on an internal domestic market, meant that regulation was seen much more 

as a constraint. The environment for such producers is more uncertain and brings similar 

issues in managing employment regulation (for casual staff) and for managing other types of 

regulation, for example, with the Emissions Trading System and in implementing New 

Zealand’s National Minimum Wage. The lack of an external body meant that managing 

regulation was much more variable across this sub-sector. There are some parallels with 

SMEs in hostile environments and sectors in other developed countries such as studies of 

SMEs in clothing manufacturing (Ram, et al 2001) 
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It is arguable that resources could be enhanced where a national body could also be important 

in having an advocacy role. Our interviews with key informants served to verify the 

information from our case study firms. In New Zealand, an organisation, such as Federated 

Farmers (FFNZ), could undertake an additional advocacy role. For example the respondent 

from FFNZ, reflecting on the importance of local regulation for their members, commented 

that it has: 

“a team that focus on what the government here does and then another team that 

focuses on the regional; regulation in all the regional councils and district councils, 

which is the thing that hits the most on a day-to-day basis”. 

The advocacy role led in some cases to pre-briefing and consultation on regulations. FFNZ 

worked as well for Fonterra in terms of advocacy. They often make detailed submissions to 

government departments on new regulation. Extensive consultation would be involved 

directly with them before a change in regulation that affected the farming sector. This 

illustrates the importance of institutional factors and institutional theory, and perhaps more 

importantly, the relationships of producer SMEs with institutions (North, 1991). 

We need now to consider internal factors. In any individual SME the role and attitude of the 

owner-manager will be an important factor. Such owner-managers may be able to call upon 

additional resources, from their employees or from their family. For example, we illustrated 

that in our two contrasting cases of vegetable producers one owner-manager was able to call 

upon experienced administrative staff to manage regulation, whereas the other was much 

more self-reliant. Such abilities varied across our cases. In the case of other producers, 

however, a positive attitude to regulation was apparent combined with the ability to call upon 

an informal network. Primary producers may operate in isolation, but more likely they are in 

a close knit network, reinforcing the notion of limited networks, but with strong ties in rural 

areas (Granovetter, 1973). This bears some close comparison to cases from one of our sectors 

that of the print industry where a close knit network of SMEs existed in one locality. In this 

sector, four case study firms were able to share experience and knowledge although they all 

had contrasting approaches to regulation to reduce environmental impact which was 

individually different. Two of the more proactive cases viewed environmental sustainability 

as a means to increase their productivity. 

Similarly for primary sector rural SMEs differences could be distinguished between owner-

managers in attitudes and experience in dealing with regulation. This nature of experience 

and ability of the owner-manager to learn was an important factor. This suggests that a 

conceptual framework needs to take into account dynamic capabilities, especially absorptive 

capacity (Zahra and George, 2002). Learning about regulation and changes in regulation is an 

important factor that impacts on how SMEs manage regulation.  From the study overall, three 

themes emerged from the analysis in relation to learning: sources of information and advice, 

the level of engagement with these sources and the capability to implement and act upon the 

information and advice obtained. The interviews revealed that an owner-manager’s capability 

to translate information and advice into business practice can be more important than the 

availability and access to information. Businesses that seemed to manage regulation well 
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were characterised by: access to a range of different sources of learning; well embedded in a 

network of trusted advisors; proactive approach to learning; active involvement with their 

industry and internal systems that could translate into action, such as good communications 

with employees. All these factors were reflected in our case study firms and they illustrated 

the importance of the interaction between the external and internal environment. For 

example, a primary sector rural SME that was closely linked to an external network but able 

to be proactive and to act upon information would be strongly capable of managing 

regulation, perhaps also benefiting from the adoption of voluntary regulation. In contrast, an 

isolated primary sector rural SME would be more likely to struggle to manage in the same 

regulatory environment. 

Implications 

In this section, we turn more closely to examine our second research question; what is an 

appropriate conceptual framework for primary rural SMEs? We have examined the 

importance of both internal and external factors and we now build on this interpretation to 

build a theoretical framework in line with the approach recommended by Eisenhardt and 

Graebner (2007).  

In the previous discussion section we have identified a number of theories that can contribute 

to our conceptual framework on the capability to manage regulation by primary sector rural 

SMEs; these include RBV, learning and absorptive capacity and institutional theory. These 

approaches involve a consideration of the linkages and inter-relationships in which our 

primary sector SME operates. It is not merely the existence of linkages and inter-relationships 

which are important, but the reciprocal nature of those links. The variation of capability 

across our case studies from different sub-sectors suggests that capability is influenced by the 

extent to which the owner-manager can draw upon and absorb knowledge from the external 

environment and from external actors. The strength of this reciprocal nature depended on the 

the nature and interplay between the primary rural SME with a producer cooperative body 

such as Fonterra or Silver Fern Farms for farmers or ENZA for fruit growers. Of course other 

informal networks may exist with varied reciprocal arrangements, notably in the case of New 

Zealand there are networks that promote farmers’ markets, but these can be variable in their 

importance, particularly for vegetable growers. 

Figure 1 builds and draws upon our earlier work which demonstrated that capability and 

compliance are two separate concepts (Battisti, et al, 2011). In this paper we have focused on 

case material drawn from one sector to develop further our conceptual understanding of the 

determinants of capability. Here we have identified the importance of context as called upon 

by previous writers (Anderson, 2000) and identified the importance of reciprocal institutional 

linkages (North, 1991). 

 

[Take in figure 1: Primary Sector Rural SMEs and Capability to Manage Regulation] 
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Figure 1 demonstrates the role and importance and direction of relationships that determine 

capability to manage regulation. If we consider the external relationships, we can see that it is 

the reciprocal nature of these relationships that is important; that is, they do not exist as one 

way flows and it is important to understand the interplay of these relationships. Internal 

factors include individual owner-manager approaches to learning, their management 

experience and internal SME resource capacity which will be influenced by factors such as 

employees, staff skills and use of technology. Across the different sub-sectors that we have 

discussed in this paper, there will obviously be considerable variety in individual SMEs and 

their owner-managers in terms of internal factors that will affect capability. More consistent 

factor across a sub-sector, such as farming or fruit production, will be the external factors. 

These are characterised by the following reciprocal relationships which have an indirect 

effect on capability. 

1. Relationships with Producer Cooperatives 

Producer cooperatives have an important role through the setting of international benchmarks 

on quality, control of production, marketing and distribution channels. The interplay will be 

affected by the extent of membership and participation and the range of services provided by 

the cooperative. For example both Fonterra and Silver Fern Farms provide regular 

information on developments in the food sector such as bio-security, information on markets 

and products and have advocacy roles which can affect the design and development of 

regulations. 

2. Relationships with the Regulatory Environment 

The regulatory environment is influenced by design, implementation and monitoring. There 

are general regulations required by central government departments, concerning areas such as 

taxation and employment. Sources of information may be accessed through websites or 

helplines. The extent of interaction will depend upon the individual SME producer’s 

requirements, experience and obligations. Producer cooperatives may have a role through 

advocacy and may be consulted in advance of new regulations. Local regulations 

administered by regional and local agencies (such as resource consents) can be more 

problematic in terms of relationships since there will be local variation in practice, policing 

and administration; nevertheless the interplay will affect capability indirectly. 

3. Relationships with the Institutional Environment 

It is arguable that the regulatory and economic environment is set by institutional actors 

including state governments and the private sector such as banks, insurance companies and 

others. The economic environment will be influenced by international events, but such events 

by mitigated by institutional interventions. Where there is no producer cooperative, say as in 

the case with vegetable producers, the primary sector rural SME is directly affected by 

market and institutional forces; i.e. supermarkets, in such circumstances the power of 

producers and individual SMEs is very limited giving rise to circumstances illustrated by our 

cases in this sub-sector. 

4. Relationships with local networks 



18 
 

The final area that we have identified will be more varied, but can be an important source of 

interplay and relationships that will indirectly affect capacity. For example, we have seen that 

a producer SME may belong to a close knit local network that can be an important source of 

information on new regulations or act as conduit for local views say to regional agencies. 

Where local networks are absent or limited, then SME primary producers may suffer from 

isolation that is sometimes associated with remote rural areas. However, some form of 

network will be apparent, but the strength, support and ties may well be variable. 
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Figure 1 Primary Sector Rural SMEs and Capability to Manage Regulation 
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SUMMARY 

Radical innovations are often sparked by extreme situations. The Pacific Islands, along 

with other low-lying tropical countries, are at the forefront of climatic changes that have 

resulted in severe environmental events. Traditional business models are unsustainable 

due to the constraints imposed by these extreme situations. Therefore, it is appropriate to 

investigate how enterprises can adapt to increasingly turbulent ecological, social and 

market storms. This paper helps address this question by blending insights from several 

theoretical sources, including the dynamic business model and sustainable 

entrepreneurship literatures, to produce an innovative sustainable business process model 

for entrepreneurship development agencies in climate-challenged markets. The usefulness 

of our conceptualization is explored in a case study of Women in Business Development 

Incorporated, a non-governmental organisation that helps families in Samoa to establish 

sustainable enterprises. Implications for sustainable business models for family and 

community-focused economic development agencies in other climate-challenged markets 

are discussed. 
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INTRODUCTION 

Women in Business Development Incorporated (WIBDI) is a successful family 

entrepreneurship development organisation based in Samoa, a small developing country 

in the South Pacific that lies approximately 3000 kilometres north of New Zealand. The 

country’s GDP in 2010 was approximately $US 550 million or about $US 3,000 per 

person. Samoa is largely rural, with its main industries related to subsistence agriculture, 

fishing, tourism and low-level services. Its population of less than 200,000 people is 

spread over two main islands. The country relies heavily on remittences from families 

who have emigrated to New Zealand, Australia and the USA. Foreign aid is another large 

contirbutor to the economy. The country is facing a worsening balance of payments 

deficit, due to a combination of high imports, declining income from indigenous exports 

as a proportion of GDP, and the effects of natural disasters such as the tsunami in 2009
1
.  

 

The original purpose of WIBDI, when established in 1991, was to help a group of 

entrepreneurial women to access finance so they could set up their own businesses. 

However, a series of enviromental catastrophies caused WIBDI to adopt a more outward-

looking stance and to refocus its attention on the alleviation of poverty amongst rural 

Samoan families through sustainable economic development. The organisation’s 

successes include being the preferred provider of virgin coconut oil to The Body Shop 

internationally. As a result, it has attracted news media attention and has been the subject 

of several studies. However, our study is the first to collate the findings of previous 

research, along with other documentary evidence, to assess how WIBDI has evolved to 

adapt to extreme climatic and other environmental events. We also interviewed key 

stakeholders to help interpret the results. Studies such as ours are particularly important 

in impoverished regions to help policy makers gain a better understanding of how 

entrepreneurship can stimulate recovery and economic development after natural 

disasters and raise the esteem of disadvantaged groups (Galbraith & Stiles 2006). 

 

                                                 
1
 Source: Australian Government Department of Foreign Affairs and Trade 

(http://www.dfat.gov.au/geo/samoa/samoa_brief.html) 
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The remainder of the paper is organised as follows: First, we describe our research 

question, epistemology and methodolgy. Second, we provide a descriptive, historical 

account of WIBDI and the critical incidents that influenced its development. Third, we 

reflect on the relevant literatures, including sustainable entrepreneurship and dynamic 

business model development, that provide insights into the organisational response 

mechanisms highlighted in the case and develop a sustsainable business process model 

for this context. Fourth, we explore the usefulness of our conceptualization in the WIBDI 

context. Finally, we suggest some adaptations to our initial conceptualization and suggest 

areas for future research. We also suggest how WIBDI’s own business model might be 

adapted to other cultural contexts.  

 

QUESTION AND METHOD 

Our overarching research question is: “What are the organisational response mechanisms 

that enable a community-based entrepreneurship development agency to develop a 

sustainable business model?” 

Although sustainable entrepreneurship is an emerging area of inquiry, there is a lack of 

research about how community-based agencies can sustain themselves in the face of 

extreme environmental events so that they, in turn, can encourage their clients to develop 

sustainable enterprises. The editors of a special issue of the Journal of Business 

Venturing concluded that there is a need for further research that investigates the 

conditions under which entrepreneurship can “simultaneously create economic growth, 

while advancing social and environmental objectives” (Hall, Daneke & Lenox 2010, 

p445). A notable absence in the special edition, though, was any study which explored 

“entrepreneurial dynamics in impoverished communities within developing and emerging 

economies” (ibid, p445). This paper helps to address that gap by assessing how critical 

incidents have influenced the policies and practices of WIBDI, a non-governmental 

community development organisation that assists families in the small South Pacific 

country of Samoa to develop entrepreneurial enterprises that are ecologically, financially 

and culturally sustainable. 
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Our epistemology could be described as being both critical realist (Bhaskar 1975), in that 

we acknowledge the limitations that occur in trying to understand social reality using 

purely objectivist methodologies, and also pragmatist (Rorty 1979, West 1989), in that 

we also acknowledge that the choice of research methods is often based on social 

conventions and usefulness. Thus we blend both inductive and deductive approaches in a 

single study. 

This approach is supported by researchers such as Buchan and Bryman (2007, p484) who 

observe that the growth of mixed methods in organisational research “has problematized, 

if not ruptured, the relationship between epistemology and method, weakening 

confidence in and preoccupation with those links (Teddie & Tashakkori 2003). 

Consequently, method is increasingly located in the context of wider and more fluid 

intellectual currents, discouraging rigid adherence to epistemological positions, 

encouraging a more pragmatic ... approach to methods choice”. This reinforces the need 

to adopt a flexible, iterative approach to case study research and to be prepared to be 

surprised by some findings (Eisenhardt 1989). However, we are mindful that utilizing an 

opportunistic approach can also be a weakness if the case study process is not well 

documented (Seuring 2008). 

 

We also employ an embedded design (Rowley 2002) in a single, revelatory case. Our 

study is embedded in the sense that there are three distinct phases in the research process 

and multiple units of analysis, including a variety of documentary sources plus interviews 

with key stakeholders who represent the organisation’s governance, management, 

customers, network partners and funders. 

 

In the first phase we have utilized an historical research approach that included 

examination of previous studies by academics and aid agencies. A content analysis of the 

documentary evidence, which also included the annual reports of WIBDI and its main 

funders, was supplemented with in-depth interviews with key stakeholders to aid 

interpretation of the results. Pettigrew (1990) argues that “theoretically sound and 

practically useful research ... should explore the contexts, content and process of change 

together with their interconnectedness through time” (p268). Thus, an historical study of 
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a single illustrative case such as ours of an organisation which is rare, if not unique, and 

which also serves a revelatory purpose (Ragin 1999, Dube & Pare 2003, Yin 2003), can 

be justified as an appropriate means to explore our research question. The initial, 

inductive phase of our study is phenomenon-driven due to a lack of plausible theory 

(Eisenhardt & Graebner 2007) about how critical environmental incidents influence the 

development of sustainable business models in this context.  

Pettigrew (1990)  stresses that historical research methods should aim to understand 

mechanisms and processes though which changes are created, rather than just recording 

episodes or snapshots, and that researchers need to be aware that context and action may 

be linked and separate (i.e. the latter can also be affected by individuals’ motives). He 

also notes: “Power, chance, opportunism, accident are as influential in shaping outcomes, 

as are design, negotiated agreements and master plans” (p268). 

 

Writing from a marketing history perspective, Savitt (1980) notes: “The writing of history 

requires the analysis and explanation of the causes and consequences of events with 

particular concern for change ... The conclusions of historical study can form the basis of 

prediction, to the extent that extrapolation to future cases is desirable and realistic” (p53). 

In a study of the macro-institutional contextual influences on the founding and 

subsequent strategic decisions of entrepreneurial enterprises in China, Supapol, Fischer 

and Pan (2008) argue that “an organisation’s history is crucial to its future development, 

and that organisations can only be understood in light of their early phases” (p242). 

Although historical research techniques are largely descriptive, analysis can address 

important questions about explanation, relationships and the consequences of events 

(Savitt 1980). However, researchers need to be cautious in using insights gained about the 

relationships between past events and outcomes to predict future scenarios: “Historical 

studies are not deterministic in the sense of an equilibrium model. Probable cause, rather 

than deterministic cause, describes historical relationships” (Savitt 1980, p53).  

 

It is worth noting that some authors omit historical studies from their typologies of case 

study methods. For example, Grunbaum (2007) classifies a wide range of case study 

approaches in organisational research, but concludes that there are some generic 
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characteristics, including: the study of people’s perceptions of phenomena, studied in 

their natural environment; contemporary phenomena, not historical studies; holistic, 

contextual explanations; descriptive, exploratory and/or explanatory (theory generating or 

leading to modification of theory); researcher has no control over crucial events; involves 

numerous data sources (triangulation); and thick, rich accounts are produced. The 

omission of historical studies appears counter-intuitive, though, as this is at odds with the 

generally-accepted recommendation to triangulate data sources through the use of 

documentary evidence (Yin 2003) and multiple units of analysis (Eisenhardt 1989, 

Grubaum 2007). The use of historical data also helps address the call for more 

longitudinal case study research (Yin 2003). Given that the need to adapt to climate 

change is a contemporary phenomenon, but organisational responses evolve over time, 

then it would appear that the use of historical data in our case study methodology is both 

pragmatically and theoretically justifiable. 

 

In this first, inductive stage we avoid prior commitment to any theoretical models but 

allow theoretical insights to emerge from the analysis (Eisenhardt 1989, Miles and 

Huberman 1984). Our primary purpose here is to understand how critical environmental 

incidents have influenced the development of WIBDI’s sustainability policies and 

practices.  

 

The critical incident technique (CIT) has a long history in industrial psychology. One of 

its major proponents, John C. Flanagan (1954), noted that the technique originated with 

Sir Francis Galton in the late 19
th

 century, but that its modern form grew out of a series of 

aviation psychology studies with US Air Force pilots in the 1940s. Since Flanagan’s 

influential treatise on how to conduct reliable and valid critical incident research, the 

technique has been applied to a wide range of studies, including communications, job 

analysis, counselling, education and teaching, marketing and organizational learning 

(Butterfield et al. 2005). The technique has evolved in the last half century and some 

studies no longer rely solely on interviewing, observing or surveying key informants 

about important incidents or actions that have changed their lives, but also include 

documentary evidence (Butterfield et al. 2005). Flanagan also conceded that the 
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technique “should be thought of as a flexible set of principles that must be modified and 

adapted to meet the specific situation at hand” (1954, p.335). 

 

In their 50 year review of the use of CIT in counselling psychology research Butterfield 

et al. (2005, p.488) note: “The criteria for incidents to be included in a study are 

commonly thought to be: (1) they consist of antecedent information (what led up to it); 

(2) they contain a detailed description of the experience itself; and (3) they describe the 

outcome of the incident”. While acknowledging these guidelines, we also utilize 

information in prior studies and annual reports as well as perceptions of key informants.  

 

One of the key outputs of the first phase was a comprehensive research report that 

captured WIBDI’s corporate history and which could be used for staff induction and 

client training purposes. As the deputy director Karen Mapasua explained: 

“Yeah, I’d actually like to see us be able to use this as ... a tool for new staff 

coming into the organisation, because I mean that’s a real challenge for us now. 

We have grown so much, so the old staff have the institutional memory and they 

have a feeling for what we do, and then you suddenly have all these new staff and 

the balance changes. So to be able to give them ... a more thorough understanding 

of where we’ve come from and what people have seen in us and all of those sort 

of things I think would be really beneficial. And I guess also to pull it all together 

at this point. I mean a lot of it is in Adi’s head, and I’ve only been here for six 

years, so I don’t know what was done before that really. So to get all that together 

in one place and particularly now when we’re actually starting to organise 

documents and filing systems and things like that, would be really useful”.  

 

In line with the organisation’s own motto of “technology, tradition, trade”, this study is 

grounded in the community that WIBDI aims to serve. We hope the results will be 

translated into Samoan to make them accessible to all the organisation’s stakeholders. 

 

The second phase of our study, which is also inductive, involves a review of the relevant 

literatures which, on reflection after the initial descriptive stage of our study, could help 
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us build theory in this area. In particular, we focus on recent studies on sustainable 

entrepreneurship, sustainable opportunity recognition and dynamic business models that 

are relevant to this context.  

 

In the third, more deductive phase, we explore the usefulness of our blended research 

model in the WIBDI context. We revisit our intitial documentary and interview data to 

assess the extent to which the posited model helps explain the organisation’s business 

development process. We also reflect on additional factors, not included in our original 

research model, that could be incorporated in an augmented model to guide future 

research.  

 

It is worth noting that multiple interviews were held with the founder and executive 

director Adi Maimalaga Tafuna’i and her deputy Karen Mapusua  at the start of the 

project, as well as during and after thematic analysis of the documentary evidence in 

order to help interpret the findings, as well as to provide policy, strategy and other 

contextual information. Interviews were also held with Ruta Sinclair, the president of the 

WIBDI board, plus representatives of the Small Business Enterprise Centre (SBEC), 

which provides financial and management support for WIBDI clients, and New Zealand 

Aid, one of WIBDI’s main donors. In addition, interviews were conducted in Samoa with 

an SBEC client who is developing an export fruit and vegetable business and in New 

Zealand with a Samoan entrepreneur who is developing a large-scale agricultural 

enterprise. The latter two informants are operating independently of WIBDI and felt they 

could comment critically about the constraints of using the organisation’s services, such 

as limiting producers’ endeavours to organic and niche markets, as well as the 

advantages, such as ensuring cultural sensitivity, providing business training and access 

to start-up finance. One of the two exporters has decided to forego organic certification in 

order to concentrate on a larger-scale project that may require the use of artificial 

fertilizers, pesticides and herbicides to boost production and ensure product consistency.  

 

Most interviews were electronically recorded and then transcribed. Where electronic 

recording was not possible (e.g. during initial interviews with WIBDI and NZ Aid 
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managers, as well as with an exporter who was also a prospective WIBDI client) then one 

of the two interviewers took comprehensive notes which were later transcribed. The two 

lead researchers then conferred regularly over the thematic analysis of the documentary 

evidence and interview data in order to reach a common understanding of the critical 

incidents that WIBDI faced and the organisation’s responses to these events. Although 

we did not use a database program such as NVivo or Nu*Dist to organise and map the 

data, we did devise thematic codes and used data reduction (Miles & Huberman 1984, 

Strauss & Corbin 1990) to select relevant data for inclusion in construct tables of 

evidence (Eisenhardt & Graebner 2007). Data matching (Yin 2003) was used in the third, 

deductive phase to compare the empirical pattern to the one predicted by our posited 

conceptual model. Internal validity should be enhanced when the patterns coincide (Dube 

and Pare 2003). 

 

As mentioned earlier, we also used a triangulated research design (Jick 1979, Sackett & 

Larson 1990, Scandura & Williams 2000, Yin 2003), which involved multiple data 

sources to investigate the research question and to improve the rigour and relevance of 

the study. In this case, triangulation involved interviews with multiple actors inside and 

outside the organisation (Eisenhardt & Graebner 2007), supplemented with content 

analysis of historical documentary evidence from a variety of sources. This incorporated 

multiple data points to provide a dynamic linkage of data with theoretical results to 

ensure testability, empirical validity, and replicability of the study (Eisenhardt 1989, Yin 

2003, Eisenhardt & Graebner 2007).  

 

It is worth noting that our research process was not quite as “linear” as the previous 

discussion suggests, but was an iterative process that involved frequent consultations with 

the two senior managers of WIBDI and between the researchers involved at different 

stages of the research process. This is in line with the more inductive, flexible, 

phenomenological approach of Eisenhardt (1989) and Miles and Huberman (1994) and is 

less rigid than the more positivist, linear, theory-driven approach of Yin (2003). As 

Buchan and Brymen (2007, p.500) reflect in their study of contextual influences of 

methods choice in organisational research: “Choice of method is not a stand-alone 
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decision reached at an early stage in the research process but evolves as a project unfolds, 

as the researcher's understanding of the issues and also of the organizational research 

setting develops. The widely espoused view, reinforced in methods texts and elsewhere, 

that the research process (sampling, data collection method, analysis) flows logically and 

inexorably from research questions, is an oversimplification when this range of 

influences on an investigation is considered”. 

 

PHASE ONE: HISTORICAL ANALYSIS 

“Fa’amatagi” is a Samoan proverb that literally means “from the direction of the wind” 

and metaphorically means to tell a story from the beginning. It denotes the importance of 

understanding the origin of events, the lessons learned along the way and also the impact 

the past has on future decision-making.  In line with fa’amatagi, this initial stage of our 

study employs an historical research approach to identify critical environmental incidents 

that have influenced WIBDI’s development. Historical analysis can help to explain the 

reasons behind organisational change, and also help to predict future outcomes. 

 

When WIBDI was first established (the initial NGO was registered as the Women in 

Business Foundation in 1991), it aimed to help a group of aspiring female entrepreneurs 

who felt they were disadvantaged by the prevailing institutional environment, which 

made it difficult to access finance or gain the business skills needed to develop and grow 

new ventures. Therefore the organisation’s initial emphasis was on business training, 

accessing funds, creating jobs and applying new technologies to female-owned 

entrepreneurial ventures (Fairbairn-Dunlop 2005, Fairbairn-Dunlop et al. 2009). 

 

However, the deprivation caused by three natural disasters in the early 1990s – two 

devastating cyclones that caused widespread damage to the country’s infrastructure and a 

taro leaf blight that nearly destroyed the subsistence agricultural economy – spurred 

WIBDI to reorient its original internal focus to an external one so it could help a much 

wider group of people (e.g. women, families and disadvantaged social groups), 

particularly in rural areas. 
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These disasters led to increasing numbers of people migrating from rural areas to the 

main town of Apia, as well as to New Zealand and other countries, in search of 

employment. Remittances from family members working in Apia and overseas have 

become important sources of funds for many rural communities. 

 

The natural disasters two decades ago coincided with the country’s transition from a 

subsistence economy to a cash economy.  Therefore, the initial training that WIBDI has 

to provide to new clients relates to financial literacy, followed by production and 

marketing training. Once clients show they can manage their household finances and save 

money, they become eligible for a micro-finance program. As businesses grow they 

outstrip WIBDI’s ability to provide the necessary finance, at which point they graduate to 

the Small Business Enterprise Centre (SBEC), a business development trust that receives 

support from NZ Aid and the Samoan Government to help businesses expand and 

contribute more significantly to the families and communities connected to them. The 

relationship between WIBDI and SBEC has been close and productive. For example, 

SBEC has provided training for WIBDI field workers to improve their understanding of 

small business and financial management concepts. SBEC also acts as a broker and 

guarantees bank loans for clients who graduate from the WIBDI micro-finance program.  

 

The most recent natural disaster, the September 2009 tsunami, spurred WIBDI to 

leverage its community empowerment and economic development knowledge, skills, 

processes and networks to add greater social value to disaster recovery projects. 

 

A particularly successful venture is WIBDI’s development of organic virgin coconut oil, 

which has exploited increasing consumer preferences for organic products. This product 

epitomises the organisation’s core objectives of developing sustainable, organic, fair 

trade enterprises that generate much-needed income for rural families. This innovation 

has enabled WIBDI to develop a strong business partnership with The Body Shop 

Community Trade Program. In September 2007, after visits from Graham Clewer from 

The Body Shop International and Andrew Walter from Earth Oil, WIBDI was confirmed 
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as a preferred supplier (WIBDI Annual Report 2008). The company buys the virgin 

coconut oil for its Coconut Bath and Body range. The virgin coconut oil is also being 

marketed by WIBDI to other manufacturers as an alternative to the more common (and 

lower grade) copra oils. In order to ensure continuity of supply, WIBDI is also training 

and contracting suppliers in other Pacific Island countries. 

 

Growers, their families and local village communities have benefited financially from 

WIBDI’s principle of adding value to products. For example, organic certification and the 

virgin cold pressing process (that is, producers only press the coconuts once) 

differentiates WIBDI’s virgin coconut oil from similar products. To reinforce the up-

market positioning of the new product, WIBDI has produced brochures highlighting 

research into the health benefits of virgin coconut oil. Finding global niche export 

markets has proven successful, encouraging WIBDI to introduce other traditional crops to 

its organics program (Tafuna’i 2010). 

 

Samoa’s transition towards a cash economy and accompanying social changes has 

threatened the survival of some traditional arts and crafts. For example, ’ie Samoa or fine 

mats were long held as prestigious gifts and sources of pride within the Samoan 

community. In previous generations mats were also exported to other Pacific Island 

countries such as Tonga which valued the artefacts as gifts. The ’ie Samoa had no 

functional purpose, distinguishing them from other mats, and were gifted at funerals and 

other important events such as weddings, births and title making (Cahn 2006). 

Traditionally, fine mat weavers were regarded highly within Samoan society, but in 

recent times their status diminished as the popularity of the art form declined. The fine 

mats were replaced with coarser, functional mats and the concept of quantity, rather than 

quality, took over.   

 

The Fine Mats Project was developed to provide women in economically-challenged 

rural areas with an income as well as to revitalise a dying art form. Regular training and 

business support has helped to re-invigorate the tradition (Cahn 2006).  WIBDI staff 

members first learn the art of weaving and then pass the skill on to women in rural 
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communities. WIBDI approaches prominent women in selected villages and helps them 

to publicise and run workshops. These workshops not only focus on transferring weaving 

skills but also include financial and time management training for the weavers and their 

families. It became apparent early in the project that it was important to help family 

members to take over the day to day running of households so weavers could concentrate 

on producing fine mats (Cahn 2006).  

 

Upon completion of their training, weavers are linked with sponsors who commission the 

making of fine mats. If the weavers meet their progress goals they are given a weekly 

income. This requires intensive monitoring by WIBDI field workers to ensure progress is 

on track and a high level of quality is maintained. A majority of the weavers are based on 

the island of Savai’i as there are fewer alternative opportunities for income generation 

there (Cahn 2006). Many potential issues have been identified, including the continued 

motivation of the weavers, and ensuring that quality standards and quotas are met. 

Another concern is making sure that the income from fine mat weaving is spent well and 

is creating positive changes within families.  

 

The project has contributed towards the revitalisation of traditional Samoan art and 

culture. The weavers and their families have also reported significant social and 

economic benefits in the “Most Significant Change” project. Several weavers noted that 

the weekly incomes they generated enabled them to pay school fees and make 

improvements to their homes. Installing new water tanks and showers, for example, have 

significantly improved the lives of families. Also, weavers reported increased social 

status and feelings of self-worth, as well as a greater appreciation of their contributions to 

village life.  

 

WIBDI is also encouraging the revival of other handicrafts, and has found regular 

overseas buyers for products such as tapa cloth, carving and woven baskets (WIBDI 

annual report 2008). Other projects aimed at supporting indigenous products, as well as 

encouraging self-sufficiency and import substitution, include local markets for organic 
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foods
2
. WIBDI has also formed a partnership with the philanthropic Tindall Foundation 

to develop an export pathway for organic Misiluki Bananas (also known as Ladyfinger 

Bananas) to health food stores in New Zealand. The Organics Project is central to the 

WIBDI ethos of sustainability and coincides with increasing international concerns about 

environmental degradation, global warming and rising seas levels, as well as growing 

interest in healthy foods and lifestyles. From an environmental perspective, organic 

practices ensure that land used for export products is managed properly and not destroyed 

through chemical contamination and soil exhaustion. From an economic perspective, the 

organics markets and products developed by WIBDI allow for sustainable production. 

Because organics markets are generally niche markets, low-volume Pacific growers are 

able to maintain quality of supply. Producers also find it easier to make the shift to 

exporting as they are not competing with larger companies (Oxfam NZ 2010).  

 

An important part of the WIBDI story is the lessons learned and the practical measures 

taken following natural disasters. The islands of the Pacific are susceptible to global 

warming and subsequent sea-level rises as well as other natural disasters, putting the 

livelihoods of many communities at risk. WIBDI is working to promote organics 

production in neighbouring countries to ensure an uninterrupted supply to export markets 

in case further environmental catastrophes hit Samoan producers. Of particular concern is 

the need to maintain export pathways for products such as virgin coconut oil. 

Cooperation with producers in countries such as Tonga and Fiji would enable WIBDI to 

guarantee its supply of oil to The Body Shop and help retain this important market 

(Hiller-Garvey 2010). While the development of a wider Pacific organics network is 

extremely important, it is still in its early stages.  

 

Following the September 2009 tsunami, WIBDI was called upon to assist in the recovery 

operation. The organisation’s valuable contribution to the tsunami relief effort is noted in 

official Oxfam reports and in the stories of WIBDI clients who were supported during 

                                                 
2 It is worth noting that although Samoa has relatively good soils, rainfall and fishing grounds, 

and could in theory be self-sufficient, it imports large quantities of fresh and processed food and 

beverage products which add to the country’s financial deficit problems 

(http://www.dfat.gov.au/geo/samoa/samoa_brief.html). 
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this time. The medium to long-term efforts have been focused on relocating people and 

re-establishing lost crops and incomes.  

 

As a result of the four natural disasters that have struck Samoa in the past 20 years – two 

large cyclones, the taro leaf blight and tsunami – WIBDI has set up a Disaster Response 

and Recovery project. Its overarching goal of is “to contribute to building safer 

communities by more effectively managing risks” (WIBDI Annual Report 2010). The 

organisation also worked closely with Oxfam before the 2009 tsunami to develop a 

Disaster Preparedness Program to protect the vulnerable families that WIBDI works with. 

The project assists communities to identify mitigating strategies to minimize damage to 

houses, gardens and water supplies so that the communities are not as debilitated as they 

have been in the past.  Workshops also invite communities to explore traditional and 

modern methods of mitigating the effects of primary and secondary hazards.  Discussions 

focus on the revival of traditional disaster management practices and the promotion of 

community-based solutions (WIBDI Annual Report 2007, Oxfam NZ 2007).  

 

One a negative note, NZ Aid decided to reduce its funding to WIBDI in 2012, in line with 

changing New Zealand Government policies towards Samoa, as it was considered that the 

tsunami disaster effects were largely ameliorated. This financial shortfall is a threat to 

WIBDI’s existence in its current form as it now carries a large but underfunded aid 

infrastructure.  

 

A further institutional barrier appears to be the local political infrastructure, with its 

village chief-dominated system of communal decision-making which can constrain the 

entrepreneurial development of individuals through conformity pressures. WIBDI seeks 

to circumvent these political barriers by working directly with families. 

 

In conclusion, it is worth reflecting on the results of this descriptive, historical phase of 

our study. As mentioned earlier, the critical incident technique is useful in identifying 

antecedent information, providing detailed descriptions of experiences, and describing the 

outcomes of incidents (Flanagan 1954, Butterfield 2005). Table 1 summarises our 
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findings. The main antecedents are ecological, economic, institutional and social; the 

main experiences relate to frustrations and/or hardships caused by environmental, 

institutional and social factors; while the main outcomes relate to the development of 

more sustainable family-based entrepreneurship initiatives that have economic, social and 

ecological benefits. 

 

Table 1: Summary of critical incidents 

Incidents Antecedents Experiences Outcomes 

Aspiring female 

entrepreneurs seek 

mutual support 

Limited infrastructural 

support for 

entrepreneurship 

Frustration at inability 

to access finance and 

business training 

Formation of Women 

in Business to help 

urban female 

entrepreneurs 

Cyclones Ofa (1990) 

and Val (1991) 

Global warming and 

sea level rise lead to 

increasingly violent 

storms, high tides, 

inundation 

Widespread 

infrastructural damage 

and economic 

hardship  

Growing awareness of 

effects of storms spurs 

WIBDI founders to 

rethink priorities  

Taro leaf blight 1993 Dangers of mono-

culture food 

production overlooked 

Destruction of staple 

food crop leads to 

greater hardship 

Awareness of acute 

problems in rural 

areas spurs WIBDI to 

adopt a more 

sustainable, 

community-oriented 

focus 

Growth of cash 

economy 

Economic, social, 

emigration, tourism 

pressures force Samoa 

to move away from its 

traditional subsistence 

and barter economy 

WIBDI realises that 

many prospective 

clients lack financial 

literacy and basic 

business skills 

WIBDI develops 

financial literacy and 

basic business training 

Growing international 

interest in 

sustainability 

Educated, 

environmentally 

aware consumers push 

for more sustainable 

supply chains 

WIBDI realises that 

greatest opportunities 

lie in niche markets 

WIBDI introduces 

certification schemes 

to ensure organic, 

sustainable, fare trade 

quality; develops local 

and international 

markets 
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Visit by Body Shop 

representatives 

Development of 

virgin coconut oil 

 

Consumer demands 

for sustainable 

products 

WIBDI negotiates to 

become preferred 

supplier for the Body 

Shop internationally 

WIBDI expands 

network to other 

Pacific Islands to 

ensure supply lines; 

investigates other 

organic export market 

opportunities (e.g. 

vanilla, coffee, cocoa, 

bananas, nut oils, 

pepper) 

Loss of cultural 

identity 

Economic, social  and 

demographic changes 

lead to loss of 

traditional art forms 

WIBDI revives fine 

mat weaving, basket 

making and carving 

crafts 

Social and economic 

benefits to artists and 

families are noted 

Tsunami (2009) Massive earthquake 

off coast of Samoa 

Widespread coastal 

destruction and loss of 

life leads to increasing 

calls for assistance  

WIBDI scales up its 

disaster recovery and 

mitigation operations; 

leads to growing 

interest in climate 

smart village concept 

 

 

PHASE TWO: REFLECTING ON THE RELEVANT LITERATURE 

Radical innovations in business products, processes and models are often sparked by 

extreme situations. The Pacific Islands, along with other low-lying tropical areas, are at 

the forefront of climatic changes that have resulted in severe environmental events. 

Traditional business models are unsustainable due to the constraints imposed by these 

extreme situations. Therefore, it is appropriate to investigate how organisations can adapt 

to increasingly turbulent ecological, social and market storms.  

 

In this section we blend insights from several streams of literature to produce a 

sustainable business process model for entrepreneurship development agencies in 

climate-challenged markets. Our conceptualization incorporates elements of sustainable 

entrepreneurship (Hall, Daneke & Lenox 2010), sustainable development opportunity 

recognition (Patzelt & Shepherd 2011), sustainable market orientation (Mitchell, 

Wooliscroft & Higham 2010), sustainable business model development (Teece 2010), 

dynamic capabilities (Teece, Pisano & Shuen 1997, Augier & Teece 2009), and 

sustainable competitive advantage (Day & Wensley 1988).   
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First, it is worth considering what constitutes a “business model”. The term has often 

been used by managers and consultants but has only recently been the subject of 

substantial research. For example, a special edition of the Long Range Planning journal 

included 18 conceptual and empirical articles. Two of the authors, Baden-Fuller and 

Morgan (2010, p156), argue that models “provide means to describe and classify 

businesses; to operate as sites for scientific investigation; and to act as recipes for creative 

managers”.  A recent review of 108 academic articles by George and Bock (2011) found 

that business models are usually concerned with organisational design, core capabilities 

and resources, narrative and sense-making, the  nature of innovation, the nature of 

opportunity, and/or transactive structures (e.g. exchanges between a firm, its suppliers 

and customers).  Following their refection on a subsequent survey of 182 managers of 

Indian firms attending a business training course, the authors offered the following 

definition, which also appears to support previous research: “practitioner discourse 

reveals that a business model is an organization-wide phenomenon, an architecture or 

design that incorporates subsystems or processes to accomplish a specific purpose” 

(Baden-Fuller and Morgan 2010, p97). This purpose is often related to how firms identify 

and exploit market opportunities: “The essence of a business model is in defining the 

manner by which the enterprise delivers value to customers, entices customers to pay for 

value, and converts those payments to profit” (Teece 2010, p172). 

 

To be sustainable, business models need to evolve to cope with changing market 

opportunities and environmental threats (Chesbrough 2010, Teece 2010). This view has 

obvious links to the theory of dynamic capabilities (Teece, Pisano & Shuen 1997, Augier 

& Teece 2009). The ability to adapt organisational architectures and processes is 

important in contexts such as Samoa, which has experienced high levels of ecological, 

social and economic turbulence. However, Teece’s customer and profit-oriented view has 

severe limitations in the context of socially and/or ecologically focused organisations in 

climate-challenged developing economies where many entrepreneurial ventures are 

promoted and/or undertaken by non-profit organisations focused on improving 

ecological, social and/or economic conditions.   
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Organisations can also employ more than one business model to exploit market 

opportunities, and sometimes these may appear to be contradictory or paradoxical, as in 

the case of the USA Today media organisation which has developed hard copy, Web-

based and broadcasting businesses (Smith, Binns and Tushman 2010) to deliver news and 

sell advertising. As we shall see in the next section, WIBDI appears to employ 

complementary and overlapping business models for its business development and 

disaster aid and mitigation initiatives. 

 

In recent years theorists and practitioners have turned their attention to addressing market 

failures and the limitations of traditional aid programmes in poor communities through 

the development of innovative business models that address economic, social and/or 

ecological problems. Examples include the Grameen (meaning ‘village’) Bank micro 

credit scheme in Bangladesh (Yunis, Moingeon & Lehmann-Ortega 2010), “bottom of 

the pyramid” business opportunities (Prahalad 2010), and community development 

initiatives such as the Wharton Societal Wealth Program that helps create markets in 

emerging economies (Thompson & MacMillan 2010). 

 

Sustainable entrepreneurship is an emerging field that is concerned with applying 

business techniques to the solution of climatic, ecological, social and economic problems. 

It has been defined as “focused on the preservation of nature, life support, and 

community in the pursuit of perceived opportunities to bring into existence future 

products, processes, and services for gain, where gain is broadly construed to include 

economic and non-economic gains to individuals, the economy, and society” (Shepherd 

& Patzelt 2011, p142). However, there has been little research to date into how this might 

unfold (Hall, Daneke & Lenox 2010).   

 

The definition by Shepherd & Patzelt (2010) suggests that sustainable entrepreneurship 

may be a panacea for both ecological and economic problems. Indeed, this argument 

suggests that both aims – protecting increasingly threatened natural environments as well 

as improving the economic well-being of entrepreneurs and their local communities – 
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may be achieved simultaneously.  At first glance, this appears to address the dual 

economic and ecological concerns raised by a number of institutions, including the 

OECD (e.g. Towards Green Growth 2011). An alternative view is that “green growth” is 

an oxymoron. The environmental economist Tim Jackson (2009) argues that a more 

realistic aim, from a sustainability perspective, is for prosperity without growth. Indeed a 

key tenet of sustainable development is that natural systems have limits and any attempts 

to improve human well-being must be undertaken within those limits (Hall, Daneke & 

Lenox 2010).   

 

The emerging area of sustainable market orientation suggests how market-focused 

activities might still deliver social, ecological and economic benefits. Market orientation 

(MO) has traditionally focused on addressing the needs of customers, with benefits 

accruing to both the firm and its customers. The two most influential models of market 

orientation (Narver & Slater 1990, Kohli & Jaworski 1993) have been synthesised in the 

Canadian (Deng & Dart 1994) and New Zealand contexts (Gray et al. 1998), suggesting 

that the main components are customer orientation, competitor orientation, inter-

functional co-ordination, responsiveness and profit emphasis. However, the social and 

ecological influences and consequences are often ignored in traditional economically-

focused MO models.  The need for marketers to address sustainability issues has been 

captured in a model developed by Mitchell, Wooliscroft & Higham (2010), which 

synthesises the emerging research in sustainable market orientation (see Figure 1). The 

authors argue that incorporating ecological and societal concerns in a market-oriented 

business model is both desirable and practicable. 
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Figure 1: Sustainable market orientation (Mitchell, Wooliscroft & Higham 2010) 

 

 

This complements the view of Shepherd and Patzelt (2011) that the recognition of 

sustainable development opportunities should focus on what should be sustained (nature, 

sources of life support and communities) and what should be developed (economic, 

health and socio-cultural gains). Their model (Figure 2) addresses the knowledge and 

motivation required and also acknowledges the roles that socially and/or ecologically 

focused organisations play in improving community well-being  

 

Figure 2: Sustainable opportunity recognition (Shepherd and Patzelt 2011) 
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However, it is debatable whether entrepreneurship knowledge is an antecedent or a 

moderating influence in the recognition of sustainable development opportunities.  It 

could be argued that prior entrepreneurial knowledge, skills and experiences aid the 

recognition and exploitation of opportunities (Shane 2000). These capabilities are also 

likely to assist the development of sustainable business models. In line with the sources 

of advantage, market position and performance model of Day and Wensley (1988) 

organisational learning and performance feedback loops ensure that original sources of 

advantage (e.g. knowledge, skills and motivations) are continually renewed in turbulent 

environments. We have incorporated these factors in an holistic conceptualisation of the 

process of sustainable business model development for community-based 

entrepreneurship organisations in ecologically, socially and economically-challenged 

environments (see Figure 3). 

 

Figure 3: Process of sustainable business model development  
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PHASE THREE: HOW USEFUL IS OUR MODEL IN THE WIBDI CONTEXT? 

We assess the usefulness of our blended model (Figure 3) in an in-depth case study of 

Women in Business Development Incorporated, a non-governmental organisation that 

helps families in Samoa to establish sustainable enterprises. We have utilized a more 

deductive, theory-driven research approach (Rowley 2002, Yin 2003) for this phase of 

our study. Triangulation is achieved through the use of multiple data sources and 

viewpoints. We utilized a case protocol and maintained a case study database to improve 

reliability (Yin 2003). We have also followed recommended guidelines for drawing valid 

meaning from qualitative data through data reduction, data display, pattern matching, and 

the drawing and verifying of conclusions (Miles & Huberman 1994, Strauss & Corbin 

1988, Yin 2003). 

 

Samoa is a small developing country in the South Pacific. The country is largely rural, 

with its main industries related to subsistence agriculture, fishing, tourism and low-level 

services. The country relies heavily on remittences from families who have emigrated 

abroad, while foreign aid is another large contributor. The country is facing a worsening 

balance of payments deficit due to high imports, declining income from indigenous 

exports, and the effects of natural disasters
3
 such as devastating cyclones in 1990 and 

1991, the taro leaf blight in 1993, and the earthquake and tsunami in 2009.  

 

Developing countries are particularly vulnerable to environmental degradation caused by 

extreme climatic events as well as the unintended consequences of economic 

development activities (Arrow et al. 1995). Pacific Island communities are threatened by 

sea level rises and increasingly violent storms and high tides, as well as other natural 

disasters. It is timely, then, to investigate how organisations can develop sustainable 

business models that might benefit these communities in the future. Hence the focus of 

this phase of our study is on understanding the relationship between external and internal 

organisational change drivers (Pettigrew 1990), the identification of sustainable 

development opportunities (Patzelt & Shepherd 2011) and the development of a dynamic 

                                                 
3
 Source: Australian Government Department of Foreign Affairs and Trade 

(http://www.dfat.gov.au/geo/samoa/samoa_brief.html) 
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business model (Teece 2010) for a family-based entrepreneurship development agency 

such as WIBDI.  The results are summarised in Table 2. 

 

The following discussion relates to the six main factors identified in our posited 

conceptualization of sustainable business model development: motivation, knowledge 

and skills, opportunity recognition, business model creation, organisational learning, and 

performance. In terms of motivation, the perceived threat to the natural and social 

environments has been a constant concern for WIBDI for the past 20 years. The level of 

altruism has also increased as the organisation moved from an inward to outward focus 

and received widespread plaudits for this. Positive feedback from the successful 

development of family-based enterprises has also reinforced the organisation’s 

sustainability motivations. Experiential learning (i.e. learning from mistakes as well as 

successes) has enabled the organisation to continually improve the knowledge and skills 

needed to manage natural and social environmental pressures as well as to develop 

sustainable development, market-oriented enterprises. 

“This is before my time, but one of the original projects was a micro-finance 

project and it was a Grameen bank model project and it failed dismally, because it 

just doesn't work here without the opportunities. But I think that helped with the 

development of the philosophy of that we needed [was] to be able to create the 

opportunity and link people to market, and that was what was missing in all the 

work that was happening in-country,” says Karen Mapasua. 

 

WIBDI has managed to identify and exploit niche market opportunities and to focus 

largely on developing international supply and distribution chains (70% of its activities 

are export-oriented). 

“We focus on adding value to ‘organics’ and ‘fair trade’ products and services, 

which is why we’re exploring new crops like vanilla and essential oils, as well as 

sustainable tourism”, says Adi Tafuna’i. 

 

As well as learning from its own mistakes and successes, WIBDI has also learned from 

the mistakes of other aid and development projects that were community (i.e. village) 
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based rather than family based and which largely failed. The latter initiatives build on the 

traditional socio-economic structures, while the former appear to have confused political 

structures with economic effectiveness. 

“Well, one of the things that Adi has discovered, and I fully agree with, is in 

Samoa, you don’t work as a village; you work as a family. And the family in 

Samoa doesn’t mean the same idea of family as you have in New Zealand. So 

sometimes people from outside tend to confuse that. Because the family’s so big, 

they think it’s the whole village, but it’s not. You know family has got tentacles 

that go out to different families within the village, so it may appear like the 

village, but it’s very much a family. And that’s why village co-ops have never 

worked in this country. And that’s why WIBDI works, because you work with the 

family, not the village”, says Ruta Sinclair. 

 

In terms of its disaster relief and mitigation model, WIBDI is applying knowledge 

derived from its economic model and empowering families to take the initiative. This 

includes encouraging families to plant fetau trees near coastal areas as these trees not 

only help prevent erosion from high tides and floods, but also produce nuts with essential 

oils that have export potential. 

“Fetau is a calophyllum ... it’s a large coastal tree with a nut and you press oil 

from the nut and it’s valued in the cosmetic industry, so really rich, beautiful oil. 

So we’re starting to develop that out. And we’re trying to replant that because it 

offers really good coastal protection. We’re trying to get it back on the coasts. We 

learnt in the tsunami that where there was a fetau tree, things behind it survived 

much better than in other areas”, says Karen Mapasua. 

 

In terms of performance, WIBDI has developed family-based entrepreneurial ventures 

that have succeeded where other aid initiatives have failed. This is partly because its 

economic business model – identifying and exploiting sustainable products that produce 

economic, cultural, social and/or ecological benefits – is grounded in the local culture. 

The organisation’s own culture also constrains it from engaging in projects that have a 

purely economic development focus, and instead encourages initiatives that also have 
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cultural, social and ecological benefits (e.g. an Asia Development Bank proposal was 

turned down because it did not fit with WIBDI’s sustainability ethos). 

 

However, there are also cultural barriers, including traditional views towards money 

(usually controlled by village chiefs or male heads of families) and fair trade (family 

members usually worked in the plantations for no wages and were only given money by 

village or family heads when and if needed for essential items). Earnings by newly-

empowered women could also cause jealousy from husbands.  

“And now of course we have weavers whose weaving is the only source of 

income for the family and so all of a sudden, they’re in quite a powerful position 

and it has caused some husbands to feel quite threatened and disturbed by this 

event. So helping them understand that this was an important role ... traditionally, 

has helped them adjust to that,” says Karen Mapasua. 

 

Financial constraints include traditional gifting obligations, which mean that families are 

often called on to donate relatively large sums to their local church and to support 

important social events, removing potential capital for investments.  

 

Political constraints include the village chief-dominated system of communal decision-

making which can constrain the entrepreneurial development of individuals through 

conformity pressures. WIBDI seeks to circumvent this by working directly with women 

and families. 

 

Table 2: Opportunity recognition & sustainable business model development 

Factors Influences 

MOTIVATION: 
 

Perception of threat of 

the natural/communal 

environment 
 

 

 

Altruism toward others 

 

Environmental disasters forced WIBDI to re-examine initial corporate 

culture, focus and strategies (which were inward-looking), and to 

transform business model to develop more of an outward-facing, 

community-based, sustainable approach. 
 

Institutional expectations changed markedly after the most recent disaster, 

with politicians, churches and governmental and non-governmental 

agencies pressuring WIBDI to devote fewer resources to sustainable 

business development and more resources to disaster relief. 
 

Core values of WIBDI leaders have been transferred to the organisation: 

e.g. helping families to improve their economic and social standing while 
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Success (environmental, 

social and/or economic 

gains)  

making best use of sustainable resources. 
 

WIBDI has occasionally turned down offers of support from large, 

overseas organisations (e.g. World Bank, Asia Development Bank)  that 

do not meet organic, fair trade and sustainability criteria. 
 

Social embeddedness assisted WIBDI to develop better understanding of 

key stakeholders’ limited opportunities and capabilities and their need for 

financial literacy, and business and production management training. 
 

Success of initial business training and development of clients’ 

sustainable, fair-trade, organic micro-businesses encouraged WIBDI to 

explore larger opportunities (e.g. virgin coconut oil production for The 

Body Shop), to revive dying arts (e.g. fine mat weaving)  and to branch 

out into disaster relief and recovery work. 
 

KNOWLEDGE/SKILLS: 
 

Natural/Communal 

Environment 

 

 

 

 

 

Sustainable development 

 

 

 
 

 

 

Market orientation 

 

 

 

 

Entrepreneurship 

Environmental disasters forced WIBDI to develop disaster relief 

capabilities and international business capabilities that enabled it to help 

mitigate risk (e.g. improve disaster preparedness of client families and 

villages, encouraging growers in other Pacific Islands to become virgin 

coconut oil suppliers).  
 

Cultural awareness – and knowledge of failed village-based projects by 

various aid agencies – that sustainable business projects have to be 

family-based rather than community-based (i.e. family is core economic 

unit, whereas village is broader political entity). 
 

Social embeddedness assisted WIBDI to identify economic and 

ecological concerns – e.g. depletion of rural populations, loss of 

traditional arts and crafts, transformation from subsistence to cash 

economy, ecological problems caused by increasing use of artificial 

fertilizers and chemicals, lack of markets – and to develop strategies to 

address these issues. 
 

Environmental disasters forced WIBDI to examine environmental 

scanning processes and to improve marketing and communication 

capabilities. Also, to examine business management processes, and to 

improve fund raising, financial management and marketing and 

distribution capabilities for itself and clients. Also focused more efforts 

on connecting families with markets. 
 

WIBDI has developed innovation and new venture development skills. 
 

LINKING:  
 

Recognition of 

sustainable development 

opportunities  

 

 

and  

 

 

Development of 

sustainable business  

model (s) 

 

Focus on identifying niche opportunities and linking producers to 

markets. 
 

International ethical consumption trends mean that WIBDI’s focus on 

helping families develop niche, sustainable businesses becomes more 

economically viable. 
 

Social embeddedness constrains WIBDI to focus on activities that are 

culturally sensitive and favour sustainability over unbridled economic/ 

financial growth (i.e. a conservation versus exploitation focus).  
 

Current institutional expectations are that WIBDI should continue to 

innovate and continually improve its sustainable entrepreneurship 

development activities and disaster mitigation/relief activities. There is 

also an expectation from some funders, such as NZ Aid, that WIBDI 

should become more financially self-sufficient. 
 

Institutional enablers included economic development agencies such as 
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 SBEC and aid agencies such as Oxfam NZ as well as international firms 

such as The Body Shop which assisted WIBDI to transform its policies 

and business models in three main stages: assisting urban female 

entrepreneurs => promoting and enabling sustainable land-based and 

culture-based entrepreneurship => combining entrepreneurship with 

disaster relief capabilities. 
 

Social embeddedness assisted WIBDI to develop an open innovation-

oriented business model where value is co-created with clients/suppliers, 

aid donors, business development agencies and distributors. Requests for 

assistance after the most recent earthquake and tsunami disaster, 

prompted WIBDI to review its policies, practices and business models. 
 

WIBDI is developing wider Pacific networks due to publicity over its 

organic and fair trade certification promotion and facilitation expertise, as 

well as the need to protect supplies of virgin coconut oil. 
 

FEEDBACK: 
 

Organisational learning 

 

 

 

 

 

 

and 

 

 

 

 

 

 

Performance 

Ability to transform organisation from an inward to outward looking one 

involved reflection on core values and goals, in light of social 

embeddedness and institutional pressures. Much of the learning needed to 

develop family business development and disaster mitigation capabilities 

was experiential, involving experimentation and learning from mistakes. 
 

WIBDI has also learned from the mistakes of other aid and development 

projects that were community (i.e. village) based rather than family based. 

The latter build on the traditional socio-economic structures, while the 

former confuse political structures with economic effectiveness. 
 

International researchers who included WIBDI in economic, 

environmental, cultural and/or disaster relief studies also provided useful 

insights. 
 

Social embeddedness assisted WIBDI to identify areas of weakness (e.g. 

disaster relief capabilities, protection/revival of traditional arts and crafts) 

and strength (e.g. sustainable certification capabilities) to develop new 

capabilities in the former and leverage capabilities in the latter areas. 
 

WIBDI has succeeded in developing family-based entrepreneurial 

ventures that have succeeded where other aid initiatives have failed. This 

is partly because its business model – identifying and exploiting 

sustainable products that produce economic, cultural, social and/or 

ecological benefits – is grounded in the local culture. 
 

However, although WIBDI is not yet financially sustainable – its 

economic initiatives break even but its disaster initiatives require aid 

funding – its clients have managed to make substantiative economic and 

social gains. 
 

Institutional enablers include SBEC which assists WIBDI with financial 

training for its staff and clients, as well as sourcing development finance. 

In addition, aid agencies such as NZ Aid and Oxfam NZ provide funds 

for economic development initiatives as well as disaster mitigation and 

relief schemes. International “ethical consumption-oriented” firms such as 

The Body Shop and smaller enterprises in New Zealand (e.g. a fair trade 

coffee retailer and distributor based in Christchurch) were also looking 

for partnership opportunities in the Pacific Islands. 
 

Institutional barriers included a lack of industry and market data sources. 
 

Changing policies by some aid donors such as NZ Aid which will hamper 
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levels of reinvestment in continuing innovation and lengthen the time it 

will take for WIBDI to become financially self-sufficient. 
 

A further institutional barrier appears to be the local political 

infrastructure, with its village chief-dominated system of communal 

decision-making. WIBDI seeks to circumvent this by working directly 

with families. 
 

A further constraint was that differing values and goals caused some 

potential clients to focus on more exploitative, non-sustainable business 

strategies. 
 

Cultural barriers include traditional views towards money (usually 

controlled by village chiefs or male heads of families) and fair trade 

(family members usually worked in the plantations for no wages and were 

only given money by village or family heads when and if needed for 

essential items). Earnings by women could cause jealousy from husbands. 

Also, traditional gifting obligations mean that families are often called on 

to donate relatively large sums to their local church and to support social 

events, removing potential capital for entrepreneurial investments.  
 

Financial constraints include traditional gifting obligations, which mean 

that families are often called on to donate relatively large sums to their 

local church and to support important social events, removing potential 

capital for investments.  
 

 

 

The organisation’s sustainable business development and disaster mitigation models can 

be summarised in terms of an adaptation of the Teece (2010) dynamic capabilities-

oriented conceptualisation, where a sustainable market orientation (Mitchell, Wooliscroft 

& Higham 2010) and non-economic goals and benefits are introduced into the business 

model planning and execution cycle (see Figures 4 and 5). Another departure from the 

Teece model is that identifying opportunities comes before the development of technical 

solutions. In the Teece model technological innovation spurs a search for market 

opportunities and market segmentation (i.e. a technology driven rather than market driven 

approach). 
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Figure 4: WIBDI’s sustainable business development model 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5: WIBDI’s disaster response model 

 

 

 

 

 

 

 

 

 

 

 

What has become evident from our analysis, though, is that factors such as social 

embeddedness and institutional enablers and constraints have influenced both the 

direction and the effectiveness of WIBDI’s policies and strategies (see Table 2). 

Introducing insights from the social embeddedness literature (e.g. Giddens 1984, Jack & 

Anderson 2002) and institutional theory literature (e.g. Hall & Taylor 1996, DiMaggio & 

Identify sustainable market 
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culturally-sensitive ways 
Link family-based producers 

with markets  

Learn how to capture ‘added 
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sustainable products and 
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support mechanisms 

Identify disaster aid, prevention 

& mitigation opportunities 
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with relief providers 

Learn how to capture ‘added 

value’ in ways that support 

clients economically, culturally, 

socially and ecologically 

Develop disaster prevention and 

mitigation plans that encourage 

“climate smart” village 

development solutions 
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Powell 1996) would help overcome some of the limitations of our initial model (see 

Figure 6 for an amended model). 

 

The institutional view not only considers the infrastructural, political and social pressures 

(e.g. enablers and barriers) on organisational policies and strategies, but also how societal 

expectations may influence organisational development (Hall & Taylor 1996) and 

management behaviour (Karlsson & Honig 2009). It also acknowledges that coercive 

(e.g. political, legitimacy), mimetic (e.g. standard responses to uncertainty) and 

normative (e.g. professionalization) pressures can pressure organisations to conform to 

isomorphic forms or convergent patterns of behaviour (DiMaggio & Powell 1996). 

 

Community-based enterprises also tend to be closely tied to the values and aspirations of 

focal socio-cultural groups, particularly indigenous, ethnic and/or disadvantaged 

communities (Peredo & Chrisman 2006). As a result, non-economic aims related to 

community and/or ecological well-being tend to predominate, with economic and 

financial benefits (for communities rather than individuals) playing a secondary role. This 

social embeddedness (Giddens 1984, Jack & Anderson 2002) is also a feature of 

intuitional theory (DiMaggio & Powell 1983, Hall & Taylor 1996, Karlsson & Honig 

2009), although it is receives little mention by dynamic capabilities and business model 

innovation theorists such as Teece. The importance of temporal (i.e. historic) 

considerations is also acknowledged. 

 

Therefore, future research should utilize a modified model that includes social 

embeddedness and intuitional factors that are likely to influence sustainable business 

model innovation and development (see Figure 6).   
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Figure 6: Augmented sustainable business model  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

CONCLUSIONS AND LIMITATIONS 

To recap, our overarching research question was: “What are the organisational response 

mechanisms that enable a community-based entrepreneurship development agency to 

develop a sustainable business model?” 

The results suggest that our holistic conceptualisation of the process of sustainable 

business model development (Figure 6) can provide a useful lens to investigate how non-

governmental organisations such as WIBDI can develop the requisite knowledge, skills 

and processes to aid at-risk communities in developing countries. Our model incorporates 

elements of sustainable market orientation (Mitchell, Wooliscroft & Higham 2010), 

sustainable business model development (Teece 2010), dynamic capabilities (Teece, 

Pisano & Shuen 1997, Augier & Teece 2009), sustainable competitive advantage (Day & 

Wensley 1988), and sustainable development opportunity recognition (Patzelt & 

Shepherd 2011).  We also posit that social embeddedness (Giddens 1984, Jack & 

Anderson 2002) and intuitional theory (DiMaggio & Powell 1983, Hall & Taylor 1996, 
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Karlsson & Honig 2009) are likely to be important antecedents to the process of 

sustainable opportunity recognition and development. 

 

The organisational response mechanisms relate to key stakeholders in an organisation 

having the necessary motivations to respond to perceived threats to the natural and social 

environments, altruism (‘other’ rather than ‘self’ centered) and expectations of success, as 

well as requisite knowledge and skills to understand and adapt to changing natural and 

social environments and to implement sustainable market orientation and 

entrepreneurship practices.  

 

Our nascent theory of sustainable business model development (described visually in 

Figure 6) suggests that social embeddedness and institutional enablers and barriers 

influence the motivation and knowledge and skills required to identify sustainable 

development opportunities and the subsequent business models that evolve to exploit 

sustainable opportunities. Organisational learning and performance outcomes then act as 

feedback mechanisms that encourage the organisation to adapt and renew its core 

capabilities, in line with the resource-based view of the firm (Penrose 1959, Wernerfeldt 

1984, Barney 1991), to cope with changing environmental situations.  

 

In addition, our research has also clarified the business models that WIBDI currently 

employs in its business development and disaster response activities (Figures 4 and 5). 

These overlapping models vary from the technology driven and financial outcome 

seeking dynamic business model innovation conceptualizations of Teece (2010) and 

Chesbrough (2010) by emphasizing a more market-driven and added value approach that 

aims to produce socio-cultural and ecological benefits as well economic outcomes. In line 

with the sustainable entrepreneurship (e.g. Hall, Daneke & Lenox 2010), sustainable 

opportunity recognition (e.g. Patzelt & Shepherd 2011) and community-based 

entrepreneurship literatures (e.g. Peredo & Chrisman 2006) the WIBDI business 

development and disaster response models are also more outward looking or ‘other’ 

focused than the more inward looking or ‘self’ focused models used in purely business 

related (i.e. non sustainable, economic) contexts (e.g. Chesbrough 2010, Teece 2010).  
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We acknowledge that our study has a number of limitations. Although a single revelatory 

case can help inform theory development (Eisenhardt 1989, Yin 2003), the findings are 

not easily generalisable. It is also difficult, in a single study, to fully explore all the 

mechanisms inherent in an holistic model such as ours (see Figure 6). A case in point was 

the emergence in our analysis of the likely importance of institutional and social 

embeddedness as influences on motivations, expertise, and opportunity recognition and 

exploitation. Our data did not enable us to explore these influences in any depth, nor were 

we able to explore the trade-offs and compromises that are likely to occur when one tries 

to balance competing social, ecological and economic concerns. These issues should be 

addressed in future studies. 

Finally, the findings from this WIBDI study suggest that our conceptualization for the 

development of sustainable business models for family or community focused 

entrepreneurship development agencies could be applied to other country contexts. In 

particular, communities in similar ‘front line’ climatic situations such as the Caribbean 

and Arctic could be expected to benefit from WIBDI-like organisations. The likelihood of 

this is already becoming evident from the growing number of inquiries and visits to 

WIBDI by female and family based entrepreneurship development organisations from a 

wide variety of developing countries who see WIBDI as a possible best practices 

template (Tafuna’i 2010, 2011).  The emerging importance of social embeddedness and 

institutional influences from our own study suggests that these would be key factors that 

would have to be considered in order to adapt WIBDI’s business development and 

disaster response models for different socio-political contexts.  

 

Although our conceptualisation of the process of sustainable business model development 

was developed with sustainable entrepreneurship development agencies in mind, it is 

likely that the conceptualization could also be applied to individual business and social 

enterprises. We would encourage other researchers to explore these possibilities, too. 
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Summary 

 

Across the globe Small businesses are a critical component of economies.   

Effective small business development on the scale needed requires a new, sustained 
engagement between the private sector and government at all levels. There is a large and 
pressing agenda, but crucial issues include improving the regulatory, administrative and 
operating environment, and ways to expand market development for small businesses. Most 
important of all, small business development initiatives must  get down to the level where small 
businesses actually operate, and must be closely targeted in different sectors and value chains, 
and in specific localities – in our cities, small towns and rural areas –  to grapple with their  
diverse characteristics, needs, constraints and opportunities. 

Among the broad range of mechanisms available to support the growth and development of 
entrepreneurial enterprises into competitive businesses, some of the most effective are private 
sector led initiatives that broaden big companies’ value chains to incorporate small businesses.  
‘Vertical’ business linkage can involve backward linkages (where large companies acquire goods 
and services from small enterprises) as well as forward linkages (where large companies sell 
goods and services to small enterprises or distribute goods and services through them e.g. 
franchise or retailing arrangements). Vertical linkages can also be a strong stimulus  for 
‘horizontal’ linkages, where small enterprises work together to increase their capacity to access 
markets, for example through shared production of large orders, collective purchasing or group 
leasing equipment. 

 Keywords: - Business, Environment, Mechanism, Vertical Linkages  

 

 



 

Across the globe Small businesses are a critical component of economies. Small Businesses have 

been accepted as the engine of economic growth and for promoting equitable development. It 

constitutes over 90% of total enterprises in most of the economies and is credited with generating 

the highest rates of employment growth and account for a major share of industrial production 

and exports. 

In India too, the small businesses play a pivotal role in the overall industrial economy of the 

country. It accounts for more than 80% of the total number of industrial enterprises and produce 

over 8000 value-added products. It is estimated that in terms of value, the sector accounts for 

45% of the manufacturing output and 40% of the total export of the country and employs over 6 

crore people. 

Despite constituting more than 80 % of the total number of industrial enterprises and supporting 

industrial development, many small businesses in India have problems such as sub-optimal scale 

of operation, technological obsolescence, supply chain inefficiencies, increasing domestic and 

global competition, fund shortages, change in manufacturing strategies and turbulent and 

uncertain market scenario. 

Small Business sector faces a number of problems - absence of adequate and timely banking 

finance, limited knowledge and non-availability of suitable technology, low production capacity, 

ineffective marketing and identification of new markets, constraints on modernization and 

expansions, non- availability of highly skilled labour at affordable cost, follow up with various 

agencies in solving regular activities and lack of interaction with government agencies on 

various matters. 



In the current economic slowdown small business sector has been hit very hard due to raising 

interest rates and financial crunch. The small size and capacity of the firms and their lack of 

awareness have bred many hindrances to their growth such as Under-utilization of capacity, 

Inadequate and untimely credit flows, Inability in technology upgradation, Insufficient raw-

material procurement Inability to market finished goods and ineffective monitoring and feedback 

mechanism. The problem which continues to be a big hurdle for the development of the sector is 

the lack of access to timely and adequate credit.The small business sector has slowly come into 

the limelight, with increased focus from the government and other government institutions, 

corporate bodies and banks. Policy based changes; investments into the sector; globalization and 

India’s robust economic growth have opened up several latent business opportunities for this 

sector. 

 Initiatives from within the sector to lobby favorable policies and increasing credit flow are 

credible. The sector has also realized the need for technological and modernization initiatives. 

However, with economic liberalization and changes in the trade policy, Small businesses have 

now started facing increased competition from foreign companies. As global competitiveness 

becomes intensive, Small businesses are transitioning to a new business environment with 

emergence of global supply chains. Small Businesses form an integral part of almost every value 

chain and there is a symbiotic relationship between the large corporations and their relatively 

smaller sized suppliers However in a liberalized world the relationships between the suppliers. 

However, in a liberalized world, the relationships between the suppliers and buyers are 

undergoing dynamic changes with the dissolution of existing relationships and formation of new 

trade linkages that transcend the barriers of nationality and boundaries. 



Despite the sector’s strategic importance in overall industrialization strategy and employment 

generation, as well as the opportunities that the Indian landscape presents, the Small business 

sector confronts several challenges. Technological obsolescence and financing problems have 

been associated with the sector since long. Also, constraints such as high cost of credit, low 

access to new technology, poor adaptability to changing trends, lack of access to international 

markets, lack of skilled manpower inadequate infrastructure facilities including power water and 

roads etc. and regulatory issues related to taxation (state-central), labour laws, environmental 

issues etc. are also linked with its growth process. 

 

There is a need to develop potential strategies in order to improve linkages and coordination 

between the Government, Industry and Academia. There is also a need to develop an alternate 

delivery channels through capacity building of the small business Associations and the public-

private partnerships in the institutional structure as also the schemes. Given the nature of the 

enterprises, there is a need to facilitate start-ups and evolve a time-bound exit mechanism. 

Effective small business development on the scale needed requires a new, sustained engagement 

between the private sector and government at all levels.There is a large and pressing agenda, but 

crucial issues include improving the regulatory, administrative and operating environment, and 

ways to expand market development for small businesses.Most important of all, small business 

development initiatives must  get down to the level where small businesses actually operate, and 

must be closely targeted in different sectors and value chains, and in specific localities – in our 

cities, small towns and rural areas –  to grapple with their  diverse characteristics, needs, 

constraints and opportunities. 

 



Among the broad range of mechanisms available to support the growth and development of 

entrepreneurial enterprises into competitive businesses, some of the most effective are private 

sector led initiatives that broaden big companies’ value chains to incorporate small businesses.  

‘Vertical’ business linkage can involve backward linkages (where large companies acquire goods 

and services from small enterprises) as well as forward linkages (where large companies sell 

goods and services to small enterprises or distribute goods and services through them e.g. 

franchise or retailing arrangements). Vertical linkages can also be a strong stimulus  for 

‘horizontal’ linkages, where small enterprises work together to increase their capacity to access 

markets, for example through shared production of large orders, collective purchasing or group 

leasing equipment.The government must work to ensure that we have a regulatory environment 

that encourages and supports entrepreneurs and small business owners who want to grow, create 

jobs, and continue leading our economic development process. It means we need to take a hard 

look at regulations – both new and existing – to ensure that they aren’t a burden on small 

businesses, and to make changes as necessary. There are a number of ways by which regulatory 

burdens on small businesses can eased . They can extend compliance deadlines for small 

businesses. They can allow more online filing of forms.  They can create different, more 

achievable requirements for small firms. And sometimes, they can exempt small firms 

altogether. When government agencies formulate or start thinking about implementing a new 

rule or policies, the different stakeholders such as Councils, clusters, association etc. must be 

given opportunity for serious consideration as to what impact the new rule or policies might have 

on small businesses ability to grow and innovate. And if a policy or so called reforms does not 

provide flexibility to small businesses when they have opportunity to do so, then the viewpoints 

must be analyzed and considered logically.This will help ensure that the regulatory process is 



more transparent, coordinated, and simplified. The Simple objective shall be : to  simplify 

existing rules and policies, identifying places where we can ease burdens and help strengthen 

entrepreneurship.Administrative environment in India provides excellent scope for corrupt 

practices in business.As a result unless the government policies and the businesses are committed 

to be honest and observe the principles of propriety, the atmosphere is too tempting to observe 

good small business governance in practice.The ethical business depends on individual's sense of 

values, social values accepted by the businesses and industry and the system itself. Public 

servants have very wide discretionary powers which offer the occasion to extorting undue 

payments from businesses and ordinary citizens. Government initiatives to curb corruption at the 

institutional level face an enormous implementation gap when it comes to their practical 

effects.India has a decentralized federal government system and regulation and corruption vary 

widely from area to area.Although clusters have been developed, and it may play a vital role in 

highlighting such practices to strengthen the system, there is little doubt that corruption affects 

the business climate throughout India. Most of the businesses in India expect to pay bribes 'to get 

things done'. Corruption in the form of bribery, kickbacks from procurement deals, and tax 

evasion is widespread .The Government Policies must look at strengthening our administrative 

Environment as an ongoing and never ending process.There is also a strong need to find ways to 

manage modern technology and labour market constraints,which impede the productivity of 

small businesses. Policy-makers and research institutions have repeatedly pointed out to the need 

for extensive research on the small businesses.What is needed today is knowledge and access to 

new technology, adequate financial aid,high levels of R&D and adaptability to the changing 

trends in their respective industries.With the increasing competition, globalization and the 

uncertainty due to the global downturn,small businesses will have to continuously incorporate 



the latest technology into their production processes as well as in their marketing and 

management functions, to cut costs, gain efficiency and consistency.This will help them become 

successful, and contribute to the Indian economy in the long run. 
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SUMMARY 

This paper considers changes to New Zealand SME policy during the aftermath of far 

reaching structural 1984 economic reforms and reflects upon changes undertaken recently by 

government in the wake of the current global recession and the 2010-2011 Christchurch 

earthquakes. It identifies four broad policy areas: the re-focus of support on generic business 

programmes; a focus on SMEs as a driver of employment, particularly at the regional level; 

the development of a multi-tiered approach to the delivery of SME support; and the potential 

information asymmetries that can lower SME uptake of assistance programmes. An 

understanding of SME policy making influences and processes of an economy under strain 

has implications not only for how SME policy is developed, but also for what small business 

owners and their advocates can do to influence policy, and what ‘good’ policy should avoid 

succumbing to if long term benefits are to be realised.  
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INTRODUCTION 

Audrestch et al., (2002) have observed that small and medium-sized enterprises (SMEs) 

have mattered to governments in the past, but the way they have mattered has changed over 

time. There is also a longstanding worldwide recognition that SMEs make a significant 

contribution to employment generation and economic growth (for example, Birch, 1979; 

Storey, 1994; Wennekers & Roy, 1999; Van Praag & Versloot, 2007; OECD, 2010; Dennis, 

2011). For the last two decades governments have sought to improve the business-operating 

environment in particular, as it is perceived that good incentives and structures are needed to 

generate more productive entrepreneurs (Baumol, 1990; Minniti, 2008).  

This has also been the case in New Zealand, a market based economic with a unicameral 

parliamentary democracy. It comprises 0.1% of the world’s population, its economy 

contributes 0.3% of the world’s GDP per capita and it is ranked in the lower half of OECD 

member countries (Easton, 2010). This poor OECD ranking, largely due to low productivity, 

has spurred successive governments to develop policies that can address this. Currently, 97 

percent of all enterprises employ 19 or fewer employees and contribute 31 percent of total 

employment, 40 percent of the economy’s total output on a value added basis and 13 percent 

of exports (MED, 2011a). Within this framework SMEs play an important role in New 

Zealand economic policy.  

Traditionally New Zealand’s economic development has been driven by its ability to 

export and sell primary products like wool, dairy products and meat. The very sharp trend 

upwards in population in industrialised economies after the Second World War increased the 

demand for food and industrial raw materials. The consequence for economic policy settings 

in New Zealand has been that it increasingly oriented its own development (and 

macroeconomic policy) on its burgeoning commodity sector (Dalziel & Lattimore, 1991). 

Trade flows were narrow and focused on the United Kingdom, particularly over the first sixty 

years of the twentieth century. When the latter sought closer integration in the then European 

Economic Community, New Zealand’s trade flows diversified, even if their composition (in 

broad terms) did not. External economic crises in the late seventies, including the oil shocks 

and the changing nature of international economic trends drove the demand for domestic 

economic liberalisation which culminated in 1984 with the initiation of a series of far-

reaching reforms which restructured both the New Zealand domestic economy and 

fundamentally changed the country’s economic policy settings. Today New Zealand is still 

strongly focused on primary industries, but others such as tourism and the creative industries 
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have experienced significant growth. The manufacturing and high technology sectors, on the 

other hand, are considerably smaller. 

In terms of SME policy, the series of external shocks, which culminated in the economic 

reforms (discussed more fully below) implemented from 1984 resulted in the government 

‘stepping away’ from direct support for SMEs, with a clear preference for indirect forms of 

assistance. By 2011, the economy was undergoing another period of economic uncertainty 

due to the onset of the global financial crisis (GFC) in 2008 and the 2010 and 2011 

Canterbury earthquakes. SMEs were badly affected and “for the first time in a decade more 

SMEs were closed than were established in New Zealand” (MED, 2011a, p. 4). During, the 

2008-2010 period there was also a decline of 4.3 percent in the employment generated by 

SMEs (MED, 2011a), while overall unemployment rose from 3.6 to 6.5 percent in the same 

period (Statistics New Zealand, 2008b, 2011). The upshot of the ensuing budgetary 

constraints led the government to recalibrate its business policies with a view to boosting 

employment through regional economic development and innovation in a similar way that it 

did following the 1984 reforms. This paper considers changes to SME policy during the 

aftermath of the 1984 reforms and concludes by reflecting upon the changes undertaken so far 

by the government in the wake of the current global recession.  

This paper therefore traces the re-calibration of New Zealand’s approach to SME policy in 

the context of the economic recession and reforms that took place between 1984 and 1999. It 

begins by providing an overview of the overall economic situation and the reforms that were 

undertaken to address this. It then proceeds to identify four broad policy areas in which the 

Government sought to move away from direct forms of assistance to SMEs towards more 

indirect measures including: 1) the re-focus of support on more generic business programmes 

that were not necessarily tailored specifically to SMEs; 2) a focus on SMEs as a driver of 

employment, particularly at the regional level; 3) the development of a multi-tiered approach 

to the delivery of SME support, delivered through a range of both Government and non-

government organisations; and 4) addressing potential information asymmetries that appeared 

to lower the uptake by SMEs of existing programmes of indirect support.   

The paper then concludes by reflecting on the current economic recession in New 

Zealand– in no small part a consequence of the Christchurch earthquakes of 2010 and 2011. 

The period 1984-1999 is instructive in this regard. It underlined that, during periods of 

economic uncertainty there is a change in the focus of policies to encourage more productive 

entrepreneurship, and SME policy in general. This paper considers some of the more recent 
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policy measures undertaken and highlights the essential thematic similarity between the 

approaches being adopted now and those used between 1984 and 1999. It reinforces therefore 

the abiding theme of the period between 1984-1999: that during an economic recession, 

Government’s tend to pare back their policy making to focus on macro-economic settings 

“one step back”, with an emphasis on addressing the ‘enabling environment’ and 

employment, rather than direct forms of assistance to SMEs. 

   

METHOD 

This study used a qualitative research method using in-depth, semi-structured interviews 

with policy makers and key New Zealand government officials closely involved in SME 

policy in the period 1984-1999. Interviews provided data on what policies were developed 

and why, as well as details as to the influences on the development of SME policy. These data 

were cross-matched with a range of secondary sources, including relevant Government policy 

documents and media reports of the period, as well as academic scholarship. The use of semi-

structured interviews was considered the most effective approach because it allows the 

researcher to better understand the participants’ experiences, perceptions and perspectives 

(Collis & Hussey, 2009; Patton, 2002) during their time of involvement in SME policy 

development, and to offer rich insights into present day SME policymaking, with particular 

attention paid to its focus. The research draws on a larger study into the historical 

development of SME policy between 1978 and 2008 by making use of a combination of the 

personal recollections of key players as well as of official archival materials, media reports 

and relevant scholarship.  

Patton (2002) identifies three types of qualitative data that can be used: interviews, 

observations and documents. The study used two of these: in-depth, semi-structured 

interviews and document analysis. The researcher will conduct interviews using open-ended 

questions and probes to “yield in-depth responses about people’s experience, perceptions, 

opinions, feelings and knowledge” (Patton, 2002, p. 4). Data were collected through a series 

of interviews with the key players in the development of SME policy in New Zealand 

throughout the period 1978 – 2008.  

Data collection triangulation was undertaken to mitigate the biases or limitations of one 

data collection method (Maxwell, 1996) by cross comparing interview data with secondary 

sources (such as government policy documents and other written material). This was done to 
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verify and assess interview data and reduce the risk that the research conclusions would be 

affected because the sample is drawn from a small circle of informants.  

Informants were selected according to their involvement in policy development that 

impacted on SMEs over the period 1978 – 2008. Key informants were identified and other 

participants were selected using a form of purposeful sampling approach known as ‘snowball 

sampling’, where participants nominate others (Patton, 2002; Bryman, 2008). This was 

appropriate because the research is reliant on the knowledge and experiences of a relatively 

narrow group of informants (Maxwell, 1996) involved in New Zealand SME policy 

development.   

The researcher is mindful that purposeful sampling involves a form of selection bias, 

particularly involved with policymaking over the period of the study. Neergarde and Ulhoe 

(2007) suggest that this type of bias can be overcome by rigorous disclosure of the selection 

criteria and this approach has been utilised for this study. 

Ethics approval was received from the Massey University Ethics Committee. Each 

participant was offered confidentiality, and interviews were transcribed and sent back to 

interviewees for their signature and approval. 

 

DISCUSSION 

The following section considers the evolution of SME policy in the context of the 

economic reforms of 1984-1999, and identifies three areas where the government moved 

away from direct forms of assistance to more indirect measures of support for SMEs.  

The Reforms of 1984 – 1999: The Development of SME Policy 

In 1983-4, New Zealand’s general macroeconomic situation deteriorated markedly. Some 

of the country’s key economic indicators were signalling a serious problem, including rising 

unemployment and inflation, as well as ballooning fiscal deficit and external debt levels. 

Against this background of grim economic indicators, New Zealand undertook a series of 

sweeping economic reform within a framework of ‘neoliberal’ economic principles (Roper, 

2005). The reforms by the newly elected Labour Government included floating (and 

devaluing by 20%) the currency and deregulating the banking system. Subsidies to the 

agricultural sector were reduced and many were removed altogether and industry assistance 

and import protection were also gradually reduced (Bollard, 2005).  
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“There was a big swing to ‘let’s get the institutions right, restructure the institutions, set 

up the frameworks, the fundamentals, the markets, etc’ and ‘government move away and let 

the business sort itself out’” (Interviewee 3, 2011) 

 “The attention for about two decades were small business and the creation of 

entrepreneurs…Small businesses had a very high role to play” (Interviewee 2, 2011) 

Until 1984, the primary focus of SME policy in New Zealand had been through direct 

government intervention and support, through the establishment of a Small Business Agency 

(Devlin, 1984) and a set of policy approaches that actively and directly emphasised regional 

employment creation and protection from external competition (Nyamori & Lawrence, 1997). 

The economic reforms of 1984, however, were premised on the ability of the market to 

efficiently allocate resources, and this helped frame the government’s approach to the SME 

sector. Consequently the role of the government in relation to this sector moved away from 

direct forms of support to instead providing SMEs with an improved ‘enabling environment’ 

in which they could operate. This approach has been described as the ‘competitive model’ of 

small business policy, involving an emphasis market incentives to encourage entrepreneurial 

activity. This model also involves the deregulation of tax and labour regimes and a reduction 

in administrative requirements (Parker, 2002, p. 938). 

A Move to Generic Business Assistance to SMEs 

After 1984, the underlying government philosophy was that the market should regulate the 

economy, and this was extended to businesses being able to operate, with limited government 

intervention and direct support (Easton, 1997). As commentators reflected at the time, “the 

general aim of industrial deregulation has been to eliminate [under performing managers] by 

forcing firms to actively compete, with only the best surviving” (Bollard & Savage, 1989). 

According to this argument there was simply no need for a government agency to continue to 

deliver business assistance and direct government assistance to SMEs. As a consequence, the 

Small Business Agency, which used to provide counselling and small grants, was 

disestablished. A researcher at the time reported, there was a sense that the government “were 

not thinking of small business specifically” (Interviewee 1, 2011) and SMEs were subsumed 

in wider economic policy. Ensuing deregulatory reforms affected the manufacturing sector to 

a degree that key informants recalling that between 1986 and 1989 New Zealand lost up to a 

third of the manufacturing sector (Interviewee 1, 2011; Interviewee 4, 2011). These reforms 

affected some SMEs but many other enterprises in the services industries, in particular, were 

able to adapt and develop these new areas of economic activity, as was the case in other 
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OECD countries at the time. The changing nature of the global economy meant that many 

developed countries were transforming themselves into knowledge-based economies. In New 

Zealand this was coupled with the privatisation of state owned enterprises and produced a 

significant growth in the services sector (Morrison, 1999). 

Although this phase saw an overall reduction of government intervention, there remained a 

preparedness to assist, but only in circumstances where market failures were clear and 

identifiable, for example in areas of poor managerial competence. The delivery of this support 

was generally provided indirectly and generically by non-state actors that received funding 

from government and regional development agencies.  

SME Policy and Employment 

One of the consequences of the reforms and the resulting closures of manufacturing 

enterprises was a sharp increase in unemployment rates rising to 10.9 percent in 1992 

(Statistics New Zealand, 2008a). The pace at which many of the economic reforms had been 

implemented, combined with the 1987 share market crash, left many sectors in New Zealand 

in a weakened state. It was against this background that policy makers judged that SMEs 

could play a positive role in regional and local development, not least in terms of employment 

creation. The government, therefore, re-considered its initial ‘hands-off’ approach to the 

sector, especially in the regions. While the government remained determined not to ‘pick 

winners’ and promote specific industries, it was caught in the paradox of New Zealand being 

a nation of small firms with complex and not easily generalised characteristics. There was a 

move, therefore, for the “government having a role in a slightly more selective way, not 

selecting products and firms but having a view about what builds up a competitive 

environment, well environmentally inputs available to capital .... skills” (Interviewee 1, 

2011). 

Unemployment rates were particularly high amongst ethnic minorities, women and the 

indigenous Maori. To address this, the government set up the Enterprise Assistance 

Programme, a multi-agency programme to foster enterprise amongst these groups. By 

focusing on the development of an enterprise culture among disadvantaged groups, the 

government hoped to lift local employment levels. A similar objective underpinned the 

Business Development Programme, while Technology for Business Growth programmes 

sought to capture the commercialisation of technological advances (Nyamori & Lawrence, 

1997). The Department of Labour develop other measures to address unemployment, through 

the fostering and indirect support of SMEs. These included, for example, the community-
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based Employment Development Unit and the Local Employment and Enterprise 

Development Scheme, which continued with the regional policy focus on local initiatives to 

foster local growth and employment (Perry, 1991; Massey & Jurado, 2005). 

The government’s drive to generate employment in both existing SMEs and new firms, 

caused researchers at the time to call for “a comprehensive small business policy” (Tweed & 

Cameron, 1991, p. 55), while others expressed doubts that employment policies would result 

in economic growth as they were considered to be more of a political measure to ease the 

pressures of unemployment (Perry, 1991; Harper, 1994; Massey & Cameron, 1999). Doubts 

about the effectiveness of these policies to deal with high unemployment levels were summed 

up by one interviewee who stated that “so many of the policies were, in my opinion, the 

government being seen to be doing something about [unemployment]” (Interviewee 2, 2011). 

A second consequence of the opening up of the economy was the exposure of poor 

management practices, a so-called ‘failure of management’ in New Zealand businesses 

(Jones, 1992). The importance of developing managerial competences and capabilities 

became a feature of discussions among policy makers (Bollard, 2005). A further indirect 

effect of the 1984 reforms on SMEs was the need for many micro businesses to acquire more 

formal operating procedures as a result of the newly introduced goods and services tax (GST) 

which, among other things, required traders to register their firms and identify how they 

would manage their indirect taxation payments. This new level of formalisation resulted in 

SMEs becoming more professional in their accounting and even human resource practices. 

Legislation, such as the Commerce Act (1986) also changed business practices to the point 

that SMEs could no longer rely on trade associations or government protectionist measures to 

operate successfully: “Small businesses had to stand on their own, they had to compete much 

more and they had to take on new skills” (Interviewee 1, 2011). 

Notwithstanding this emerging emphasis on developing managerial capability in order to 

increase business competitiveness, the policy focus remained on providing SMEs with 

generic business assistance through locally run regional development boards, while still 

relying on market forces. Policy instruments to deliver assistance included start up assistance 

such as the Regional Development Investigation Grant (introduced in 1986) and the New 

Business Investigation Grant Scheme (introduced in 1989) (Nyamori & Lawrence, 1997). The 

Regional Development Councils played an important role in another area, again mainly that 

of employment creation through the management of self-employment schemes such as the 

Local Employment and Enterprise Development Unit and the Community Employment and 
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Development Unit, not least through their delivery of a range of generic business assistance 

programmes which included: the Individual Exporter Programme; Assistance to Tourism; 

Mana Enterprises; a range of Department of Labour training schemes; reduced cost access to 

the Department of Science and Innovation Research technical advisory and testing facilities; 

Department of Internal Affairs Small Co-operative Enterprise Schemes; and New Zealand 

Export-Import Corporation’s marketing and export assistance programmes. 

A Multi-tiered Approach to SMEs 

The difficult economic conditions of the early 1990s had generated intense debate into the 

role of government in business policy. This debate was partly resolved, for SME policy at 

least, in the late 1990s with a ‘multi-tiered’ approach being adopted to SME policy. More 

generally, government approaches to SME business assistance over the period 1984-1999 

were premised on SMEs becoming significant contributors to wider economic growth, yet not 

all SMEs were able to contribute to this objective. The government responded by developing 

a multi-tiered SME policy, with ‘high growth’ SMEs receiving more targeted funding than 

the bulk of SMEs, which shared low growth ambitions. This phase, therefore, saw the 

development of the so-called ‘champagne glass’ approach to SME support (Massey, 2006). 

This involved a tiered from of assistance for businesses where the high growth, exporting 

firms (the bubbles of the champagne) were supported by Trade New Zealand, the remaining 

growth oriented firms (those in the glass) were supported by the Ministry of Commerce and 

the rest of the firms (those in the stem of the glass) were supported by the Community 

Employment Group (Massey, 2006). This meant that government policy was increasingly 

focused on the more glamorous high-growth oriented enterprises and, as a result, government 

engagement with SMEs was at a lower level (i.e. via the Community Employment Group 

rather than the centralised and better funded Trade New Zealand and Ministry of Commerce).  

Throughout, notwithstanding this ‘multi-tiered’ approach, this period the government was 

determined not to ‘pick winners’ and promote specific industries. Industrial policy, as such, 

had fallen out of favour. It was considered a feature of the protectionist economic policy of 

the 1970s and was also associated with big business and ‘think big’ projects. The 

development of an SME policy, therefore, was not  “there was renewed focus on small 

business and business start up but they didn’t really have a small business focus specifically” 

(Interviewee 1, 2011). 

Broadly speaking, at this time SMEs could be grouped into three distinct groups: SMEs 

with growth ambitions; SMEs with no growth ambitions; and SMEs that were beneficiaries of 
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the protectionist policies pursued before the economic reforms of 1984. The economic 

rationale for the 1984-1999 reforms made it inevitable that the government would favour 

policies that would allow the market to decide which of these groups would survive. This 

approach led to the essential disappearance of the third category of SMEs as a consequence of 

their exposure to meaningful domestic competition. However it not only became apparent that 

not all remaining firms were taking advantage of reforms undertaken but, more 

disconcertingly, that only a very small proportion was growing (Harper, 1994).  

Information Asymmetries 

As described above, by the late 1990s there was a range of indirect assistance available in 

areas of management development, export incentives and technological ventures. This was 

largely generic and employment-generation focused. There was, however, limited uptake of 

these schemes. A review into why this was happening concluded that not only were the 

existing programmes not reaching the intended groups because of information asymmetries, 

they were not always addressing the needs of SMEs (Nyamori & Lawrence, 1997). In 

addition, one of the conclusions reached at the time was that not all SMEs were interested in 

growing. 

There were also concerns that these measures were not reaching those targeted for such 

mechanisms (New Zealand Government, 1990).  In fact, the Small Business Agency, which 

had been disestablished in 1986, was widely missed for its counselling services (Bollard, 

1988). Despite the fact that many providers of business assistance existed, not enough firms 

were aware of what was available, or were accessing this form of support. Furthermore, with 

the demise of the SBA there was no longer a single point of information for SMEs to inform 

themselves on what assistance was available.  

Concerns about poor growth rates, and rising unemployment led to the establishment of a 

nation-wide network of Business Development Boards (BDBs) to facilitate access to business 

assistance grants and information, thereby enabling SMEs to contribute to regional 

development. “In terms of government [SME] policy there are booms and slumps in the 

policies” (Interviewee 2, 2011). In particular, the BDBs were a move spurred on by the 

downturn in the economic climate, to more SME directed policies in the regions. 

The support provided to SMEs by these BDBs was considerable in terms of start-up grants 

such as the Business Development Investigation Grants; the Expert Assistance Grant Scheme 

to access management consultants, and the Enterprise Growth Development Scheme, 
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designed to assist with export related costs (Austin et al., 1996). After initial successes, the 

proliferation of consultants of variable quality, and the inconclusive results in terms of growth 

called into question the effectiveness of the BDBs. They were eventually dismantled in 1998. 

The lesson learned from this set of policies was the importance of evaluation, and more 

awareness of unintended consequences, in particular in policies like these that sought to 

address information asymmetries and promote regional development. As an interviewee 

recalls, “the difficulty is then you find people that are very aware and knowledgeable of the 

system and latching on to those support mechanisms but who really have enough wealth or 

capital to do it themselves, and other people who are less well informed missing out” 

(Interviewee 2, 2011). 

In the mid-nineties, the Minister for Business Development announced a change in the 

means of the provision of business assistance. This involved a shift from one-off type grants 

to ongoing assistance that was founded on existing business strengths and skills. Against 

expectations, the numbers of applications for these grants did not increase at the anticipated 

rate (Austin et al., 1996). A study commissioned by the Ministry of Commerce to address 

growing concerns that firms were not accessing available funds identified three reasons for 

the low take-up: a lack of management competence; low growth ambition; and a preference 

by owner-managers to remain in control of their business.  This absence of “growth ambition” 

was linked to the type of firm involved in the study as “the majority of the firms surveyed 

appear to be owned and managed by a ‘craftsperson’ type who places a high value on 

maintaining his or her independence to operate” (Austin et al., 1996, p. 48). In effect, the 

findings of this study challenged the assumptions of policy makers about the needs and 

expectations of SME owner-managers, in particular regarding growth.  

The cluster of SME polices designed to deliver generic business assistance, as well as (to 

an extent) enhancing SME managerial competence provide a demonstration of the central 

argument of this paper. Initially, these policies were developed in response to New Zealand’s 

economic crisis and were thus a product of the early period of reforms, i.e. a classic case of 

‘one step back’. Subsequently, however, there was a re-calibration of the existing policies 

which while they do not take precisely the same form as the pre-economic crisis phase, they 

are more ‘direct’ forms of assistance than those formulated in the ‘white heat’ of the 

economic reform process. 

By 1999, SME policy was firmly positioned as an important component of economic 

policy, despite the fact that only a small portion of the SME sector was made up of high-
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growth firms. Moves were underway to put in place more institutional frameworks in order to 

foster entrepreneurship, for example through school entrepreneurship education programmes: 

“Young Enterprise Schemes at schools where kids at school start small businesses in various 

forms with certainly a start-up approach – sometimes an entrepreneurial approach, 

sometimes a high tech approach” (Interviewee 1, 2011). Furthermore, there was an awareness 

of the failure of some policies to continue to deliver, despite having been initially successful. 

The role of government in relation to SMEs was to remove any barriers that impeded the 

ability of SMEs to operate in the market, and to intervene “in selected limited cases where 

markets and private arrangements do not work satisfactorily, and where the benefits of 

intervention exceed the costs” (Bollard, 1988, p. 63). The basis was laid for the approach that 

the government followed in the ensuing years: to target specific market failures and position 

government assistance to SMEs in this context. The focus of government was also firmly on 

providing an environment that allowed for start-ups with an entrepreneurial orientation as 

well as high technology ventures. 

SME Policy in 2012 

By 2012 SMEs, as important contributors to economic growth, were an integral part of 

government policy discussions. Unlike the 1984-1999 period, there was now a political focal 

point for SMEs, i.e. a Minister for Small Business (outside of Cabinet) whose role was to 

coordinate and influence the work of other agencies that may affect small business (MED, 

2011). Besides, the Small Business Advisory Group (SBAG), made up of SME 

owner/managers, had been established to give an SME perspective to the Minister for Small 

Business on what their needs were. However, there were many other aspects of SME policy 

that retained some features of those described in the above section. The following considers 

these in more detail. 

The first similarity is the consistent approach of delivering business assistance through 

market mechanisms. There has been a long debate as to how to approach business assistance 

for SMEs (e.g. Storey, 1994, 2005, 2008; Minniti, 2008; Dennis, 2005; Gilbert et al. 2004). 

After several decades researching the SME sector, Storey (2008) concluded that macro-

economic policies are more effective than micro-economic policies in supporting SME 

development. Since 1984, New Zealand has supported policies that affect the environment 

SMEs operate in, through reforms and policies in macroeconomic areas. This has included the 

extensive reforms to the economy through financial and fiscal changes, and more limited 

government involvement in microeconomic policies, the delivery of which was left to non-
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government organisation providers. Government officials have described their approach to 

SME policy to be “focused on improving the macro-environment for doing business in New 

Zealand, simplifying regulations and providing information, management tools and training” 

(MED, 2011).  

  At the onset of the current economic recession the newly-elected National Government 

set out its economic policy around four major themes: helping firms survive the downturn; 

reduce regulatory burdens; increasing infrastructure investment; and curtailing public 

spending (MED, 2009). However, the 2010 and 2011 Christchurch earthquakes and the 

ongoing effects of the global financial crisis (GFC) have forced a re-calibration of public 

policy
1
 in much the same way as the economic crisis of the early 1980s forced a re-think of 

government policies towards SMEs through until the late 1990s.  

By way of context it is worth first recalling the significance of the impact of the 

Christchurch earthquakes on New Zealand’s economic indicators. The damage to 

infrastructure and more broadly is generally estimated to be around 8 percent of GDP. By 

comparison, the earthquake in Japan is estimated to have caused damage equivalent to around 

4-5 percent of Japan’s GDP (New Zealand Treasury, 2011). The GFC also took its toll more 

generally on the New Zealand economy, including through a rise in debt with the 

government’s double A-plus rating placed on a negative outlook with two rating agencies. 

Productivity growth in the past decade in New Zealand was also less than one-sixth of that in 

the 1990s. This was the economic context for New Zealand’s 2011 Budget, which heralded a 

series of significant cuts to government expenditure, including to public services, most 

recently with the announcement of a recalibration of a range of services provided to the 

private sector. 

Current SME policy is embedded in the over arching Economic Growth Agenda set up in 

2009. The EGA frames policies that affect SMEs through its ‘science, innovation and trade 

driver’, particularly those policies that affect innovation, business assistance, and access to 

finance. Whereas in the period following the 1984 reforms, the main motivation behind 

business assistance was to improve competitiveness and encourage growth through the 

development of management capability, the current focus is to increase R&D and innovation. 

The provision of assistance aimed at increasing levels of innovation has been linked to the 

delivery of generic forms of business assistance through the introduction of Regional 

                                                            
1 This is also the case in governments worldwide (see Mason (2009)), including the EU and the United States 

(OECD, 2010; Wymanga et al., 2011). 
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Economic Networks. The REN merge business support information and services provided by 

the main arm of delivery of small business assistance NZ Trade and Enterprise and the R&D 

information provided by the Foundation for Research Science and Technology. These 

agencies will work closely with organisations such as local chambers of commerce and 

industry associations for the delivery of these policies (NZTE, 2010). As well as providing 

business assistance these firms did a screening of firms with “high growth innovation and 

internationalisation potential” and used a voucher system to encourage market competition in 

the delivery of training to business (MED, 2011c). Further assistance in accessing finance was 

also provided in the form of Technology Development Grants (that cover twenty percent of 

the business’s annual R&D spend) and the New Zealand Venture Investment Fund, aimed at 

encouraging private investment in capital funds. 

The economic recession, therefore, produced a series of direct policy interventions aimed 

at improving the enabling environment for business, including SMEs: a reduction in company 

tax and financial reporting simplification measures to help ease cash flows; export credits to 

traders; and high-growth businesses, irrespective of size, were targeted through the Growth 

Service Fund to encourage global expansion (MED, 2011b). In terms of reducing the 

regulatory burden the government also increased employment flexibility by allowing a ninety-

day probation period for new employees. Most recently a new ‘super Ministry’, the Ministry 

of Business, Innovation and Employment, has been announced to come into effect in July 

2012. The purpose is to “ensure we have clear, co-ordinated and focused government policy 

leadership with a commitment to economic growth and innovation” (NZ Government, 2012).  

They key findings of this paper are that, while governments are willing to devote resources 

to SMEs during times of economic stability, this commitment changes as the economic 

situation deteriorates.  This underlines that SME policymaking is not unique. As with many 

other parts of the economy, during an economic crisis, policy makers pare back levels of both 

direct and indirect financial assistance to SMEs, and focus primarily on broader economic 

policy settings as the primary driver of domestic productivity and growth. The implications of 

how SME policy was developed in the period 1984-1999 can, therefore, inform thinking 

today, when short-term pragmatism and responsiveness to external and internal shocks needs 

to be balanced with a more long-term strategic approach to SME policymaking. An 

understanding of SME policymaking influences and processes of an economy under strain 

also has implications not only for how SME policy is developed, but also for what small 
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business owners and their advocates can do to influence policy, and what ‘good’ policy 

should avoid succumbing to if long term benefits are to be realised.  

Government policies impact on SMEs in a range of ways. Most recently, New Zealand 

SME policy has been directed at enhancing management and business capability, particularly 

in areas such as innovation, in order to encourage firm growth. The purpose of this has been 

to offset some of the existing “in-built” challenges to the New Zealand economy, such as the 

small population base and the distance from global markets. Despite the successful provision 

of an ‘enabling environment’ New Zealand’s low productivity rates have meant that it has 

lagged behind OECD countries and calls from business for government to provide more 

direction in a strategic sense have increased (Interviewee 5, 2011) with particular reference to 

financial regulation and internationalisation assistance.  

Through the use of frameworks to advance an innovative and internationalised economy, 

SMEs continue to be encouraged to export and to play a significant role in regional 

development and thereby to mitigate unemployment and encourage growth. The success of 

this ‘enabling environment’ approach is reflected in the high ranking New Zealand routinely 

receives in surveys on ease of doing business. However, it cannot be overlooked that the 

government still plays an important role in the ‘micro’ aspect of SME policy. For instance, it 

has retained a stake in the provision of business support, focused on building research and 

development, and productivity. Another significant aspect of New Zealand SME policy is the 

input of SME owner/managers through the SBAG and the more recent use of social networks 

to organise SME stakeholders to present the current Minister for Small Business with a White 

Paper
2
. Policy development is therefore more likely to be in touch with unintended 

consequences with the better coordination of all different aspects that affect SMEs. These 

effectively drew from different stakeholder areas to highlight areas of concern for SMEs. 

The government continues to seek ways to deliver successful ‘macro’ policies that make 

doing business easy, and to coordinate through policies in areas as varied as education, 

immigration and access to finance. One of the shifts at a macro-economic level that has 

influenced New Zealand SME policy is the expectation SMEs have of the type of government 

assistance they should receive. In the pre 1984 period assistance was sought financially and 

the government was expected to provide protection from external competition. After 1984, 

the expectations of SME owner/managers were re-shaped within the context of the economic 

                                                            
2 For example the New Zealand SME Business Network at http://www.linkedin.com/ 
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neoliberal reforms and government’s role was re-defined as being the provider of an ‘enabling 

environment’ that facilitates business development in general and SMEs in particular. The 

facilitation of this ‘enabling environment’ continues today
3
, with government providing 

leadership in awareness in good business practices, export assistance and increasingly more 

input into R&D.  

Finally, the multi-tiered approach to SMEs continues with the use of the ERN to screen 

and promote R&D and internationalisation. The focus on specific sectors with high growth 

potential (for example minerals and petroleum, processed foods and beverage and knowledge 

intensive firms) is one example that this is still the case. Policy makers have made more 

concerted efforts to redress the information asymmetries by providing business information 

on assistance in various formats, and by aiming to target and match it better to generate 

economic development and growth.  

CONCLUSION 

This paper has considered the way in which New Zealand’s approach to SME policy 

changed in the context of the economic reforms and the recession that characterised the period 

between 1984 and 1999. Four broad policy areas were identified where the Government 

deliberately moved away from very direct forms of intervention and support, to a rather more 

cautious and ‘hands-off’ approach, including in terms of: 1) more generic business 

programmes designed for firms in general, rather than SMEs only; 2) SMEs as ‘enablers’ of 

employment including through regional development; 3) the re-calibration of a multi-tiered 

approach to SMEs; and 4) seeking to remove information asymmetries between SMEs and 

business assistance programmes. 

What was true for the period of economic uncertainty after the 1984 economic reforms 

appears, therefore, also to be true after the 2008 GFC and the Christchurch earthquakes of 

2010-11. The government has the over arching target of increasing exports to 40 percent of 

GDP by 2025 and has signalled that high-growth firms in knowledge intensive and high 

technology firms is the way to achieve this. However, as in the earlier period discussed in this 

paper, for every two steps taken in this direction (the innovation policies for instance), the 

government is forced to take one back to deal with significant economic uncertainty (for 

instance, efforts have been put underway to stimulate regional development with the Regional 

                                                            
3 For instance, public policy has ensured the establishment of a business friendly regulatory environment, as 

reflected in good standings in ‘ease of doing business’ reports (e.g. World Bank, 2012). 
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Economic Network). In sum, as new priorities emerge, the focus given to certain policies also 

changes in a one step back, and with luck and good policy design, a two steps forward 

process. In this context, the level of government intervention continues to ebb and flow. 
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Abstract 

It has been a generation since the US enacted the congressional technology transfer 

acts but we still struggling with the idea of public sector technology discoveries being 

transferred to commercial activities.  The paper analyzes the focus of the mechanisms that 

have been deployed and suggests a change from the micro models that have centered on the 

technology transfer office to a more macro set of considerations that focus on the economic 

health of the country.  This change should address job and wealth creation to provide the 

needed spark to the economy that depends on innovation as its base competitive advantage. 

  

INTRODUCTION 

The US invests a large amount of resources on research and development (R&D) but 

a relatively small amount on the commercialization activities of the resulting technologies. 

Commercialization was assumed mainly to be the domain of the private companies that 

benefit directly from the innovations and therefore the focus of all technology transfer 

activities have centered on preserving the property rights of the owner of the intellectual 

property (IP). This has led to many authors analyzing the activities in multiple ways. As more 

focus is placed on economic development with wealth and high-paying job creation a 

priority, government entities that support research activities have been forced to consider 

other strategies and examine commercialization efforts by passing new legislation that 

stresses the competitive nature of public sector technology transfer such as the America 

COMPETES (Creating Opportunities to Meaningfully Promote Excellence in Technology, 

Education, and Sciences) Act of 2007 which was reauthorized in 2010, (National Science 
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Board, 2012). The obvious issue from a macroeconomic standpoint depends on two major 

issues: 

a) R&D has been thought of as a percentage of GDP and as pressures mount on GDP 

due to competitiveness issues, this percentage will face a larger scrutiny in the public debate 

b) As less and less results are seen from this investment (although some opponents 

characterize it as a cost), pressure will mount to use the money for purposes other than public 

sector R&D 

 

There have been many streams of research on technology transfer.  These streams can 

be characterized as: 

a) Many authors have defined technology transfer models and the challenges faced by 

owners of IP as well as potential entrepreneurs who want to license this IP in the micro 

setting.  Kassicieh and Radosevich (1994) edited a book on the issue of public sector 

technology where many of the issues that we have today still exist despite the activities that 

have been designed to alleviate these problems.  Wahab et al. (2009) review technology 

transfer models. Radosevich and Kassicieh (1993) discuss challenges of public sector IP 

owners in their quest to license the technology.  Unfortunately most of these challenges still 

exist today as reported by many authors such as Wright et al. (2004), Ustundag et al. (2011),  

McAdam et al. (2012) and Martyniuk et al. (2003).  Isaacs and Tang (1996) expressed the 

view that few good products come out of the large expenditures on research, a situation that 

many believe to still be a problem.   

b) Analysis of models and what might or might not work to commercialize 

technology.  This was done for the U.S. by Clarysse et al. (2011),  Grimaldi et al. (2011), 

Kassicieh et al. (1996, 1997); Siegel et al. (2003, 2008) and Zibin et al (2011).   It was also 

examined in countries such as Spain by Caldera and Debande (2010) and the U.K. by 

Chapple et al. (2005). Problems in the models used have been reported by Kim et al. (2009), 

Fini et al. (2011); Kim et al. (2008); Degroof and Roberts (2004) and Gilsing et al. (2011).   

c) The assertion that technology transfer occurs outside of the universities’ (and 

possibly federal laboratories’) IP systems. Aldridge and Audretsch (2011, 2010) analyzed 

scientist entrepreneurs and concluded that more activities occur in technology transfer than is 

reported by the technology transfer offices.  Fini et al. (2010) reach the conclusion that 

academics have developed a substantial amount of commercialization activities outside of the 

university IP system.  
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If one examines the literature, it seems that most of it focuses on the unattained 

promises of technology transfer except for the more recent articles about knowledge transfer 

and individuals working outside of the IP systems.  One of the major tenets of the technology 

commercialization activities is the protection of intellectual property (IP) but that also has 

been the bottleneck of the activity. Many institutions require small company licensees to 

spend inordinate amounts of time and resources chasing the paperwork when the good of the 

country depends on getting these innovations as quickly as possible to deployment through 

product and market development.  The major reason that many technology transfer managers 

go through the long and arduous process which ends up with little technology licensed and 

deployed and therefore sitting on the shelf is the fear of a “black swan” event, namely giving 

something away that can end up making large amounts of royalties (perhaps millions of 

dollars) for the commercializing entity but no income for the technology inventor or the IP 

owner.  This fear prompts technology transfer managers to treat every deal as if it is the one 

that will bring in these large amounts and therefore they treat each case with utmost care to 

avoid this type of error while committing the error of keeping the IP on the shelf and in the 

process holding back some of the economic development potential gains that the country’s 

economy can attain if the IP was easier to obtain by an entrepreneur.  This is a simplification 

of the case but in some situations, simple explanations might be better than all of the complex 

ones that outline the reasons for “why we should not do anything”. 

 

 There are of course other issues here.  The major point is that we need to make a 

change in the thinking and policies that are used.  The US government has initiated the 

“Obama Startup America” program where companies can quickly obtain options to license 

three patents from the federal laboratories’ IP for a short time (about 6 months) for a small 

fee ($1000) with the paperwork for the full license already in place using standard legal 

documents and quickly negotiated terms to get the commercialization underway. 

 This paper discusses this topic further shedding light on some characteristics that have 

helped some institutions in overcoming these problems but the issue here is that we need to 

apply this in more situations to get the full economic benefits of expenditures in R&D. 

           

IMPORTANCE OF THE RESEARCH 

The latest figures on R&D expenditures in the United States (US) indicates that the 

US spent  about $54 billion in 2009 on academic research and another $46 billion on federal 

laboratories according to the 2012 Science & Engineering Indicators published by the 
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National Science Board (2012).  Academic university research represents a 13.5% of the total 

R&D in the US with the federal laboratories pulling in about 11.5% and industry making up 

the remainder at 70% of the projected $400 billion spent in 2009 with non-profit foundations 

making up the difference. However despite this large expenditure, experts estimate that a 

small amount (about 2-10%) of this total is spent on the commercialization of the intellectual 

property created by the research.  Note that the small percentage is not applied to the 2009 

public sector research budget but also to the research discoveries of past years making this 

percentage even smaller relatively. We know that there are many issues with these scientific 

discoveries such as  

a) the cost of maturation of technologies that come out of university or federal 

laboratories in forms that are far from a developed product is substantive and  

b) disagreement on whom among the R&D organization, the licensee, or the 

technologist/entrepreneur should bear the cost of this maturation or what is the appropriate 

sharing arrangement (if such an arrangement is warranted). 

 

R&D organizations are not set up to refine or mature products as part of their 

function. Private firms, whether large or small firms and venture capital groups are reluctant 

to invest in early, far-from-market technology ideas because the long time-horizons does not 

meet their preferred or required rates of investment returns. The relevant data for these issues 

are as follows: 

a) Over time, the amount of licensing income from university R&D has been 

small compared to the R&D funding received by U.S. universities. For instance 

AUTM [Association of University Technology Managers, 2010] reports total income 

from licensing and spinoff activity for university responding to its 2010 survey as 

$2.4 billion from licensing, with a running royalty of $1.4 billion, cashed-in equity of 

$63.4 million and other income of $452.3 million.  This is much better than in years 

past and the trend is upward but this is income derived from IP that was developed 

over the last two decades and the comparison should not be made to research 

expenditures in one year but the sum of research expenditures in many years. 

 

b) Many federal laboratories are great sources of technology but they follow similar 

patterns of limited licensing and/or spin-offs as experienced by universities.   
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 A number of reasons have been put forth attempting to explain the discrepancy 

between the massive expenditure on R&D and the relatively small financial returns from 

technology transfer and commercialization activities. Many of the papers cited in section 2 

above explain these discrepancies. The fact remains that this country’s justification for future 

R&D funding let alone its economic standing and viability in the global marketplace will 

depend on our ability to compete and move innovations and new products to the marketplace. 

 

This paper focuses on a number of issues that face public sector technology transfer.  

Part of the challenge is that the university or federal laboratory is involved and has to make 

decisions yet the decisions affect the overall economy rather than the university or the federal 

laboratory only.  

 

ISSUES 

 Part of the problem in technology commercialization of public sector technology is the 

need for a portfolio effect in technology commercialization ventures. We need to 

commercialize many technological ventures for some to become successful whereas many 

others in that set lose the invested resources. IP-producing organizations can try to become 

better at predicting success in the market place but the multivariate reasons for success in this 

market make it near impossible to predict success. If that was not the case, we do not need to 

worry about the questions we are raising in this paper. Given that prediction of success is hard 

and that we use a technology-push strategy, it is imperative that we encourage more 

entrepreneurial activity to achieve the economic development goals of jobs at the high standard 

of living level and wealth creation. To increase the entrepreneurial activities, we need to do 

more than what we have done in the last quarter of a century. 

  

Proposition 1:  Build an “eco-system” that enhances entrepreneurial success in technology 

commercialization: this is more than just having a web site that lists in scientific terms the new 

discovery.  This includes work to make the identification of the technologies easier.  The 

example of Oxford University’s ISIS program can serve as one of the models to accomplish 

this.  There are many examples in the US such as Stanford, MIT and other universities that 
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have approached this topic with a little more than the legal team that writes the patents and the 

team that negotiates the royalties if someone is interested.  The development of multiple 

support systems for the entrepreneurs such as incubators, venture funds, product development 

support, skilled labor, networks of knowledge workers and a creative milieu is necessary to 

influence success in the commercialization process is needed. This support system allows 

entrepreneurs, technologists and others in this “eco-system” to thrive on each other’s success 

rather than work in a “zero-sum game” environment.  

 

Proposition 2: Make it easier for first time entrepreneurs to get access to licenses: many 

organizations prefer to license technologies to successful entrepreneurs or groups that they 

deem to be appropriate.  To become a successful second-time entrepreneur, one needs to have 

succeeded in a “first” one so if no one gives you the chance with your first one, you will never 

get to the second.  Also if as suggested in proposition 1 above, the environment allows support 

from others, then one can apprentice in entrepreneurial ventures to get to this level of expertise.  

Our ability to predict the “best” recipient to commercialize a new technology patent is not that 

great and unless we can develop that skill, we need to allow first-time entrepreneurs a shot at 

success. 

 

Proposition 3: Litan and Mitchell (2010) suggested a free market clearing mechanism where 

technology transfer offices of universities do not play “gatekeeping” roles.  The idea was 

attacked by technology transfer offices that obviously benefit from “gatekeeping”. The idea 

should be emphasized in terms of benefit to the country rather than to the technology transfer 

office. 

 

Proposition 4: Require universities and federal laboratories to invest more in 

commercialization efforts rather than keep the entrepreneurial spirits from access to the 

technology.  Many research granting groups evaluate technology commercialization potential 

of federally funded research yet this section is glossed over or is evaluated by the same panel 
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who has expertise in the discipline but not in commercialization. Using these evaluations 

properly would pay dividends for the country. 

 

Proposition 5: Researchers in this field should examine issues that not only define what is but 

look at ways in which innovative mechanisms and designs could be used to improve the 

technology transfer function in the public sector.  The challenge is not to accept the “status 

quo” of technology transfer offices’ business-as-usual but to change the paradigm to influence 

economic growth and prosperity. 

 

DISCUSSION AND FURTHER RESEARCH 

This is not an easy topic to discuss. The decision makers such as university presidents and 

provosts in most instances are ones that do not have the expertise to deal with the multitude 

of issues exposed above and their economic self-interest is centered on their university 

making the most out of any IP that it generates.  They are also typically counseled by 

technology transfer office executives who want to maintain the status quo.  It is imperative 

for us to advance the macro level issues of economic viability of the research enterprise and 

the link between economic performance of an economy and its ability to sustain the research 

enterprise.  The more we postpone the decision to do something about the technology transfer 

issue, the harder it becomes to support research in all forms, basic or applied, technology 

push or market pull and incremental or disruptive.  The issues are complex if one wants to 

analyze current models and structures but this paper advocates the focus on the macro level 

by linking R&D to its commercialization so that economic benefits accrue to the public who 

pays for public sector technology.  
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INTRODUCTION: RISK, RISK MANAGEMENT AND REGULATION 

Risk has been identified as an endemic feature of contemporary social life, arising out of the 

dynamic character and interactions of modern organisations undertaking their normal 

activities (Giddens 1990; Beck 1992).  Governments play a principal role in managing the 

risks organisations generate - through regulation, intended to limit the exposure of individuals 

and organisations to physical, economic and environmental harm (Hutter 2005; Better 

Regulation Commission 2006).  But regulations themselves have come to be regarded as 

sources of harm to economic well-being and, therefore, constitute a risk that needs to be 

managed through measures to remove, simplify and consolidate particular laws (e.g. DTI 

1985; HM Treasury/Better Regulation Executive/Cabinet Office 2006; HM Treasury 2011).  

Policy-makers accept that regulatory interventions should be proportionate to the risks posed 

(HM Treasury 2011) and that the administrative burden of enforcement should be based on a 

comprehensive risk assessment (Hampton 2005).  Regulatory reform programmes have been 

pursued by governments in many developed and developing countries during recent decades 

in order to stimulate economic growth (e.g. Nijsen et al. 2009) and international organisations 

advocate such reforms as essential to facilitating economic recovery and long-term growth 

following the 2008-9 financial crisis (OECD 2010).   

 

The UK Coalition government has implemented a number of initiatives intended to reduce 

the regulatory burden on businesses (HM Government 2010; HM Treasury 2011), 

particularly micro and small enterprises (e.g. Better Regulation Executive 2010), as part of a 

policy agenda to make the UK one of the best places in Europe to start, finance and grow a 

business (HM Treasury 2011).  Such businesses are argued to be at greater risk of harm from 

regulation because of higher fixed compliance costs and lower resilience to external shocks 

due to limited resources (Chittenden et al. 2002; Crain and Crain 2010).  For instance, a 

three-year ‘moratorium’ on domestic regulation for micro businesses with fewer than 10 

employees was announced in early 2011 (HM Treasury 2011).   

 

This paper focuses on one specific field of risk management by government - regulation of 

small companies’ financial reporting practices.  In the light of the revised European 

Accounting Directive permitting Member States to replace financial reporting regimes for 

micro-entities (European Union 2012), we investigate the impact of current UK financial 

reporting regulation on small companies and other stakeholders, and consider the 

implications of relaxing micro companies’ disclosure obligations for accounts preparers, 
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accounts users and the wider economy.  We begin by setting out the UK regulatory context of 

financial reporting and outline policy prospects in the light of the revised Directive.  Then, 

we review the literature on small company financial reporting and its effects, paying 

particular attention to notions of credit risk.  We then outline our analytical framework and 

methodological approach before presenting the findings from a study investigating the value 

of small company abbreviated accounts to preparers and users, considering the policy 

implications and drawing conclusions.  

  

UK FINANCIAL REPORTING REGULATION:  

CURRENT CONTEXT AND FUTURE PROSPECTS 

Under the Companies Act 2006, limited companies in the UK are required to prepare annual 

financial statements giving a true and fair view of financial performance and financial 

position for members and to file a copy with the registrar at Companies House, the UK public 

registry.  Publication of financial statements is widely regarded as the price companies must 

pay for the privilege of limited liability.  Currently, EU law permits Member States to operate 

different reporting regimes for companies of different sizes.  

 

Companies required to prepare full accounts must provide a profit and loss account 

(statement of comprehensive income) and a balance sheet (statement of financial position).  

The profit and loss account summarises the revenue and expenditure over the accounting 

period and the balance sheet summarises the value of the entity’s assets, liabilities and equity 

on the last day of the accounting period for which the profit and loss account has been 

prepared.  Small companies are permitted to file abbreviated accounts comprising an 

abbreviated balance sheet and related notes.  This is not compulsory – small companies may 

file full accounts if they wish.  Companies must still prepare full accounts for members.  

 

The EU Fourth Company Law Directive allows Member States to permit qualifying small 

and medium-sized reporting entities to register less detailed abbreviated accounts
1
 in place of 

the full statutory accounts that large companies are required to file.
2
  Under the Companies 

Act 2006, a non-publicly accountable entity qualifies as small if it does not exceed any two of 

 
1 The Fourth Company Law Directive refers to ‘abridged’ accounts. The UK Companies Act 

1981 refers to ‘modified’ accounts, later changed to ‘abbreviated’ accounts in the Companies 

Act 1989 and retained in the Companies Act 2006. 
2 Entities qualifying as medium-sized are also permitted to file abbreviated accounts, but 

greater disclosure is required than for small companies. 
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the following three size thresholds: annual turnover £6.5 million; balance sheet total £3.26 

million; and average employment of 50.  Apart from newly incorporated entities, these 

conditions must have been satisfied in two of the last three years.  In 2010/11, approximately 

3 per cent of the annual accounts registered in the UK were categorised as ‘abbreviated - 

small’ (Companies House 2011: Table F2).  The ‘audit exempt’ category, comprising 71 per 

cent of accounts filed, includes many small companies filing abbreviated accounts, as these 

are also exempt from the statutory audit.  Recent estimates suggest that 50-60 per cent of 

companies in the UK file abbreviated accounts (POBA 2006).  

 

The revised European Accounting Directive permits Member States to exempt micro-entities 

from a general publication requirement, provided that balance sheet information is duly filed, 

in accordance with national law, with at least one designated competent authority and that the 

information is transmitted to the business register (European Union 2012).  The purpose of 

the measure is to reduce the administrative burden of filing accounts on the public register 

and to align micro-entities’ reporting requirements with the real needs of users and preparers 

of accounts.  Initial estimates indicated that 5.3 million EU companies would save €6.3bn, 

although this figure has subsequently been revised downward (European Union 2011).  The 

Directive defines micro-entities as companies not exceeding two of three criteria – total 

assets of €350,000, net turnover of €700,000, and average employment during the financial 

year of 10.  The UK government has welcomed the revision and plans to implement changes 

following consultation later in 2012 and suggests that up to 1.5 million companies might 

benefit (BIS 2012a).  These proposals should be seen in the context of a wider programme of 

measures intended to modernise the company law framework, intended to enable companies 

to compete and grow effectively (BIS 2012b, 2012c).  Although we do not yet know what the 

UK government proposals will be, we can consider the likely consequences of options they 

might take.   

 

PRIOR RESEARCH ON FINANCIAL REPORTING REGULATION  

AND ITS EFFECTS 

Different literatures imply opposing positions on the impact of financial reporting regulations 

on companies and their stakeholders.  The finance literature emphasises the crucial role of 

disclosure in addressing the information and agency risks faced by investors/creditors 

contemplating providing finance to particular companies.  Investors/creditors lack the 

information possessed by company insiders to judge whether companies report their financial 
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position and performance accurately (the information problem) or, having invested, they lack 

the information to know whether company insiders are acting in investors’/creditors’ best 

interests (the agency problem) (e.g. Diamond and Verrechia 1991; Healy and Palepu 2001; 

Easley and O’Hara 2004).  These information asymmetries between financiers and business 

insiders render accurate credit assessments more difficult with credit-seekers experiencing 

greater constraints (Stiglitz and Weiss 1981).  Disclosure, conversely, reduces risk and 

improves the availability and cost of finance.  While most studies focus on large, publicly 

listed companies, and their access to the capital markets, similar arguments have been 

proffered in relation to the informational opacity of small companies in relation to banks, 

suppliers and other credit providers (e.g. Binks et al. 1992; Berger and Udell 1998; Arruñada 

2011).  Small enterprises use a number of sources of external finance (e.g. Cosh et al. 2009; 

Fraser 2009).  External providers often make funding conditional upon the provision of 

financial information (Marriott et al. 2006), including published accounts but also other 

information sources such as more detailed and timely management accounts (e.g. Berry et al. 

2004).  Small companies often voluntarily choose to file full accounts, and undertake an 

audit, because they perceive benefits to accounts users (Collis 2012).   

 

Academics, lobby groups and policy-makers focusing on the impact of regulation on small 

businesses treat regulation principally as a cost or constraint (e.g. Chittenden et al. 2002; 

Federation of Small Businesses 2012a).  Such a view underpins the revised Directive and UK 

government proposals.  Regulation is argued to raise the administrative costs to businesses, 

and to encourage business owners to divert resources from profit-generating, value-adding 

activities to ‘unproductive’ ones, and, consequently, to weaken business performance 

(Chittenden et al. 2002, 2005).  Such costs might deter start-up, incorporation, investment, 

innovation and growth. 

 

Policy-makers must, therefore, balance competing risks when considering financial reporting 

regulation: one, to ensure that potential investors/creditors and others have access to 

sufficient information to support their decision-making; and, two, to free micro-businesses 

from unnecessary restrictions in order to allow them to undertake economic activities that 

benefit the wider society.  The study seeks to elaborate on this policy dilemma.    
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BALANCING THE MICRO-COMPANY REGULATORY BURDEN  

AND CREDIT RISK  

Regulation is one of the instruments governments can use to manage risks.  Regulatory 

reform, by changing regulatory obligations and entitlements, inevitably involves 

redistributing exposure to risks and/or the penalties for producing, or being vulnerable to, 

risks.  Regulation, including financial reporting rules, is a dynamic force shaping business 

activity and performance (Kitching 2006, 2007; SBRC 2008).  By influencing agents’ 

resources and reasoning (Pawson and Tilley 1997), regulation enables and motivates as well 

as constrains business owners to act in particular ways.  Financial reporting regulation 

impacts companies directly, by encouraging or discouraging particular activities - and 

indirectly, by encouraging or discouraging stakeholder actions.  Conceptualising small firms 

as embedded within a wider network of stakeholders - including actual and prospective 

suppliers, competitors, customers, infrastructure providers and regulatory authorities – 

permits us to envisage a wide range of regulatory influences.  The precise impact of particular 

regulations is contingent not only upon how companies adapt, but also upon how other 

stakeholders adapt to them, and specifically how they adapt to companies’ adaptations.     

 

Following the recession and financial crisis of 2008-9, many small businesses have found it 

difficult to secure affordable credit; others report discouragement from credit-seeking (e.g. 

Fraser 2009).  It is at the smaller end of the business size spectrum that particular problems 

have been identified (Federation of Small Businesses 2012b).  Access to credit is important 

for many small firms in the form of bank overdrafts and loans, and trade credit, and involves 

providers making credit risk assessments.  Credit providers assess credit risk on the basis of 

information they can glean from public and private sources.  Better information, as defined 

by the provider, facilitates superior credit risk assessment.   

 

Policy-makers seeking to tackle the problems of the micro-company regulatory burden, credit 

risk and national economic performance must weigh the potential consequences of particular 

proposals.  For policy-makers, two arguments might be presented regarding regulation.  The 

first, ‘market failure’ argument, insists that regulation is necessary because the unregulated 

market will produce a suboptimal level of particular goods, including information (e.g. 

Baldwin and Cave 1999; Beyer et al. 2010), which might present a risk to human welfare – to 

entire societies or to particular stakeholder groups.  Too little regulation provides inadequate 

protection for creditors, posing the risk of restricting firms’ access to finance, as would-be 
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financiers choose not to invest, thereby constraining small company activity and 

performance.  A second, more recent, ‘deregulation’, argument, claims that regulation itself 

poses a risk to the public good by increasing the administrative, substantive and 

psychological costs of compliance for micro companies which might unduly constrain 

activities that increase social welfare, for instance, by discouraging business start-up, 

investment, innovation and growth.  Policy-makers must, therefore, take account of the likely 

diverse forces imparted by changes in the financial reporting regime.   

 

METHODOLOGICAL APPROACH 

To examine these issues, we draw on data from a recent study investigating the value of small 

company abbreviated accounts for preparers and a wide range of accounts users, including 

small companies, large and medium-sized companies, banks, credit reference agencies and 

credit insurers (Kitching et al. 2011).  Data were collected using face-to-face and telephone 

interviews, and online and postal survey (Table 1). The study, therefore, incorporated a 

strong qualitative component in order to contribute fresh insights into the motivational and 

process issues surrounding filing and using abbreviated accounts: how and why do small 

company filers and users of abbreviated accounts act in the ways they do?  Survey 

approaches to understanding financial reporting practices dominate the literature but arguably 

provide limited insight into such issues.  Quantitative studies are suggestive of causal 

connections but qualitative data on agents’ motivations is required to substantiate such 

claims.  Further details for each respondent group are provided below.  

 

TABLE 1 

RESPONDENT GROUPS 

 

Data source Survey 

sample 

Interview 

sample 

Small company preparers/users of abbreviated accounts 149 12 

Accountants in practice 255 10 

Organisational accountants 159 10 

Other accounts users and intermediary bodies - 18 
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 Small company preparers/users of abbreviated accounts – a postal survey of 149 small 

company preparers of abbreviated accounts was conducted.  A stratified random sample 

of 2,750 companies was drawn equally from three broad areas (London, Scotland, and 

the rest of England and Wales) from the FAME database.  Questionnaires with prepaid 

envelopes for reply were distributed to named company directors (response rate, 5 per 

cent).  The vast majority of respondent companies had an annual turnover of less than 

£830,000 (85 per cent of the small company sample) and employed fewer than 10 

people (81 per cent).
3
  Follow-up interviews were conducted with 12 small company 

respondents who were also users of abbreviated accounts: nine employed fewer than 

ten people. 

 

 Accountants in practice – an online survey of 255 accountants, drawn from the ICAS 

membership database, was conducted. 964 members were invited to participate 

(response rate, 27 per cent).  Practices varied in size from one-person businesses to 

international firms with 3,000 employees. The majority of practices were micro (74 per 

cent of the sample) and small (18 per cent).  Follow-up interviews with 10 respondents 

were conducted with those who were users of abbreviated accounts, either for their 

practice’s own requirements or on behalf of clients. 

 

 Organisational accountants – we conducted an online survey of 159 accountants 

working primarily in large and medium-sized organisations in the private, public and 

voluntary sectors, drawn from the ICAS membership database. 1,208 members were 

invited to participate (response rate, 13 per cent).  Most respondents worked in private 

limited companies (61 per cent) and public limited companies (23 per cent).  

Respondents worked for large organisations, employing 250 or more people (41 per 

cent), medium-sized (50-249 employees) (29 per cent) and small organisations (up to 

50 employees) (27 per cent). Follow-up interviews were undertaken with 10 accounts 

users.   

 

 Other accounts users and intermediaries – interviews were conducted with senior 

managers or officials in 18 organisations, including banks, commercial credit reference 

 
3
 These thresholds reflect the European Commission’s initial proposed ceilings for the new 

category of micro-entities used in the revised Accounting Directive. The thresholds were 

subsequently lowered.  
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agencies, credit insurance companies, public sector organisations and a small business 

membership organisation.  Approaches were made to approximately 50 organisations.  

Most of those declining to participate indicated they were not users of small company 

abbreviated accounts.  

 

Drawing primarily on the qualitative interview data, we now turn to presenting the empirical 

findings to explore the risks associated with financial disclosure and non-disclosure.  

  

RISKY REGULATION; SMALL COMPANIES PREFER CONFIDENTIALITY 

Prior studies of small company financial reporting behaviour have identified avoidance of 

public disclosure of sensitive business information and following accountants’ advice as the 

principal reasons for filing abbreviated accounts (Collis and Jarvis 2000; POBA 2006).  Such 

motivations must be seen in the wider historical context of the requirement to file full 

accounts; limited disclosure is widely preferred to greater disclosure.  The survey findings 

strongly support the literature.  ‘Following accountants’ advice’ was cited as the main reason 

by 65 per cent of respondents, and ‘avoiding public disclosure’ by 26 per cent.  These 

proportions were broadly similar across micro and small companies; for micro companies, 

the proportions were 66 per cent and 25 per cent respectively.  Survey data from accountants 

in practice indicated that, for most, filing abbreviated accounts is the ‘default position’ with 

small company clients, for confidentiality reasons. A large majority (71 per cent) of 

accountants in practice with small company clients reported that all such clients filed 

abbreviated accounts.  A small number of micro company respondents (10 per cent) reported 

time and financial costs as the primary motivation for filing abbreviated accounts, with a 

smaller proportion also reporting these costs as a second and third reason for filing such 

accounts.  Given the widespread availability of accountancy software,   some have questioned 

whether financial costs are serious constraints as the cost of the filing decision may be small 

(Arruñada 2011; Collis 2012).   

 

In interview, small company respondents emphasised filing the legally prescribed minimum 

requirement to avoid disclosure, either following accountants’ advice or independently, as the 

principal motivation for filing abbreviated accounts.  Maintaining confidentiality - from 

competitors, customers, suppliers and employees – is believed to facilitate greater control 

over the terms of stakeholder relationships.  Respondents were keen to avoid disclosing 

information that might be used to their disadvantage.  Prospective competitors, for instance, 
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might be attracted to the company’s markets if they believe there are good profit margins to 

be made; high-margin items are often easier to identify in smaller companies where there are 

usually fewer product lines.  Suppliers might raise prices, employees might seek higher 

salaries and customers might seek discounts if they believe the company is successful and 

want to capture a greater share of the value produced by the company.  Prospective clients 

might seek to place business elsewhere if they perceive the company as too small.   

 

“It was really to stop competitors finding out about us … My concern, for 

instance, with full accounts is that my competitors can find out my gross margins, 

which I don’t want them to know.” (Small Company 11: wholesaler, 3 

employees) 

 

“It was unnecessary for us. We didn’t need to file full accounts ...  [The owners]
4
 

don’t particularly want to publicise what we’re doing and how well we’re doing. I 

think that was the key driver in terms of filing abbreviated accounts. It was 

keeping things private. There’s no sense in letting suppliers work out how well 

we’re doing.” (Small Company 8: kitchenware wholesaler, 26 employees, italics 

denote respondent emphasis) 

 

“For example, we wouldn’t particularly want our staff to know what the 

directors’ remuneration was or any of that kind of thing. The less information we 

can lodge to meet our requirements is the way to go as far as we’re concerned.” 

(Small Company 10: flooring contractor, 11 employees) 

 

“If you’re working with large companies and people start pulling your accounts 

and saying, ‘Oh they only turned over 100 grand! We’d best not give them this 

order for 5,000 envelopes’. The public availability of information damages 

people.” (Small Company 5: mail service, 5 employees) 

 

Summarising, the survey and, particularly, interview data provide strong evidence that small 

company directors value the option to file abbreviated accounts highly but for different 

reasons to those proposed by the European Commission and UK government.  Small 

 
4 
Square brackets contain text inserted to retain the sense of verbatim quotations.

  



 

 

11 

company directors do not seek primarily to reduce the administrative burden when filing 

abbreviated accounts – indeed, these costs are likely to be small if not negligible in many 

cases - but, rather, to restrict financial disclosure and the disadvantages presumed to flow 

from that.  Confidentiality is perceived to facilitate greater influence over the terms of 

relationships with competitors, suppliers, customers and employees, and, as a consequence, to 

enable small companies to capture a larger share of the value they create.   

 

RISKING MICRO-COMPANY ACCESS TO RESOURCES AND MARKETS 

Small company preparers reported that filing abbreviated accounts had generated no adverse 

impacts for their companies.  None reported problems winning customers, or securing credit 

from banks, suppliers or other finance providers.  This presents a puzzle for those schooled in 

the financial literature to believe restricted disclosure leads to credit problems.  To explore 

abbreviated accounts user perspectives we obtained data from small companies, large and 

medium-sized organisations in the private, public and voluntary sectors, accountants in 

practice, and finance and credit management professionals (banks, credit reference agencies, 

credit insurers and brokers).   

 

Users draw on public accounts information to assess the financial position and 

creditworthiness of existing and potential customers, suppliers, competitors, and acquisition 

targets.  The abbreviated accounts filed at Companies House are often a starting point for 

enquiry, influencing the decision to continue, or discontinue, search activity, or as one 

element in a larger ‘information jigsaw’.  Abbreviated accounts data, alongside other 

information sources, contributes to decisions to initiate, continue, terminate, or renegotiate 

the terms of, relations with other companies – for example, choosing whether to do business 

with a particular supplier or customer, setting credit terms or asking for cash up front from 

clients, allocating loans and overdrafts to borrowers, awarding credit ratings to businesses, or 

providing credit insurance cover to those who trade with particular firms.     

 

One high street bank respondent referred to users of public abbreviated accounts information 

as ‘users under sufferance’, whose motivation to use them is based on their accessibility and 

low cost, rather than because they are entirely adequate for user needs.  Users prefer more 

information to less because they believe it enables them to make superior assessments of 

credit risk.  Finance and credit management professionals were particularly critical of 

abbreviated accounts because of the limited information content, requiring supplementation 
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from other sources in order to facilitate a well-informed loan, credit rating or insurance 

decision.  Limited transparency encourages finance and credit management professionals to 

act cautiously, with adverse consequences for small companies – as seekers/beneficiaries of 

finance, credit ratings and credit insurance decisions.  Other things being equal, companies 

with known turnover and profit data would likely obtain a superior credit rating than other 

companies - unless the figures reveal poor performance.  

 

“When you have the full information, you know what the company’s turnover is. 

You know what the company’s profitability is. You have some degree of 

breakdown of the items on the balance sheet. When you have the abbreviated 

accounts, it’s still far better than not having the abbreviated information, 

obviously, but it’s much more about having to make assumptions and make the 

best use of the available data.” (Accounts user/intermediary 9:  credit reference 

agency) 

 

“The problem with abbreviated accounts is that a lot of the information that we 

need to be able to calculate those [financial] ratios is just not available. So we’re 

having to use a very much more limited model which is not nearly as accurate. 

Which means that ... we have to be far more cautious in the level of cover that we 

are able to [provide]. I think where we do have abbreviated accounts, we would 

probably tend to reject a higher proportion of those buyers because of that.” 

(Accounts user/intermediary 14: credit insurer) 

 

Problems of limited disclosure were evident in the comments of small company directors 

themselves - in their capacity as accounts users rather than preparers.  Interview respondents 

acknowledged the dilemma involved in their contradictory roles as both preparers and users 

of abbreviated accounts: rueing the limited transparency available to users while valuing the 

confidentiality afforded to preparers. 

 

“I think that abbreviated accounts is a useful tool because it allows us to comply 

with the law without giving our competitors too much of a heads up about what 

we’re doing. Whilst it has its disadvantages in terms of me finding out 

information about other companies, I’m quite happy that people can’t find out 

much about my business.” (Company 11: wholesaler, 3 employees) 



 

 

13 

“When I’m looking at suppliers and potential customers and so forth, it’s always 

much more useful to see the trends in their profit and loss accounts. And it’s 

always slightly disappointing when you see... the abridged accounts. It’s 

technically disappointing not to be able to see the profits. But then I do it myself, 

so I can’t really complain.” (Company 2: business information service provider, 4 

employees) 

 

To sum up, stakeholders typically reported strong views on the disadvantages of the limited 

disclosure offered by abbreviated accounts for their credit decisions.  Users reported that 

abbreviated accounts are a useful data source to support credit risk assessments and to take 

credit decisions – but only up to a point: some information is better than none, but most users 

were also very critical.  For users, abbreviated accounts provide only limited financial 

transparency, with important consequences both for users and for small companies 

themselves.  Limited disclosure, users insisted, might generate unintended adverse 

consequences for small companies - business not won, finance not secured, poorer credit 

ratings and lower credit insurance cover for those with whom they do business.  Failure to 

disclose information encourages finance and credit management professionals to act 

cautiously.  Such behaviour clearly has important implications for access to finance that will 

constrain their capacity to invest, innovate and grow, and to contribute to national economic 

performance.  It is worth repeating that none of the 12 small company interview respondents 

reported any problems arising from filing abbreviated accounts although it is possible they 

remain unaware of them. 

 

ASSESSING CREDIT RISK IN UNCERTAIN TIMES 

The recession and financial crisis of 2008-9 led credit ratings agencies to downgrade small 

firms’ credit risk ratings substantially (Fraser 2009).  Subsequently, this led to businesses, 

financiers, credit rating agencies and insurers to place an even greater value on financial 

transparency in their dealings with companies (CBI/ACCA 2010).  Tighter lending criteria 

imposed by finance providers form part of the explanation for the decline in lending to small 

and medium-sized companies (Bank of England 2012a, b); ‘discouraged demand’ also 

contributes to reduced borrowing (Freel et al. 2012).  Data from the SME Finance Monitor 

indicates reduced demand for new and renewed bank loan and overdraft finance for Q4, 

2011, particularly among micro-companies and those with poor risk ratings (BDRC 2012).  

Credit risk ratings awarded by the credit reference agencies are inversely related to business 
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size: the smaller the firm, the poorer the rating (BDRC 2012).  There is considerable 

evidence, therefore, that banks and other lenders consider small companies to be a growing 

credit risk in a difficult economic climate.   

 

The finance and credit management professionals interviewed reported that credit risk 

assessments had tightened considerably as a consequence of the financial crisis.  Accounts 

users increasingly considered filed accounts – both abbreviated and full – to be of only 

limited value in a volatile environment because they are several months out of date at the 

point they become available.  The crisis has intensified demand for real-time information, for 

instance, management accounts or customer payment data (CBI/ACCA 2010).  Allied to their 

limited information content, companies filing abbreviated accounts were considered greater 

credit risks and likely to suffer as a consequence. 

 

“My contention is that small businesses, by following what they’re legally 

obliged to file at Companies House, it leads to credit starvation, particularly trade 

credit starvation in the market place. And that’s been exacerbated in the credit 

crisis.” (Accounts user/intermediary 10: credit reference agency) 

 

“Many of the leading insurers made significant losses through 2008-9. The 

majority of that was small claims on SME companies. That’s an area where they 

need to improve … Unless insurers have proper information on SME companies 

there’s going to be a limit to how much they can support those companies. 

Certainly, in certain difficult sectors, there’s going to be very little leeway given 

to providing credit unless full information is disclosed.” (Accounts 

user/intermediary 14: credit insurer) 

 

Such caution even extends to companies already known to credit providers, suggesting that 

prior knowledge were no guarantee of continuing relationships, at least on previously-

accepted terms.  Once-reliable customers and suppliers were often perceived as higher risk 

than previously.   

 

“We [use abbreviated accounts], given the current state of the market-place at 

present ... I looked recently at some glass companies who are supplying to us. 

Glass is a major component of our production process ... whilst we have tended to 
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use [major companies], some of the smaller companies are offering some 

fantastic deals. That is where our competition is sometimes getting a lead. So, our 

view was ‘while it’s riskier, we’ve got to go and vet them and consider them’.  I 

did that on a couple of existing suppliers to see whether or not we could increase 

the level of order.” (Organisational accountant 9: construction, 80 employees) 

 

Summarising, accounts users made it clear that credit risk assessments were particularly 

sensitive to wider economic circumstances.  Finance and credit management professionals, 

and businesses with whom small companies trade, reported a heightened sensitivity to credit 

risk.  Greater disclosure is required if small companies are to access the financial resources 

and markets they require to survive and prosper.  Without further information financiers and 

other accounts users are likely to err on the side of the caution in granting credit, awarding 

credit ratings or making credit insurance decisions.  Next, we consider the potential 

implications of the revised European Directive to relax micro-entities’ financial reporting 

obligations.   

 

REDISTRIBUTING RISKS: 

RELAXING THE FINANCIAL REPORTING REGIME 

Regulatory reform and facilitating micro and small business access to credit have both been 

longstanding policy concerns in the UK, ones taking on added urgency in the aftermath of the 

financial crisis of 2008-9 (HM Treasury 2011).  In the light of the findings presented above, 

we consider the implications of UK government proposals to relax micro-entities’ reporting 

obligations for company, and national, economic performance (BIS 2012a).
5
  Micro 

companies are known to suffer from constrained access to finance, even in good times, partly 

because lenders lack adequate information to make appropriate risk assessments and the cost 

of accessing such information is perceived to outweigh the benefits of discovery (Binks et al. 

1992; Hutton and Peasnell 2011), a problem acknowledged by the Independent Commission 

on Banking (2011).  The Breedon Review suggests a £191bn finance gap for small firms 

might emerge as the economy recovers while banks continue to reduce their balance sheets 

(Industry-led Working Group on Alternative Debt Markets 2012).  Business lobby groups 

have been extremely critical of banks for their perceived failure to extend sufficient credit to 

small businesses (Federation of Small Businesses 2012b).  Project Merlin, an initiative 

 
5 At this time, April 2012, we do not know what precise shape the UK government’s proposals will take. 
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intended to improve small firm access to finance, involving the five main UK banks, has 

fallen short of its targets for SMEs (Bank of England 2012c).  

 

Small firm access to credit tightened during 2011, particularly for micro firms and those with 

poorer than average credit ratings (BDRC 2012).  Disclosure to finance providers might be 

particularly important for these businesses if they are to secure appropriate levels of finance 

in a timely manner.  Approximately half of SMEs used external finance during 2011, most 

commonly overdrafts, credit cards and loans (BDRC 2012), but many have also had loan and 

overdraft applications refused (FSB 2012).  Businesses commonly rely on retained revenue 

and owners’ personal savings (e.g. Fraser 2009).  A third of SMEs have been described as 

‘permanent non-borrowers’, those with no borrowing history and with no plans to borrow in 

future (BDRC 2012).  Micro-enterprises report a lower, and declining, use of external finance 

in the last five years, are more likely to be permanent borrowers (BDRC 2012) and have been 

less successful in loan applications due to cash flow and collateral considerations 

(CBI/ACCA 2010) than larger SMEs.  Use of overdrafts, in particular, has fallen sharply 

among micro businesses (BDRC 2012).  Marked declines in the use of external finance were 

evident among micro firms with an average or worse than average credit rating.  Smaller 

operators have reportedly been squeezed by suppliers tightening payment terms and by 

customers seeking to extend them (Bank of England 2012b)   

 

Micro firms, and those SMEs with a worse than average credit rating, were the most likely to 

be discouraged ‘would-be seekers’ of finance during 2011 – those not reporting a borrowing 

event (an application for new facilities or renewal, a bank seeking to cancel or renegotiate an 

existing facility, or reducing or paying off a facility early) but reporting that ideally they 

would have liked to apply for loan/overdraft funding in the previous 12 months (BDRC 

2012).  Hutton and Nightingale (2011) suggest that higher-risk firms and those with growth 

ambitions but lacking collateral are more likely to be discouraged borrowers following failed 

attempts to secure bank finance. 

 

The debate over small business financial reporting is complicated because both disclosure 

and non-disclosure potentially serve company interests; the former facilitates access to credit, 

the latter preserves confidentiality and, to a lesser degree, reduces perceived time and 

financial costs.  Policy-makers must take account of these contradictory tendencies; 

initiatives taken to address the risks associated with one aim necessarily aggravates the risks 
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associated with the other.  Redistributing the risks of regulation in favour of relaxing micro-

companies’ regulatory requirements restricts the benefits arising from disclosure.  Accounts 

users identified a number of likely disadvantages of small company exemption from filing 

statutory accounts, including restricted access to credit and fostering financial indiscipline.  

Users believed relaxing reporting requirements would aggravate problems of credit risk 

assessment and increase small company failure to win new business and obtain adequate 

credit from banks, suppliers and other financiers.   

 

“… We’d like to see companies filing much more than they do. The 

government’s approach in the last ten years has been to minimise the cost, 

minimise the amount of information that is being filed for very small companies 

... But what we would like to see is more information, especially both profit and 

loss, and balance sheet filed. Because that means there’s more information, more 

transparency in the market so that when companies decide to trade with each 

other, they can get more reliable, accurate information from us.” (Accounts 

user/intermediary 5: credit reference agency) 

 

Some accounts users further believed exemption might encourage financial indiscipline.  

Stakeholders might perceive the absence of filed accounts as indicative of a wider problem of 

poor management, rather than simply a means of retaining confidentiality.  Lacking any 

obligation to make information publicly accessible, some small company directors might be 

encouraged to adopt unsound financial management practices.  Such behaviour would lead to 

problems for small companies and undermine stakeholder confidence by increasing the risks 

of transacting business with them.  Customers and suppliers, for example, might switch 

attention to larger organisations, for whom financial information is publicly available, as trust 

in small company finances declines.  Poor behaviour on the part of some micro-companies 

might generate negative externalities, reducing confidence in such businesses more generally.   

 

While we accept this broad view of the risks associated with relaxing micro-companies’ 

reporting obligations, we would qualify it in two respects: one, by extending the scope of the 

potential benefits arising from disclosure for micro-companies; and, two, by specifying 

possible limits to the benefits of disclosure for micro-companies.  First, the benefits of 

disclosure refer not only to improved access to credit from banks, suppliers and other finance 

providers - but also to winning business in the first place.  Customers seeking new suppliers 
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might prefer to place orders with businesses whose financial position, performance and 

creditworthiness is better known than with others.   

 

Second, and conversely, the benefits of greater disclosure (and its costs) are perhaps 

unequally distributed across micro-companies; some are better able to benefit (or incur lower 

costs) than others.  Arguably, micro-companies who are permanent non-borrowers are the 

ones most likely to benefit from regulation relaxing financial disclosure obligations.  Many 

micro-companies are one-person businesses operating with few tangible assets, funded by 

personal savings and/or retained earnings, with no intention to expand, who express a strong 

preference to avoid seeking external finance, and trade mainly with businesses whose 

decisions are not influenced by credit reference agencies or insurers.  For micro-companies 

meeting these conditions, reducing public reporting obligations might offer benefits in terms 

of greater confidentiality and, to a lesser degree, from time and cost savings arising from not 

filing accounts at Companies House.  Lower levels of public disclosure might not constrain 

such companies unduly, although risks remain regarding the temptation to financial 

indiscipline.  For policy-makers, the question arises as to whether these are the kinds of 

micro-businesses policy should really seek to support.  These firms are not likely to be, or 

become, the innovative, high-growth enterprises policy-makers would prefer to spearhead the 

national recovery.  

 

Such gains, however, seem likely to be marginal in relation to those associated with current 

levels of mandatory public disclosure.  Micro-companies not meeting the above conditions 

might suffer if they decide to file reduced, or no, accounts information at Companies House.  

Clearly, where owner-managers perceive no benefits of disclosure, they may choose to file 

the legal minimum requirement.  But, owner-managers might remain unaware of the business 

orders they do not win because potential customers and suppliers identify them as a risk to do 

business with, or as a credit risk, even though they would be willing to disclose detailed 

accounts information privately to prospective customers and suppliers, if requested.   

 

CONCLUSIONS 

We have examined the possible consequences of the UK government taking up the option to 

relax micro-companies’ financial reporting obligations following the introduction of the 

revised European Directive.  Conceptualising regulation as a dynamic force shaping small 

business activity and performance, we have identified the risks likely to be generated by 
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relaxing regulatory requirements.  While we do not yet know the UK government’s precise 

policy plans, they have indicated the preferred direction of travel, and the arguments 

presented here, although provisional, should be considered highly relevant to policy-makers.  

 

Micro-company stakeholders such as finance providers (including banks, credit card 

companies and suppliers), credit reference agencies and credit insurers will respond in 

particular ways to company directors’ decisions to take advantage of regulation permitting 

them to file the legal minimum; responses that will have consequences for those very same 

companies.  Regulatory change is likely to generate contradictory consequences for its 

primary intended beneficiaries, micro-companies, producing larger-scale risks for the 

national economic recovery.   

 

The paradox for micro-companies is that both financial confidentiality and disclosure 

potentially serve their interests.  Confidentiality protects companies from accounts users 

whose actions might cause them economic harm while, at the same time, limiting the support 

that financiers, suppliers, credit reference agencies and insurers might provide - possibly 

unbeknown to the companies themselves.  Disclosure potentially overcomes such 

disadvantages while at the same time making it easier for competitors and others to exploit 

financial information to the detriment of micro-companies.  In the shadow of the recent 

financial crisis and recession, and the part played by poor credit risk assessment, transparency 

has become increasingly valued by financiers and is likely to remain so during the stuttering 

recovery.     

 

For policy-makers, there is a trade-off between reducing the regulatory burden on micro-

companies in order to attempt to stimulate growth, and increasing financial transparency in 

order to reduce uncertainty, improve credit allocation, and facilitate economic development.  

The deregulatory thrust of the revised European Directive might produce adverse outcomes 

for micro-companies and for the UK economy.  The very small companies intended to benefit 

from the measures might find themselves less able to win new business and/or secure 

favourable terms from lenders and creditors.  Deregulation to ‘free up enterprise’ might, 

therefore, produce the opposite consequences of those intended - to make the UK one of the 

best places in Europe to start, finance and grow a business.  
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SUMMARY 

This paper argues that more often projects implemented to eradicate poverty are not 

sustainable in the long run because “best practices” or reforms are imposed on the 

communities and thus undermining their incentive to develop their own capacity. It further 

argues that by involving the community it means bringing in the planning process new ideas 

that are very useful for the project but may not necessarily be known to the staff of the 

implementing agency that live outside the community area. 

 

Yet other researchers argue that as much as “participation” or collectivist is advocated for, it 

has its own disadvantages - “there are times when autonomy and individual responsibility are 

more important than participation and team responsibility” [Rosabeth Kanter – the 

changemasters, 1983; p140]. The paper discusses at length the “American ethic of 

individualism” – declining social capital that poses a challenge to social entrepreneurs in their 

effort to involve communities in the project participation process. 
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ABSTRACT 

This paper argues that more often projects implemented to eradicate poverty are not 

sustainable in the long run because “best practices” or reforms are imposed on the 

communities and thus undermining their incentive to develop their own capacity. The paper 

further argues that by involving the community it means bringing in the planning process new 

ideas that are very useful for the project but may not necessarily be known to the staff of the 

implementing agency that live outside the community area. 

 

The paper discusses at length the “American ethic of individualism” – declining social 

capital that poses as a challenge to nonprofits in their effort to constantly involve 

communities in the project participation process. Nonprofit leaders interviewed, while in 

agreement with the concept of participation and community involvement, had a feeling that 

“real” community participation still remains elusive and only aspirations of the nonprofits. 

However, major efforts are being done by nonprofits in Baltimore to involve communities in 

solving their own problems through participation in project implementation. 

 

Comparison between nonprofits in America and NGOs in Kenya reveals different levels of 

poverty between the people of the two countries. What is perceived as a “basic need” in 

Kenya is not necessarily a basic need for the poor population in America. The level of 

illiteracy is quite high in Kenya as compared to America. The most significant difference is 

the funding sources readily available for American nonprofits with viable projects. This lacks 

in Kenya, making NGOs to heavily rely on foreign funding that sometimes come with 

unrealistic conditions that disregards the prevailing local conditions and cultures, 

jeopardizing the local NGO’s efforts towards creating as well as influencing sustainable 

change in the  communities through implementation of  poverty reduction projects. 

 

INTRODUCTION  

“Experience demonstrates that by directly relying on poor people to drive development 

activities, community-driven development has the potential to make poverty reduction efforts 

more responsive to demands, more inclusive, more sustainable, and more cost-effective than 

traditional centrally led programs” (World Bank, 2003:3). This research paper is based on the 

literature review, analysis of eight successful nonprofit organizations in Baltimore and 

interviews with nine nonprofit leaders (social entrepreneurs) regarding community 

participation in poverty alleviation projects with a view to sustaining them after phase out of 



 3 

the implementing agency. Sustainability in this context refers to the ability of the projects 

implemented to remain intact as well as continue to meet the originally intended purpose, 

after the official phase out of the implementing agency. More often project sustainability has 

remained a major challenge after phase out of implementing agency within a given area or 

community. Projects tend to fail altogether because most of the times “best practices” or 

reforms are imposed on a community and thus undermining the community’s incentives to 

develop their own capacities. 

 

The research aimed to establish how effective “community participation model” works in the 

United States in the design, planning and implementation process of poverty alleviation 

projects implemented for and with the community to ensure sustainability. While 

participation is highly advocated for as the best means to sustain the projects implemented, it 

was found that there remains a huge challenge among the community organizations to bring 

people together to fully participate in the project planning and implementation process as a 

majority of them have their own day-to-day duties that enables them and their families to 

sustain their own living. “The role of individuals versus groups or collectives in facilitating 

entrepreneurship in organizations may also be culture-bond. Individualism is an intrinsic 

aspect of American culture, which helps to explain the relatively intensive amount of 

independent activity in the U.S” (Birch 1981; Birch and McCracken 1982; Reynolds and 

Freeman 1987; Peterson 1988). 

 

Other challenges include the current welfare dependency culture among the Americans as 

well as the increasing decrease in trust by the public in the work of the nonprofits caused by a 

series of highly publicized scandals - “A series of highly publicized scandals seemed to sour 

public attitudes towards nonprofit organizations, threatening the public confidence on which 

they ultimately rely” (Salamon, 1997:57). 

 

This paper concludes by comparing the challenges currently facing NGOs in Kenya. The 

main noticeable challenges which include high illiteracy level of the people at grassroots 

level, lack of financial resources because of the limited number of community foundations if 

any, and the imposed ideas that are unlikely workable within the Kenyan environment, given 

to the NGOs by its partners from the north who provides financial assistance needed for 

project implementation. 
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BACKGROUND 

In addition to ensuring sustainability, “participation” is necessary for a fully effective, 

society-wide development transformation. “Open, transparent, and participatory processes 

can play an important role in preserving or, if necessary, re-establishing social capital. 

Participation itself can help create a sense of community, a sine quo non for high level of 

social capital. If individuals believe that they have had meaningful participation in the 

decisions that are affecting them, they will be more willing to accept changes even if they are 

adversely affected” (Stiglitz, 2002:174). Community participation also brings in the planning 

process new ideas that may not necessarily be known to the staff of the implementing 

agencies that live outside the target community. “It is not only that such participation brings 

to the project relevant information that outside development agencies (or even governments) 

are not likely to have. Participation also brings with it commitment, and commitment brings 

with it greater effort - the kind of effort that is required to make the project successful” 

(Stiglitz, 2002:168). “In a firm where unity of interest is the dominant theme, emphasis on the 

creating of diversity, heterogeneity, and internal organizational friction are necessary to get 

the supply of new ideas required for continual achievement” – Tropman and Morningstar 

(1989: 123).  

 

American citizens are busy with their own jobs and other personal things to take care of that 

make it difficult for a majority of them to attend and participate in the project planning and 

implementation process. This, it has been established, is a scenario that emerged in the most 

recent years. Before robust civic engagement was a distinguished mark of American history 

from the beginning of the republic. Robert D. Putnam in his book “Bowling alone: America’s 

Declining Social Capital” argues that there is significant decline in social capital especially at 

the local community level, which would mean that direct participation in projects by 

Americans is decreasing day after day. He states: “The most whimsical yet discomfiting bit of 

evidence of social disengagement in contemporary America that I have discovered is this: 

More Americans are bowling today than ever before, but bowling in organized leagues has 

plummeted in the last decade or so. Between 1980 and 1993 the total number of bowlers in 

America increased by 10 percent, while league bowling decreased by 40 percent. The raise of 

solo bowling threatens the livelihoods of bowling-lane proprietors because those who bowl 

as members of leagues consume three times as much beer and pizza, not the balls and shoes. 

The broader social significance, however, lies in the social interaction and even occasionally 

civic conversations over beer and pizza that solo bowlers forgo. Whether or not bowling 
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beats balloting in the eyes of the Americans, bowling teams illustrate yet another vanishing 

form of social capital (Putnam, 1995:70). He then concludes that “the available survey 

evidence confirms our earlier conclusion: America social capital in the form of civic 

associations has significantly eroded over the last generation” [Putnam, 1995:73].  

 

There is therefore striking evidence of the increasing erosion of social capital in America as 

established by other researchers as well who then have concluded that this trend of events has 

led to notable decline of the American civil society over the past several decades. Sirianni for 

example gives yet another reason why there is decline in urban social capital in America – 

“The dispersion of second and third-generation ethnic communities in many cities, as well as 

the decline of local unions, party clubs, and women’s clubs has further depleted important 

forms of urban social capital” (Sirianni and Friedmand, 2001:36). Eberly cites many other 

reasons that are contributing to declining trust and therefore social capital in America. He 

says, “frequently cited are political corruption, crime, economic dislocation, racial 

discrimination, and the lack of roots for a large segment of American society” (Eberly, 

1998:45)   

 

These observations are in sharp contrast of the American society’s way of life over one 

hundred and fifty years ago as observed by Alexis de Tocqueville in 1835 in his book, 

Democracy in America when he wrote: “As soon as several of the inhabitants of the United 

States have taken up an opinion or a feeling which they wish to promote in the world, they 

look out for mutual assistance; and as soon as they have found one another out, they combine. 

From that moment they are no longer isolated men, but a power seen from afar, whose 

actions serve for an example and whose language is listened to”(Torqueville, 1835:56). Even 

then Tocqueville recognized the importance of community participation in decision making 

process: “If men are to remain civilized or to become so, the art of associating together must 

grow and improve in the same ratio in which the equality of conditions is increased” 

(Tocqueville, 1835:57). 

 

While researching on community participation in the design, planning and implementation of 

poverty alleviation projects that are designed to bring positive change to impoverished 

communities I have attempted to work within the conclusions arrived at by both Putnam and 

Sirianni regarding the increasing erosion of social capital in America. I have also attempted 

to analyze the implications of this scenario from the community development perspective that 
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advocates for citizen’s participation in the project planning and implementation process as 

advocated for by Stiglitz, The World Bank, and other researchers. 

 

During the research it also clearly came out that integration had the intention to break up the 

African American community. “Urban social capital has been eroded in other ways. Many in 

the black middle class deserted urban ghettos once the civil rights revolution lowered 

employment and housing barriers, thus thinning out cross-class networks and community 

assets for neighborhood revitalization” (Sirianni and Friedland 2001:36). Before the civil 

rights revolution, it was noted, the African American lived together and those successful were 

looked upon as role models within the community. But with the integration they had to move 

away from the community and leave behind those who didn’t have energy to move. “Capital 

flight, postindustrial development, and federal housing policy have contributed to further 

isolation and concentration of the urban poor” (Sirianni and Friedland 2001:36).This in 

essence means that the American Society has drastically changed and although the trends in 

American life is regarded as “harbingers of social modernization” (Putnam, 1995:65), it is for 

sure not the same society that the Frenchman Alex de Tocqueville talked about when he 

wrote, “I met with several kinds of associations in America of which I confess I had no 

previous notion; and I have often admired the extreme skill with which the inhabitants of the 

United States succeed in proposing a common object for the exertions of a great many men 

and in inducing them voluntarily to pursue it” (Tocqueville, 1835:54). Salamon confirms this 

change in life of the Americans when he wrote “social capital, i.e. those bonds and 

reciprocity that seem to be pivotal for a democratic society and a market economy to function 

effectively, but that American ethic of individualism would otherwise make it difficult to 

sustain” (Salamon, 1999:17).  

 

Researchers and social entrepreneurs have since discovered that community participation in 

decision making process is fundamental for sustainability of poverty reduction projects 

initiated for and with the less vulnerable people in the society. “Participation and involvement 

is not just a matter for government or managers (read nonprofit leaders); it needs to reach 

deeper to include those who are often excluded and who are key to the strengthening of social 

and organizational capital.” (Stiglizt, 2002:169). Eberly on his part argues that “lack of 

participation breeds suspicion and distrust, which in turn decreases people’s sociability and 

community involvement” (Eberly, 1998:45). And by emphasizing trust as a social good he 

says: “Trust is intangible asset, preserved through unwritten and unspoken habits and 
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customs. It is immeasurably consequential, difficult to build up, hard to preserve, costly to 

lose, and deeply challenging to replenish once depleted” (Eberly, 1998:45). 

 

Nonprofit leaders agree that participation of community members in the planning and 

implementation process is essential but that meaningful or real community participation still 

remains elusive. The exclusion of community members in the planning and implementation 

process therefore means that members or beneficiaries are poorly prepared at the start and 

less empowered by the time they are left to remain on their own to run or manage the project. 

The inclusion of the members is meant to empower them, and through the process, make 

them able to run the project (s) in the future and hence giving the project a better chance to 

remain sustainable. “Empowerment – through inclusion, voice, and accountability – can also 

promote social cohesion and trust, qualities that help reduce corruption, reinforce government 

and project performance, and provide a conducive environment for reform, with 

consequential benefits for development effectiveness and economic growth (World Bank 

2002:3). Empowerment, the World Bank further argues, “is the expansion of assets and 

capabilities of poor people to participate in, negotiate with, influence, control, and hold 

accountable institutions that affect their lives. (World Bank 2002:11).”  

 

With the vanishing form of social capital in America as confirmed by leading researchers in 

the field, it remains a challenge to many American nonprofit organizations to continuously 

involve the beneficiaries in the participation process during project implementation. The 

more the people at grassroots level are left out of the process the riskier it becomes for 

nonprofits as they are more likely to be isolated from the public and hence members they 

purport to serve, leading to very poor understanding of their work by the communities they 

work in and therefore significantly reducing the very trust that they need from the 

community. This eventually reduces the support they so much need from the public. 

“Continued public support depends on continued public trust in the bona fides of the not-for-

profit sector. That trust can be gradually undermined by instances of fiscal irresponsibility, 

mismanagement, wastefulness, and fraud within the sector, as well as by the huge recent 

increase in assets held by not-for-profit organizations” (Fleishman, 1999:172).  

 

Challenges being faced by nonprofits in mobilizing community members to participate in the 

project planning process need to be addressed. Continued exclusion of the people at 

grassroots level in the entire process for whatever valid reasons would mean that the interests 
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of the poor people are not adequately represented. This will then mean that such projects 

would have a less impact on poverty reduction and are unlikely to remain sustainable. There 

is therefore increasing need for nonprofits to involve the target population in the entire 

process of the project to enable provision of services that are responsive to demand expressed 

by poor people. This, it is argued, enhances project sustainability. “Community-developed 

facilities such as health centers, schools, and water supply system tend to have higher 

utilization rates and are better maintained than when investment decisions are made by actors 

outside the community. Experience also demonstrates that demand is better articulated when 

communities contribute to investment costs and control investments choices” (World Bank, 

2003:5). 

 

METHODOLOGY 

 

A. Literature review 

To understand the cultures and trends in American life, I reviewed literature documented 

through books and journals by the America researchers; and to comprehend the history of the 

nonprofit sector in the United States of America I reviewed additional literature by Alexis de 

Tocqueville in his book Democracy in America. Overall, I reviewed publications by:  The 

World Bank; Lester M. Salamon; Joseph E. Stigliz; Robert D. Putnam; Carmen Sirianni and 

Lewis Friedland; Don E. Eberly; and Joseph L. Fleishman and others. 

 

B. Existing case studies 

I analyzed the available literature on the eight of the nine organizations that I visited to 

understand their work as well as their methodology in working with the local communities to 

achieve their mission and goals. 

 

C. Interviews 

I conducted face to face interviews with social entrepreneurs of leading nonprofit 

organizations in Baltimore area (except for Safe and Sound Campaign that was carried out 

vie phone) to get the information included in this paper. 

 

 

MAIN RESEARCH QUESTIONS 
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The following research questions were formulated based on literature review, existing case 

studies and interviews with social entrepreneurs: 

  

1. Why has project sustainability remained a major challenge after phase out of 

implementing agency within a given area or community? 

2. Does decrease in social capital at the local community level affect project sustainability 

concept? 

3. How is community participation in the design, planning and implementation of poverty 

alleviation projects that are designed to bring positive change to impoverished 

communities enhance project sustainability? 

4. How true is it that “lack of participation breeds suspicion and distrust, which in turn 

decreases people’s sociability and community involvement”? 

5. What challenges are encountered in involving communities in the project participation 

process? 

 

 

RESULTS AND IMPLICATIONS 

 

Advantages of Community Participation:  

When communities are largely represented there is adequate sharing of information, power 

and responsibility and this is ideal for future project sustainability. This also creates a free 

working relationship and understanding among all parties (donor, implementing agency and 

the community) involved in the project implementation. This helps to solve problems 

encountered during project implementation without apportioning blame to one particular 

group and thus significantly improve on the future projects for the community. Community 

participation also brings about strong community leadership desired to diversify the funding 

sources of the community projects that will see project sustainability after phase out of the 

implementing agency. Participation is important as it helps both parties involved in the 

process to clarify the outcomes of the project at the beginning of the planning process, to 

avoid distrust that has always been identified with the communities once left out of the 

project implementation process. Community participation during the design, planning and 

implementation of projects helps to build leadership at community level that guarantees 

project sustainability. It was recommended that the staff of the implementing agency assume 

the role of a facilitator during the planning process. This brings to the project “outside 
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neighborhood influence” that is helpful for realizing effective organization at community 

level. Participation, it has been confirmed through research, helps to reduce corruption, 

reinforce project performance, and provide an enabling environment for reform. The lack of 

it breeds suspicion and distrust, which in turn decreases people’s sociability and community 

involvement. 

 

And yet, participation or collectivist has its own disadvantages too, “at the extreme, a strong 

collectivist environment may actually give rise to an anti-entrepreneurial bias. Group 

performance and reward systems can encourage “free-rider” or “social loafing” syndromes on 

the part of specific individuals [Early 1989; Jones 1984; Albanese and Van Fleet 1985]. 

Further tasks become over-segmented, such that individuals lose sight of the larger project 

and concentrate only on their assigned duties [Peters 1988; Waterman 1987; Whyte 1956].  

 

Strategies used for involving community in the participation process: 

A majority of organizations I visited use door to door visits to reach community members. 

Other organizations organize workshops or combine both door to door visits and workshops 

in involving the community in the project implementation process. While other organizations 

reach the community through information dissemination, some of them organize get-together 

planning meetings that have involved city, political and business representatives in charting 

the way forward and establishing the pressing community needs. Other methods frequently 

used by the organizations to encourage community participation include the organization of 

community meetings by the implementing agency. This method helps the communities to 

come up with their own ideas and leadership while the staff of the implementing urgency 

plays the role of a facilitator. 

 

Challenges in involving communities in the project participation process: 

It was pointed out that where there is less community representation in the planning meetings 

community leaders who usually represent the entire community in such meetings have been 

found not to be good at sharing information with other community members. This leads to 

inadequate sharing of responsibility within the community project during the implementation 

process and is likely to jeopardize the chances of sustainability of the project being 

implemented. To create any meaningful change within a community it takes time building the 

capacities of the local people and it is approximated that a minimum of ten years is required 

to realize the intended change within a given community after implementation of a project. 
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This therefore requires patience and commitment from all the participating parties; the donor, 

the implementing agency as well as the community itself.  

 

Throughout the research period it came out that a majority of the projects implemented in the 

communities have not been sustained once funding comes to an end because the community 

was partially involved in the process especially up to the time of identifying their needs. 

Since a majority of the community members have their own jobs and therefore lack time to 

attend and participate in the consensus meetings, there is always a communication breakdown 

along the line during the implementation period leading to difficulties in sustaining 

community participation through the entire process.  

 

Another hindrance observed towards involving community participation in the project 

implementation process is the professional language used by the nonprofit staff. This 

demoralizes the continued participation in the discussions by the community members. Other 

challenges that face community participation in the project planning and implementation 

process include lack of transportation to the meeting venues as well as the involvement of the 

Americans in other personal things that are usually given priority over such community 

meetings – “ the American ethic of individualism” (Salamon, 1999:11). The lack of interest 

by the Americans due to prevailing culture among the communities was also cited by some of 

the interviewees as a challenge towards involving the community in the project participation 

process.  

 

People in the community have always expected the nonprofits staff to do everything and 

ensure that the program stays, after giving the initial information required for the project to 

start. Where projects are affected due to cuts in funding, the community’s morale has been 

lowered and this has led to distrust between the community members and the implementing 

agency. And where projects are taken by the professionals from the community especially in 

advocating for additional funding to sustain the project, the process has ended up being a non 

community-driven process. The American community welfare dependency attitude was also 

cited as one of the reasons that largely contributes to minimal community participation and 

therefore contributing to the negative project sustainability.  

 

The nature of the idea or project being implemented also came in as a challenge towards 

involving the community in the participation process. For example, most of the activities of 
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Banner Neighborhoods Community Corporation require intensive staff time that the 

community may not be able to practically provide. This threatens the sustainability of the 

project if the agency phases out from the community. Funds for this particular organization 

are constantly raised from foundations, something that may not be effectively done if the 

process is left to the community to handle by itself. Finally, the end results of the lack of the 

required community participation in the project planning and implementation process is 

distrust by the community and therefore the public of the noble work of nonprofit 

organizations in creating sustainable change.  

 

CONCLUSIONS AND IMPLICATIONS 

This research paper has argued for the involvement or participation of the poor population in 

the planning and implementation process of poverty reduction projects to enhance 

sustainability. Participation is an empowering process for the community “The long-term 

objective of every community action program is to effect a permanent increase in the capacity 

of individuals, groups, and communities afflicted by poverty to deal effectively with their 

own problems so that they need no further assistance” Sirianni and Friedmand, 2001:37). The 

empirical evidence suggests that such participation especially in the planning process helps to 

bring new ideas and relevant information to the project that may not be known to staff of the 

nonprofit staffs that live outside the community. It is also confirmed by researchers that 

participation also brings with it commitment, a greater effort required to make the project 

successful.  

 

It remains a major challenge however, for nonprofit organizations working with vulnerable 

communities to involve them in the project planning and implementation process to facilitate 

project sustainability. Project sustainability is essential and this is achieved through asking 

the community their needs and letting them solve their pressing issues by themselves. 

Professor Yash Pal Ghai, the chairman of the Constitution of Kenya Review Commission, 

while commenting on the high participation of the ordinary Kenyans in giving their views to 

the commission on the constitution they wanted said: “As their (ordinary people) confidence 

grew, so did the sense of empowerment, a marvelous augury for the democracy to which 

everyone pays lip service” (Daily Nation, 07 May 2004). As it stands now and from the 

results of the research, I conclude that nonprofits are still paying lip service as regards to 

involving community participation in the project implementation process. It was confirmed 

by the interviewees that community participation in the entire process is still elusive. Martha 
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Holeman, Senior Policy and Research Advisor at Safe and Sound campaign had a feeling that 

communities are usually involved in projects but not fully as they should. “Community 

participation is healthy and highly recommended but it is difficult to sustain the process. 

Meaningful community participation remains elusive and only aspirations of the nonprofits”, 

she said.  

 

Most organizations seem to get community needs from the community and the process of 

involving the community in the project planning and implantation seems to end at this point. 

For example, the initiative comes from the community which then enables The Family of 

Baltimore City and project leaders to decide on the activities of the project. This leaves out 

the people that should be empowered through participation in the project planning and 

implementation process. Other organizations like Banner Neighborhood Community 

Corporation have slipped off from community empowerment process to provision of service 

delivery through job creation. It is important to continuously readdress community 

participation by coming up with new services for the community during the project 

implementation process to be able to sustain meaningful community participation during the 

entire implementation process. 

 

Some of the challenges cited by the interviewees that has led to lack of community 

participation included  high expectations from the community at the beginning of the project 

that always never come to “reality” for reasons of cuts in funding or just because the 

expectations of the beneficiaries were too high. This can be solved by involving the 

community from the beginning and being realistic about the outcomes well in advance before 

the implementation starts. The other challenge in Baltimore, and therefore within the America 

society is mainly based on the lack of personal commitment of the community members as 

they are involved in other personal issues that promotes their own lives. This denies them 

time to meet on the table with others and share ideas as a community. Lester Salamon points 

this culture of the American society in his book America’s nonprofit sector, when he stated, 

“social capital i.e., those bonds that trust and reciprocity that seem to be pivotal for a 

democratic society and a market economy to function effectively, but that the Americans ethic 

of individualism would otherwise make it difficult to sustain (Salamon, 1999). This, it has 

been correctly argued, has led many of the American citizens into bowling alone. This trend, 

as we have found out, has a high cost to nonprofit organizations, including the increasing lack 

of trust by the public in their noble work - of creating as well as influencing sustainable 
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change in the society. “Trust and engagement are two facets of the same underlying factor – 

social capital “(Putnam, 1995).  

 

It is however difficult to make a reasonable comparison between the poor communities in 

Kenya and those in Baltimore because what is perceived as a “basic need” for the Kenyan 

poor population is not necessarily a basic need for those considered poor in the American 

setup. NGOs like Learning and Development Kenya that work with urban and rural poor 

populations in Kenya are still struggling to provide these communities with the most basic 

needs like classrooms, dormitories, learning materials, VIP latrines as well as water tanks to 

create conducive learning environment and enhance learning. These services are readily 

available for even those considered poor in the United States of America. The high level of 

illiteracy within the populations that NGOs work with is yet another significant challenge that 

NGOs face in Kenya. This does not appear a major challenge in America. Simply put, the 

level of literacy is quite high in the United States as compared to that in Kenya. Since literacy 

level helps people to understand their needs better as well as provides them with better skills 

on how to fight poverty (through project planning, employment, business creation, etc.), and 

therefore contributing positively to sustainable development, it will be inappropriate to 

approach the issue of “community participation” in projects of the “poor  communities” of 

the two countries from the same perspective since they have totally different cultures as well 

as different education backgrounds. In a nutshell, NGOs in Kenya have a more challenging 

role of involving the less informed population in the project planning and implementation 

process than their counterpart nonprofits in the United States of America.  

 

While the declining social capital poses as a challenge to the nonprofits in America, the 

cohesiveness of the communities in Kenya is a major strength for local NGOs if they utilized 

the opportunity well to involve communities in the project planning and implementation 

process. It has been confirmed that while a majority of the families live in abject poverty, 

they still have managed to take over orphaned children of their relatives who had no hope left 

after the death of their parents through AIDS. This is an additional burden that contributes 

heavily to depleting further any meager resources that such families may have but it confirms 

the existing cohesiveness and the strong social capital that still exists among Kenyan 

communities as opposed to the American society. 
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The other significant challenge that local NGOs face that seems not to affect the American 

nonprofit organizations relates to the conditions that are sometimes imposed by the donors or 

the now popularly known as partners of the local NGOs in the developing countries. These 

conditions have been found to be more of imaginations of the partners or donors and are 

made without due regard to the local conditions, traditions, and cultures. In the process there 

is failure to recognize the immense experience and knowledge of the local staff. This tends to 

undermine the local staff incentives to develop their own capacities. It further weakens their 

confidence in using their own intelligence. The imposed conditions by partners also threaten 

to break the trust of the local people and make the work of the local implementing local 

NGOs difficult. It is even more complicated with lack of local foundations, leading to over 

dependant of local NGOs on foreign funding to implement poverty reduction projects in poor 

communities.  

 

More research is needed to get the best approach towards involving poor communities with 

less understanding of their own basic needs in the participation process during project 

implementation period. There is also need for flexibility and understanding from both the 

local NGOs and their development partners who provide funding for project implementation 

in poor communities if the objective to reduce poverty through implementation of community 

projects is to be achieved. The current approach by partners where conditions are specified on 

funding without due regard to the prevailing local circumstances has been found wanting and 

unfavorable to development initiatives by local NGOs in the poor countries and in Kenya in 

particular. The approach should be redefined to look more-friendly and enhance community 

participation in the entire process. Funding organizations in the United States of America 

work very closely with the implementing local agencies, offering the required technical 

assistance as well as adjusting the grant period if this can help to improve the services offered 

to communities by the local nonprofits. These should be the approach for organizations 

working in partnership with local NGOs in poor countries. 

 

It was however, profoundly shocking to learn from this research that to some degree, the 

challenges NGOs in Kenya working with local communities both within the poor urban and 

the rural areas face (particularly in engaging communities in project planning and 

implementation process), are quite similar to those faced by nonprofit organizations in the 

United States of America despite the extreme variations in culture and literacy levels of the 

people of the two countries.  
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From the research therefore, I conclude that the way forward in sustaining projects 

implemented with and for vulnerable groups is to involve a majority of the members in the 

entire process - from designing, planning, through implementation. This approach boosts the 

morale of the local people who gains knowledge and confidence in themselves through 

capacity building and during the period of project implementation that is necessary to ensure 

project sustainability after phase out of the implementing ageny. Successful sustainability 

also depends on the kind of projects being implemented. Some projects will require the 

continuous involvement of the implementing agency and once the agency decides to phase 

out the project it will automatically cease to exists however much community members were 

involved. Fighting poverty is a noble cause and creates the desired change among the poor in 

our society. Creating whatever change takes time and is a long process. It therefore requires 

patience and commitment to be able to influence change, of whatever magnitude. 

“Development represents a transformation of society, a movement from traditional relations, 

traditional ways of thinking, traditional ways of dealing with health and education, traditional 

methods of production, to more modern ways” (Stiglitz, 2002:164). 
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In the light of SMEs contribution, the performance, the survival, and the growth of SMEs 

are an issue of continuous concern and seem to be crucial to the Thai economy. Thai 

government has provided a number of support and assistance to Thai SMEs. However, it is 

claimed that there is an ambiguous impact of government assistance and support on firm 

performance. According to the study’s result, it is clear that government assistances play a 

primary role in supporting SMEs in Thailand. The findings of this study also shows that 

the use of assistance and the usefulness of such services, as perceived by SMEs, are much 

related to the characteristics of the entrepreneur, the nature of the business. These empirical 

results imply that support and assistance, available for SMEs, are important for them to 

better manage and to perform well. 
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INTRODUCTION 

In recent years, small and medium sized enterprises (SMEs) are increasingly seen as 

potential creators of new employment opportunities and additional incomes contributing to 

improved social and economic well-being. For developing countries, much emphasis is placed 

on SMEs to create jobs, alleviate poverty and contribute to economic development. The 

reason why SMEs contribute to the most business activities in developing countries is their 

advantages over the large firms. A lot of different studies underlined the main advantage of 

SMEs as they are flexible and able to adapt faster to the changing economic environments 

than large firms (Deeks, 1976; World Bank-IFC, 2001). Moreover, SMEs are an easily 

established, fast expanded, low cost, used local resources and less complicated, and easy to 

operate and solve the problems. Therefore, risks and negative impacts are less than those 

investing in the large enterprises (LEs) or multinational enterprise (Storey, 1994).  

For developing countries, the survival and growth of SMEs is a matter of primary 

concern by policy-makers, academic researchers, and also SME owners/managers themselves. 

A concerted push in support of SME growth and competitiveness is therefore no longer an 

option in developing countries.  The growth of SME is difficult for policy-makers and SME 

owners/managers to deal with because it depends on whether they can or cannot overcome 

problems and barriers facing SMEs. Eliminating problems and barriers is not as easy as 

assisting large firms. Some SMEs are not able to perceive their own problems. Even though, 

various policies on promoting SMEs, and public institutions involving SME sector are on 

offer for SMEs, and these resulted in financial and non-financial assistance programmes to 

assist as well as promote the growth in SME sector (Neck and Nelson, 1987). Others may not 

want to seek for outside assistance to overcome their existing problems. Therefore, it is worth 

to examine why a number of SMEs chose to not use the assistances provided by any 

government agencies. 

SMEs in Thailand have been the main driving force behind Thailand’s economic 

development. SMEs are fundamental business units spread all over the country. The 

contributions of SMEs to Thai economy have been recognised since the financial crisis in 

1997(Brimble et al, 2002). In addition to job creation, the SME sector contributes to other 

important socio-economic objectives, such as the gross national product, value added and 

foreign exchange savings. Thai SMEs can be classified into manufacturing, service, 

wholesale, and retail sectors. The definition of SME provided by the Ministry of Industry, 

Thailand stated that the size of SMEs are generally defined either by employment which is 

determined from the number of employees hired as it appears in official documents as 
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specified by law or the value of the total fixed asset that does not include land and consider 

the one that is lower or the total fixed assets which must have been evaluated by financial 

institutions or creditable consulting companies (Office of Small and Medium Enterprise 

Promotion (OSMEP), 2003).  

Table 1 The definition of SMEs provided by the Ministry of Industry, Thailand 

 

Source: The Office of Small and Medium Enterprises Promotion (OSMEP), 2002  

 

In the light of SMEs contribution, the performance, the survival, and the growth of 

SMEs are an issue of continuous concern and seem to be crucial to the Thai economy. In 

order to survive and expand the business, SMEs generally need the government’s assistance 

to help them in a number of respects such as finance, marketing, human resource, training and 

technology. According to O’Neill and Duker (1986), government policies also seem to be an 

important factor affecting firm success or failures. Realising the importance and potential of 

SMEs, Thai government has introduced a variety of policies, tools, programmes and 

assistances aiming to foster SME development by reducing various problems facing SMEs in 

different areas including financing, marketing, human resource and management, technology, 

and infrastructure and regulations. These policies for SME development are embodied and 

articulated in various form including Acts of Parliament, National Economic and Social 

Development Plan, and Cabinet resolutions (Leopairote, 1997). So far, existing literature has 

paid considerable attention to the effects of supporting programmes on the survival and 

performance of small and medium-sized enterprises (SMEs), but it lacks a deep understanding 

of the benefits of the use of such assistance and the factors influencing the evaluation of such 

services from the perspective of SMEs.  

During the past decade, an attempt to assist SME sector in Thailand has been seen 

through various government policies and support programmes as mentioned earlier. However, 

an interesting issue has been raised that whether there is an ambiguous impact of government 

assistance and support on firm performance and growth. Furthermore, in Thailand, limited 

 

       Type 

               Small            Medium 

Employees Capital 

(million Baht) 

Employees Capital 

(million Baht) 

Production Not more than 50 Not more than 50 51-200 51-200 

Service Not more than 50 Not more than 50 51-200 51-200 

Wholesale Not more than 25 Not more than 50 26-50 51-100 

Retail Not more than 15 Not more than 50 16-30 31-60 
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research has focused the impact of government intervention and on SME performance and 

growth. No matter how many Thai researchers have addressed the impact of the government 

support on firm performance, only general or broad perspectives were examined. In addition, 

Armstrong and Taylor (2000) reported that research and government policy concentrated on 

the process of new firm formation rather than the growth of mature SMEs. Therefore, there is 

a need for examining the relationship between government assistance focusing on various 

areas of assistance including financial, marketing, technological, production, human resource, 

managerial areas and SME performance and growth. 

 

LITERATURE REVIEW 

A number of studies of what factors influence or associated with the performance of 

small firms have been undertaken from the 1980s (Hall, 1999). The performance of SMEs is 

claimed to be a complex matter and multi-dimensional in scope and character (Scase and 

Goffee, 1984). Practically, SME growth is often associated with firm overall success and 

survival (Johannisson and Everett, 1993). A number of researchers suggested that growth can 

be used to indicate the performance of firm (Storey, 1994). The literature suggests that the 

growth of SMEs can be measured in various ways. First, from the point of view of 

government policy makers, growth can be measured in terms of increases in SME 

employment. It is this measure which has most relevance to many studies in SME context 

since SME growth has been seen as an important way of reducing unemployment (Storey, 

1994). Among SME owners/managers, the contributions of SMEs to economic growth and 

competitiveness have been focused rather than the increase in employment.  Hence, financial 

performance including cash flow, capital assets, turnovers, profits, sales growth, market 

share, and profitability are normally used to measure SME growth. Practically, firm growth is 

measured with a range of different indicators, the most frequently suggested being sales, 

employment, assets, physical output, market share and profits (Ardishvili et al., 1998; 

Delmar, 1997; Wiklund et al , 2003). 

According to Lambrecht and Pirnay (2005), SME support policy has generally been of 

two types. One focus has been on improving the interactions of government with enterprises 

in terms of regulations, administrative procedures, and taxation. The other has been on the 

direct provision of various forms of business support. Traditionally, an aspect of these 

supports has been range of financial and non-financial assistance programmes that have been 

implemented (Neck and Nelson, 1987). There also has been support through specialised types 
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of training and in the direct provision of services offering information, advice, and various 

kinds of practical assistance.   

It is argued that government supports through various kinds of programme have had 

ambiguous effects on SMEs as asserted by Bridge et al., (1998) that there appears to be no 

strong body of evidence to say that government support leads to better performance, but also 

there is no clear evidence that it does not. Moreover, it is claimed that some supports can have 

a positive effect, but research data and evaluation are mostly imperfect, ambiguous and 

sometimes contradictory (Regnier, 2000). 

 

SME Development and Government Policies and Supports toward SMEs in Thailand 

SMEs  in  Thailand  came  to  the  attention  of  the  economists  and  policy-makers  

after  the 1997 financial crisis, in the same way that they did so in most countries after the oil 

shock. Large firms have been hit hard and SMEs have been promoted as a flagship for 

economic recovery. It seems that the contribution of SME sector in Thailand to employment 

growth exhibits some relationship with industrial growth. The recent  trends  of  Thailand  

SME development indicates that during the high growth period, large and medium firms seem 

to contribute  more  in  terms  of  employment  growth  because  many  small  firms  gradually 

became  large  firms.  In  the  period  of  slowest  growth  or  stagnation,  not  only  did 

employment of large firms grow the slowest, but many of these firms also laid off workers 

and  some  even  ceased  operations  altogether.  Wiboonchutikula  (2001)  mentioned  that 

SMEs  in Thailand,  particularly  the  small  ones,  can  help  provide  employment  during  

the economic crisis and also prepare new entrepreneurs  to be ready  to run a  larger firm 

when the economy of Thailand recovers. 

Despite  a  policy  environment  that  was  biased  towards  large  firms  in  the  past,  

SMEs continue to be economic engine for the countries in Thailand and a source of 

employment and income for so many people who have been so painfully affected by the 

economic crisis. It  is widely  perceived  that Thai  SMEs  had  been  adjusting  to  the  crisis  

better  than  large firms because they are less reliant on the import market, and on very costly 

borrowed funds (Maitree, 1999). The depreciation of currencies in many countries has been 

favorable for enterprises that are not dependent on imports and SMEs are a vivid case in 

point.  

The Thai government has taken several initiatives in offering economic packages to 

boost the economy in general and the SME sector in particular. In March 1999, a package 

which aimed  at  increasing  employment  and  stimulating  private  consumption  were  
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announced. Then,  in  August  1999,  a  package  which  focused  on  tax  and  tariff  

measures,  equity investment funds, recovery of  the real estate sector, and financing for small 

and medium-sized enterprises (SMEs) were introduced (ADB, 2001).  

As indicated earlier, the Thai government started to realise after the financial and 

economic crisis  that SME sector had been neglected and  the negative  impacts and  the 

magnitude of the  crisis  had  brought  SME  into  attention. Hence, many public organisations 

have been established and adjusted their policy toward SMEs. Particularly,  the Thai 

government has been  involved  in  the promotion of SME sector and  it has assigned a 

considerable priority to the promotion and development of SME sector, with the expectation 

that it can make a positive contribution  to  the economic growth and  to overcoming  the 

worse  impact of  the financial and economic crisis. Resulting in a number of the formulation 

of policy measures and related support mechanisms in an effort to promote SME development 

has also been actively implemented.  An overview of SMEs development after the financial 

and economic crisis in Thailand is provided in Figure 1. 

 

Figure 1   SMEs Development in Thailand. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Ministry of Industry, 2005 
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METHODOLOGY 

A random sample of 1,000 firms operating in the North of Thailand in 2010 was 

selected from the list of firms provided by Institute of Small and Medium Enterprises 

Development (ISMED). All respondents were asked to provide basic information as well as 

financial data of three previous years.  

The study scope is confined to: 

 Simple random sampling was used. One thousand small and medium-sized enterprises 

were selected as the representative samples of SMEs. The reason for selecting SMEs in the 

northern region as the representative of SMEs is because the number of SMEs in this region 

has significantly increased over the last decade. The region is a hub for various businesses 

including health services, software businesses and international trade. As a result, SMEs in 

the northern region is prominent in tourism, environmentally-friendly handicraft businesses 

and organic farming.  

 The sample population falls within the pre-specified criteria (i.e. the definition of 

SMEs in Thailand). 

 The list of firms registered with the Institute of Small and Medium Enterprises 

Development (ISMED), Thailand in northern region was served as a sampling frame. 

 

A questionnaire was designed on the basis of theory. A preliminary version of the 

questionnaire was pre-tested before final survey. A survey pack containing a personalised 

letter, a copy of the questionnaire and self addressed prepaid return envelope was sent to a 

senior executive of each of the sample firms. After a telephone follow-up for a more 

personalised approach of soliciting participation a total of 222 completed questionnaires were 

received. The respondents (owners/managers) were asked to complete the questionnaire and 

send back to the researcher. A survey was carried out focusing on characteristics of owner-

managers and the firm, business growth strategies and performance. These included owner 

background, legal status and structure, business size, training, the use of business assistance, 

market share, employment, sale, and profit measures. 

Likert scales were used to operationalise variables. Measures of the business assistance 

programmes were developed with assistance schemes that were widely available to the 

business community in Thailand. Respondents were asked to indicate their usage of those 

programmes over the past three years prior to this study and the level of benefit the services 

provided to their business activities.  



      

8 

 

 

EMPIRICAL RESULTS 

Background of Sampled Firms 

The characteristics of the SME respondents are summarised in Table 2. In total, 60.8 

percent of sampled firms in Thailand operated businesses that classified in small size while 

39.2 percent of sampled firms are medium in size. Not surprisingly, the majority of sampled 

firms (60.8 percent) are small sized enterprises. The highest proportion of sampled firms are 

in the trade sector (48.6 percent) with retail sector 27.9 per cent and wholesale sector 20.7 per 

cent, followed by the service sector (36.0 percent), and the manufacturing sector (15.3 

percent). The majority of sampled firms in the sampled operate in urban (64.0 percent) 

whereas 36.0 percent of sampled firms operate in rural area.  

It is interesting to find that majority of Thai SMEs in this study were owned by the 

owner himself/herself (59.0 percent). This is followed by limited company with 18.5 percent, 

partnership with 13.5 percent, and cooperative with 9 percent. The longevity of businesses in 

the sampled was also measured in terms of continuous, economically active years in existence 

since inception. In total, 49.5 percent of sampled firms have been economically active for 3 to 

5 years. The second highest proportion of respondents continued in business for 6 to 10 years: 

16.6 percent for 11-15 years, 8.1% for 16-20 years, and 5% operate for over 20 years. The 

majority of sampled firms serve local market with 64.9 percent. This is followed by both local 

and international markets (20.2 percent) and international market with 14.9 percent.  
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Table 2 Sample Characteristics (n = 222) 

                                                                 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Survey, 2010 

Performance of Sampled Firms 

Because of the importance of SMEs to economic development in Thailand, the 

survival and performance of Thai SMEs are crucial to Thai economy. It is believed that a 

number of problems facing Thai SMEs are exacerbated by the financial and economic crisis 

in 1997 as Thai SMEs and entrepreneurs have suffered a double shock: a drastic drop in 

demand for goods and services and a tightening in credit terms. Thai government has 

recognised that, to survive and grow, SMEs need specifc policies and programmes – hence 

the comprehensive range of SME measures currently in place in Thailand.  However, Thai 

SMEs have been especially hard hit by the global crisis which makes their performance 

even worse. Table 3 below represents the performance of sampled firms in this study.   

Characteristics Percent 

Sector   

Manufacturing sector  15.3 

Service sector   36.0 

Retail sector   27.9 

Wholesale sector   20.7 

Size    

Small-sized Enterprise   60.8 

Medium-sized Enterprise  39.2 

Age    

3-5 years    49.5 

6-10 years   20.8 

11-15 years   16.6 

16-20 years 8.1 
More than 20 years    5.0 

Organisational Form   

Sole Proprietorship   59.0 

Partnership   13.5 

Limited Liability Company    18.5 

Co-operative Society   9.0 

Location    

Urban area   64.0 

Rural area  36.0 

Market Served   

Local    64.9 

International    14.9 

Both    20.2 
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Table 3 Performance of Sampled Firms 

 
SALES EMPLOYEES 

MARKET 

SHARE 
PROFIT 

 
use no use use no use use no use use no use 

Strongly 

decrease 
4 14 6 10 9 24 13 36 

% 5.8 9.2 8.7 6.54 13.04 15.69 18.84 23.53 

Decrease 23 62 22 67 20 49 16 39 

% 33.33 40.5 31.88 43.79 28.99 32.03 23.19 25.49 

Remain 

unchanged 
15 39 13 32 18 41 17 42 

% 21.74 25.5 18.84 20.92 26.09 26.8 24.64 27.45 

Increase 21 34 24 41 17 35 18 33 

% 30.43 22.2 34.78 26.8 24.64 22.88 26.09 21.57 

Strongly 

increase 
6 4 4 3 5 4 5 3 

% 8.7 2.6 5.8 1.96 7.25 2.61 7.25 1.96 

Total 69 153 69 153 69 155 69 155 

% 100 100 100 100 100 100 100 100 

 

According to the results, the perceived performance of Thai SMEs provided by 

sampled firms in this study reveal the interesting findings. First, in terms of the perceived 

performance of Thai SMEs on sales volume, the firms (39.13 percent) that use 

government assistance believe that their sales volume decrease while about 10 percent 

higher for the firms (49.2 percent) that not use government assistance. In contrast, 39.13 

percent of firms that use government assistance confirm that their performance is better. 

Whereas only 24.8 percent of firms that not use government assistance state that their 

sales volume increases.  

Second, the findings on the number of employees that can be used to identify SME 

performance are also found interesting. More than half of the sampled firms that not use 

government assistance (50.33 percent) reveal that their employees are reduced while only 

28.76 percent state that they hire more employees. For the firms that use government 

assistance mention that increase in number of employees and decrease in number of 

employees has the same percentage. 

Third, according to market share, 42.03 percent of firms that use government 

assistance believe that their market share decrease but 47.72 percent of firms that not use 

government assistance believe that. In contrast, only 25.49 percent of firms that not use 

government assistance state that their market share has increased while 31.89 percent of 

firms that use government assistance confirm that their market share has increased. 
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Fourth, with regards to profit, almost 50 percent of firms that not use government 

assistance believe that their profit has decreased whereas there is 42.03 percent of firms 

that use government assistance. 33.34 percent of firms that use government assistance 

assert that their profit has increased while only 23.53 percent of firms that not use 

government assistance believe that. 

 

Business Assistances 

The sampled firms were asked to indicate their awareness and usage of government 

assistance. Table 4 below shows the result of SMEs owners/managers’ awareness and 

usage of government assistance.  

 

Table 4 Awareness and Usage of Government Support 

 

 

 

 

 

 

Source: Survey, 2010 

 

According to the results, it is surprisingly to find that 54.05 percent of sampled firms 

aware that Thai government offers a wide range of supports and assistances to Thai SMEs 

while 45.95 percent does not aware of that. The result is quite surprisingly because 

generally small and micro businesses mostly lack an awareness of existing support 

schemes, both financial and non-financial (Finnegan, 1999). Moreover, the majority of 

sampled firms with 68.92 percent indicate that they do not use any government support or 

assistance whereas only 31.08 percent state that they make use of support and assistance 

provided by Thai government. 

With regards to the sampled firms that do not receive support from government. This 

can be explained by several reasons. First, because of their limited resources SME 

owners/managers do not have enough time or budgets or persons to join government 

programmes, and also because of the lack of knowledge management, they might have 

difficulty to learn or keep up with what government agencies had provided. Second, they 

may have negative perceptions about the utility and accessibility of some of the support 

 

Government Support 

     Yes       No 

(N) (%) (N) (%) 

 

Aware of government support 

 

120 

 

54.05 

 

102 

 

45.95 

 

Received government support 

 

69 

 

31.08 

 

153 

 

68.92 
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services (Sims, Breen, and Ali, 2001). Third, it is possible that much of the assistance was 

not available due to certain requirements or criteria specified by the agencies concerned 

such as a good track record, a guarantor, qualifications, and experience. Therefore, the 

SME owners/mangers just gave up on applying for assistance or the application had been 

rejected. Finally, the SME owners/managers simply did not either aware of assistance or 

need the assistance. 

 

The Use of Business Assistance Areas 

Sampled firms were also asked to identify the various types of business assistance 

they had used. The following Table 5 shows types of assistance which has been used by 

SME owners/managers. Not surprisingly, the results of the study show that financial and 

market assistances were more frequently used by SME owners/managers.   

 

Table 5 Types of Assistance Used by Thai SMEs  

 

 

 

 

 

 

  

 

 

Source: Survey, 2010 

 

When sample firms were asked about the type of assistance they used to overcome 

difficulties and support their business, financial and marketing assistances were reported 

a high level of use than other fields including technology and operations management, 

labour, raw material, environment, development of personnel and HR, and information 

services. It is clear that government assistance on marketing and finance play a primary 

role in supporting SMEs in Thailand. 

There are a number of possible reasons why sampled firms decided to use 

financial assistance provided by Thai government. First, some of SMEs need finance for 

start-up as well as operation expenses. Moreover, SMEs may want to gain knowledge in 

Type of assistance Frequency Percent 

Management 4 3.67 

Technology and Operations  9 8.26 

Labour 3 2.75 

Raw material 2 1.83 

Finance 38 34.86 

Environment  4 3.67 

Packaging 15 13.76 

Marketing 29 26.61 

Others 5 4.59 

Total 109 100.00 
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terms of financial management and techniques which are expected to improve their 

businesses’ performances and also manage their businesses in effective ways. 

 

Usefulness of Government Support 

Thai government, like the government of many developed and developing 

countries, has given the SMEs various forms of assistance such as subsidies and grants, 

regulation amendment, training and retraining. Thailand has been involved with SME 

assistance projects since the birth of Thailand's National Development Plans in 1970s. 

However, a clear focus of the issues, and consequently active policy implementation for 

smaller-sized businesses did not come into the spotlight until after the recent regional 

economic crisis in 1997. The purpose of this assistance is to help SMEs survive in this 

rapidly changing business environment. However, not every policy and assistance is 

useful and effective for SMEs (Davies, 1995). 

It is suggested that an understanding of the usefulness of government support will 

help policy-makers to find suitable measures to support or assist SMEs. It is also needed 

to identify with particular areas of the economy that needed greater policy support. 

Hence, in this section, the study will focus on the perceived of usefulness of government 

support. 

To obtain as complete a picture as possible, and to acquire comprehensive results 

on the usefulness of government assistance, the sampled firms were asked to rate the 

perceived usefulness of assistances that are provided by government or related public 

agencies. The result is shown in Figure 2. 

 

Figure 2 The Usefulness of Government Assistance 

 

 

 

 

 

 

 

 

 

Source: Survey, 2010 
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Performance Outcome after receiving Government Assistance 

According to the results, the perceived performance of sampled firms after 

receiving government assistance reveals the interesting findings. First, in terms of the 

perceived performance of Thai SMEs on sale volume, the firms with 42.03 percent state 

that their sales volume increase after using government assistance while only 26.09 

percent indicate that their sale volume decrease. Similarly, 40.58 percent of sampled 

firms mention that their sale volume increase while 33.88 percent state that their sale 

volume decrease after receiving government assistance.  

In contrast, 43.48 percent of sampled firms indicate that their performances in 

terms of number of employees decrease. Whereas only 27.54 percent of sampled firms 

state that their numbers of employees increase after receiving government assistance. 

With regards to market share, 28.99 percent of sampled firms reveal that their market 

share reduce while 34.78 percent of sampled firms state that their market share rise after 

receiving government assistance. 

 

Table 6 Firm Performance Outcome after receiving Government Assistance 

 

 
SALES EMPLOYEES 

MARKET 

SHARE 
PROFIT 

Strongly 

decrease 
5 5 4 8 

% 7.25 7.25 5.8 11.59 

Decrease 13 25 16 14 

% 18.84 36.23 23.19 20.29 

Remain 

unchanged 
22 20 25 19 

% 31.88 28.99 36.23 27.54 

Increase 16 15 16 20 

% 23.19 21.74 23.19 28.99 

Strongly 

increase 
13 4 8 8 

% 18.84 5.8 11.59 11.59 

Total 69 69 69 69 

% 100 100 100 100 

 

Source: Survey, 2010 
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SUMMARY 

Previous literature has paid considerable attention to the effects of supporting 

programmes on the survival and performance of small and medium-sized enterprises 

(SMEs). However, it still lacks a deep understanding of the benefits of the use of such 

assistance and the factors influencing the evaluation of such services from the perspective 

of SMEs.  

The majority of sampled firms in Thailand operated businesses that classified in small 

size. The highest proportion of firms in the sample is in the trade sector followed by the 

service sector and the manufacturing sector. The majority of sampled firms operates in 

urban area and is owned by the owner himself/herself. Almost half of sampled firms have 

been economically active for 3 to 5 years. The second highest proportion of sampled firms 

continued in business for 6 to 10 years. The majority of sampled firms focus on the 

domestic market group. 

It is surprisingly to find that half of sampled firms aware that Thai government offers 

a wide range of supports and assistances to Thai SMEs.  When sample firms were asked 

about the type of assistance they used to overcome difficulties and support their business, 

financial and marketing assistances were reported a high level of use than other fields 

including technology and operations management, labour, raw material, environment, 

development of personnel and HR, and information services. It is clear that government 

assistance on marketing and finance play a primary role in supporting SMEs in Thailand. 

With regards to the usefulness of the government assistance, half of the sampled firms 

(53 percent) state that they are satisfied with the assistance provided by the government. 

Whereas only 25 percent of sampled firms indicate that they do not satisfy with the 

government assistance. This suggests that the support offered by government provide them 

with assistance they need. 

 

POLICY IMPLICATION 

In terms of policy implication,  the governments at all levels should have an 

obligation to help boost SMEs’ competitiveness  through providing a wide range of 

supports  to SMEs  such  as  management  training,  technological  support  as  well  as 

financial  support  such  as  low  interest  rates  and  low  rates  of  income  tax  (or  income  

tax concessions). On the other hand, they should put in place strategies creating a fair 

business arena  so  that  SMEs  remain  competitive  whilst  sustaining  fair  market  

processes  for consumers.  In addition, the findings from this study suggest that SMEs can  
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be  benefited  from  various  kinds  of  assistance  and  support  programmes provided by 

Thai government but the lack of awareness of assistance and support services and  lack  of  

knowledge  on  how  to  access  and  use  them  were  obstacles  for  SMEs participation  in 

support programmes. Therefore, SMEs need  to be stimulated  to be aware of  the necessity  

to  join assistance and  support programmes and  to  take  information  from government or  

related agencies.  It is also essential to make sure that most SMEs  in both rural and urban 

areas can access those available supports.   

The  government  should  focus on  the  development  of  the  network  programmes  

or mentor/advisor  programmes  to  help  SMEs.  For  instance,  the  government may  

consider providing  a  specialist  team  to do on-site  consultation or  training  courses. 

Such practices help  reduce  the  problems  that  SMEs  to  be  absent  from  their 

businesses. The  government  should  also  increase  the  number  of  agencies  or  centres  

that  offer consultancy  and  expert  services  to  SMEs,  and  engage  more  experts  in  

operational management areas.  It should ensure that SMEs have access to these incentives 

at a lower cost and in a more effective way. The efficiency and effectiveness of the 

delivery system of incentives are vital to their uptake and utilisation.   
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Summary 
We examine the interplay between social, human and financial capital on new firm formation in 

different regions in England. The growing literature on social capital and its effects on do not offer a 

coherent framework to study the role of social capital in entrepreneurship. We argue that social capital 

(SC) is the ‘instrumental resource’ for the most effective form of identification and use of financial 

(FC) and human capital (HC). We identify how social relationships (capital) together with HC 

influence access to FC during the start-up phase of business ventures. Our empirical findings indicate 

that SC is central to entrepreneurship implying that higher levels of SC leads  to higher level start-up 

rates  in  England at local authority level. Our findings also imply that  that HC exerts a positive 

influence on entrepreneurship but that this influence is smaller in magnitude in some less educated 

environments.  

 

Keywords: Social capital; regions; entrepreneurship; interplay; networks 
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Abstract 

Principal Topic 

Our purpose is to examine the interplay between social, human and financial capital on new 

firm formation in different regions in England. We disentangle the underlying societal 

dynamics that may have an impact upon entrepreneurship by conducting an empirical 

analysis to determine the role of the three forms of capital for regional start up levels. While 

there is a consensus in existing literature about how entrepreneurship contributes to economic 

vitality of the countries, regions and individuals who opted for starting up their own 

businesses, we also know that not all people can start-up a new business due to lack of 

required finances, knowledge and skills along with social networks to start and continue a 

business. The main obstacles or the main determinants that play a critical role in determining 

the level of entrepreneurship at regional or individual levels are the existence or lack of 

knowledge or skill, (Human Capital), availability or a lack of finances (Financial Capital), 

and the extent or lack of a supportive social network (Social Capital). Some studies in recent 

years have attempted to understand the impact of these forms of capital on the entrepreneur. 

However, not enough attention has been paid to the interaction of these three capitals during 

the start-up process, especially from a social capital perspective. 

 

The growing literature on social capital (theoretical and empirical) and its effects on 

entrepreneurship (Florin, Lubatkin, and Schulze 2003; Westlund and Bolton, 2003; Boari and 

Presutti, 2004; Liao and Welsch, 2005) building on the work of Putnam and Coleman, do not 

offer a coherent framework to study the role of social capital in entrepreneurship. Their 

findings often yield contradictory results as the effect of social capital depends on whether it 

is negative (entrepreneurial inhibiting) or positive entrepreneurial social capital. The greater 

the negative social capital which benefits only small close knit groups adversely affects the 

start ups and the economy as a whole. We propose a systematic approach to the proper 

understanding of the function of social capital in entrepreneurship, by examining both the 

impact of social capital on new business creation, and critically, the interaction of the three 

main determinants of entrepreneurship while controlling for other regional determinants of 

entrepreneurship.  

 

 

 

Methods 



* [] 3 

The focus on social capital (SC) is based on the idea that it is the instrumental resource for 

the most effective form of identification and use of financial (FC) and human capital (HC). 

The key research question can be summarized as such: What is the role of local SC in 

fostering entrepreneurship and in what way does the interplay of SC, HC and FC affect the 

start-ups in the regions? 

 

We argue that FC (measured by wealth or income) is positively correlated with HC since 

wealthier people have resources to invest in the latter. Social capital interacting with HC also 

play an important role in access to financial resources (in formal and informal credit markets) 

when individuals are not endowed with necessary FC. The following constitutes the main 

assumptions of and the three hypotheses which we test for our study. 

 

• Social Capital and Entrepreneurship:  

– Hypothesis 1: The stock of a region’s SC, together with its FC and HC, has a 

positive effect on business start-ups in that region, which in turn increases 

output; 

  

• Interaction between social capital and human capital 

– Hypothesis 2: Individuals in a region with higher SC will have greater 

opportunity to leverage their HC and will therefore experience higher levels of 

business start-ups; 

 

 Interaction between social capital and financial capital  

– Hypothesis 3: Individuals in a region with higher SC will have greater 

opportunity to leverage their FC capital and will therefore experience higher 

levels of business start-ups. 

 

 

For our purpose we rely on the following definitional constructs to delimit the scope of the 

concept of SC:  

• networks, norms and trust, that facilitate coordination and cooperation for mutual 

benefit (Coleman, Putnam (1993): 
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• spatially defined norms, values, knowledge, preferences, and other social attributes or 

qualities that are reflected in human relations (Westlund and Bolton 2003); 

• the sum of actual and potential resources embedded within, available through, and 

derived from the network of relationships possessed by individuals (Liao and Welsch 

(2005).  

• The quality created between individuals and is referred to as an opportunity (Burt 

1997).  

 

We use cross-sectional data set covering 353 local authorities of England. We use the 

Ordinary Least Squares (OLS) estimator  and two-staged least squares (2SLS) estimator 

within the context of the Classical Linear Regression Model development.  We investigate 

the relationship between entrepreneurship and the three capitals using a simple linear 

regression equation.  We employ OLS regression methodology in order to estimate the 

impact of the three capitals on entrepreneurship together with a set of control variables. In 

order to control possible endogeneity bias we also employ Instrumental Variable Regression 

Models (IV-2SLS). While we investigate the interplay between the three capitals and their 

relative importance in business start-ups equation we use an interaction variable and a 

threshold regression model.   By doing so, we try to capture how social capital impacts the 

relationship between HC/FC and entrepreneurship. Both models are estimated using OLS and 

2SLS estimators. 

 

Results and Implications 

We find that the entrepreneurial individual, in regions endowed with human and social 

capital, recognizes valuable knowledge spillovers and organizes financial resources to exploit 

opportunities. Individuals endowed with the three capitals are more likely to start-up new 

businesses compared to their counterparts. When SC interacts with HC it is easier to have 

access to necessary resources such as finance, knowledge and technology as well as the 

physical capital which are the necessary inputs for starting a business. HC and SC are not 

substitutes; they reinforce each other, and together, they facilitate access to resources such as 

finance, technology and knowledge which are necessary inputs to start a business. Levels of 

endowment of all three forms of capital in regions have a differential impact on 

entrepreneurship.  

Introduction 
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The literature on the entrepreneurship-growth nexus acknowledges the contribution of 

entrepreneurship to economic vitality of countries and regions. However, we also know that 

not all people can start-up a new business due to a lack of resources, including those of 

finance, knowledge and skills (human capital) and social networks (social capital), which are 

deemed necessary for starting a new venture( Ghoshal, 1998; Davidsson and Honig, 2003; 

Westlund and Bolton, 2003, Audretsch and Keilbach, 2004; Bolton 2006; Ahmet and 

Hoffman, 2007; Doh and Zolnik, 2011).. 

 

Early studies on the determinants of local variation in rates of firm formation focused on 

economic factors to explain regional differences (Ro; Keeble, Walker and Robson 1993; 

Reynolds, Storey and Westhead, 1994; Storey, 1994; Keeble and Walker, 1994;; Fotopoulos 

& Spence, 2001;; Armington and Acs 2001, 2002; Audtretsch and Keilbach 2004; Lee et al., 

2004). Other studies examined a wide variety of measures lending significant value to the 

societal aspects of entrepreneurship (Putnam (1993; 1995), Coleman (1988, 1990, and Florida 

(2004), enabling researchers to shift their attention to social and human capital endowments 

of regions as critical determinants of new firm levels including their positive effects on 

entrepreneurship (Florin, Lubatkin, and Schulze 2003; Westlund and Bolton, 2003; Boari and 

Presutti, 2004; Liao and Welsch, 2005, Westlund, 2006; Ronning and Ljunggren, 2006; Doh 

and Zolnik, 2011; Ronning, 2009, 2011.   

 

We suggest that social capital (SC) is the ‘instrumental resource’ for the most effective form 

of identification and use of financial (FC) and human capital (HC). We identify how social 

relationships (capital) together with HC influence access to FC during the start-up phase of 

business ventures. To help explain the connections we ask: what is the role of local SC in 

fostering entrepreneurship and in what way does the interplay of SC, HC and FC affect start-

ups in English regions? We seek answers to these questions by exploring how space-bound 

SC, defined as norms, values, knowledge, trust, and preferences, that are reflected in human 

relationships, contribute to regional business start-ups (Westlund and Bolton, 2003).  

 

As a multi-dimensional concept, SC may present itself in two forms: it can either facilitate or 

inhibit entrepreneurship (Nahapiet and Ghoshal 1998; Weslund and Bolton, 2003). Some 

forms of SC like those found in the close-knit groups may hinder entrepreneurial activities as 

the members of the group accrue the benefits to themselves at the expense of the rest of the 

society (Westlund, 2006). On the other hand, SC facilitates entrepreneurship in a community 
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where there might be a higher absorptive capacity and a pro-active mind set for 

entrepreneurship, lowering the barriers and the opaqueness of any knowledge filter (Acs, 

2006) for start-ups, and encouraging nascent entrepreneurs to initiate new businesses. Where 

the latter scenario prevails there is a higher likelihood of establishing a legal and institutional 

framework that can stimulate knowledge spillovers and innovation (Ronning and Ljunggren, 

2007).  Given this dual nature of SC, it should not be surprising that the literature on SC, and 

its effects on entrepreneurship, often yields contradictory results as these effects depend on 

whether they are negative (inhibiting entrepreneurship) or positive (promoting 

entrepreneurship). The greater the negative SC which benefits only a small close knit groups 

the higher is the likelihood of adverse effects on start ups and the economy as a whole 

(Weslund and Bolton, 2003).  

 

What appears to be missing is a coherent, analytical framework to study the role of SC in 

entrepreneurship due mainly to the lack of a theoretically-justified measure of SC that 

operationalizes the multidimensional nature of the concept with which to explain the positive 

impacts of SC on start-ups (Doh and Zolnik 2011). We construct a unique social capital index 

(SCI) for English regions with a view to overcoming this critical deficiency. The SCI is 

constructed using national indicators from Place Survey 2008. Following Doh and Zolnik 

2011, we suggest that trust (generalized and institutional), associational activities (passive 

and active membership), and civic norms (institutions) are identified as the three core 

constructs that define SC. These core constructs are used to create a theoretically justified 

index of social capital.  

 

We use different approaches to examine the interplay of the three forms of capital as the 

determinants of business start-ups. Our empirical findings indicate that SC is central to 

entrepreneurship implying that higher levels of SC leads  to higher level start-up rates  in  

England at local authority level. Our findings also imply that  that HC exerts a positive 

influence on entrepreneurship but that this influence is smaller in magnitude in some less 

educated environments.  

 

 

 

 

Structure of the Paper 
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The rest of the paper is organised as follows: we briefly review the literature on the 

relationship between SC, FC, HC and entrepreneurship, to help formulate our main 

hypothesis. We then explain the data and the methodology for our empirical work. This is 

followed by the findings of our investigation. We conclude the paper with some critical 

observations and implications for policy. 

 

The interplay of the three capitals in the process of business start-ups 

 

Social Capital (SC) is defined in terms of networks, but is viewed as more than the sum of 

relations (Ronning, 2009, 2011), with the flow of benefits that these relations make available 

to the actors, transcending the purpose of the relationship. This flow is enabled by trust, 

activities associated with a sense of belonging to or membership of social organisations and 

civic norms which are identified as the key constructs of SC.  

 

Nahapiet and Ghosal (1988) define SC as networks of relationships that constitute a valuable 

resource for the conduct of social affairs. Coleman (1990) refers to it as a variety of different 

concepts consisting of some characteristics of social structure that facilitate certain actions by 

actors within the social structure, like a public good, an attribute of the social structure in 

which a person is embedded. Putnam (1993, 1995) describes SC as ‘features of social 

organisation, such as networks, norms and trust that facilitate coordination and cooperation 

for mutual benefit’. Westlund and Bolton (2003) examine space bound SC and explain it as 

‘spatially defined norms, values, knowledge, preferences, and other social attributes or 

qualities that are reflected in human relations’. Liao and Welsch (2005) define SC as ‘the sum 

of actual and potential resources embedded within, available through, and derived from the 

network of relationships possessed by individuals’. SC is a quality created between 

individuals and is referred to as an opportunity (Burt 1997).  

 

The link between entrepreneurship and social capital 

The most prevalent and compelling views of entrepreneurship focus on the perception of new 

economic opportunities through actions, process and activities that involve start ups and the 

growth of new enterprises (Audretsch et al., (2006),  and the subsequent introduction of new 

ideas in the market through discovery, evaluation and exploitation of opportunities 

(Venkataraman, 1997; Shane and Venkataraman (2000)  Shane, 2003). Just as entrepreneurs 
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are agents of change, entrepreneurship is about the process of change (OECD, 1998). 

According to Gartner and Carter (2003)’s definition entrepreneurship involves the activities 

of individuals who are associated with creating new organizations rather than the activities of 

individuals who are involved with maintaining or changing the operations of on-going 

established organizations. In all of the above attempts at defining entrepreneurship the 

accumulation of and the investment in the social assets of new venture creation, expressed as 

a form of social or networking capital forged out of social relations and institutional actions, 

is at best implied or suggested as an exogenous issue.  

 

It is usually argued that social networks make an important contribution to entrepreneurship 

(Westlund and Bolton, 2003; Boari and Presutti, 2004; Doh and Zolnik, 2011). The literature 

on SC indicates that it plays an important role in a knowledge-driven economy because it 

facilitates and promotes economic actors’ acquisition of knowledge and useful information 

(Doh and Zolnik, 2011). In addition, SC promotes knowledge production and exchange in 

research, education, and commercial R&D processes (Westlund, 2006). In generating 

opportunity through forming social relations, in facilitating and promoting knowledge and 

skills acquisition, in helping to overcome information asymmetries through ties in a network 

of relationships, SC has been regarded as an important driver of entrepreneurship (Doh and 

Zolnik, 2011). 

 

A high level of SC built on a favourable reputation, relevant previous experience, and direct 

personal contact, often assists entrepreneurs in gaining access to venture capitalists, key 

competitive information sources, potential customers, and others (Liao and Welsch, 2005, 

Schoonhaven and Romanelli, 1999). This view connects SC with HC. As a result the 

availability of resources made possible by entrepreneurial networks greatly enhances business 

start-ups. New organizations are seen as socially constructed (Granovetter 1992) and 

resulting from actions of entrepreneurs who are embedded in continuing networks of personal 

relationships. The element of start-up risk may be overcome by the networking activities of 

the business founders.   

 

The SC perspective presumes that network ties provide individuals or organizations with 

access to knowledge and other useful resources (Napahiet and Ghoshal, 1998; Davidsson and 

Honig, 2003),. This may signal a reduced risk for investors. Because of the importance of 

these social networks, many individuals and organizations seeking to take advantage of 
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entrepreneurial opportunities develop social networks with other actors in the knowledge 

economy (Doh and Zolnik, 2011).  

 

The social ties allow entrepreneurs to obtain resources cheaper than they could be obtained 

on markets because of reduced transaction costs, including search and information, 

bargaining and decision costs. Such an assumption suggests a level of contiguity between SC 

and FC. Reputation and customer contacts within the networks can also help them to secure 

resources that may not be available in on markets at all. Given the fact that access to finance 

is critical for business start-ups, higher levels of SC may alleviate these problems and yield 

higher new business formation rates by preventing egoistic behaviour, changing expectations 

and reducing transactions costs (Westlund and Bolton, 2003; Liao and Welsch, 2005).  

 

In attempting to substantiate the idea of SC as the instrumental resource for the most 

effective form of identification and use of FC and HC, we argue that regions endowed with 

the three forms of capital are more likely to start-up new businesses compared to their 

counterparts. We also suggest that, first when SC interacts with HC it is easier to have access 

to necessary resources such as finance, knowledge and technology as well as the physical 

capital, all of which are considered to be necessary inputs for starting a business. In this 

framework, HC and SC are not substitutes; they reinforce each other. Together they facilitate 

access to the input resources of finance, technology and knowledge. 

 

We also argue that FC (measured by wealth or income) is positively correlated with HC since 

wealthier people have resources to invest in HC. SC interacting with HC also plays an 

important role in enabling access to financial resources (in formal and informal credit 

markets) especially when individuals are not endowed with necessary financial capital of 

their own 

 

We posit the following set of hypotheses addressing the three interlinked themes of SC, HC 

and FC discussed above:  

 

• Social Capital and Entrepreneurship:  

– Hypothesis 1: The stock of a region’s SC, together with its FC and HC, has a 

positive effect on business start-ups in that region, which in turn increases 

output; 
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• Interaction between social capital and human capital 

– Hypothesis 2: Individuals in a region with higher SC will have greater 

opportunity to leverage their HC and will therefore experience higher levels of 

business start-ups; 

 

 Interaction between social capital and financial capital  

– Hypothesis 3: Individuals in a region with higher SC will have greater 

opportunity to leverage their FC capital and will therefore experience higher 

levels of business start-ups. 

 

We test these three hypotheses using the methodology explained below. 

 

Methodology 

 

We use cross-sectional regressions to examine the relationship between FC, HC and SC and 

entrepreneurship. The data set covers 353 local authorities in England. We employ the 

Ordinary Least Squares (OLS) estimator within the context of the Classical Linear 

Regression Model while investigating the relationship between entrepreneurship and the three 

forms of capital. To test the hypothesis that the impact of FC and HC on start-ups depends on 

the level of SC, we employ two methods.  

 

Following standard OLS regression estimations we first introduce a term that interacts with 

FC and HC and SC in a conventional start-up regression. This includes in the explanatory 

variables the level of FC, HC and SC along with a conditioning set of other variables that 

provide robust and widely accepted proxies for entrepreneurship determinants. We build the 

following model using Ordinary Least Squares (OLS) estimator.   In order to answer the 

question of whether the regional level of SC is related to levels of entrepreneurship in the 

districts of England, the initial model to be estimated by OLS is as follows: 

 

     

 

  



* [] 11 

where the dependent variable is the level of entrepreneurship (E) in a region (local authority) 

proxied by various definitions of entrepreneurship. The main variable of interest is SC 

proxied by the SCI constructed using national indicators of England from Place Survey at 

local authority level. The HC of a local authority is measured by the level of formal education 

and job training in that authority. The FC variable measures the level of financial 

development in each local authority proxied by the availability of credit and depth of the 

financial services in that local authority. Xi represents the other control variables deemed to 

be determinants of the regional level of entrepreneurship capital such as regional economic 

output, population density, migration rates, business density and labour market conditions 

(unemployment rates, wages).  

Second, we use threshold regressions methods where we split the sample of regions into two 

sub-samples – one, a sub-sample of regions with high degrees of SC, and the other a sub-

sample of regions with low degrees of SC. We then test for the relationship between start-up 

rates and finance/human capital separately for these two sub-samples.   

The estimated model takes the following form: 

 

iAiAiCiAAiA SETNGCONDITIONIFCHCUPSSTART )(1    for iq
 

 

iBiBiDiBBB SETNGCONDITIONIFCHCUPSSTART )(2     for 

>iq
 

 

where qi is the threshold variable to split the sample into different groups, A and B, and µ is  

the level of SC held in order to classify regions into low and high SC groups. We denote low 

SC regions as A and high SC regions as B. The variable of SC disappears in the threshold 

regressions in order to disentangle the impact of HC and FC in an environment where high or 

low social capital endowment exists. If FC/HC has a stronger positive effect on business 

start-ups in low SC regions (sub-sample A) as compared to high SC regions (sub-sample B), 

we would  expect that βA >  βB. 

 

Brambor and Clark (2006) argue that analysts should include interaction terms whenever they 

have conditional hypotheses. A conditional hypothesis is simply one in which a relationship 

between two or more variables depends on the value of one or more other variables. In order 
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to answer the question whether SC enhances the relationship between HC/FC and 

entrepreneurship we also employ interaction variable regression methodology.  

 

We introduce a term that interacts FC with SC in a conventional regression which also 

includes the explanatory variables (HC, FC, SC) along with a conditioning set of other 

variables that provide robust and widely accepted proxies for start-ups determinants. The 

specification used is as follows: 

 

iii SETNGCONDITIONIFCSCHCSCHCUPSSTART )()*(1 4321

 

In equation 1 where the dependent variable is Business start-up rates, HC is the measure of 

the level of human capital, and HC*SC represents the interaction between the measure of 

human capital and social capital. The interaction variable is the product of the two 

explanatory variables HC and SC. The conditioning set represents a vector of variables that 

control for other factors associated with business start-ups and ε is the error term.  

 

In considering the model with the interaction variable we ignore the explanatory variables in 

Equation 1. We rewrite equation 3 as a standard regression equation with two explanatory 

variables, HC and SC. In equation 4 we introduce the interaction variable in the regression 

equation (HC*SC). 

  

 

 

  

 

In equation 5 we can rewrite this regression as 

 

  

 

Now, suppose, we have a one unit change in HC, what will be the effect E?  E will change by 

β1+β3SC units. The change in E depends on the change in HC and the value of SC. 

Movements in HC and SC are related or they are interacting in relationship to E. 
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In equation 6 FC is the measure of the level of financial development, and FC*SC represents 

the interaction between the measure of financial development and social capital in a region. 

The conditioning set represent a vector of variables that control for other factors associated 

with business start-ups and ε is the error term. 

 

iii SETNGCONDITIONIHCSCFCSCFCUPSSTART )()*(6 4321

 

Again, for the sake of simplicity we ignore the explanatory variables in Equation 6 and 

rewrite the equation as standard regression equation with two explanatory variables, financial 

and social capital. In equation 7 we introduce interaction variable in the regression equation 

(FC*SC).
 

 

  

 

In equation 8 we can rewrite this regression as 

 

  

 

When we have one unit change in FC, E will change by β1+β3SC units. The change in E 

depends on the change in FC and the value of SC. Movements in FC and SC are related or 

they are interacting in relationship to E. 

 

Data 

Our measures of the three forms of capital and entrepreneurship, as used in the empirical 

analysis, are shown in Table 1 below. This is followed by a description of the other control 

variables used in the start-up regressions and then the descriptive statistics and correlations 

for the main variables used in this study.  

 

 

 

Table 1: Models to be tested: Measures of the three forms of capital 

  Model 1 Model 2 

Dependent Variable Business Start-ups Business Start-ups 
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 intercept intercept 

Var 1 Social Capital Social Capital 

Var 2: Human Capital Human Capital 

Var 3: Financial Capital Financial Capital 

Var 1*Var 2: SC*HC   

Var 1*Var 3:   SC*FC 

Var 2*Var 3:     

Control Variables X X 

Error Term ui ui 

 

We explore the link between business start-up rates and the three forms of capital in the 

regions of England at local authority level covering 353 LADs  as shown in Error! 

Reference source not found. below). 

 

Table 2: Data points by Local Authorities 

GOR Number of LADs* Latest Data Point 

East Midlands 40 2007-2008 

Eastern 47 2007-2008 

London 33 2007-2008 

North East 23 2007-2008 

North West 43 2007-2008 

South East 67 2007-2008 

South West 45 2007-2008 

West Midlands 34 2007-2008 

Yorkshire and Humberside 21 2007-2008 

Total 353 2007-2008 

 

Measuring levels of entrepreneurship 

We measure the level of entrepreneurship by various definitions of business start-ups as our 

dependent variable. Given the lack of a consensus over measuring levels of entrepreneurial 

activity we focus on the relation between SC and entrepreneurship at an aggregate-level (the 

regional-level). Aggregate measures of entrepreneurship have been used extensively in 

previous empirical studies, including self-employment and business ownership rates, self-

i
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employment rates in skill intensive sectors, self-employed entry and exit rates, the Global 

Entrepreneurship Monitor (GEM), and the Total Entrepreneurial Activity Index (Iversen et 

al., 2008). 

 

Self-employment is the most frequently used proxy for entrepreneurship in the literature that 

addresses a number of issues, such as the level of entrepreneurship across countries (Acs et 

al., 1994; Blanchflower, 2004; OECD, 1998), the link between entrepreneurship and growth 

(Carree et al., 2002, 2007), and the relationship between taxation and entrepreneurship 

(Bruce, 2002; Bruce and Mohsin, 2006; Robson and Wren, 1999). Moreover, labour 

economists regularly equate entrepreneurship with the rate of self-employment in applied 

work (Parker, 2004). The foremost reason to use self-employment as a proxy for 

entrepreneurship is a function of practicality: all developed countries report data on self-

employment, facilitating analyses across countries and over time
1
. 

Business Births’, often referred to as ‘business entries’ or ‘business start-ups’, is expressed as 

a ratio of businesses born in a reference period to the total number of businesses or 

population. It is the most common measure of entrepreneurship. Acs and Armington (2002) 

and Bartik (1989) have used this indicator to study the US economy obtaining very promising 

results.  Therefore, our first dependent variable used in the regressions is the number of 

business start-ups in a local authority We measure total business start-ups first by the number 

of business start-ups (new VAT registrations
2
) per 1000 population in a local authority in a 

year as shown in Table 3 below: 

 

 

 

 

 

 

 

 

Table 3: Definition of dependent variables by industries 

                                                 
1 Please see for references http://www.ratio.se/media/53409/cmb_dj_ms_selfemployment.pdf 
2 The usual limitations of using VAT registration data apply, namely that they are not representative of actual 

new start-ups, but rather a proxy start-up measure of businesses which have reached a certain threshold of 

turnover. 

http://www.ratio.se/media/53409/cmb_dj_ms_selfemployment.pdf
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Variables  

logvar127v2: Number of new VAT registrations in manufacturing per 1000 inhabitants in 2007 

Log (1 

+var127) 

logvar128v2Number of new VAT registrations in construction per 1000 inhabitants in 2007 

Log (1 

+var128) 

logvar129v2: Number of new VAT registrations in wholesale,retail&repairs per 1000 inhabitant 

Log (1 

+var129) 

logvar130v2:Number of new VAT registrations in hotels and restaurants per 1000 inhabitants in 2007. 

Log (1 

+var130) 

logvar131v2:Number of new VAT registrations in transport, storage and communication per 1000 inhabitants in 2007. 

Log (1 

+var131) 

logvar132v2:Number of new VAT registrations in real estate, renting per 1000 inhabitants in 2007 

Log (1 

+var132) 

The number of business start-ups (new VAT registrations) is also expressed as a percentage 

of business stock in a local authority in a year as shown in Table 4 below. 
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Table 0: Summary Statistics (In log of variables) 

Dependent Variable: 

Start-up Rates by Industries 

Variable 

Name Obs Mean 

Std. 

Dev. Min Max 

 

Manufacturing logvar127v2 353 

.162284

2 

.094539

2 0 1.558145 

Construction logvar128v2 353 

.367518

8 

.093658

6 

.147035

4 .8109302 

Wholesale, retail&repairs logvar129v2 353 .45001 

.150921

7 

.130392

8 2.277267 

Hotels&Restaurants logvar130v2 353 

.270899

1 

.120448

4 .102234 1.89085 

Transport, Storage& 

Communication logvar131v2 353 

.138423

1 

.091778

3 0 1.417066 

Real Estate, renting logvar132v2 353 

.875224

9 

.359249

9 

.353279

4 4.61512 

Total of all Industries Logvar126 353 

1.20360

4     

.370687

3    

.482886

3    

5.03532 

 

 

Measuring Social Capital 

Numerous measures of SC at the country-level appear in the literature (Knack and Keefer, 

1997; Whiteley, 2000; Bjørnskov and Svendsen, 2003; Dakhli and de Clercq, 2004; 

Beugelsdijk and van Schaik, 2005). Narayan and Pritchett (1999) and Krishna and Uphoff 

(1999) use ‘generalized trust’ and ‘voluntary organization membership’; Brehm and Rahn 

(1997) work with ideas of ‘generalized trust’, ‘trust in government’, and ‘civic participation’; 

Rose (1999) considers  ‘network’ and ‘trust in government’; and Putnam (1993a) and 

Grootaert (1999) use ‘voluntary organization membership’ as measures of SC. As these 

authors use different data sources, it is difficult to compare one SC measure with another 

(Doh and Zolnik, 2011). To address this limitation, this study focuses on those SC measures 

that used Place Survey Data. Error! Reference source not found.summarizes the variables 

used to develop SC measures using Place Survey data.   

 

Table 5: Social Capital Index 
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 Indicators of  Social Capital 

 

 

Data Source 

NI 1 

%  who agree that their local area is a place where 

people from different backgrounds get on well together 

(NI 1) 

2008 Place 

Survey 

NI 2 

%  who feel they belong to their immediate 

neighbourhood (NI 2)  

2008 Place 

Survey 

NI 3 

%  who have been involved in decisions that affect the 

local area in the past 12 months (Civic Participation in 

the local area) (NI 3)  

2008 Place 

Survey 

NI 4 

%  who agree that they can influence decisions in their 

local area (NI 4) 

2008 Place 

Survey 

NI 5 

%  who are satisfied with their local area as a place to 

live (NI 5) 

2008 Place 

Survey 

NI 6 

%  who have given unpaid help at least once per month 

over the last 12 months (NI 6) Participation in regular 

volunteering NI 6 

2008 Place 

Survey 

NI 8 

Adult participation in 30 minutes, moderate intensity 

sport: National (England), by key demographic 

subgroups 

2008 Place 

Survey 

SCI 

Social Capital Index (Average of NI1,NI2, 

NI3,NI4,NI5,NI6,NI8 indices) 

2008 Place 

Survey 

 

 

In order to fully understand how SC relates to entrepreneurship, it is important to produce a 

measure that incorporates all three of its core constructs. Following Doh and Zolnik 2011, we 

suggest that trust (generalized and institutional), associational activities (passive and active 

membership), and civic norms are identified as the three core constructs that define social 

capital. To incorporate all of the core constructs of SC into one index, we use Place Survey 

data to create three scores; 1) trust; 2) associational activity; and 3) civic norms. Place Survey 

is the only available data set covering 353 local authorities in England. Therefore, one of the 

limitations of this research is the sufficiency of the SC variable. The trust score is the mean of 
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scores on National Indicator 1, 2 and 5.  The associational activity score is the mean of scores 

on National Indicator 3 ,4 and 8. The civic norms score is the mean of scores on norms of 

civic behaviour and we measure civic norms with National Indicator. 

 

We use the following formula to construct the SCI by Local Authority Level. We construct 

an index for each national indicator in the data set. In general, to transform a raw variable, 

say x, into a unit free index between 0 and 1 (which allows different indices to be added 

together) the following formula is used: 

)min()max(

)min(

xx

xx
X index

 

 

Where min(x) and max(x) are the lowest and highest values the variable x can attain, 

respectively. The SCI then represents the average of the following seven general indices 

(NI1, NI2, NI3, NI4, NI5, N6I& and NI8).  

Since we could not gather a direct measure of access to bank credit in local authority level, 

availability of finance or the degree of access to financial intermediaries in local authorities 

are proxied by (1) the percentage of employment in financial sector and (2) the percentage of 

financial intermediaries businesses in business stock as shown in Table 6 below:   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 6: Financial Capital/Availability of Finance 
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Variable Description Data Source and available 

dates 

Size of financial 

sector(availability of 

finance) 1 

Percentage of all employment  

who work in banking, finance 

and insurance 

Available Dates:2004-2008. 

Data Source:Office for National 

Statistics (ONS) NOMIS web 

page 

Size of financial 

sector(availability of 

finance) 2 

Percentage of working age in 

employment  who work in 

banking, finance and insurance 

Available Dates:2004-2008.Data 

Source:Office for National 

Statistics (ONS) NOMIS web 

page 

Business stock in 

Finance sector 

Percentage of financial 

intermediaries businesses in 

business stock 

Available Dates:2007. Data 

Source:Office for National 

Statistics (ONS) NOMIS web 

page 

 

For HC, we use various definitions of education at local authority level. HC models propose a 

positive association between formal and on-the-job training (education and professional 

experience) and the performance (productivity) of individual workers (Becker 1975). The 

human capital perspective can be applied to entrepreneurship since individuals’ formal 

education and labour market, managerial and entrepreneurial experience have a significant 

effect on their choice of entering and exiting entrepreneurship, as well as on their 

performance as entrepreneurs (see Parker 2004, for a review). For this study, general HC 

comprises the formal education and paid-employment experience, which may lead to skills 

that are useful across different occupations and economic settings. Specific HC entails prior 

experiences that are more relevant for an ex-entrepreneur to re-enter entrepreneurship in a 

subsequent firm. Having had previous experience in entrepreneurship and possessing senior 

management skills endow individuals with specific knowledge of business dynamics 

(knowledge about customers, suppliers, products and services), as well as business 

opportunities identification and the process of entering and running a firm (Bates 1990; 

Gimeno et al. 1997; Schoonhaven and Romanelli, 2001, Bosma et al. 2004; Ucbasaran et al. 

2008 cited in Amaral et al. 2011). In the regression estimations we proxy HC with various 

levels of educational attainments in order to investigate what type and level of education is 
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more related to the entrepreneurship. We obtain the data from Annual Population Survey for 

dates between 2005 and 2008.   

We investigate whether people in more financially developed regions can more easily start a 

business, and whether this leads to a higher rate of entry  of new firms and a higher number 

of firms overall, controlling for other factors.. The majority of empirical studies examining 

the causes of national/regional differences in the level of entrepreneurship/start-ups, show 

that the level of financial development/human capital has a positive and significant effect on 

entrepreneurship. 

 

We also review a number of spatial factors which account for regional variations of start-up 

rates to test in the empirical analysis. The control variables used in the empirical analysis 

include: 

 

1. market growth effect: GDP and income variables; 

2. the agglomeration Effect: Population Density (logofpopdensity); 

3. Job Density (logvar75v2); 

4. regional unemployment rates (var51); 

5. the structure of Business: Business Density (logvar174) 

6. international migration Rate (logvar41); 

7. Wages(logvar84); 

 

Market growth effect, commonly proxied through GDP and income variables, captures the 

local wealth effect as well as potential improvements in the local quality of life. While a high 

start-up rate can be expected to drive economic output, the inverse relationship might hold as 

well. Large economic output implies a large market size, hence a high intensity in economic 

exchange and, therefore, a high level of entrepreneurial opportunities. (Audretsch and 

Keilbach 2006: 11). The level of development output which can translate as the level of 

wealth in local authorities, is proxied by GVA per capita and the mean value of house prices. 

 

The second variable relates to the agglomeration effect. It has been argued that highly 

populated areas, such as urban areas, offer a larger pooled and highly skilled labour market 

supply, a greater provision of non-traded inputs, an easier and cheaper access to markets, a 

greater availability of complimentary services, better infrastructures, and greater volumes of 

demand (Lafuente and Vaillan, 2010). The agglomeration effect has been traditionally 
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measured through variables linked to population density, and the results provided by 

Audretsch and Fritsch (1994), Keeble and Walker (1994), Reynolds (1994) and Armington 

and Acs (2002) give support to the positive effect that agglomeration has on business creation 

rates. Based on these arguments we posit that the rate of creation of new businesses is higher 

in those regions with higher population density levels. 

 

Following Moğnik (2010)
 
we have developed one indicator called job density, which is used 

as an indirect measure of knowledge concentration. The density of employment is calculated 

as the region’s employed population as a percentage of the region’s total number of 

inhabitants. We base our expectation on the importance of geographical proximity for 

knowledge spillovers in innovativeness (Acs and Audretsch, 2005). This means that the 

transfer of knowledge requires proximity. Technological and entrepreneurial skills and 

innovation do not occur in a particular region simply because someone has the necessary 

skills and initial production resources; rather, this region has a wealth of necessary resources, 

which are developed in its local environment, and which often spillover in terms of untraded 

dependencies among firms and institutions. Various studies examine the determinants and 

extent of spatially concentrated production (Krugman 1991a, 1991b, Glaeser et al. 1992, 

Ellison & Glaeser 1997, Feldman & Audretsch 1999, Maurel & Sedillot 1999, Acs et al. 

2002, Braunerhjelm & Johansson 2003, Braunerhjelm & Borgman 2004 cited in Moğnik 

2010). We hypothesize a positive relationship between job density and the gross rate of entry. 

In this way we inter-relate knowledge and entrepreneurship: a decision to start a new business 

is a result of created and diffused knowledge. We argue that new business start-ups are 

related to entrepreneurs’ innovative skills that are the result of knowledge spillover( Moğnik 

2010). 

 

The fourth factor considered in this study is the regional unemployment rate. The relation 

between unemployment and business formation rates is complex and two interpretations 

emerge from the literature. On the one hand, increases in unemployment levels could signal a 

decrease in the regional demand, a fact that is expected to negatively affect the rate of new 

business formation as it constrains local economic activity (Storey and Johnson, 1987). On 

the other hand, it has been argued that unemployment is positively correlated to business 

creation rates because workers who are unemployed are more likely to become entrepreneurs 

as a result of the accumulation of human capital (Evans and Leighton, 1990; Storey, 1991), 

and the lack of opportunities for paid employment which pushes unemployed individuals 
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towards entrepreneurial activities.  It is important to remark that in this research the focus is 

on examining business formation in all English economic sectors, and based on the second 

line of argument above, we expect that regions with greater unemployment rates to exhibit 

higher rates of business formation. 

 

Another leading hypothesis suggests that the presence of ethnic concentrations or “enclaves” 

in the host country create opportunities for potential immigrant entrepreneurs. It is argued 

that ethnic enclaves provide its members with greater access to capital through the pooling of 

investment resources (Light, 1972), a supply of local labor (Light and Bonacich, 1988), and 

consumers with tastes for goods that ethnic entrepreneurs are better positioned to provide 

(Aldrich et  al., 1985).  However, the evidence for such an enclave effect is mixed.  As Parker 

(2004: 121-122) points out, while some studies find that the presence and size of ethnic 

enclaves positively impacts the probability of self-employment among its members (Le, 

2000; Flota and Mora, 2001; and Lofstrom, 2002), many do not make such a claim (Borjas 

and Bronars, 1989; Yuengert, 1995; Razin and Langlois, 1996; Clark and Drinkwater, 1998, 

2000, and 2002).  Borjas (1986) and Boyd (1990) find support for an enclave effect among 

some ethnic groups but not others (Schuetze, 2005).  

 

In line with van Stel and Storey (2004) we include wage levels as an explanatory variable. 

Rees and Shah (1986) assume the welfare maximising individual chooses between utility in 

self-employment compared with paid employment, for which wages are taken as the proxy. 

Increases in wage rates would be expected to lead to movements into wage employment and 

out of self-employment, consistent with a positive effect on employment change (which in 

the present study is defined to include employees only). Wage rises may also stimulate labour 

supply which could also lead to increased employment at the regional level.  However, there 

is also a possible negative (substitution) effect as a higher price of labour may lead to a lower 

demand for labour.  These opposite effects make wage rates an indeterminate variable (van 

Stel and Suddle, 2006). We expect that regional start-up ratio is lower in regions with a 

higher average wage level. Table 7 below presents the variables used in the regression 

models.  
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Table 7: Definition of Variables 

 Variable Definition Variable 

Name 

Dependent Varibles 

 Business start-up rate in 2007 

Log of Number of new VAT registrations 

per 1000 inhabitants in 2007 in all sectors 

 Var126 

Logvar126 

Dependent Varibles 

 Business start-up rate-

Average 

Log of average of business start-up rate in 

2007,2006 and 2005,  

Var134 

Dependent Varibles 

Business start-up rate in 2007 

Number of business start-ups (new VAT 

registrations) as a percentage of business 

stocks in a local authority in 2007. 

 

Var225 

 Log of Number of new VAT registrations 

per 1000 inhabitants in 2007  in 

Manufacturing. Defined as log (1+ var127) 

Logvar127v2 

Explanatory Variables 

 

  

Social Capital 

 

Social Capital Index sci 

Financial Capital/ level of 

wealth 

log of GVA per capita in 2007  logvar7 

 Log of average GVA per capita in 2007-

2005 

loggva_avera

ge 

Financial Capital/ level of 

wealth 

log of GVA per capita in 2006 Logvar8 

Access to Financial 

Intermediaries 

Percentage of employment who work in 

banking, finance and insurance, 2004-2008 

average  

 

var248 

 % of financial intermediaries in total 

business stock in 2007 

Var168 

Human Capital  
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Model1 Job related training (Percentage of all who 

received job related training in last 4 

weeks), working age-4 year averageö 

2005-2008 

Var88 

Model 2 % with degree or equivalent and above - 

working age 4 year average, 2005-2008 

Var91 

Model 3 % with higher education below degree 

level - working age 4 year average, 2005-

2008 

Var94 

Model 4 % with GCE A level or equivalent - 

working age 4 year average, 2005-2008 

Var97 

Model 5 % with GCSE grades A-C or equivalent - 

working age 4 year average, 2005-2008 

Var100 

Model 6 % with other qualifications - working age 4 

year average, 2005-2008 

Var103 

 

When we employ threshold regression estimation we split the full data set in to two sub-

samples. Descriptive statistics of those sub-samples are presented in A1 and the correlation 

between the key variables are shown in Table 9 below: 

 

 

Table 8: Data Samples 

Estimated Samples Obs         Mean Std. Dev.        Min      Max 

Full Data Set 353 .4298435     .0358399    .3226897    .5106897 

High SC 

(sci>=.4298435). 

179 .4589706     .0198397    .4299754    .5106897 

Low SC 

(sci<.4298435). 

174 .3998793     .0206811    .3226897    .4295468 

 

 

 

 

 



* [] 26 

Table 9: Correlation between Key Variables 

   

logv~

126 sci 

logva

r7 

log~7

5v2 

logvar

41 

Var5

1 

logvar

84 

var2

48 

var6

9 var88 

log

ofp

~y 

Business Start-up 

rate in 2007 logvar126 1           

Social Capital 

Index sci 0.3873 1          

 log of GVA per 

capita,2007 logvar7 0.7369 

0.073

7 1         

Job density, 2007 

logvar75v

2 0.6742 

0.172

4 

0.86

99 1        

 International 

Migration 

Rate,2007-2008 logvar41 0.4348 

0.055

8 

0.51

68 0.2486 1       

 Unemployment 

Rate,16+,2007 var51 

-

0.2839 

-

0.477

1 

-

0.09

23 

-

0.1688 

0.041

3 1      

log of weekly 

pay,5 year 

average logvar84 0.1256 

0.045

6 

0.02

22 

-

0.0485 

0.064

6 

0.02

32 1     

  % of 

employment in 

financial sector var248 0.7666 

0.135

5 

0.66

58 0.4521 

0.619

0 

-

0.12

01 

0.150

3 1    

 % with NVQ4+- 

working age in 

2007 var69 0.7139 

0.514

3 

0.53

01 0.4039 

0.492

3 

-

0.27

00 

0.216

4 

0.67

97 1   

Education (Job 

Training, 4 year 

average) var88 0.1926 

0.178

2 

0.23

72 0.3506 

-

0.000

4 

-

0.29

99 

0.097

4 

0.09

52 

0.30

20 1  

  Log of 

population 

density 

logofpop

de~y 0.0473 

-

0.585

7 

0.32

18 0.0791 

0.407

0 

0.40

23 

0.088

4 

0.41

87 

0.07

60 

-

0.088

6 1 
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Results 

How do the three forms of capital impact on start-ups in different industries? 

First we estimate the impact of the three forms of capital on business start-ups in selected 

industries. We present the result with log of total number of new VAT registrations per 1000 

inhabitants in all industries in 2007 as our dependent variable as shown in A2 above. 

 

When the dependent variable is the log of business start-ups rate in all industries, the results 

clearly indicate that SC and FC are positive and statistically significant implying that they 

have positive impact on total business start-ups rate. However, the impact of HC on business 

start-ups depends on the definition of HC variable.  Only Models 1, 3 and 4 produce positive 

and statistically significant HC coefficients, when HC is defined as percentage of people with 

degree and above.  

 

OLS estimates with start-ups in six different industries produce mixed results. Hence we 

estimate six models with six dependent variables.  In other words, for each proxy of 

dependent variable we produce 6 different models, full details of which are available in 

Appendix 2 (Tables A to F). In four models we proxy financial capital with % of employment 

in financial sector and in the remaining two models we use % of financial intermediaries in 

business stock, 2007 as the finance variable. As for HC we use six different proxies for 

human capital. 

 

Our first dependent variable is defined as log of new business start-ups per thousand 

populations in a local authority in 2007.  

 

The Impact of Social Capital on start-ups by Industries 

In examining the impact of SC on start-ups summary results clearly indicate that the 

relationship between SC and business start-ups differs by industries. Particularly in 

manufacturing, hotels and real estate industries we find a positive and statistically significant 

relationship between SC and start-up rates. Only in model 5 where FC is defined as % of 

financial intermediaries in business stock, the coefficient of SC is positive but not significant. 

In transportation all estimations produce negative and statistically significant relationship 

between the two.  On the other hand, in the Construction and Wholesale industries regression 

estimations produce rather mixed results. The relationship between start-up rates and SC is 
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not significant in the construction and wholesale industries regardless of the sign of the 

coefficients.  

 

The Impact of Financial Capital on start-ups by Industries 

In manufacturing, wholesale, and real estate industries all models estimation reveal positive 

and significant relationship between FC and start-up rates regardless of the definition of FC 

and HC.  In construction and transportation industries, models 1 to 4 produce positive and 

significant results. In models 5 and 6 where FC is defined as a percentage of financial 

intermediaries in business stock, the relationship is not statistically significant even though 

the signs of the coefficients are positive.  As for hotel industries we do not find any 

significant relationship between the two variables. 

 

The Impact of Human Capital on start-ups by Industries 

As for the impact of HC on start-up rates in different industries the results are mixed as 

expected. In wholesale and hotel industries we find a positive relationship between HC and 

business start-up rates but the level of significance of the relationship depends on the 

definition of the HC variable. When HC is defined as a percentage of the population with 

NVQ4+ working age, 2007, or a percentage with a degree and above, we find a significant 

relationship between the two. However, when the HC variable is defined as job related 

training we do not find a significant relationship although the sign of the coefficient is a 

positive one. 

 

In manufacturing industry HC defined as “% with NVQ4+ working age 2007” has positive 

and significant impact on start-up rates. Similarly, the variable of HC defined as “% with 

degree and above, average” has a positive and significant impact on start-up rates. Only in 

two models does our HC variable have a negative sign when HC is expressed as job related 

training (model 2 and model 6). In construction and transportation industries the results 

present a clear picture that there is no meaningful relationship between HC and start-up rates.  

 

The full regression results are presented in the appendices (Appendix 1: A1-9). 

What is the impact of HC/FC on start-ups where high/low social capital prevails? 

So far we have investigated the relationship between the three forms of capital and business 

start-ups using standard OLS regression estimations. Regarding causality and endogeneity 

this methodology has certain drawbacks. We, therefore, investigate whether the level of SC in 
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a region enhances the relationship between FC/HC and entrepreneurship, and if so to what 

extent. In order to capture this relationship we employ threshold regression methodology 

where we split the sample of regions into two sub-samples – one, a sub-sample of regions 

with high degrees of SC, and the other a sub-sample of regions with low degrees of SC. We 

then test for the relationship between start-up rates and FC/HC separately for these two sub-

samples.   

 

The first sample consists of variables where SCI is above its mean (keep if sci>=.4298435). 

In the second sub-sample, we take the regions where SCI is smaller than .4298435. We 

estimate the models using OLS regressions estimator for the three versions of the data: (1) 

High SCl, (2) Low SC and (3) the full Data set. 

 

For each data set we run 5 estimations. In all models, the dependent variable is the log of 

business start-ups rates in all sectors in a local authority.  HC is measured by five different 

indicators. The regions’s FC is measured by the percentage of employment in the financial 

sector. Most of the studies indicate that the size of financial sector can affect business start-

ups. The reason for this could be that in high entrepreneurial regions not only is the size of 

financial sector normally larger than in low or in middle entrepreneurial regions, but so also 

is the efficiency of the sector. In this case, the size of the financial sector is correlated with its 

efficiency and both are correlated with the level of entrepreneurship. 

 

The estimation results are presented in Appendix 3 (Tables A to E). 

 

The model where the HC variable is measured by “job related training” the relationship 

between HC and start-up rates negative but not significant at 5% significance level. In Model 

2, where we measure HC as a percentage of people with NVQ at working age in 2007, we 

find that HC has a positive impact on business start-up rates and the relationship is 

statistically significant. The impact of HC on start-up rates is higher in the sub-sample where 

high SC prevails. In the remaining three models we obtain similar results and conclude that 

impact of HC on start-up rates is higher in regions with high level of SC, yielding a positive 

test result for Hypothesis 2.  

 

 In all models, the finance variable is defined as the percentage of employment in the financial 

sector and we find that in all estimations the coefficient of finance variable is statistically 
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significant. The magnitude of the finance variable is greater in sub-samples where higher SC 

prevails compared to those with a lower SC level. From the estimation results it is clear that a 

region’s financial sector has a positive and significant impact on regional start-up rates and 

this impact is greater in societies where high SC prevails, thus generating a positive test 

outcome for Hypothesis 3.  

 

Regressions with the Interaction variable:  the interplay of the three forms of capital 

 

Interaction between Human Capital and Social Capital 

 

In this section we introduce a term that interacts HC with SC in a conventional regression 

which includes the level of FC, HC and SC along with a conditioning set of other variables 

that provide robust and widely accepted proxies for start-ups determinants In order to 

understand whether the impact of HC on business start-ups depends on the level of SC in a 

local authority we test the  models using following regression equation: 

 

BS = b0 + b1 HC + b2 SC + b3 HC*SC+λZ 

 

Z represents the set of control variables in the models. HC*SC is the interaction term. 

Interaction terms are included because there is a strong argument to convince us that there is 

something about these two variables that might cause them to have a relationship with each 

other as well as with the outcome.  

 

We put the interaction term (HC*SC) in the equation with the original variables as well; if the 

interaction term is significant we keep it in; if not, we drop it and rerun the regression 

equation without it. The intent of an interaction effect is to explain the variance that cannot be 

explained with main effects alone, in situations where the dependent variable varies 

differently at different combinations of the main effects.  Still, it is not possible to remove the 

main effects from such a model, because doing so would prevent one from understanding the 

additive effect of the interaction over and above the individual main effects. Therefore, we 

also keep the variables HC and SC in the regression equations following Brambor and Clark 

(2006). As suggested by Brambor and Clark (2006) we do not interpret the constitutive 

elements of interaction terms as unconditional or average effects. The main interest is to 

capture the interaction effect. 
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We report only the results where we are able to show the significant relationship between the 

interaction variable and the dependent variable. If the coefficient for the interaction variable 

is not statistically significant, then the data will not have demonstrated the change in response 

with one predictor, depending on the value of the other predictor. In these cases, the models 

are run without interaction terms as it is already done in previous sections. 

  

We note that HC will have a significant reductive effect on business start-ups when there is 

no SC (β1 is negative). This outcome is substantively meaningless since there are no cases in 

which there is no social capital. We know from the fact that the coefficient on HC*SC is 

positive that this reductive effect declines as the level of social capital increases. 

 

A regression with interaction terms can be a bit tricky to interpret.  The coefficient of -1,571 

represents the effect of HC (var91) when the SCl Index variable=0.  To appreciate this 

interpretation, we construct the regression equation assuming SCI to be zero and also ignore a 

set of control variables for simplicity. 

 

Start-ups Rate in Manufacturing  

= 1,8839-1,5712HC 

 

Similarly, the coefficient of -0,36279 represents the effect of a 1 unit (100 percentage point) 

increase in social capital index when HC=0. 

 

Start-ups Rate in Manufacturing  

= -1,8839-0,362SC 

 

We refrain from interpreting the constitutive elements of interaction terms (HC and SC) as 

unconditional or average effects—they are not. The coefficient on HC only captures the 

effect of HC on BS when SC is zero. Similarly, it should be obvious that the coefficient on 

SC only captures the effect of SC on BS when HC is zero. Our expectations are that β1<0 and 

β1+ β3>0. This necessitates 13 > .  In the estimated equation β1=-1,5712 and β3=3,7947  

meeting the above conditions. 
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The coefficient of 3.7947 (β3) for the interaction term represents the extent  to which a one 

unit change in one of the independent variables ( HC or SC) changes the effect of the other 

variable. For example, suppose a local authority experiences a 10 percentage point increase in 

human capital: 

 

The regression equation is business start-up = 1,8839 -1,5712 (0,10) – 0,36279SC + 3,7947 

(0,10 *SC) 

BS= 1,72678 + 0,016685SC 

 

The equation above shows that the impact of a 10% change in HC on business start-ups 

depends on the level of SC in that local authority.   In other words the effects of HC hinges 

on the level of SC implying that SC has a positive impact on the relationship between HC and 

business start-ups in a local authority.  

 

 

 

 

 

 

 

 

 

 

 

Table 10 below shows that a 10% increase in HC increases business start-ups by -0,0347 in a 

local authority with a low  level of SC (SC=0.323) while in a local authority where high SC 

prevails  (SC=0,511) this effect is much higher (0,0367). In the following table interaction 

effect is (β1+ β3SC)HC, where β1 is the coefficient of HC while β3 is the coefficient of the 

interaction term. When HC in a local authority is increased by 10%, the impact of this change 

on business start-ups depends on the level of SC in that local authority, as shown in Table 10 

below. In those local authorities with SC less than mean value the impact on business start-

ups is negative. However, in local authorities with greater SC the impact of HC capital on 

business start-ups become positive and greater in accordance with the increasing level of SC. 

 



* [] 33 

 

 

 

 

 

 

 

 

 

 

 

Table 10: The impact of 10% change in HC on business start-ups depends on the level 

of social capital 

Constant HC SC HC*SC Change in HC 

1,8839 -1,5712 -0,36279 3,79475 0,1 

  SCI Variable 

Interaction Effect  

(The impact of 10% change in HC on 

business start-ups) (B1+B3SC)*HC 

  (-0,1571+0,3794SC) 

Min 0,323 -0,0347 

  0,339 -0,0285 

  0,356 -0,0221 

  0,374 -0,0154 

  0,392 -0,0083 

  0,412 -0,0008 

Mean 0,430 0,0060 

  0,432 0,0070 

  0,454 0,0152 

  0,477 0,0238 

  0,501 0,0328 

Max 0,511 0,0367 

  0,75 0,1275 
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Interaction between Financial Capital and Social Capital 

 

Table 11 below presents the regression estimations where the dependent variable is start-up 

rates in all sectors (total start-up rate) and the interaction variable which is a product of FC 

and SC, included in the model.   

 

Table 11: Start-Up Rates in All Sectors 

 

Regression with robust standard errors                 Number of obs =     352 

                                                       F(  9,   342) =  215.99 

                                                       Prob > F      =  0.0000 

                                                       R-squared     =  0.7932 

                                                       Root MSE      =  .17227 

 logvar126 Coef Robust Std. 

Err.       

t P>|t|      

Social Capital Index sci 3.062259    .7336719      4.17    0.000               

FC Var248 6.937606    2.056445      3.37    0.001      

Interaction Term (FC*SC) Var248_sci -9.393952    4.571782     -

2.05    

0.041      

HC Var69 .6590518    .2126465      3.10    0.002      

Log of GVA per capita, 

2008 

Logvar7   

.0819845    

.0601416      1.36    0.174     

Job Density, 2007 logvar75v2 .5621619    .0919721      6.11    0.000      

Migration logvar41 -.0338192    .0208223     -

1.62    

0.105     

Unemployment Rate, 

2007 

var51 -.7483106    .5048016        -

1.48 

0.139 

Wages logvar84 .1813618    .4694796      0.39    0.700     

 _cons -2.895865    2.926456        - 0.323               

  0,9 0,1844 
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0.99 

      
 

 

While both coefficients of FC and HC are positive and significant, the coefficient of 

interaction term is statistically significant but negative. Great care must be exercised when 

interpreting the coefficients of individual variables in the presence of interactions. The 

coefficient of FC is 6,937. If there were no interaction term, this would be interpreted as 

saying that among those sectors with a given SC, those with greater FC are expected to have 

greater business start-up levels! However, once the interaction is taken into account, the 

coefficient for FC is, in fact, (6,937-9,394 SC) FC, which is negative provided total SC is 

greater than 0,74. Since the maximum level of SCI in our data set is 0.51 it is not possible 

that this effect would be negative. 

 

 

The coefficient of 6,938 represents the effect of FC (var248) when the SCI variable is zero.  

This is the main effect of FC when SC equals to zero. To appreciate this interpretation, we 

write the regression equation assuming SCI to be zero and we also ignore a set of control 

variables for the sake of simplicity. 

 

  

 

=    (Conditional effects) 

 

Similarly, the coefficient of 3,062 represents the effect of a 1 unit (100 percentage point) 

increase in the SCI when FC=0. 

 

 

 

= -2,896+3,062SC   (c0nditional effects) 

The coefficient of 9,394 for the interaction term represents the extent to which a one unit 

change in one of the independent variables ( FC or SC) changes the effect of the other 

variable. For example, suppose a local authority experiences a 10 percentage point increase in 

FC the availability of FC: 
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the regression equation is business start-up = -2,896 +6,938 (0,10) – 3,062SC -9,394 (0,10 

*SC) 

 

BS= -2,20 + 2,1229SC (interaction effect of FC) 

In sum when interpreting the impact of the FC or SC variable on business start-ups checking 

the coefficient of either variable is not complete without taking into consideration the impact 

of the interaction term. When we ignore the interaction term, a 10% increase in FC pushes the 

business start-ups upward by “-2,20 + 3,062SC”. However, when we include the interaction 

term in the interpretation we find that a 10 % increase in FC increases business start-ups by “-

2,20 + 2,1229SC”. 

 

Since we were expecting that β1<0 and β1+ β3>0 this necessitates that  13 >
. In the 

estimated equation β1 is 6.9376 and β3 is -9.3939, and the signs of the coefficients do not 

meet the above conditions. When we consider the interaction effect alone  

 

 

 

 

 

 

 

 

 

 

 

Table 10 shows that a 10% increase in financial capital improves business start-ups by 

0.3906 in a local authority with a level low  level of SC (SC=0.323) while in a local authority 

where high SC prevails  (SC=0,511) this effect  becomes smaller (0,2140). This is because of 

the sign of interaction term. We would expect this sign to be positive since our hypothesis is 

that the interaction between FC and SC on business start-ups will be positive. However, the 

regression estimations produce rather different results.  
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Table 10: The Impact of a 10% change in FC on business start-ups depending on the 

level of SC 
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 Coefficients 

Business Start-ups Constant FC SC FC*SC 

 BS= -2,89587 6,937606 3,062259 -9,393952 

 

SCI 

Interaction Effect  

(The impact of 10% change in FC on 

business start-ups) (B1+B3SC)*FC 

   (0,6937-0,9394SC) 

Min 0,323 0,3906 

  0,339 0,3755 

  0,356 0,3596 

  0,374 0,3428 

  0,392 0,3253 

  0,412 0,3069 

Mean 0,430 0,2900 

  0,432 0,2875 

  0,454 0,2672 

  0,477 0,2459 

  0,501 0,2235 

Max 0,511 0,2140 

  0,75 -0,0108 

  0,85 -0,1047 

  0,95 -0,1987 

 

Concluding Observations and some implications for Policy   

This paper contributes to the literature on the empirics of entrepreneurship by bringing 

together two critical strands of the determinants of business start-ups and . The first set of 

studies posits a positive relationship between FC as measured by  the size of financial 

intermediary in a region  and entrepreneurship. In particular, the level of financial services is 

critical in pooling large sums of funds, and hedging the risk in high-return but risky projects 

thereby stimulating investment and achieving higher rates of business start-ups. 

The second strand argues, in contrast to the traditional view that inequality is growth 

enhancing, that more unequal societies may observe lower rates of per capita income growth 
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if unequal distribution of initial income or assets adversely affects the poor’s ability to invest 

in physical and human capital, thereby thwarting the possibilities of many entrepreneurs to 

realise their full potential. 

 

A third strand argues that SC is positively correlated with levels of education. Higher levels 

of education would generally result in denser networks in which SC forms and higher SC 

would also lead to better education opportunities. This dynamic relationship has not been 

incorporated in previous research analyzing the effect of SC on entrepreneurship. In other 

words, we explain the role of SC and its interaction with HC and FC in a regional context, 

relying on the insights of the spatial approach together with the other regional factors making 

up the regional framework conditions for entrepreneurship. We argue that regions with higher 

levels of SC may facilitate a structure in which it is easier to have access to resources such as 

knowledge, finance and technology to further foster business start-ups and boost innovative 

activities, hence economic growth. 

Together with HC and FC, SC constitutes a set of resources that trigger and drive the 

entrepreneurial process. The network success hypothesis articulates SC as a driver of 

entrepreneurial success, while the compensation hypothesis states that SC compensates 

entrepreneurs for lack of HC or FC. In this study the compensation hypothesis is tested by 

hypothesising moderating effects of HC on the association between SC and entrepreneurial 

activity. 

Our empirical findings indicate that SC is central to entrepreneurship implying that the higher 

level of this form of capital leads to higher start-up rates  in  England at local authority level. 

Our findings also imply that  that HC exerts a positive influence on entrepreneurship but that 

this influence is smaller in magnitude in less educated societies, suggesting that a blanket 

focus on HC in policy terms may not generate effective entrepreneurial outcomes in a region. 

 

Much of the previous literature on the entrepreneurship has emphasised the importance of 

strengthening financial systems as a precursor to business start-ups. One important policy 

implication of this literature is that governments should attempt to increase the availability of 

credit to households and firms to promote entrepreneurial activity. However, our results 

suggest that such a policy may not be sufficient without considering the differential impact of 

SC. 

 



* [] 40 

As a final measure, policy makers are encouraged to invest in SC, in the form of networks 

among individuals, as well as between individuals and organizations. These networks provide 

channels of interaction facilitating access to HC and FC, as they are critical for start-ups to 

occur. Obtaining an effective nexus of SC for harnessing different types of HC and FC 

appropriate to various regions could help to address social issues of inequality from a pro-

active perspective based on opportunity identification and new venture creation.     

 

___________________________________________________________________________

_______ 
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Appendices 

Appendix 1 

A1: Data with High Social Capital (if sci>=0.4298435) 

  Variable | Obs Mean Std. Dev. Min Max 

%  of Knowledge Based Businesses in 2008 var2 179 .2150455 .0738526 .087747 .629 

Business Start-up rate in 2007 Logar126 179 1.321226 .4173615 .2367778 5.035328 

log of GVA per capita,2007 logvar7 179 9.813587 .5190977 9.171183 14.89574 

Job density, 2007 logvar75v2 179 .6224871 .2805923 .3784364 4.072781 

International Migration Rate,2007-2008 logvar41 178 2.246996 .7299201 .4155154 4.182313 

Unemployment Rate,16+,2007 var51 179 .0419274 .0183826 0 .124 

log of weekly pay,5 year average logvar84 179 6.134926 .0204804 6.063909 6.20382 

% of employment in financial sector var248 179 .1666623 .0725939 .042 .5898 

% with NVQ4+- working age in 2007 var69 179 .3169497 .0886103 .113 .754 

Education (Job Training, 4 year average) var88 179 .1114441 .0197262 .06125 .243 

% with degree or equivalent and above, 2007 Var89 179 .2254525 .0956885 .074 .754 

% with degree or equivalent and above, average Var91 179 .2192751 .0889005 .08675 .70675 

% with higher education below degree level,2007 var92 179 .0940615 .0279106 0 .176 

% with higher education below degree level-average var94 179 .0907765 .0204577 0 .14125 

Log of population density logofpopde~y 179 1.46896 .9786796 .2070142 4.882954 

 

A1: Data with Low Social Capital (if sci<0.4298435) 

  Variable  Obs Mean Std. Dev. Min Max 

 %  of Knowledge Based Businesses in 2008 var2 174 .1911363 .0539176 .115 .349 

Business Start-up rate in 2007 Logvar126 174 1.077045     .2730265    .5246462    1.983532 

  log of GVA per capita,2007 logvar7 174 9.781748 .3280829 8.963996 11.02512 

 Job density, 2007 logvar75v2 174 .5757865 .1030921 .3506569 .9001614 

 International Migration Rate,2007-2008 logvar41 174 2.206958 .8312935 .5276328 3.912023 

 Unemployment Rate,16+,2007 var51 174 .0586264 .0218374 .017 .116 

log of weekly pay,5 year average 
logvar84 174 6.132021 .0234992 6.056694 6.170387 

   % of employment in financial sector var248 174 .149154 .0507167 .0608 .3262 

 % with NVQ4+- working age in 2007 var69 174 .2439195 .0720541 .118 .483 

Education (Job Training, 4 year average) 
var88 174 .1054828 .0179926 .06475 .1665 

% with degree or equivalent and above, 2007 Var89 174 .1677586     .0720468         .06        .414 

% with degree or equivalent and above, average  Var91 174 

.1632342     

 .0671075       .0485        .404 

 % with higher education below degree level var92 174 .0787414 .0206906 .039 .152 

 % with higher education below degree level-average var94 174 .0773218 .015309 .038 .1215 

Log of population density logofpopde~y 174 2.643388 .9777068 .2546422 4.781641 
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 A2: Regression results with robust standard errors (Dependent variable is log of business start-

ups rate  in all industries) 
 

  (1) (2) (3) (4) (5) 

 VARIABLES Log of business start-up rate (logvar126) 

 

       

Social Capital Index sci 1.741*** 2.403*** 1.902*** 1.832*** 2.329*** 

  (0.390) (0.285) (0.350) (0.367) (0.328) 

log of GVA per capita,2006 

 

logvar8 0.0975 0.120* 0.0929 0.0838 0.135** 

  (0.0622) (0.0614) (0.0618) (0.0631) (0.0609) 

Job density, 2007 logvar75v2 0.493*** 0.520*** 0.488*** 0.504*** 0.468*** 

  (0.0816) (0.0905) (0.0812) (0.0812) (0.0852) 

International Migration Rate,2007-2008 logvar41 -0.0280 -0.0207 -0.0304 -0.0322 -0.0196 

  (0.0205) (0.0208) (0.0209) (0.0205) (0.0212) 

Unemployment Rate,16+,2007 var51 -0.838 -1.123** -0.969* -0.944* -0.779 

  (0.510) (0.513) (0.514) (0.515) (0.510) 

log of weekly pay,5 year average logvar84 0.419 0.844* 0.499 0.469 0.652 

  (0.442) (0.441) (0.443) (0.441) (0.441) 

% of employment in financial sector var248 2.774*** 3.112*** 2.759*** 2.663*** 3.152*** 

  (0.281) (0.235) (0.293) (0.335) (0.241) 

%  with NVQ4+ working age 2007 var69 0.616***     

  (0.213)     

Job related training-average var88  -1.166**    

   (0.565)    

% with degree  and above, 2007 var89   0.589***   

    (0.213)   

% with degree  and above, average var91    0.726***  

     (0.266)  

% with higher education below degree level, 2007 var92     0.387 

      (0.528) 

 Constant -3.874 -6.752** -4.312 -4.023 -5.850** 

  (2.816) (2.741) (2.796) (2.796) (2.762) 

       

 Observations 352 352 352 352 352 

 R-squared 0.791 0.787 0.790 0.790 0.785 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

A3: Regression results by industries with robust standart errors 

   (1) (2) (3) (4) (5) (6) 

 VARIABLES  Manufacturing Construction Wholesale Hotels Transport R.Estate 

         

 Social Capital Index sci 0.143 0.0308 -0.0702 0.491*** -

0.539*** 

0.779** 

   (0.117) (0.183) (0.212) (0.149) (0.126) (0.305) 

 log of GVA per capita,2006 

 

logvar8 -0.0898*** -0.147*** -0.124*** -

0.150*** 

-

0.0626** 

0.204*** 

   (0.0247) (0.0306) (0.0347) (0.0278) (0.0242) (0.0510) 

 Job density, 2007 logvar75v2 0.447*** 0.227*** 0.598*** 0.675*** 0.398*** 0.269*** 

   (0.0516) (0.0497) (0.0475) (0.0363) (0.0570) (0.0910) 

 International Migration Rate,2007-

2008 

logvar41 -0.0172*** -0.0152* 0.0104 0.000850 -

0.0141** 

-

0.0376*** 

   (0.00617) (0.00910) (0.0103) (0.00739) (0.00578) (0.0144) 

 Unemployment Rate,16+,2007 var51 0.377** -1.104*** 0.195 0.681*** -

0.534*** 

-0.622 

   (0.183) (0.251) (0.304) (0.198) (0.193) (0.389) 

 log of weekly pay,5 year average logvar84 -0.316** -0.237 0.352 0.315 -0.258* 0.549* 

   (0.157) (0.200) (0.242) (0.194) (0.149) (0.316) 

 % of employment in financial sector var248 0.303*** 0.955*** 0.485*** -0.0489 0.342*** 2.921*** 

   (0.0869) (0.130) (0.172) (0.0866) (0.0853) (0.233) 

 %  with NVQ4+ working age 2007 var69 0.183*** -0.230** 0.264** 0.132* -0.0902 0.696*** 

   (0.0664) (0.0900) (0.129) (0.0694) (0.0622) (0.162) 

  Constant 2.568*** 3.111** -1.011 -0.873 2.354** -5.523*** 
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   (0.983) (1.244) (1.540) (1.256) (0.924) (1.980) 

         

  Observations 352 352 352 352 352 352 

  R-squared 0.677 0.268 0.550 0.675 0.575 0.856 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

 

 

A4: Regression results by industries with robust standard errors 

 
  (1) (2) (3) (4) (5) (6) 

 VARIABLES Manufacturing Construction Wholesale Hotels Transport R.Estate 

        

Social Capital Index sci 0.342*** -0.223 0.207 0.636*** -0.641*** 1.541*** 

  (0.106) (0.142) (0.170) (0.116) (0.104) (0.241) 

log of GVA per capita,2006 

 

logvar8 -0.0810*** -0.162*** -0.121*** -0.142*** -0.0715*** 0.244*** 

  (0.0256) (0.0304) (0.0356) (0.0279) (0.0239) (0.0528) 

Job density, 2007 logvar75v2 0.445*** 0.249*** 0.639*** 0.664*** 0.422*** 0.226** 

  (0.0550) (0.0486) (0.0561) (0.0392) (0.0582) (0.0977) 

International Migration Rate,2007-2008 logvar41 -0.0152** -0.0175* 0.0139 0.00221 -0.0148** -0.0303** 

  (0.00611) (0.00910) (0.0101) (0.00729) (0.00572) (0.0148) 

Unemployment Rate,16+,2007 var51 0.343* -1.148*** -0.0659 0.696*** -0.622*** -0.601 

  (0.191) (0.266) (0.297) (0.203) (0.204) (0.413) 

log of weekly pay,5 year average logvar84 -0.218 -0.313 0.610** 0.364* -0.249* 0.841** 

  (0.158) (0.201) (0.242) (0.188) (0.146) (0.326) 

% of employment in financial sector var248 0.408*** 0.816*** 0.618*** 0.0296 0.282*** 3.331*** 

  (0.0737) (0.113) (0.135) (0.0868) (0.0781) (0.203) 

Job related training-average var88 -0.121 -0.240 -1.121*** 0.0904 -0.414** 0.221 

  (0.180) (0.247) (0.317) (0.252) (0.195) (0.498) 

 Constant 1.838* 3.810*** -2.590* -1.299 2.449*** -7.913*** 

  (0.970) (1.243) (1.508) (1.196) (0.884) (1.994) 

        

 Observations 352 352 352 352 352 352 

 R-squared 0.668 0.255 0.558 0.673 0.578 0.847 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
 

 

A5: Regression results by industries with robust standard errors 

 
  (1) (2) (3) (4) (5) (6) 

 VARIABLES Manufacturing Construction Wholesale Hotels Transport R.Estate 

        

Social Capital Index sci 0.250** 0.118 0.00820 0.458*** -0.625*** 0.825*** 

  (0.117) (0.167) (0.210) (0.147) (0.130) (0.284) 

log of GVA per capita,2006 

 

logvar8 -0.0874*** -0.132*** -0.127*** -

0.158*** 

-

0.0665*** 

0.184*** 

  (0.0251) (0.0308) (0.0353) (0.0285) (0.0243) (0.0523) 

Job density, 2007 logvar75v2 0.445*** 0.215*** 0.600*** 0.681*** 0.401*** 0.285*** 

  (0.0523) (0.0512) (0.0473) (0.0358) (0.0564) (0.0892) 

International Migration Rate,2007-

2008 

logvar41 -0.0170*** -0.0114 0.00933 -0.00103 -0.0148** -

0.0434*** 

  (0.00626) (0.00910) (0.0101) (0.00748) (0.00581) (0.0144) 

Unemployment Rate,16+,2007 var51 0.357* -1.048*** 0.155 0.651*** -0.528*** -0.749* 

  (0.183) (0.252) (0.307) (0.198) (0.197) (0.390) 

log of weekly pay,5 year average logvar84 -0.269* -0.207 0.389 0.304 -0.294* 0.582* 

  (0.156) (0.193) (0.241) (0.191) (0.151) (0.314) 

% of employment in financial sector var248 0.335*** 1.094*** 0.469** -0.115 0.299*** 2.750*** 

  (0.0976) (0.132) (0.199) (0.0994) (0.101) (0.260) 

% with degree  and above, average var91 0.116 -0.422*** 0.262 0.221** -0.0150 0.891*** 

  (0.0865) (0.104) (0.166) (0.0912) (0.0885) (0.190) 

 Constant 2.238** 2.735** -1.215 -0.717 2.636*** -5.486*** 

  (0.976) (1.200) (1.541) (1.241) (0.946) (1.964) 

        

 Observations 352 352 352 352 352 352 

 R-squared 0.670 0.285 0.547 0.678 0.572 0.856 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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A6: Regression results by industries with robust standard errors 

 
  (1) (2) (3) (4) (5) (6) 

 VARIABLES Manufacturing Construction Wholesale Hotels Transport R.Estate 

        

Social Capital Index sci 0.242** 0.0186 0.00240 0.453*** -0.579*** 0.979*** 

  (0.113) (0.163) (0.200) (0.141) (0.120) (0.282) 

log of GVA per capita,2006 

 

logvar8 -0.0874*** -0.142*** -0.126*** -

0.157*** 

-

0.0632*** 

0.200*** 

  (0.0248) (0.0305) (0.0350) (0.0277) (0.0240) (0.0517) 

Job density, 2007 logvar75v2 0.443*** 0.227*** 0.596*** 0.677*** 0.399*** 0.262*** 

  (0.0523) (0.0497) (0.0475) (0.0357) (0.0565) (0.0919) 

International Migration Rate,2007-

2008 

logvar41 -0.0170*** -0.0134 0.00942 -

0.000959 

-0.0140** -

0.0401*** 

  (0.00631) (0.00906) (0.0104) (0.00745) (0.00583) (0.0147) 

Unemployment Rate,16+,2007 var51 0.349* -1.046*** 0.139 0.638*** -0.518*** -0.766* 

  (0.182) (0.254) (0.308) (0.196) (0.196) (0.392) 

log of weekly pay,5 year average logvar84 -0.272* -0.248 0.387 0.303 -0.276* 0.646** 

  (0.157) (0.195) (0.240) (0.190) (0.149) (0.319) 

% of employment in financial sector var248 0.336*** 0.996*** 0.481*** -0.105 0.332*** 2.917*** 

  (0.0897) (0.128) (0.178) (0.0909) (0.0892) (0.236) 

% with degree  and above, 2007 var89 0.117* -0.275*** 0.248* 0.209*** -0.0670 0.644*** 

  (0.0696) (0.0837) (0.138) (0.0714) (0.0682) (0.161) 

 Constant 2.260** 3.107** -1.211 -0.714 2.476*** -6.080*** 

  (0.982) (1.205) (1.528) (1.230) (0.921) (1.988) 

        

 Observations 352 352 352 352 352 352 

 R-squared 0.671 0.273 0.549 0.679 0.573 0.854 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
 

 

 

 

 

A0: Regression results by industries with robust standard errors 

 

  (1) (2) (3) (4) (5) (6) 

 VARIABLES Manufacturing Construction Wholesale Hotels Transport R.Estate 

        

Social Capital 

Index 

sci 0.155 -0.139 -0.0886 0.449*** -0.584*** 0.458 

  (0.119) (0.192) (0.217) (0.145) (0.129) (0.376) 

log of GVA per 

capita,2006 

 

logvar8 -0.0643*** -0.0740** -0.0845** -0.156*** -0.0358 0.435*** 

  (0.0248) (0.0330) (0.0336) (0.0271) (0.0237) (0.0636) 

Job density, 

2007 

logvar75v2 0.349*** 0.118 0.477*** 0.730*** 0.343*** -0.258 

  (0.0559) (0.0737) (0.0663) (0.0500) (0.0622) (0.161) 

International 

Migration 

Rate,2007-2008 

logvar41 -0.0122** 0.000118 0.0183* -1.33e-05 -0.00858 0.00954 

  (0.00590) (0.00938) (0.0103) (0.00712) (0.00566) (0.0171) 

Unemployment 

Rate,16+,2007 

var51 0.321* -1.276*** 0.105 0.692*** -0.596*** -1.155** 

  (0.183) (0.274) (0.303) (0.197) (0.195) (0.484) 

log of weekly 

pay,5 year 

average 

logvar84 -0.268* -0.145 0.418* 0.295 -0.220 0.887** 

  (0.148) (0.229) (0.243) (0.193) (0.157) (0.429) 

% of financial 

intermediaries 

var168 1.973*** 1.270 2.277** -1.290 0.830 8.648*** 
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in business 

stock, 2007 

  (0.709) (0.871) (1.141) (0.789) (0.616) (2.078) 

% with NVQ4 

working age, 

2007 

var69 0.242*** 0.0481 0.375*** 0.140** 0.00246 1.458*** 

  (0.0583) (0.0802) (0.107) (0.0688) (0.0583) (0.191) 

 Constant 2.085** 2.006 -1.710 -0.714 1.926** -9.305*** 

  (0.937) (1.426) (1.550) (1.237) (0.974) (2.711) 

        

 Observations 352 352 352 352 352 352 

 R-squared 0.676 0.134 0.543 0.679 0.558 0.784 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

A7: Regression results by industries with robust standard errors 

 
  (1) (2) (3) (4) (5) (6) 

 VARIABLES Manufacturing Construction Wholesale Hotels Transport R.Estate 

        

Social Capital Index sci 0.446*** -0.0849 0.352** 0.619*** -

0.586*** 

2.218*** 

  (0.107) (0.150) (0.170) (0.113) (0.108) (0.318) 

log of GVA per capita,2006 

 

logvar8 -0.0376 -0.0722** -0.0542* -

0.138*** 

-0.0408* 0.606*** 

  (0.0262) (0.0320) (0.0326) (0.0278) (0.0223) (0.0709) 

Job density, 2007 logvar75v2 0.316*** 0.125* 0.469*** 0.701*** 0.364*** -0.500** 

  (0.0625) (0.0733) (0.0762) (0.0542) (0.0619) (0.202) 

International Migration Rate,2007-2008 logvar41 -0.00643 0.00130 0.0274*** 0.00332 -0.00847 0.0443** 

  (0.00573) (0.00904) (0.0102) (0.00678) (0.00543) (0.0197) 

Unemployment Rate,16+,2007 var51 0.239 -1.358*** -0.224 0.688*** -

0.694*** 

-

1.454*** 

  (0.195) (0.292) (0.302) (0.201) (0.203) (0.558) 

log of weekly pay,5 year average logvar84 -0.0972 -0.0759 0.792*** 0.371** -0.166 1.815*** 

  (0.147) (0.230) (0.243) (0.185) (0.152) (0.469) 

% of financial intermediaries in business 

stock, 2007 

var168 2.433*** 1.379 3.041** -1.035 0.861 11.36*** 

  (0.827) (0.878) (1.320) (0.833) (0.626) (2.856) 

Job related training-average var88 -0.180 -0.336 -1.205*** 0.0937 -0.449** -0.206 

  (0.185) (0.260) (0.320) (0.250) (0.196) (0.626) 

 Constant 0.744 1.588 -4.255*** -1.389 1.686* -

16.93*** 

  (0.907) (1.411) (1.485) (1.155) (0.906) (2.832) 

        

 Observations 352 352 352 352 352 352 

 R-squared 0.657 0.137 0.543 0.675 0.565 0.735 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Appendix 2 
 

Table A: Model Specifications for each dependent variable by Industries 
 Results Model  Social Capital  Financial Capital Human Capital 

A3 1 Social Capital Index % of employment in financial 

sector 

%  with NVQ4+ working age 

2007 

A4 2 Social Capital Index % of employment in financial 

sector 

Job related training-average 

A5 3 Social Capital Index % of employment in financial 

sector 

% with degree  and above, 

average 

A6 4 Social Capital Index % of employment in financial 

sector 

% with degree  and above, 

2007 

A0 5 Social Capital Index % of financial intermediaries in 

business stock, 2007 

% with NVQ4 working age, 

2007 

A7 6 Social Capital Index % of financial intermediaries in 

business stock, 2007 

Job related training-average 

 

 
Table B: Results with Start-up rates in Manufacturing 
Models Social Capital Financial Capital Human Capital 

Model 1 Positive not significant Positive and  significant Positive and  significant 

Model 2 Positive and  significant Positive and  significant Negative not significant 

Model 3 Positive and  significant Positive and  significant Positive not significant 

Model 4 Positive and  significant Positive and  significant Positive and  significant 

Model 5 Positive not significant Positive and  significant Positive and  significant 

Model 6 Positive and  significant Positive and  significant Negative not significant 

 
Table C: Results with Start-up rates in Construction  
Models Social Capital Financial Capital Human Capital 

Model 1 Positive not significant Positive and  significant Negative and significant 

Model 2 Negative not significant Positive and  significant Negative not significant 

Model 3 Positive not significant Positive and  significant Negative and significant 

Model 4 Positive not significant Positive and  significant Negative and significant 

Model 5 Negative not significant Positive not significant Positive not significant 

Model 6 Negative not significant Positive not significant Negative not significant 

 
Table D: Results with Start-up rates  in  Hotels 
Models Social Capital Financial Capital Human Capital 

Model 1 Positive and  significant Negative not significant Positive not significant 

Model 2 Positive and  significant Positive not significant Positive not significant 

Model 3 Positive and  significant Positive not significant Positive and  significant 

Model 4 Positive and  significant Positive not significant Positive and  significant 

Model 5 Positive and  significant Positive not significant Positive and  significant 

Model 6 Positive and  significant Positive not significant Positive not significant 

 

 

Table E: Results with Start-up rates  in Transport 
Models Social Capital Financial Capital Human Capital 

Model 1 Negative and  significant Positive and  significant Negative not significant 

Model 2 Negative and  significant Positive and  significant Negative and significant 

Model 3 Negative and  significant Positive and  significant Negative not significant 

Model 4 Negative and  significant Positive and  significant Negative not significant 

Model 5 Negative and  significant Positive not significant Positive not significant 

Model 6 Negative and  significant Positive not significant Negative and  significant 
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Table F: Results with Start-up rates  in Real Estate 
Models Social Capital Financial Capital Human Capital 

Model 1 Positive and  significant Positive and  significant Positive and  significant 

Model 2 Positive and  significant Positive and  significant Positive not significant 

Model 3 Positive and  significant Positive and  significant Positive and  significant 

Model 4 Positive and  significant Positive and  significant Positive and  significant 

Model 5 Positive and  significant Positive and  significant Positive and  significant 

Model 6 Positive not significant Positive and  significant Negative not significant 
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Appendix 3 

 

Table A: Business Start-ups (Model 1) 

  Model 1 

  (High SC) (Low SC) (Full) 

 VARIABLES logvar126 logvar126 logvar126 

     

  log of GVA per capita,2007 logvar7 0.261*** 0.482*** 0.164*** 

   (0.0978) (0.0965) (0.0593) 

 Job density, 2007 logvar75v2 0.382*** -0.775*** 0.444*** 

   (0.126) (0.273) (0.0841) 

International Migration Rate,2007-

2008 
logvar41 -0.0231 0.00113 0.00106 

     (0.0346) (0.0216) (0.0186) 

Unemployment Rate,16+,2007 var51 0.0606 -1.522** -0.764 

  (0.876) (0.663) (0.520) 

log of weekly pay,5 year average logvar84 0.684 0.486 1.071** 

  (0.605) (0.640) (0.428) 

   % of employment in financial sector var248 3.423*** 3.212*** 3.757*** 

  (0.378) (0.380) (0.231) 

Job  related training var88 -0.678 -1.464* -0.925* 

  (0.777) (0.771) (0.546) 

 Log of population density logofpopdensity -0.103*** -0.0711*** -0.0962*** 

  (0.0230) (0.0188) (0.00994) 

 Constant -5.965* -6.221 -7.499*** 

  (3.573) (4.046) (2.675) 

     

 Observations 178 174 352 

 R-squared 0.835 0.684 0.797 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

Table B: Business Start-ups (Model 2) 
  Model 6 

  (High SC) (Low SC) (Full) 

 VARIABLES logvar126 logvar126 logvar126 

     

  log of GVA per capita,2007 logvar7 0.226** 0.444*** 0.151*** 

   (0.0966) (0.102) (0.0567) 

 Job density, 2007 logvar75v2 0.361*** -0.699** 0.398*** 

   (0.118) (0.279) (0.0744) 
International Migration Rate,2007-2008 logvar41 -0.0461 -0.00613 -0.0152 

     (0.0323) (0.0218) (0.0186) 
Unemployment Rate,16+,2007 var51 0.359 -0.792 -0.192 

  (0.875) (0.628) (0.498) 
log of weekly pay,5 year average logvar84 0.114 0.0447 0.502 

  (0.581) (0.650) (0.418) 
   % of employment in financial sector var248 2.941*** 3.093*** 3.181*** 

  (0.397) (0.435) (0.276) 
 % with NVQ4+- working age in 2007 var69 0.872*** 0.543** 0.793*** 

  (0.231) (0.265) (0.164) 
 Log of population density logofpopdensity -0.0955*** -0.0740*** -0.0828*** 

  (0.0218) (0.0171) (0.0103) 

 Constant -2.354 -3.472 -4.109 

  (3.458) (4.179) (2.636) 

     

 Observations 178 174 352 

 R-squared 0.848 0.687 0.810 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Table C: Business Start-ups (Model 3) 

  Model 7 

  (High SC) (Low SC) (Full) 

  (1) (2) (3) 

 VARIABLES logvar126 logvar126 logvar126 

     

  log of GVA per capita,2007 logvar7 0.203* 0.419*** 0.130** 

   (0.103) (0.0998) (0.0572) 

 Job density, 2007 logvar75v2 0.381*** -0.651** 0.414*** 

   (0.122) (0.275) (0.0725) 
International Migration Rate,2007-2008 logvar41 -0.0482 -0.0128 -0.0211 

     (0.0337) (0.0218) (0.0187) 
Unemployment Rate,16+,2007 var51 0.286 -0.890 -0.317 

  (0.887) (0.614) (0.492) 
log of weekly pay,5 year average logvar84 0.285 0.0395 0.549 

  (0.595) (0.639) (0.419) 
   % of employment in financial sector var248 2.912*** 2.865*** 3.010*** 

  (0.461) (0.497) (0.326) 
% with degree or equivalent and above, average var91 0.945*** 0.833*** 1.008*** 

  (0.313) (0.315) (0.219) 
 Log of population density logofpopdensity -0.102*** -0.0749*** -0.0856*** 

  (0.0229) (0.0175) (0.0103) 

 Constant -3.101 -3.178 -4.114 

  (3.545) (4.094) (2.636) 

     

 Observations 178 174 352 

 R-squared 0.845 0.690 0.810 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

 

 

 

Table D: Business Start-ups (Model 4) 

  Model 8 

  (High SC) (Low SC) (Full) 

  (1) (2) (3) 

 VARIABLES logvar126 logvar126 logvar126 

     

  log of GVA per capita,2007 logvar7 0.292*** 0.484*** 0.182*** 

   (0.101) (0.0983) (0.0595) 

 Job density, 2007 logvar75v2 0.334*** -0.789*** 0.399*** 

   (0.124) (0.276) (0.0778) 
International Migration Rate,2007-2008 logvar41 -0.0235 0.00216 0.00240 

     (0.0338) (0.0224) (0.0186) 
Unemployment Rate,16+,2007 var51 0.361 -0.944 -0.370 

  (0.884) (0.671) (0.531) 
log of weekly pay,5 year average logvar84 0.501 0.187 0.864** 

  (0.587) (0.642) (0.425) 
   % of employment in financial sector var248 3.434*** 3.408*** 3.785*** 

  (0.377) (0.403) (0.235) 
 % with higher education below degree level var92 0.749 0.456 0.631 

  (0.607) (0.806) (0.462) 
 Log of population density logofpopdensity -0.103*** -0.0727*** -0.0941*** 

  (0.0223) (0.0178) (0.0102) 

 Constant -5.277 -4.648 -6.571** 

  (3.482) (4.087) (2.664) 

     

 Observations 178 174 352 

 R-squared 0.836 0.677 0.796 

     

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Table E: Business Start-ups (Model 5) 

  (High SC) (Low SC) (Full) 

  (1) (2) (3) 

 VARIABLES logvar126 logvar126 logvar126 

     

  log of GVA per capita,2007 logvar7 0.206** 0.441*** 0.139** 

   (0.0978) (0.101) (0.0563) 

 Job density, 2007 logvar75v2 0.373*** -0.697** 0.397*** 

   (0.119) (0.278) (0.0738) 
International Migration Rate,2007-2008 logvar41 -0.0446 -0.00979 -0.0178 

     (0.0343) (0.0222) (0.0191) 
Unemployment Rate,16+,2007 var51 0.149 -0.926 -0.409 

  (0.889) (0.612) (0.496) 
log of weekly pay,5 year average logvar84 0.276 0.128 0.604 

  (0.592) (0.650) (0.422) 
   % of employment in financial sector var248 2.992*** 3.021*** 3.158*** 

  (0.409) (0.469) (0.290) 
% with degree or equivalent and above, 2007 var89 0.786*** 0.582** 0.811*** 

  (0.245) (0.290) (0.181) 
 Log of population density logofpopdensity -0.0981*** -0.0746*** -0.0864*** 

  (0.0226) (0.0174) (0.0103) 

 Constant -3.059 -3.900 -4.531* 

  (3.514) (4.159) (2.652) 

     

 Observations 178 174 352 

 R-squared 0.844 0.686 0.808 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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SUMMARY 

 

This paper is an empirical examination of the role of the government in promoting 

Photovoltaic (PV) systems among small and medium businesses in the context of a 

developing country. This paper seeks to integrate research findings in the areas of renewable 

energy technologies and the diffusion of photovoltaic technology.  Primary research was 

conducted in the hospitality industry in India as it is not exempt from the detrimental effect of 

frequent scheduled and unscheduled power-cuts. Empirical results show that majority of the 

respondents have emphasised that the initiatives taken by the government is very important to 

fostering the use of PV systems. Therefore, the government should play a leadership role in 

regards to policy development, legislation, institutional support, tariff formulation, training, 

information dissemination and education. A variety of government initiatives are required to 

stimulate a ‘market pull’ for alternative energy sources.  
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INTRODUCTION 

India like other developing countries faces a tremendous challenge in meeting its domestic 

and commercial energy requirements. Increasing concern for the rise in fossil fuel prices and 

environmental degradation has led to the world's interest in renewable energy sources. 

(Mabel & Fernandez 2008). Approximately a third of the world’s population still do not have 

access to electricity. India has the opportunity to move towards alternative energy sources to 

meet its energy requirements as power from solar photovoltaic (PV) systems offers effective 

and viable solutions to bridge the energy gap.  

 

Solar photovoltaic energy is one of the special-purpose decentralized forms of power-

generating units that the Ministry for New Energy Sources is trying to promote to try and 

alleviate the power problem in the country. The way forward is to adopt the ‘sustainable 

energy path’ which requires the formulation of a national master plan. This plan needs to be 

supported by appropriate policy, legislative and regulatory measures. The measures that are 

required to foster the promotion of alternative energy sources are inextricably linked to the 

support that renewable energy technologies (RETs) require at the national level and at the 

state level. Once these mechanisms are in place it will undoubtedly help the cause of solar 

based photovoltaic (PV) systems. 

  

The traditional electricity production, distribution and transmission systems in India are 

characterised by highly centralized generation, costly grid systems and poorly managed State 

Electricity Boards (SEBs). There has to be a big shift in power generation and distribution 

from the traditional approach to alternative modes such as decentralized PV systems. Long-

term benefits of this include reducing the cost of supplying energy and related services, 

reducing emission of carbon dioxide and other pollutants. Further, users and commercial 

establishments will have access to reliable, continuous supply of good quality power. Policy 

measures and corresponding mechanisms should seek to remove the barriers for the 

commercialisation of technologies such as PV systems. The modular characteristics of PV 

systems enable them to readily function as a decentralized system. Therefore government 

initiatives should address restructuring the prevailing centralised system and encourage 

power generation through alternative renewable energy technologies such as decentralized 

PV systems.  
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The current paper is the result of empirical research to examine the role of the government in 

fostering adoption of alternative energy sources such as PV systems, particularly by SMEs in 

the context of a developing country. The paper commences with a review of literature in the 

area of photovoltaic technology. The methodology section includes a discussion on the 

sampling methods used, operationalisation of the variables, and the methods employed to 

collect data. Analysis of the data provides empirical evidence about the role of government 

initiatives in fostering the adoption of photovoltaic technology by SMEs in a developing 

country, viz., India.  

 

LITERATURE REVIEW 

According to Gulyani (1999) industrial firms in India have to contend not only with an 

insufficient electric power supply, but also with poor quality of supply. The shortage of 

power supply has lead to frequent blackouts and brownouts (Teisch & Stoever 1999). 

Companies face frequent scheduled and unscheduled power cuts. The power cuts issue is 

compounded by the quality problem; inconsistent quality results in fluctuations in voltage and 

frequency of power supplied that cause difficulties such as machine damage, production 

losses and variations in product quality. The loss of production stemming from India’s energy 

shortage is estimated to be around 2% of its national income (Gupta 1997). 

 

According to Jagadeesh (2000), some of the critical issues which India currently is facing 

include the crippling effects of power shortage, the staggering increase in oil import burden 

and deterioration in environmental quality. Given such an energy environment, photovoltaics 

(PVs) appear to have an important role to play in providing much needed power in the Indian 

context, amidst growing global concern about sustainable energy supplies and protecting the 

environment from the adverse effects of fossil fuel utilization.  

 

Photovoltaics 

Photovoltaics (PVs) have attracted increased attention in the recent years. Since 1954 

photovoltaic technology has progressed in leaps and bounds. Improvements in efficiency, 

progressive reductions in cost and increasingly high reliability have contributed to the 

expansion of PV technology globally (Sayigh, 1999). PVs are commonly cited as one of the 

‘bright lights’ for future electricity generation (Kaplan, 1999b) and they have many 

advantages over other energy technologies such as:  
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 PV systems are dependable, reliable and they have a long life, often with a lifespan of 

about 20 years. Many of them have a guarantee of at least 10 years (Bugaje, 1999; 

Caldwell, 1994; Hill, 1994; Ibrahim, Anisuzzaman, Kumar & Bhattacharya,. 2002).  

 They are simple to install and easy to maintain. Since PV systems are modular, they 

facilitate easy installation at a site where power is needed (Adurodija, Asia, & 

Chendo, 1998; Hill, 1994).  

 Construction of PV systems can be very quick. Hence there are almost no interest 

payments during construction or an extended start up period for a purchaser 

(Caldwell, 1994). 

 PV systems can be designed to fit specific needs and because of the proximity 

between supply and demand, distribution losses are minimal. Since PVs are a modular 

technology, arrays can be built to suit any application (Adurodija et al., 1998; Oliver 

& Jackson, 1999).  

 PV systems have low operation and maintenance costs. Even large sites are unmanned 

and there are no consumables (Bugaje, 1999; Caldwell, 1994; Hill, 1994). 

 PV systems have diverse uses and are able to provide economical power to 

applications as diverse as calculators, wristwatches, telecommunications, satellites, 

remote industrial applications and remote communities. They are capable of providing 

power from less than 1 watt to many megawatts (Adurodija et al., 1998; Oliver & 

Jackson, 1999).  

 PVs are cost-effective for numerous applications in remote locations (Bugaje, 1999) 

and peakpower generation where demand matches solar insolation extremes (Kaplan, 

1999a). PV systems in remote areas compare favourably in cost with diesel generators 

and with national grid extensions (Adurodija et al., 1998). The world's largest solar 

powered microwave systems through the northwest of Western Australia are now into 

their third set of batteries and have out-performed their diesel counterparts in cost, 

maintenance and reliability (Harrison, Ho & Mathew, 1996). 

 PV systems are flexible. They can be used to meet immediate demands as well as 

being modified for unusual surges in demand. By comparison a conventional grid is 

not very efficient in handling demand fluctuations. PVs can be applied with a power 

invertor to nearly any end-use. Coupled with a battery back up, they are capable of 

providing power on a continuous and indefinite basis. 
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 PV systems emit no pollution. They do not emit any fumes and they do not contribute 

towards acid rain or the greenhouse effect. PVs are a clean energy provider (Bugaje, 

1999; Hill, 1994; Ibrahim et al., 2002; Kaplan, 1999a). 

 PVs have no moving parts, need no fuel transport and no ill-health effects result from 

their use. No other electricity-generating technology has lower risk in terms of 

accidents, pollution or ill effects to humans or the ecosystem (Hill, 1994; Kaplan, 

1999b). 

 PV systems have shown good performance reliability (Adurodija et al., 1998; 

Caldwell, 1994; Hill, 1994).  

 The voltage produced by PV modules is quite constant and there is little variation 

with changing solar radiation intensity; therefore PV systems are suitable for storage 

using batteries. The stored energy, then, can be used at night (Bugaje, 1999). 

 

Photovoltaic Technology in India 

Traditionally, the power sector in India is associated with large-scale power generation under 

the auspices of both central and state governments. Although the transmission distribution 

network is widespread, it is still controlled by the government. Despite the increasing 

budgetary allocation given to the power sector in every Five-Year Plan, government efforts 

have not been successful in achieving the desired standard for the power sector (Roy & Gupta 

1996). 

 

The Government of India has introduced reforms in the power sector and has introduced new 

strategies in the scale of operation, ownership patterns and distribution networks. The 

government is seeking to promote small and medium scale power generation and is 

encouraging large-scale generation by private sector and joint sector participation. 

Undoubtedly, there is a shift towards decentralized power generation and private 

entrepreneurship in the provision of power. Solar photovoltaic energy is one of the special-

purpose decentralized forms of power-generating units that the Ministry for Non-

Conventional Energy Sources (MNES) is trying to promote to alleviate the power problem in 

the country (Roy & Gupta 1996). 

 

India has a vast land area of over 3.2 million square km and a population of nearly a billion 

people. The solar radiation received by the country is over 5 1015 kW h/yr with the daily 



6 
 

average incidence varying between 4 and 7 kW h/m2. There are over 80,000 villages that are 

yet to be electrified and about 70 million households without conventional electricity (Sastry 

1997). Hence, there is a large scope and potential for the use of solar-based technology in 

India.  

 

The Department of Telecommunications is the largest user of PV modules in India, 

accounting  for 16.6% of the PV modules used. This is followed by solar home lighting 

(8.8%), solar lanterns (8.7%), solar street lighting (8.1%), solar power plants (8.0%) and 

water pumping (6.6%). Other applications account for 16% and they include telemetry on 

offshore oil platforms, railway signalling, low-power TV transmitters and microwave 

repeaters. The remaining 27% is accounted for by the export sector.  

 

Government Initiatives 

The government can play a leading role through the formulation of favourable policies by 

showing a practical commitment which enhances public awareness of the potential of PV in 

all walks of life. Often, the majority of the people constituting the potential market are 

unaware of the existence of  PV technology let alone the systems’ capabilities (Muntasser, 

Bara, Quadri, EL-Tarabelsi, & La-azebi, 2000). The lack of information about renewable 

energy benefits, economic and financial costs is a major barrier to adoption (Martinot, 1998). 

Not only could the government assume responsibility for creating awareness among the 

industry and public about the benefits of PV, it could disseminate information pertaining to 

the environmental and other benefits of PV with a view to educating the public (Cesta & 

Decker, 1978). Public education can be achieved through a variety of strategies including 

advertising campaigns, PV documentation programs that reach the people through radio, 

television, newspapers, highway billboards and setting up demonstration sites (Adurodija et 

al., 1998). It is reported that the publicity and awareness campaign undertaken in Zimbabwe 

generated an awareness and demand for solar systems in the country (Marawanyika, 1997).  

 

According to Adurodija et al, (1998) the government could establish a financing system 

which favours PV diffusion and, simultaneously, provide financing and access to affordable 

credit line plans in order to convert potential users into actual users. The government could 

promote the development of the local PV market by encouraging local manufacturing of PV 

components and the removal of constraints on the market growth by providing temporary tax 
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exemptions for the purchase of PV equipment. Additionally, allowing duty free imports of 

solar equipment, components and appliances would help in lowering the initial costs of PV 

systems. It is widely regarded that the high initial costs of PV systems often slow down the 

growth of the PV market; hence, any measure taken by the government to lower the initial 

cost of PV systems is a step in the right direction.  

 

At the national level, the government could establish a strong scientific, technological and 

industrial development programme with the active participation of national and international 

developmental agencies. Similarly, the government can support and promote national 

Research and Development institutions and use the purchasing power of the state to obtain 

resources for PV research programmes. It can facilitate the forging of collaboration and 

technology transfers, and render institutional support for local and international research 

institutions (Adurodija et al., 1998). Additionally, the government can consider providing 

incentives for research and development (Cesta & Decker, 1978).  

 

Another option for the government is to attract foreign investment in the production of PV 

systems by the creation of an appropriate economic and political climate. The progressive 

removal of barriers to foreign investment and the easing of restrictions for the import of PV 

technology has led to the establishment of joint ventures between Indian and foreign 

companies (Sastry, 1997). The government should adopt measures to promote local industries 

and contractors by encouraging them to take an active role in the production and promotion 

of PV technology; that is, the government could ensure a healthy market by restricting 

monopolies, fostering the development of standards and developing codes of practice 

(Adurodija et al., 1998).  

 

The success of the wind energy programme in India is attributed to the proactive policies of 

the Ministry of Non-Conventional Energy Sources (MNES) in the Government of India. The 

key elements of this programme include wind resource assessment, government-sponsored 

demonstration projects, awareness creation and provision of operating experience to industry 

and State electricity boards (State-run utilities). Incentives were made available to wind-

power plant entrepreneurs which included tax concessions such as accelerated depreciation, 

tax holidays, customs and excise duty relief, soft loans and liberalized foreign investment 

procedures (Rubab & Kandpal, 1996).  
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Government intervention for fostering the diffusion of renewable energy technologies 

includes provision of information to consumers and manufacturers, tax benefits, subsidies, 

credit services and direct support of the distribution system (E. Martinot, 1998; Muntasser et 

al., 2000). In an effort to promote the use of solar systems the government also should 

publish the results of comparative analysis of solar systems and conventional systems (Cesta 

& Decker, 1978). Therefore, as argued by Roy and Gupta (1996), government intervention is 

necessary in a number of ways to promote solar energy.  

 

METHODS 

 A structured questionnaire was used to collect the data from a random sample of 120 small 

hotels located in different parts of India. The Directory of Hotels and Resorts in India was 

used as the sampling frame as it provided a comprehensive listing of the target population. 

Adequate care was taken to ensure a representative sample. Sampling error and non-sampling 

errors are two key factors, which affect the overall quality of data (Malhotra 2006). Sampling 

error is the difference between the result of a sample and the result of a census conducted 

using identical procedures. It is a statistical fluctuation that occurs because of chance 

variations in the elements selected for a sample. Sampling errors arise from errors in 

constructing a sampling frame and selecting a sample. Adequate steps were taken to minimise 

potential sources of error during the process of data collection. 

 

A combination of extensive literature review and results of the pre-tests led to the 

development of the final questionnaire, which was used as the survey instrument in this study 

(Malhotra 2006). Single-item measures are deficient both with respect to validity and 

reliability and hence multi-item scales were used.  

 

The Government Initiatives Construct 

Government initiatives refer to the actions that are required to be taken by the government to 

promote and foster the adoption of solar-based power supply systems. The operational 

definition of ‘government initiatives’ relates to how the concept is measured. It involves a 

combination of sets of questions, types of scales used and the anchor points of these scales 

(Burns & Bush, 2003). In this research, the construct ‘Government Initiatives’ was assessed 

by eleven items (GI1 to GI11) drawn from Cesta and Decker (1978), DeLaquil (1996) 

Adurodija et al. (1998) and Muntasser et al, (2000). Respondents were asked to rate the 
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importance of the role of government in fostering the commercialization of solar PV systems 

on a seven point Likert type scale from 1 = Not Important to 7 = Very Important as the 

anchor points (Cesta & Decker, 1978). The eleven variables measuring government 

initiatives are:  

 

 GI1: Creating awareness by providing helpful information (Adurodija et al., 1998; 

Cesta & Decker, 1978). 

 GI2: Disseminating relevant information (Adurodija et al., 1998; Cesta & Decker, 

1978). 

 GI3: Promoting use of solar systems (Cesta & Decker, 1978). 

 GI4: Publishing results of comparative analysis of solar systems with conventional 

systems (Cesta & Decker, 1978). 

 GI5: Providing tax incentives for users (Cesta & Decker, 1978; DeLaquil, 1996). 

 GI6: Providing tax incentives for producers (Cesta & Decker, 1978; DeLaquil, 1996). 

 GI7: Providing subsidies for installing PV systems (Cesta & Decker, 1978). 

 GI8: Providing concessional financing for installing PVs (Adurodija et al., 1998; Cesta 

& Decker, 1978). 

 GI9: Establishing performance standards for PVs (Adurodija et al., 1998; Cesta & 

Decker, 1978). 

 GI10: Establishing independent testing centers for PVs (Cesta & Decker, 1978). 

 GI11: Removing subsidies to fossil fuels such as diesel (DeLaquil, 1996; Edinger & 

Kaul, 2000). 

 

RESULTS AND IMPLICATIONS 

Analysis of the data provides empirical evidence to the role of government initiatives in 

fostering the adoption of photovoltaic technology by small hotels in a developing country, 

India. Results as shown by the mean values in Figure 1 indicate that respondents considered 

ten of the eleven items as very important and one item as important. There was no great deal 

of variation in the mean values of these ten items as can be seen from Figure 1.  
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GI1 GI3 GI5 GI2 GI9 GI7 GI8 GI4 GI10 GI6 GI11

Mean 6.11 6.00 5.97 5.96 5.95 5.94 5.93 5.88 5.83 5.83 4.82

Figure 1 : Government Initiatives

Not
Important

Very
Important

 
 

Creating awareness by providing helpful information had the highest mean rating (GI1: x = 

6.11) followed by: Promoting the use of solar systems (GI3: x = 6.00); Providing tax 

incentives for users (GI5: x = 5.97); Disseminating relevant information (GI2: x = 5.96); 

Establishing performance standards for PVs (GI9: x = 5.95); Providing subsidies for 

installing PV systems (GI7: x = 5.94); Providing concessional financing for installing PVs 

(GI8: x = 5.93); Publishing results of comparative analysis of solar systems with 

conventional systems (GI4: x = 5.88); Establishing independent testing centres for PVs 

(GI10: x = 5.83) and Providing tax incentives for producers (GI6: x = 5.83) and The 

eleventh item, which is removing subsidies to fossil fuels such as diesel had the lowest mean 

(GI11: x = 4.82). An overwhelming majority of the respondents have emphasised that the 

initiatives taken by the government were very important in fostering the use of PV systems 

by these SMEs.  

 

As potential users of PV systems, respondents noted that it was important for the government 

to — create awareness by providing helpful information; promote the use of solar systems; 

provide tax incentives for users; provide subsidies for installing PV systems as these 

measures directly benefit the users. They also pointed out that the government must take 

appropriate steps to — publish results of comparative analysis of solar systems with 

conventional systems; establish performance standards for PVs; establish independent testing 

centres for PVs; provide tax incentives for producers and remove subsidies to fossil fuels 

such as diesel.  
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Empirical results show that in order to foster the adoption of PV systems by SMEs, the 

government must do all that it can to create awareness of PV systems by stepping up its 

promotional effort and providing helpful information. Appropriate policy measures must be 

put in place to provide the needed incentives, subsidies and concessional financing. The 

government should take the leadership role in providing subsidies for installing PV systems, 

and remove subsidies to fossil fuels such as diesel,  

 

CONCLUSION 

The development of the renewable energy industry in India is still in its early stages. 

Therefore the government should continue to play a leadership role in regards to policy, 

legislation, institutional support, tariff formulation, testing and standards, training, 

information dissemination, education and provision of financial incentives, subsidies and tax 

rebates. A variety of financial incentives are required to stimulate a ‘market pull’ for PVs. 

The goal is to increase market demand for PVs and accelerate the adoption of technologies 

such as PV systems. It is expected that all these measures will aid the adoption of PVs by 

SMEs in India.  

 

In a country like India where chronic power shortages are rampant there is a strong market 

potential for PV systems. Power from PV systems offers effective and viable solutions to 

bridge the energy gap. India is endowed with plenty of sunshine and there is urgent need to 

hasten the adoption of environmentally friendly technologies such as PV systems. This can be 

accomplished by providing appropriate financial incentives, subsidies, strengthening of the 

supporting infrastructure to ensure reliability, quality and efficiency. Further it is necessary to 

provide the required regulatory, legislative and policy support for the rapid diffusion of PV 

systems.  

 

The contribution of the study emerges from the integration of literature in the areas of 

renewable energy technologies and the diffusion of photovoltaic technology in developing 

countries. The significance of this research is that it provides empirical evidence to enhance 

the understanding of the role of government initiatives in fostering the adoption of 

photovoltaic technology by SMEs in a developing country, India. 
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Abstract
1
 

 

This paper outlines major developments between 1970 and 2010 in four areas: size of the 

SME sector, the role of government, evolution of industry associations, and developments in 

education and research.  

 

In 1983-84 there were an estimated 550,000 small firms, and by 2010 this had grown to 

almost two million. 

 

Government involvement in, and support for, SMEs was virtually non-existent before 1970. 

Following the delivery of the Wiltshire report (1971), governments responded by developing 

specialist advisory services, funding programs and other support tools. Specific Ministers for 

Small Business also began to appear in the 1980s, as did a number of small business 

development corporations. 

 

Key industry groups to have been formed since 1970 include the Council of Small Business 

Organisations of Australia in 1977, Business Enterprise Centres Australia (1999), the 

Australian Institute of Enterprise Facilitators (1997) and the Independent Contractors of 

Australia (2001). 

 

Whilst there were almost no specific SME educational facilities in the early 1970s, by 2010 

most universities offered some form of small business course. A national educator body, the 

Small Enterprise Association of Australia and New Zealand, was formed in 1987 and 

affiliated to the International Council for Small Business in 1992. 
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Introduction 

 

Historical accounts of the development of small business are a relatively new phenomenon in 

academe, even though small-scale enterprise is as old as human commercial endeavour. Like 

many emergent disciplines, the focus of most small business researchers to date has been on 

identifying, explaining and modelling the small enterprise phenomenon; there has been little 

attempt to try and chronicle the evolution of the sector.  

 

Whilst there have been a number of histories written of SME development in other countries 

(see, for example, Sato 1989, Blackford 2003, Forje 2009, Jurado 2010, Marchesnay 2011), 

there have been only a few attempts to document the progression of small business in 

Australia Authors such as Sykes (1988), Hartwell & Lane (1991) and Brown (1996) have 

chronicled the role of small-scale entrepreneurs in the nation’s early years, and Meredith 

(1993) has briefly outlined some of the key policy initiatives in recent decades, but such 

publications have been relatively few and far between.  

 

In many respects, this omission is understandable. As Blackford (2003) has noted, business 

historians have long tended to focus on the activities of large firms, since they have a bigger 

individual impact, are easier to track, usually maintain the records needed for subsequent 

historical analysis, and attract much more media and public commentary. 

 

Like a number of other countries, widespread awareness and understanding of small business 

has arrived in Australia only comparatively recently. While some nations, such as the USA 

and Japan, established national agencies and strategies to promote the SME sector as far back 

as the 1940s and 1950s (Campbell 1975), the Australian experience more closely reflects that 

of the United Kingdom, France, New Zealand and a number of other OECD nations. In each 

of these countries, there were some early tentative attempts to deal with small enterprises in 

the 1970s. However, it was not until the mid-1980s and 1990s that a substantive public and 

government acceptance of small-scale enterprise emerged.    

 

As a result, the period between 1970 and 2010 was one of marked change for the small 

business sector. At the beginning of that time, there were few services for small firms, little 

knowledge of the area, minimal government involvement, and few organisations focused on 

the field. 

 

Forty years on, however, the landscape is quite different. 

 

Today the notion of small business is well embedded into the institutional, educational, and 

governmental structures of the country. There are a plethora of organisations and 

programmes focussed on small business, or on issues directly related to SMEs. Whilst almost 

all parties agree that there is still much more that can yet be done to help the sector, the 

amount and range of assistance already available would be almost unrecognisable in 

comparison to the 1970s. 

 

This paper spells out some of the major developments over those forty years, by examining a 

number of core areas that affect the small business sector. The emphasis is on a limited 

number of issues, rather than attempting to paint a “blow by blow” description of every 

action that has affected small firms in Australia. It is always debatable what areas should be 

documented, how, and in what detail. By necessity, some areas receive much attention; others 

little. In this case, the focus is on four key factors: growth in the size of the sector (which 
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necessarily entails a discussion on how small business has been defined and counted), the 

role of government (including legislation dealing with the sector, the creation and dissolution 

of specialist agencies to work with small businesses, and programs designed to support 

business), the emergence of key industry groups (who have acted as the representatives and 

voice of the sector), and the evolution of education, training and research services.  

 

Overall Sectoral Dimensions 

 

The size of the small business sector has grown dramatically over the last forty years, from a 

population of just a few hundred thousand enterprises to one that, in 2010, contained almost 

two million small firms. Throughout that period, small and micro-sized businesses appear to 

have consistently accounted for over 90% of all Australian businesses (see Table 1). 

However, measurement of the true size of the sector over this time has been somewhat 

uncertain. 

 

The primary source of information about the number of small businesses in Australia during 

this time has been the Australian Bureau of Statistics (ABS), a statutory authority of the 

Commonwealth government that serves as the central national statistical agency. As early as 

1948 the Bureau was publishing a Census of Retail Establishments, and by 1968 had begun 

publishing Enterprise Statistics, Australia. However, although some figures on employment 

size were included, the counts of businesses in these early publications were often confined to 

selected industries, such as manufacturing, retail trade and selected service industries. There 

were no nation-wide data collected until the 1980s, when the first issue of Small Business in 

Australia (1988) was released.  

 

The ABS data in that publication indicated that there were some 550,000 small and micro-

sized firms in Australia in 1983-84, accounting for 96% of all private sector organisations 

(ABS 1988). Since that time, various counts have shown consistent growth in the number of 

small businesses, and by 2010 about 2 million such enterprises were recorded as operating 

across the country (see Table 1). 

 

The initial publication of small business data was soon followed by a variety of other 

statistical counts which began to develop a deeper understanding of the sector and of the 

operators who worked within it. By the 1990s the ABS was publishing a variety of different 

reports with specific information about the SME community, including data on the personal 

demography and background of Australian business owner-operators (Characteristics of 

Small Business, and then Counts of Australian Business Operators), regional SMEs 

(Experimental Estimates, Regional Small Business Australia), and business entry and exit 

rates (Counts of Australian Businesses). In the mid-1990s, it also embarked upon a (relatively 

short-lived) Business Longitudinal Survey, in conjunction with the Department of 

Employment, Workplace Relations and Small Business (1998). 
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Table 1: Small Business in Australia, 1983-2010 

 
   Number of firms 

(proportion of all 

firms) 

   

 2010 2002 1998-99 1995-96 1983-84 

Micro-businesses (0-4 

employees; includes self-

employed persons)  

1,727,380 (84.2%) 

 

952,200 (81.80%) 791,400 (79.9%) 748,400 (80.16%) 455,400 (78.67%) 

Small business  

(5-19 employees)  

233,957 (11.4%) 

 

169,800 (14.59%) 159,800 (16.14%) 147,900 (15.84%) 99,200 (17.13%) 

Medium enterprises  

(20-199 employees)  

83,399  

(4.1%) 

 

39,300 (3.38%) 36,100 (3.65%) 34,600 (3.7%) 22,500 (3.9%) 

Large firms  

(200 or more employees)  

6,349  

(0.3%) 

 

2,800 (0.24%) 2,700 (0.27%) 2,700 (0.29%) 1,800 (0.31%) 

Total 2,051,085 

(100%) 

 

1,164,100 (100%) 990,000 (100%) 933,600 (100%) 578,900 (100%) 

Sources: Australian Bureau of Statistics (2000: 27-29; 2002:27; 2010:19). Totals may not 

add up due to rounding 

 

 

The work of the Bureau was also significant in the development of a commonly-accepted 

definition of the SME sector. Prior to the 1970s, the term “small business” was regarded 

more as a generalised notion than a formal type of business. The Wiltshire Committee first 

enunciated a working definition of small firms, to wit: 

 

“A business in which one or two persons are required to make all of the critical 

management decisions – finance, accounting, personnel, purchasing, processing or 

servicing, marketing, selling – without the aid of internal specialists, and with specific 

knowledge in only one or two functional areas.” (Report of the Committee on Small 

Business 1971: 11) 

 

However, it was not until 1988, when the ABS published Small Business in Australia, that a 

more precise, measurable definition was postulated which gained widespread acceptance and 

common use. 

 

The Bureau defined a small business using two dimensions: employment size (namely, a 

small business was one with less than 20 employees) and nature of managerial control (as the 

Bureau put it, a small business is a firm that “…is independently owned and operated; it is 

closely controlled by the owners-managers who also contribute most, if not all of the 

operating capital; and the principal decision-making functions rest with the owners-

managers”) (ABS 1996: 1).  

 

Since that time, the definition used, and method of its counting, has varied a little. Whilst the 

notion of independent managerial control has been retained, in 1990 the employment size 
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criteria was amended so as to separate small firms into two categories: those in 

manufacturing (who were regarded as small businesses if they employed less than 100 

persons), and those in other industries (who were counted as small if they had under 20 

employees) (ABS 1996). 

 

In 1999, after a comprehensive review of such definitions, the ABS settled on a revised 

typology. It segmented businesses into four groups: micro-enterprises (which employ 0-4 

staff), small businesses (employing 5-19 persons), medium-sized firms (having 20-199 

employees) and large businesses (with 200 or more staff) (ABS 2000:2). Whilst references to 

the extent of managerial control are no longer employed, these numeric definitions have 

formed the basis for almost all subsequent ABS data counts and been used as a working 

definition of small business by many government policymakers, industry advocates and 

academic researchers.  

 

Whilst the issue of what is a small business seems to have been settled for the purposes of 

data collection, the question of how many is still uncertain. The various changes to ABS 

definitions have resulted in many published counts not being directly comparable over time. 

Even today, the full size of the sector remains somewhat indeterminate. Early ABS 

publications generally relied on samples of business counts to infer a total population size, 

and occasionally figures needed to be adjusted in subsequent publications to take into account 

errors of sampling or process. After the introduction of the national Goods and Services Tax 

(GST) and the Australian Business Number identifier in 2000, the ABS was able to obtain 

more accurate counts by reference to these sources. The data published in Counts of 

Australian Business, for example, rely heavily on firms that are enrolled within the national 

GST system. However, that process does not guarantee a full count of all small businesses, 

since firms that have a turnover of less than $75,000 (the current threshold for mandatory 

reporting of GST) are not always included. As a result, the number of very small enterprises 

is, if anything, likely to be under-reported, and the true figure of operating micro-businesses 

may yet be greater than the data indicates. 

 

Public Policy 

 

In a modern market economy, government plays an important role in economic development, 

provides incentives to individual firms, and has extensive involvement and relationships with 

private sector commercial organisations. These can take a variety of forms, including support 

and assistance programmes, business-specific legislation, the machinery of government, and 

political and parliamentary tools.  

 

In 1970, there was little, if any, public sector activity focussed on SME issues. However, the 

next forty years were to see the development of a wide array of responses to small business 

needs.    

 

In 1968, the federal Minister for Trade and Industry appointed an expert group to explore 

“…ways of providing guidance to small business management to help in improving 

efficiency” (Report of the Committee on Small Business 1971: 5). This landmark enquiry, 

which became more commonly known as the Wiltshire Committee report, constituted the 

first known formal whole-of-government examination of the SME sector.
2
 It handed down its 

                                                 
2
 It is notable that this report was commissioned before the landmark UK equivalent inquiry, 

Committee of Inquiry on Small Firms (Bolton report) of 1971. 



 6 

Report of the Committee on Small Business in mid-1971, and the enquiry’s work has since 

formed the basis for much public policy in the area. The committee looked at a variety of 

different issues, including the construction of a workable definition of small business, the 

overall economic significance of the sector, key problems facing small firm operators, the 

case for government intervention, the role of trade organisations and professional 

associations, and the capacity for educational institutions to improve managerial skills and 

knowledge. The review argued that government could do much more to assist the sector, and 

concluded that “…an important role for government to play is that of catalyst, stimulating 

and motivating the managers of small business and all bodies capable of serving them…” 

(Report of the Committee on Small Business 1971: xv). One of the committee members also 

subsequently published a more detailed blueprint for a National Policy for Small Enterprise 

Development (Meredith 1975). 

 

One of the first by-products of the committee’s work was the creation of a National Small 

Business Bureau by the federal government in 1973. The Bureau operated between 1973 and 

1976, and undertook research into SME issues, as well as reviewing legislation and other 

government initiatives in the sector (Meredith 1993). 

 

Since that time, there have been a number of other major parliamentary or government 

reviews and inquiries. In March 1988, the newly-appointed federal Minister for Small 

Business requested the House of Representatives Standing Committee on Industry, Science 

and Technology to conduct an inquiry into the problems faced by small firms and the impact 

of government policies on them. The resultant Small Business in Australia: Challenges, 

Problems and Opportunities (1990) (also known as the Beddall report) undertook what it 

claimed to be the first parliamentary enquiry ever into SMEs, and produced a wide range of 

suggestions for reform covering regulation review, competition policy, education and 

training, taxation, finance, franchising and corporate structures, amongst other things.  

 

There were also other significant inquiries. In the mid-1990s, the Prime Minister 

commissioned an external review by a Small Business Deregulation Taskforce, who issued 

Time for Business (1996) and recommended a number of changes in the regulatory 

compliance framework for SMEs. In 1997, the House of Representatives Standing 

Committee on Industry, Science and Technology delivered Finding A Balance: Towards Fair 

Trading in Australia, which examined imbalances in relationships between small and big 

firms in the areas of commercial tenancy, franchising and other fields. A few years later, the 

federal Senate conducted its own review of The Effectiveness of the Trade Practices Act In 

Protecting Small Business (2004), which suggested several substantial reforms in the 

application of competition law to small enterprises. In 2008, the federal Parliamentary Joint 

Committee on Corporations and Financial Services reviewed the status of franchising 

regulation in Australia, and in its report (Opportunity Not Opportunism: Improving Conduct 

in Australian Franchising) (2008) argued that the legal framework for franchising regulation 

needed several changes.  

 

Since the demise of the National Small Business Bureau, there has never been a 

Commonwealth department dedicated solely to small business matters, although there has 

been a small permanent source of public service expertise housed in various departments 

from time to time; during the 1990s the Commonwealth also published an Annual Review of 

Small Business (Department of Workplace Relations and Small Business 1997) which 

provided an overview of its activities in the sector.  
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However, the perceived policy importance of the sector has slowly grown over time, and has 

been reflected in a number of changes to the most senior machinery of government. For 

example, the first Minister for Small Business at a federal level was appointed in January 

1988 (Parliamentary Handbook of the Commonwealth of Australia 2008), whilst similar 

portfolios at the state level also appeared in different jurisdictions throughout the 1980s.  

 

Small business-specific legislation has been a relatively rare phenomenon in Australian 

lawmaking. Although numerous Acts produced by the various state, territory and federal 

Parliaments have made reference to small business in one way or another, this has usually 

been an incidental outcome relating to more generalised business regulatory and compliance 

regimes. There have been only a small number of laws specifically written for the small 

business sector. 

 

At the Commonwealth level, there were some business regulations enacted to facilitate the 

work of the NSBB in the early 1970’s, and in the mid-1980s an attempt was made to 

introduce uniform national franchise laws (Attorney-General’s Department 1986). Whilst this 

did not ultimately come to fruition, more successful amendments were made to the Trade 

Practices Act (1974)
3
 to make explicit provision for collective bargaining by small businesses 

(in 2006), introduce a mandatory regulatory framework for franchising (the Franchising Code 

of Conduct, 1998), and (in 2008) to require the Australian Competition and Consumer 

Commission to have a deputy chairperson with specific expertise in SME issues. Another 

statute, the Independent Contractors Act (2006), was enacted to protect independent 

contractors (mainly self-employed persons) by preventing interference with the terms of 

genuine contracting arrangements.  

 

At the state level, several legislative initiatives have been undertaken, focusing on small 

business representation, financial support, dispute resolution and development programmes. 

Almost every Australian state and territory, with the exception of Tasmania and the Northern 

Territory, enacted SME-specific statutes during the period 1970-2010.  

 

NSW was highly active in small business issues in the 1970s. In 1976 the state government 

established a Small Business Development Council to promote SMEs and advise government 

(Small Business Development Council of New South Wales 1977). It also enacted a Small 

Businesses’ Loans Guarantee Act in 1977 to allow government to provide a guarantee to 

banks, building societies and credit unions on behalf of a small enterprise seeking to access 

finance. Several years later, the Small Business Development Corporation Act (1984) 

subsumed the Development Council and created a body that was charged with developing 

and evaluating small business policy, providing advice to government, and recommending 

ways in which government programs for the SME sector could be improved.  

 

In 1980, the Queensland state Parliament enacted the Small Business Development 

Corporation Act, the objective of which was to “assist, encourage and promote the efficiency 

and expansion of small business activity in Queensland with a view to enhancing economic 

growth and employment opportunities and for the public benefit” [section 1.3]. It was 

replaced with an updated Queensland Small Business Corporation Act (1990), which was 

repealed in 1996 when its functions were merged with another state government economic 

agency. 

 

                                                 
3 This Act was renamed the Competition and Consumer Act (2010) with effect from 1st January 2011. 
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The longest-running specific SME government agency created in Australia has been the 

Small Business Development Corporation (SBDC) of Western Australia, a statutory body 

established under the Small Business Development Corporation Act of 1983. As the preamble 

to the Act stated, the legislation was designed to “…encourage, promote, facilitate and assist 

the establishment, development, and carrying on of small business in the State.” The SBDC 

commenced activities in 1984, with a focus on providing information, advice and support to 

small businesses, and policy advice and implementation to government. Over the years that 

remit has seen the SBDC variously involved in  funding support to the various Business 

Enterprise Centres/Small Business Centres in the state, facilitation of business migration 

programs, and the development of specialist support to particular groups of business 

operators, such as Indigenous entrepreneurs. Like NSW, Western Australia also introduced 

legislation for small business loan guarantees, under a Small Business Guarantees Act (1984), 

which was finally repealed in 2004. 

 

The South Australian government also established a small business body under its own Small 

Business Corporation of South Australia Act (1984). Like its counterparts in New South 

Wales, Queensland and Western Australia, the Corporation provided direct advice to small 

business operators, education and training services to the sector, and policy input to 

government. The Corporation was wound up, and the Act repealed, in 1995.  

 

Almost two decades later, the Victorian Parliament enacted a substantially different model of 

legislated agency support for SMEs. Rather than establishing a corporation overseen by a 

board, Victoria created the nation’s first formal Small Business Commissioner – a dedicated 

statutory officer working within government to assist the sector. Whilst South Australia had 

previously experimented with a somewhat-similar sounding Small Business Advocate 

position from 1997-2009 (Sinkunas 2012), that position had been limited in scope and was 

not defined in statute. Under the Small Business Commissioner Act 2003, the Victorian 

Commissioner had the function of promoting a free and fair trading environment, advising 

government on matters affecting small firms, and providing a mediation service for the 

settlement of business-to-business disputes, with a special focus on retail tenancy issues.  

 

A similar position was created shortly afterwards in the Australian Capital Territory under its 

Small Business Commissioner Act 2004. This Small Business Commissioner likewise was 

responsible for the provision of advice and review of policy to government; introduction of a 

business mediation service; and the introduction of small business service charters within 

other government agencies. However, it ceased operating in 2006 when the Territory 

government decided to eliminate several statutory offices and departments as a budget-saving 

measure. Despite this setback, the Commissioner model began to develop wide appeal: by the 

end of 2010, both the Western Australian and South Australian Parliaments were debating 

similar initiatives (the Small Business and Retail Shop Legislation Amendment Bill 2011 and 

the Small Business Commissioner Bill 2011 respectively). 

 

Government Assistance Programs 

 

Specific government schemes to assist small firms have been many and varied over the last 

forty years. Notable programmes have included the establishment of small business advisory 

centres (typically labelled as Business Enterprise Centres), income assistance for unemployed 

persons starting their own business venture (the New Enterprise Incentive Scheme), loan 

guarantees for firms seeking additional finance, and business incubators. Many of these 
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schemes were initially based on models introduced overseas (such as the United Kingdom), 

although over time they have been amended and adapted to suit the Australian context. 

 

Business Enterprise Centres were originally conceived of as points of contact through which 

prospective new business startups, or existing business operators, could work with a 

facilitator to develop their business idea (Sirolli 1995). The first BECs were introduced and 

funded by the West Australian state government in 1987, and subsequently also adopted by 

other state governments. Substantial assistance in developing and promoting the concept was 

also provided by a private sector support group, Business in the Community, and drew much 

of its inspiration from existing enterprise agency models in the United Kingdom (Mercer 

2011; Webb 2011). Different regions used different nomenclature, structure and funding 

models to support such endeavours, although over time some common elements emerged: 

centres usually offered free advice to new and current firms, acted as a gateway to business 

services offered by local, state and federal government, and often also offered additional 

assistance. In 2008, the federal government also began to provide some funding to a number 

of these centres, marking the development of a shared state-federal involvement in the 

provision of such advice. By 2010, there were approximately 130 such centres, known 

variously as Small Business Centres, BECs, enterprise centres, or other similar titles, across 

the nation. 

 

The federally-funded New Enterprise Incentive Scheme was derived from pre-existing 

French (Chomeurs Createurs) and British (Enterprise Allowance Scheme) programmes 

geared at moving the unemployed into self-employment. It allowed eligible participants with 

a business idea to receive unemployment benefits for up to a year whilst they started their 

venture, and began operating in 1986; it was still continuing in 2010. Similar schemes, such 

as Queensland’s Self Employment Venture Schemes (Fisher 1993), also operated at the state 

level for a few years in the 1980s. 

 

Business incubators were another form of assistance that received substantial government 

support, especially during the 1980s and 1990s. The provision of dedicated business 

premises, in which fledging new firms could rent space at a low cost during their early 

formative years whilst also receiving advice and support from a business manager, were seen 

as a particularly useful tool in fostering the growth of firms which might eventually graduate 

into much larger enterprises. The first incubators appeared in the early 1980s, and were 

initially fostered by territory and state governments (Australia and New Zealand Association 

of Business Incubators 2004).  This was eventually followed by a much greater measure of 

assistance from the federal government, which led to a rapid expansion in incubator numbers. 

By 1996, there were 49 incubators across the country; this then grew to almost one hundred 

in 2005 before tapering off and declining somewhat in subsequent years (Schaper & Lewer 

2010). 

 

Representative Organisations and Small Business Associations 

 

Australia has long had a wide variety of different organisations that represent various 

business interests. These have included peak industry groups, local and regional chambers of 

commerce, and industry-specific representative associations. However, in 1970 there were no 

SME-specific advocacy groups, and by 2010 there were still only a small number of such 

bodies. 
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A national peak body of small business industry groups, the Council of Small Business 

Organisations of Australia (COSBOA), was founded in 1977 (Retail Confectionery and 

Mixed Business Association of Victoria 1977, 1978). From the outset COSBOA had a strong 

focus on advocacy, policy reform and public representation on behalf of small firms, and 

aimed to have an input into the processes and deliberations of government. Originally a loose 

gathering of interested business associations, it adopted a more formal structure when it 

incorporated in 1985. By 2010, COSBOA had some eighteen member affiliate bodies, who 

represented a wide range of different industry sectors (COSBOA 2011). 

 

Whilst COSBOA has survived, other lobby groups have not. The Australian Small Business 

Association, for example, was formed in 1983 as a non-partisan forum and lobby group, 

advocating the development of small business policies to government (Meredith 1993). 

However, by the 1990s it had ceased to exist. 

 

In 1983, the Franchise Council of Australia (FCA) was established to represent the interests 

of both franchisees and franchisors, and to act as the peak body of the franchising sector 

(FCA 2011). 

 

The late 1980s also saw the establishment of a number of small business incubators, which in 

turn lead to the creation of the Australia and New Zealand Association of Business Incubators 

(ANZABI). Despite the name, most of ANZABI’s membership was actually drawn from 

Australia, and in 2004 it was renamed Business Innovation and Incubation Australia (BIIA). 

By mid-2009, BIIA’s membership represented almost half of all incubator centres in the 

country (Schaper & Lewer 2010).  

 

In 1999, the growing number of state-government funded small business advisory centres 

came together to form Business Enterprise Centres Australia (Australian Institute of 

Enterprise Facilitators 2010). BEC Australia was designed to provide a common voice and 

co-ordinating role for the many BECs operating across the country, each of which existed as 

a separate legal entity with its own board of management. The development of a common 

logo and branding, information sharing and skills development were, and continue to remain, 

core objectives of the national body.  

 

Self-employed individuals gained their own representative body much later, with the 

formation of the Independent Contractors of Australia (ICA) in 2001.  ICA was created to 

educate contractors, allow them to develop networks of common interest, and to lobby 

government on laws and regulations affecting its members (ICA 2011). 

 

Education, Training and Research 

 

Whilst education and training is today recognised as an important tool in SME development, 

this has not always been the case. In 1970, there were few, if any, small business programs on 

offer within Australian higher education or technical and further education institutions. 

Whilst the Wiltshire Committee in 1971 clearly identified a future role for educational bodies 

in improving SME skills and offering training, there appeared to be only a handful of such 

courses available at the time.  Indeed, the first identifiable program of small firm studies 

within the university sector appears to have been that developed by Geoffrey Meredith at the 

University of New England, in northern regional New South Wales, in the mid-1970s. 
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Small business education and training began to receive substantial attention in the early 

1980s. In 1981, Bailey and Royston published a national survey of SME education on behalf 

of the National Training Council, which suggested that the number of individual units, or 

whole programs of study, about small business were quite limited in number. They advocated 

the introduction of small business courses at both undergraduate and post-graduate levels 

(Bailey & Royston 1981). The following year, the Ralph Committee of enquiry into 

management education in Australia endorsed the preceding report, and recommended that 

tertiary institutions introduce units in small business management (Inquiry into Management 

Report 1982). This sentiment was supported by the Commonwealth Tertiary Education 

Commission’s review of small business training needs, who also argued that degree courses 

should include units in SME management (CTEC 1984). 

 

The first academic conferences dedicated to small business appear to have been those held by 

the Institute of Industrial Economics at the University of Newcastle. In 1980 the Institute 

hosted a gathering on “small business development,” and in 1982 began the first of a series of 

regular national small business conferences that were subsequently held in a variety of 

different cities throughout the 1980s (Lamb, Dunlop & Sheehan 1980; Dunlop & Gordon 

1984). 

 

A formal association of small business and entrepreneurship researchers, educators and 

policymakers took shape in 1987, with the foundation of the Small Enterprise Association of 

Australia and New Zealand (SEAANZ). Based on a number of active academic researchers, 

along with a smaller number of members drawn from government, business development 

organisations and other kindred bodies, SEAANZ held its first conference in conjunction 

with the Institute of Industrial Economics in Melbourne in 1988. Conferences have since 

been held on an annual basis at various Australian and New Zealand cities. The association 

began publishing a journal, Small Enterprise Research, in 1992, and thus established the 

nation’s first peer-reviewed academic research publication in the discipline  (SEAANZ 

2008). In the same year it became affiliated to the global body representing researchers, 

educators and policymakers, the International Council for Small Business (ICSB) (Brockhaus 

2005)
4
. Since that time a number of Australians have held the ICSB presidency, and 

SEAANZ has played host to the ICSB world conference on three separate occasions: in 

Sydney (1995), Brisbane (2000) and Melbourne (2006) (SEAANZ 2008).  

 

After the federal government commissioned a substantial review of management education in 

Australia, the resultant Industry Task Force on Leadership and Management Skills (1995) 

noted the emerging importance of small business counselling services and recommended that 

a formal system of training and accreditation be developed for such advisers. This resulted in 

the creation of the Australian Institute of Enterprise Facilitators in 1997, a national body 

aimed specifically at small business advisers, consultants, trainers, counsellors and 

facilitators (AIEF 2010). 

 

The number of degree courses grew substantially during the 1980s and 1990s. Whilst few 

institutions had offered small business studies in the 1970s, by 2005 almost all universities 

were offering something. A review of course and program offerings (Chan 2005) found that 8 

of the country’s 39 universities were offering degree specialisations in small business or 

entrepreneurship, another 13 were offering individual units within degrees, and 11 were 

                                                 
4 Interestingly, in 1987 ICSB rejected an application by COSBOA to become the local Australian affiliate 

(Brockhaus 2005).  

http://trove.nla.gov.au/work/27866195?q=%22Conference+series+of+the+Institute+of+Industrial+Economics%2C+University+of+Newcastle%2C+New+South+Wales%3B%22&c=article##
http://trove.nla.gov.au/work/27866195?q=%22Conference+series+of+the+Institute+of+Industrial+Economics%2C+University+of+Newcastle%2C+New+South+Wales%3B%22&c=article##
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offering postgraduate studies in the area; only seven institutions did not appear to offer any 

units. 

 

Conclusion 

 

As the above chronicle indicates, there has been a vast change in Australia’s small business 

sector over the last forty years. Not only has the sector grown dramatically in size; but just as 

importantly, it has also grown in perceived importance. Where once it was seen as a 

peripheral or non-important sector of the economy, it is now treated with a great deal more 

attention. 

 

This has been most clearly reflected in the growth of services dedicated to small enterprises: 

in the increased activities of both state and federal governments, as well as the establishment 

of industry representative bodies, education and research associations, and related areas. In 

1970, there was little specific support for, or knowledge of, small business. By 2010, much 

more was known about SMEs, and there was a wide range of both government and private 

support for small enterprises. 

 

There have also been some clearly discernible trends over the last forty years. For example, 

in many areas of service provision, it has been the state and territory governments which have 

provided the initial impetus and support, and the federal government has only become 

involved after such schemes have become well established. This pattern was the case for 

business enterprise centres, incubators and self-employment schemes for the unemployed. 

But it has not always been a one-way street: the federal National Small Business Bureau in 

the 1970s can be seen as an early precursor to the many state-based SME development 

corporations that arose in the 1980s. 

 

Australia’s experience in SME issues has often also mirrored similar trends in other 

countries. The Wiltshire Report, for example, appeared at about the same time as similar 

enquiries in other countries, such as the Bolton Report in the United Kingdom (1971) and the 

Miliaret Report in France (1973). Many local policy ideas have also been drawn from abroad. 

The business enterprise centre network has its origin in the local enterprise agency system 

that appeared in the UK in the late 1970s, whilst the New Enterprise Incentive Scheme was 

based on French and British models. Indeed, Casson (2011) has noted that most Western 

nations experienced a similar surge of interest in the notion of the so-called “enterprise 

culture” in the 1980s and 1990s, which in turn sparked an increased public policy interest in 

SMEs.  

 

On the other hand, recent years have also seen the emergence of some distinctively 

Australian approaches to SME issues, such as the creation of Small Business Commissioners. 

 

There is, arguably, still much more that can be done to assist small firms – but as the 

historical record indicates, it is worth noting just how far the sector has already travelled over 

recent decades. A better understanding of what has previously occurred, how and when, can 

help ensure that future activities to further develop small business are effective. If the small 

business community is not aware of its history, there is always a risk of repeating the errors 

of the past, ignoring the lessons of previous endeavours, or of neglecting the many 

considerable achievements so far accomplished. 
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INTRODUCTION 

 

It is widely anticipated that the tourism sector will become one of the key drivers of economic 

expansion and employment creation in South Africa (SA) over the next decade. In SA, it has 

been suggested that the economic objectives of increasing earnings, foreign exchange, 

investment and job opportunities, as well as minimising adverse social and cultural effects have 

not been promoted through large tourism enterprises sufficiently. Instead, the advantages of 

developing SMTEs are being emphasised (Erero, 2011: 5; Rogerson, 2005: 5).  

 

Against this background, the objectives of the study are threefold:  to examine the role of SMTEs 

in the tourism sector of SA; to develop a comprehensive understanding of the challenges of the 

SMTEs and government policy frameworks and initiatives to develop and grow SMTEs. The 

international tourism literature provides a useful foundation for examining the issue of tourism 

linkages and small enterprises development in SA. In particular, it highlights the many 

constraints on SMTE development in the tourism industry, due to the dominance of large 

enterprises in the mass tourism industry. 

 

In SA, SMTE development is looked upon as a low cost means of addressing the country’s 

geographical inequalities and promoting entrepreneurial activities so as to harness the country’s 

full potential. Tourism is vital to the development of SA and its people as it is currently the 

fastest growing industry, employing an estimated 600 000 people. It is also the largest industry in 

the world and the fourth largest in SA after mining, agriculture and trade. As an economic sector, 

one of the most distinguishing features of tourism is the overwhelming pre-eminence of small 

scale entrepreneurship (Saayman & Olivier, 2005: 117-118). 
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A EUROPEAN  PERSPECTIVE 

Most markets worldwide are dominated by SMMEs as they increasingly are being recognised as 

the engine of growth and as the backbone of the European economy (Ateljevic & Page, 2009: 

288; Tassiopoulos, 2010: 30; Urban-Econ, 2010: 25). SMMEs are also the vehicle by which the 

people with the lowest incomes in any society gain access to economic opportunities. The 

approximatey 23 million SMMEs found in the EU provides two-thirds of all private sector jobs, 

accounting for about 75 million jobs. SMMEs are particularly important in developing and less 

industrialised countries. For example, micro-businesses (those with less than 10 employees) 

dominate employment in countries such as Italy (47%) of all employment and Poland (41%). 

Small businesses are thus crucial for growth and employment in Europe.  

Due to their flexibility, SMMEs are capable of operating successfully even during periods of 

economic turbulence and recession. Small businesses are seen as a vehicle for entrepreneurship 

(Thurik & Wennekers, 2004: 141) contributing not just to employment and social and political 

stability, but also to innovative and competitive power. Furthermore, these authors contend that 

entrepreneurship is a vital determinant of economic growth. The EU endorsed the European 

Charter for small businesses in 2000. The Charter embodied the “think small first” principle and 

the recognition that small enterprises are the backbone of Europe’s economy and the key to 

competitiveness (Thurik & Wennekers, 2004: 141).  

A Green Paper published in 2001 (European Commission, 2003) was the first EU document 

extolling the virtues of entrepreneurship and aimed at stimulating debate among policy makers, 

businesses, representative organisations, journalists and experts on how to shape 

entrepreneurship policy for the future. Entrepreneurship is also a crucial element for achieving 

the political objectives set at the European Council meeting held in Lisbon in 2000, where the 

European Union committed itself to becoming, within a decade, the most competitive and 

dynamic knowledge-based economy in the world (Europa.eu.int: 2003). However, the European 

Commission report of 2005 stated that Europe still faced many challenges in order to meet the 

Lisbon objective for 2010. The need of an environment where small businesses do not struggle 

with red tape and where entrepreneurial people can transform their ideas into businesses was 

seen as imperative (European Commission, 2005). The Barcelona Council endorsed the 
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European Commission’s intention to present a Green Paper on entrepreneurship as a contribution 

to reaching ambitious goals (European Commission, 2003). Research in 2009 indicates that some 

member states in the European commission have made progess in reducing red tape and have 

simplified tax compliance procedures for SME’s (European Commission, 2010). The EU serves 

as a fine example for other countries to benchmark. The EU like South Africa has also been 

confronted with rising concerns about unemployment, job creation, economic growth and 

international competitiveness in global markets. Policy makers in the EU have responded to 

these issues with a new mandate in order to promote the creation of SMMEs. South Africa can 

learn from the EU experience. 

 

THE ROLE OF SMMEs 

While SMMEs play a central role in the Euopean economy, they have been recognised as a 

major source of employment and income in many countries such as Japan and New Zealand. 

Detailed surveys in a number of countries suggest that a quarter of all people of working age are 

engaged in small business activities (Mead & Liedholm, 1998: 61). 

In the global context, SMMES are a source of creative and innovative energy, stimulating 

economic growth and competitiveness. In developing countries, including South Africa, SMME 

growth has become an instrumental part of such countries’ economic policies (Tassiopoulos, 

2010: 20).  

In South Africa, SMME development is looked upon as a low cost means ofk addressing the 

country’s geographic inequalities and promoting entrepreneurial activity so as to harness the 

country’s full potential (Nsika, 2002: 55). However, Tassiopoulos (2010: 20) cautions that the 

failure rate of new businesses in South Africa is high, with nearly 50 percent of small businesses 

failing within the first five years. Many reasons for this state of affairs are provided: the wrong 

product, undercapitalisation, poor cash flow, poor management, lack of succession planning and 

technological obsolescence, amongst others.  The most frequently cited reason for business 

failure is perceived to be a direct consequence of SMME management competence (Ateljevic, 

2007: 308).   
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 Despite the high failure rate, SMMEs play a critical role in a country’s economy. In South 

Africa SMMEs contribute to the Gross Domestic Product (GDP) and absorb between 50 per cent 

and 60 per cent of the formally employed labour force. SMMEs also contribute 43 per cent of the 

total value of salaries and wages paid in South Africa. Given their numerical spread, small 

businesses are well placed to play a central role in stimulating the economy and boosting 

economic growth (Mbedzi, 2011: 1). Furthermore, SMMEs are a key source of business 

dynamism and innovation. 

Rogerson (2004: 14) reports that the benefits of developing small business in tourism has been 

argued by several writers. In particular, within a developing world context, it is suggested that 

the economic objectives of increased earnings, foreign exchange, investment and job 

opportunities, are promoted by developing small businesses and not  through inward investment 

and large tourism enterprises. The subsequent sections explain the role of SMMEs in more detail, 

particularly with respect to employment creation. 

Thomas (2004: 13) explains that the tourism sector is recognized as important in its potential role 

as one of the few sectors that can be employment-intensive and create new jobs through SMMEs. 

The role of SMMEs seems to be as important in some of the world’s best performing economies, 

particularly, Taiwan and Hong Kong (Dorfling, 2001: 19) as is the case in developing countries. 

Luiz (2011: 54) points out that in some Asian countries, for example, Taiwan with well-

developed urban industrial and financial systems, small enterprises have benefitted from 

subcontracting arrangements with larger firms which have significantly contributed to 

employment creation.  In this regard, Japan is the prototype of the economy in which small and 

medium enterprises play a significant role, primarily through subcontracting with large firms 

which tend to trade on a global basis. 

Similarly, in Indonesia, informal enterprises generate about half of all new jobs,while in 

Thailand SMMEs comprise more than 97 percent of all firms in the manufacturing and service 

sectors. Furthermore, in Mexico, SMMEs contribute 32 percent to GDP and 64 percent to total 

employment (Urban-Econ, 2010: 26).  
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The World Travel and Tourism Council (2011: 6) records that Travel and Tourism is expected to 

generate 7,806,000 jobs directly in 2011 (3.0 percent of total employment). This includes 

employment by hotels, travel agents, airlines and other passenger transportation services 

(excluding commuter services). It also includes, for example, the activities of the restaurant and 

leisure industries directly supported by tourists. By 2021, Travel and Tourism in the world will 

account for 10,203,000 jobs directly, an increase of 2,397 000 (30.7 percent) over the next ten 

years. Figure 1.1 depicts the increase in tourism jobs up to 2021. 

 

Established business owners play an essential role in providing sustainability of entrepreneurship 

in a society by offering employment (GEM, 2011: 13). Many studies have highlighted that 

unemployment is a major challenge in SA (Klasen & Woolard, 2008: 1; Statistics South Africa, 

2011: 1; Trading Economics, 2011: 1-2) as stated in the State of the Nation Address (SONA) by 

President Zuma on the 9 of February 2012. The President quoted figures released by Statistics 

South Africa (Stats SA) of the fourth quarter of 2011. The figures indicate that unemployment in 

the country has decreased from 25 percent to 23.9 percent as a result of new jobs (Kiviet, Eastern 

Cape State of the Province Address, 2012: 24).  

South Africa’s Travel and Tourism is emerging as a leading global economic driver for the 21
st
 

century. In South Africa, it is already an important contributor to employment and wealth 

creation, with a huge flow through effect which touches all sectors of the economy. World 

Travel and Tourism Council (2011: 3) reports that the total contribution of Travel and Tourism 

to employment, including jobs indirectly supported by the industry, is forecasted to rise by 2.7 

percent per annum from 18,173 000 jobs (7 percent of total employment) in 2011 to 23,801,000 

jobs (7.2 percent) by 2021.   

Therefore, it would follow that SMMEs make an important contribution to SA’s welfare, 

particularly in terms of employment creation. The World Cup bears testimony to this fact for it 

had allowed for the creation of over 3,600,000 additional jobs in the local economies 

(etravelblackboard.com 2010). In this regard, Luiz (2011: 55) observes that the small business 

sector in South Africa has the potential to contribute to job creation and economic growth, whilst 
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at the same time redressing historical imbalances and increasing black economic participation. It 

is estimated that only about 1.4% of the Black population are entrepreneurs compared with 7.5% 

among whites. The following section addresses significant challenges faced by SMMEs. 

 

CHALLENGES FACING SMMEs 

South Africa, as a transition economy, has many challenges and it is hoped that the growth and 

development of SMMEs can play a  role in addressing some of these. In this section a review is 

presented of the major challenges that are faced by SMMEs. Most of these challenges equally 

apply to tourism SMMEs. Several common challenges have been identified that face SMMEs in 

tourism as a whole in South Africa. The following issues have been identified by Small 

Enterprise Development Agency (2011: 7).  

Market access and marketing  

In terms of market access it has been pointed out that SMMEs are unsophisticated in terms of 

their business operations and lack the necessary formal systems which are often required to do 

business with larger enterprises. Indeed, for large businesses there is usually no interest or 

incentive to do business with SMMEs. Furthermore, as a whole, small accommodation providers 

are generally excluded from the package tour market and instead are reliant on a strong 

independent travel market. 

 

 Marketing is often seen as a key area of need for SMMEs. Several studies highlight the critical 

importance of good and extensive marketing for the success of SMMEs in tourism (Rogerson, 

2005: 10). Seemingly, there is a paucity of information by SMME entrepreneurs about markets 

and needs of consumers is a critical constraint. 
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Lack of education and training 

Mbedzi (2011: 25) points out that holding a tertiary qualification significantly increases the 

probability that an individual will be a owner/manager of the business. Education and training is 

highlighted as one of the most important factors hampering entrepreneurial activites in South 

Africa. Formal classroom teaching also has a critical role to play in developing and nurturing 

entrepreneurial skills. Public schools in South Africa teach economic and management sciences 

as one of the eight learning areas, with strong emphasis on entrepreneurship. However, due to to 

the fact that most teachers or facilitators lack entrepreneurial skills themselves, there is no 

guarantee that the facilitator is an all-important factor in the realisation of success of 

entrepreneurial and small business learning. 

 

Business management skills 

Business management training and skills are of critical importance. Within the category of 

business management, are encompassed a wide array of issues including: inter alia, product 

development, project management, quality control, accounts and finance; management of 

business growth; legal regulations and compliance, and how to maintain and develop staff 

(Lourens, 2007: 18). The existence of poorly developed skills in the tourism SMME sector is 

noted. Skills development and training ensures people living in marginal rural areas and urban 

townships are able to take advantage and benefit through business opportunities. Greatest skills 

are needed for SMMEss to build or participate in marketing networks. Training courses for 

tourism have been weak, often generic and failing to provide the broad range of skills 

specifically required by tourism entrepreneurs. Seemingly, different courses are required by 

different kinds of businesses. The needs for training newly established tourism businesses are of 

a different nature to those of growing tourism business that have been in existence for a number 

of years.  
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Information Communication and Technology (ICT) 

Considerable attention is being focused on the issues around ICT development in small 

businesses. Several studies have highlighted the importance for tourism SMMEs of taking 

advantage of the opportunities by e-commerce. ICT can assist with the increased information 

flow and in expanding access to new markets (Chiware, 2008: 7). Research by Warden and 

Williams (2003: 19) in the Western Cape indicates that many small tourism business businesses 

are not aware of the benefits that e-commerce adoption could offer the operations. Another 

problem resulting from ICT non-development is that very few SMMEs have facilities that allow 

them to process credit card payments (Lourens, 2007: 20).  

 

Sense of place, culture and safety 

An understanding of sense of place and culture is a challenge across tourism SMME 

development (Cornelissen, 2005: 47). The development of cultural tourism products is an 

important element of spreading the economic impact of tourism through the development of new 

products, including township tourism. In terms of maximising the impact of culture, SMME 

entrepreneurs need to understand new ways to enhance the visitor experience. Maintaining and 

building good customer relations with visitors is important. Entrepreneurs also need to be able to 

educate visitors about daily life, land issues and society as a whole. The use of the appropriate 

language is also an important issue to consider as part of the visitor experience. Furthemore, 

concerns about safety, lack of exposure about townships are important when dealing with 

customers (Cornelissen, 2005: 72). 

 

Finance 

Finance is viewed as one of the core challenges for SMME development as a whole in South 

Africa. Many studies highlight the significance of access to finance as a constraint upon SMME 

development (World Bank, 2006b: 11). Access to finance remains one of the priority challenges 

faced by small businesses. As tourism is often a seasonal activity, the commercial banking sector 
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has not been particularly supportive of lending to small tourism enterprise. In addition, the 

financing packages offered by commercial banks are usually not friendly to SMMEs. Much of 

the establishment of tourism SMMEs is a result of own financing or financing through friends 

and relatives (Small Enterprise Development Agency, 2011: 9). 

A Global Entrepreneurship Monitor (2008: 17) found that the South African financial system has 

traditionally catered for large corporate clients and neglect small enterprises.The study further 

noted that commercial banks were not well placed to cater for the needs of small businesses. 

Furthermore, bank officials were not  adequately equipped with the necessary skills to assist 

entrepreneurs. Global Entrepreneuship Monitor (2011: 27) notes that finance is considered a key 

impediment to entrepreneurial development, and organisational initiatives need to link this 

concern with the development of business skills. 

 

Regulations 

Regulation and bureaucracy is profiled as serious constraints upon SMME development in 

tourism. Small Enterprise Development Agency (2011: 10) provides strong evidence that 

indicates that the regulatory environment discourages business growth in the formal economy. 

They further highlight that tourism SMMEs experience a host of constraints from of sector-

specific regulation relating to licencing of vehicles, zoning and permits. Overall, it is shown that 

the regulatory burden is much higher for tourism businesses compared to businesses in the 

economy. The average compliance course estimated to be up to three times higher than in other 

economic sectors (Small Enterprise Development Agency, 2011: 10).  

 

However, Mbedzi (2011: 26) asserts that compliance with regulations can pose a serious 

challenge to SMMEs, as they increase cost levels. In many cases, much costs are incurred by 

small businesses in order to learn which kind of regulations apply to them and how they can be 

handled. Furthermore, Global Entrepreneurship Monitor (2011: 27) holds that regardless of 

development levels of the business, stringent labour regulations and an onerous regulatory 
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system negatively affect the number of entrepreneurs. This is an important point for all 

government policy makers to note because entrepreneurs contribute greatly to job creation. 

Inadequate institutional support 

In South Africa, adequate progress by Tourism Enterprise Programmes, Small Enterprise 

Development Agency, as well as government support programmes to support SMMEs in tourism 

has been noted. However, there are shortcomings in these programmes that need attention in 

order to expand the roll-out of necessary support for the tourism SMME economy. The Human 

Sciences Research Council (2006a: 15) argues that current government policies focus on 

SMMEs but the needs of the medium sized enteprises are vastly different. To add, government 

needs to make provision for different interventions when dealing with micro enterprise which is 

often informal and survivalist. 

 Poor infrastructure 

Good infrastructure is essential for enhancing competitiveness of small businesses. Infrastructure 

concerns public transport, tourism information provision and public amenities. Rogerson (2005: 

11) emphasises the question of infrastructure development for tourism enterprises. Mbedzi 

(2011: 24) highlights two factors that are likely to affect the ability of small businesses to grow:  

 the existence of basic infrastructure facilities which is usually much better in the urban 

areas; and 

 the existence of properly developed commercial areas 

SMMEs in rural areas operate under conditions which are characterised by poor or non-existent 

infrastructure. For example, small business owners have to travel long distance to do their 

banking. In addition, they may lack electricty supply infrastructure. Furthermore, very few 

businesses have access to the right infrastructure, especially referring to problems associated 

with slow and/ or expensive internet access and the lack of good service providers in rural areas 

(Mbedzi, 2011: 25). 
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Research on the 2010 World Cup observed that the tournament had created significant benefits 

for South Africa and its tourism industry. The investment in the World Cup has led the way for 

major infrastructural programmes such as Expanded Public Works Programme (EPWP) to 

support and grow local communities. News reports estimated that 1,4 million new tourists visited 

South Africa during the tournament (Vodacom news:15 July 2010). Furthermore, the projected 

overall economic impact of the World Cup was 93 billion Rand with 62 percent of this amount 

accounted for by spending on infrastructure and preparations (etravelblackboard.com : 2010). 

 

TOURISM IN SOUTH AFRICA 

 

Tourism is vital to the development of South Africa and its people and it is currently the fastest 

growing industry, employing an estimated 600 000 people. It is also the largest industry in the 

world, and the fourth largest industry in South Africa after mining, agriculture and trade 

(Saayman & Olivier, 2005: 117). In addition, tourism is also the biggest employer in the world, 

with an estimated growth of eight percent in employment annually and it has a potential to 

become the biggest earner of foreign currency. The political changes in 1994, opened the doors 

of South Africa and positively impacted the tourism industry. Tourism has thus become a 

fiercely competitive business (Erero, 2011: 5). 

 

 Clay (2005: 40) concurs that the development of the South African tourism industry gained 

particular momentum in 1994. This is evident in the number of tourists that annually visit South 

Africa. In particular, 1994, saw a sharp rise of 18,6 percent in tourists arrivals and this number 

grew to 22,3 percent in 1995. The situation can be contrasted to the one that existed before 1994, 

when there was a huge loss of interest in visiting South Africa due to political reasons.  At the 

time, a number of South African tourism promotion offices internationally were closed, domestic 

tourism stagnated, as the majority of citizens could not enjoy and access the tourism facilities. 

However, since 1994, tourism has been viewed as an increasingly important sector of the 

economy.  

news:15
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Lemon and Rogerson (2002: 95) contend that within the global tourism economy, South Africa 

is one of seven countries that has experienced some of the largest increases in arrivals worldwide 

post- 1994. It has been rated by the World Tourism Organisation as one of the most promising 

destinations in Africa. Between 1994 and 1998 the number of international tourists escalated 

from 700,000 to 1.4m. However, since 1999, the Mandela tourism boom has waned somewhat 

and tourism arrivals for 1999-2000 showed that growth leveled off. During 2000, total visitor 

arrivals decreased. Lemon and Rogerson (2002: 96) further point out that this downturn in 

overseas arrivals was a matter of concern in light of the special developmental role that South 

Africa places on tourism as a ‘rising star’ of the economy. Furthermore Lemon and Rogerson 

highlight that domestic rather than international tourism constitutes the heart of South Africa’s 

tourism economy which accounts for 87 percent of the tourism industry. 

Lewis (2001: 85) emphasises that with its comparative advantages of natural beauty, temperate 

climate and diverse attractions combined with its superior infrastructure and transport links, 

“South Africa can use such an ‘integrated’ package to differentiate Southern African tourism 

from the rest of the continent, and provide a boost to its own and the regional economy”. 

Nevertheless, for tourism to develop as South Africa’s ‘new gold’ (The Cluster 

Consortium,1999b: 3) it is essential that a number of constraints need to be addressed.  

 According to Lemon and Rogerson (2002: 97) the major constraints relate to: 

the fact that tourism has been inadequately resourced and funded by the South African 

government: 

 the limited integration of local communities and previously neglected groups into 

tourism;  

 inadequate or non-existent tourism training, education and awareness;  

 inadequate protection of the environment through environmental management;  

 poor level of service standards within the industry;  

 the lack of infrastructure in rural areas;  
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 the lack of appropriate institutional structures; and  

 the  problem of violence and crime and the threat to the security of tourists. 

 

In an effort to chart a path toward a ‘new tourism’ in South Africa, the White Paper (1996: 19) 

offers proposals to unblock the above constraints within the context of objectives for 

reconstruction. Six key guiding principles were put forward by Thomas (2004: 21-22) towards 

developing responsible tourism in post-apartheid South Africa:  

 tourism will be private sector driven; 

 government will provide the enabling framework for the industry to flourish; 

 effective community involvement will form the basis of tourism growth; 

 tourism development will be underpinned by sustainable environmental 

practices; 

 tourism development is dependent on the establishment of cooperation and close 

partnerships among key stakeholders; and 

 tourism will be used as a development tool for the empowerment of previously 

neglected communities and should particularly focus on the empowerment of 

women in such communities. 

The World Travel and Tourism Council (1998: 3) highlighted that South Africa has good 

advantages in the global tourism market and well as some critical challenges. The advantages are 

as follows: 

 the characteristics of South African tourism products are in line with global market trends 

for adventure tourism, ecotourism and cultural tourism; 

 since 1994 there has been a significant increased capacity for tourism in accommodation, 

transport, airlinks; 
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 there has been increased co-ordination of tourism initiatives in Southern Africa for 

expansion and increased diversity of products; 

 South Africa represents exceptional value for money for visitors from key origin markets; 

and 

 South Africa has a positive international image for its democratic political 

transformation. 

 

Challenges or weaknesses identified by World Travel and Tourism Council (1998: 4) were as 

follows: 

 some parts of South Africa are increasingly seen as unsafe for tourists; 

 there are gaps in infrastructure and lack of capacity in some areas; and 

 product quality and service levels do not always meet international standards. 

 

Tourism sectors 

Rogerson (2004: 53) puts forward that the travel and tourism industry refers to the economic 

factors directly related to the tourism experience, namely, transport, accommodation, catering 

and recreation. Similarly, Tassiopoulos (2011: 10) proposes seven different key business 

activities of the tourism industry. These tourism business activities are also often referred to as 

“industries” in their own right, for example, the events industry, accommodation and catering 

and the recreation,leisure and attractions industry. Figure 1.2 depicts the seven tourism industry 

sectors. 

 

The tourism industry encompasses many different economic activities. According to Department 

of Trade and Industry (2004: 4) the analysis of tourism SMMEs is confined more narrowly to 

those particular enterprises operating within the bounds of the travel and tourism industry. The 

three sub-sectors according to Department of Environmental Affairs and Tourism (2005: 14) are: 

 accommodation (e.g. Bed and breakfasts, guest houses, backpacker hostels); 
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 hospitality and related services (e.g. Restaurants, catering, attractions, arts and crafts); 

and 

 travel distribution system (e.g. Tour operators, tour guides) 

 

THE SOUTH AFRICAN TOURISM SECTOR: A THREE –TIERED HIERARCHY OF 

ENTERPRISES 

 

Rogerson (2005: 12) observes that the South African tourism industry could be conceptualized as 

a three-tiered hierarcy of enterprises. At the top are the operations of larger established groups of 

enterprises which are responsible for the country’s major travel and tourism retail and wholesale 

operations, transportation, hotels, casinos and event facilities. The largest proportion of the 

SMTEs are however found in the middle-tier of the hierarchy which consists almost 

predominantly of white South African-owned SMTEs that operate a host of different 

establishments from travel and touring operations, restaurants, small hotels, self-catering and 

resorts, game farms, bed and breakfasts or backpacking hostels. The lowest tier in the South 

African industry comprises of the emerging black-owned tourism economy which constitutes a 

mix of formally registered micro-enterprises as well as a mass of informal tourism enterprises 

(Rogerson, 2005: 13). However, due to an absence of reliable statistics, the actual shape and size 

of this hierarchy is unknown. 

Tassiopoulos (2010: 45) asserts that the size of the South African tourism industry comprising its 

employers and employees is difficult to quantify because of the lack of reliable data and 

inconsistent research methodologies. For example, between 2000 and 2007 attempts have been 

made by various studies to determine the size of the sector and their findings vary greatly. 

During 2007, Prodigy and Grant Thornton (Theta, 2009a: 18) in their report of the skills audit, 

which was commissioned by the Department of Environmental Affairs and Tourism (DEAT), the 

Tourism, Hospitality and Sport Education and Training Authority (THETA) and National 

Business Initiative (NBI), quantified the size of the sector and they estimated it to be having a 
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total of 41 740 employers and 378 000 employees. A study conducted by TEP (2008: 16) 

confirms with Tassiopoulos (2008: 18) that many SMTEs are not registered or recorded, thus 

making it difficult to conduct empirical research. 

 

Different kinds of SMTEs in tourism 

Rogerson (2005: 13) puts forward three different kinds of enterprises in the South African 

tourism economy namely: emerging, established and established large enterprises. Figure 1.3 

illustrates the three different kinds of enterprises. 

 

Established large tourism enterprise 

Cornelissen (2005: 87) mantains that SA’s travel and tourism industry is highly concentrated and 

dominated by a small group of large, mostly locally owned, tourism organisations. Seemingly, 

the South African tourism industry comprises of a large number of enterprises as well as 

numerous SMMEs. Cornelissen (2005: 88) highlights that in the accommodation sub-sector, the 

leading enterprises are Southern Sun, Protea and City Lodge which in 2004 were listed as 

operating a total of 183 hotels with a room capacity of over 21000 in total.  

The Department of Trade and Industry (2005b: 15) contends that few large businesses have 

dominated the South African tourism industry. Small Enterprise Development Agency (2011: 4) 

mantains that in both the accommodation and tour opertaing sectors of tourism, the large 

businesses typically aim for volume and to some degree their dominance has the effect of 

“crowding out” the operation of SMTEs. As a result, SMTEs tend to focus on specialised market 

segments. In accommodation, for example, SMTEs dominate the bed and breakfast economy, the 

supply of backpacker accommodation and the guesthouse sub-sector. The newer niche segments 

would be the “township” guesthouse. 

The World Bank (2006a: 2) points out that although large businesses economically dominate the 

South African tourism industry, the vast majority of South African tourism enterprises would fall 
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into the category of SMTEs. Furthermore, the World Bank estimates that 90 percent of tourism 

enterprise are small business. 

 

 Established tourism enterprises 

Saayman and Olivier (2005: 119) hold that established SMTE owners enjoy advantage in terms 

of access to capital. The authors maintain that often the SMTE is linked to alternative sources of 

income ranging from farming to other income generating activities. In the case of lifestyle 

entrepreneurs, these are often well capitalised businesses through the asset base of the 

entrepreneur. Secondly, in addition to economic capital, these established entrepreneurs enjoy 

high levels of social capital in terms of access to networks and sources of information and data to 

support their tourism businesses. Thirdly, the high levels of social capital are enhanced by the 

high levels of education of the entrepreneurs. These entrepreneurs are also noted to have high 

levels of managerial skills (Saayman and Olivier, 2005: 120). In addition, there are advantages 

for established entrepreneurs in terms of their cultural capital as represented by their language 

proficiency for dealing with different types of tourists. These tourists include both domestic and 

international markets. To a large extent, the dominance by mainly white-owned SMTEs of the 

tourism sector in SA can be understood in terms of the aforementioned advantages (Small 

Enterprise Development Agency, 2011: 18).  

The findings of a study conducted in the Free State province of established SMTEs entrepreneurs 

disclosed a profile of tourism entrepreneurs and core issues that challenged their growth 

(Rogerson, 2005: 16). It was found that established SMTEs overwhelmingly dominate the local 

tourism market, for example, in terms of the provision of different types of accommodation, 

conferencing, farm visits or game lodges. Overall, there is a high level of female involvement 

either as sole or joint proprietors of SMTEs. SMTEs are largely the domain of middle-aged or 

retirement-aged persons. It was further noted that the majority of entrepreneurs were aged 50 or 

more years. Indeed, lifestyle factors are important motivations for the start-up and operations of 

these tourism businesses with a household decision to fulfil the desire to run a tourism business 

living in pleasant countrywide surroundings.  
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Emerging tourism enterprises 

The group of emerging SMTEs operate at a disadvantage with respect to both the enormous 

market power enjoyed by large tourism enterprises and the advantages of economic, social and 

cultural capital of established SMTEs (Rogerson, 2005: 17). The competition offered by 

established tourism businesses – both large and small clearly functions as a core constraint upon 

the development of emerging business (Department of Trade and Industry, 2004: 26). In rural 

areas, the opportunities for succesful tourism entrepreneurship are reduced by problems of 

infrastructure deficiencies for tourism development both in terms of human resources as well as 

physical resources. In the Wild Coast, many of SMTEs operate at bare survival levels and 

approximates a situation of neccesity entrepreneurship (Rogerson, 2005: 17).   

In SA, accurate data on the number of SMTEs in the local tourism economy is not available, 

particularly in respect of the emerging black-owned tourism enterprises, many of which are 

unregistered informal or micro-enterprises. Van Schalwyk (2006: 25) emphasised the the 

neccessity of improving data collection on SMTEs. He stated “what we do not know with any 

certainty is the number of SMMEs in the tourism sector”. Thus this explains again the paucity of 

information regarding SMTEs.  

 

THE PROFILE OF THE EASTERN CAPE 

 

The Eastern Cape (EC) is one of the poorest provinces in South Africa with a total population of 

6,3 million people. The EC is located in the south-east of South Africa, bordering the Free State 

and Lesotho in the north, Kwa-Zulu-Natal in the north-east, the Indian Ocean along its south and 

south-eastern borders, and Western and Northern Cape in the west. The province encloses 69 580 

km, constituting 13,9 percent of the total land area of the country.  

The average population density during 2002 was 41 persons per square kilometer, and about 63 

percent of the province’s people lived in rural areas. The EC has the second highest poverty 

levels in South Africa (47 percent of households below the poverty line, which is based on 
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imputed monthly expenditure of R800 or less) combined with the highest provincial 

unemployment rate of in the country (Sinxoto & Ncwadi, 2009: 1). In 2012, the level of 

unemployment in the EC decreased from 29.9 percent to 27.1 percent, which is still very high for 

the province (Kiviet, 2012: 6).  

The economy is a mixture of highly developed and significantly less developed sectors. With a 

geographic Gross Domestic Product (GDP) of R122 billion in 2006, the economy contributes 

some 7,9 percent to the national GDP. Its major sectors are financial and business services (20 

percent), government services (19 percent), manufacturing (17 percent – mainly the automotive 

industry, agro-processing, and textiles, and trade (12 percent). Agriculture and tourism make 

important contributions to the economy of the country. Statistics SA estimated the EC to have 

about approximately 5.5 percent of formal businesses in SA, which comprises 6 percent of the 

GDP. Hence it indicates that the economy of the province and its share of formal businesses lag 

behind in relation to the national population. Converserly, informal businesses have 

approximately 9 percent share of the total for the country as a whole. It can be further noted that 

the EC is less richly endowed with tourism enterprises in comparison to Western Cape, 

KwaZulu-Natal and Gauteng (Tourism Enterprise Partnership, 2008: 10-11).   

 

TOURISM IN THE EASTERN CAPE 

 

Tourism in the EC has grown strongly since 1994. This is evident both from official statistics 

and the observation of new investments in hotels, private nature reserves, golf courses, guest 

houses and B&B’s.  In particular, the EC is a major beneficiary of expanding domestic tourism, 

based on rising real disposable incomes, and in particular the emerging black middle class.  

The EC is currently largely a local tourism destination with some pockets attracting international 

tourists. Key to a tourism economy are natural tourism features, tourism events and tourism 

facilities (infrastructure) and services. The EC has a wide variety of untapped natural tourism 

features but limited facilities (infrastructure) in many areas (Tourism Sector Summit Concept 

Document, EC, 2007: 4). The EC province is the third most popular for domestic tourists (after 
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the Western Cape and Gauteng),  but only in seventh position in receipt of foreign tourists. This 

is important because foreign tourists spend more, stay longer and generate more employment 

than domestic tourists. In particular, the EC seems to be underperforming its neighbours, 

Western Cape and KZN, in terms of tourism development. This is in spite of significant tourism 

potential (cultural, heritage, and natural resource based).  

In 2005, 7.3 million international tourists visited South Africa. Of those, around 517 000 visited 

the EC. In 2004 the province received a total of 3.7 million domestic tourists. According to 

Tassiopoulos, (2010: 24) established SMTEs tend to be closer to the mainstream tourism spend. 

Tassiopoulos highlighted that emerging SMTEs are increasingly located to mainstream urban 

centres or tourism attractions. In the EC, SMMEs are operating in and around East London and 

predominantly in the Port Elizabeth-Garden Route area. 

A variety of tourism activities of SMTEs in the EC have been identified by Tourism Enterprise 

Partnership (2008: 22). Figure 1.4 depicts the main activities of the SMTES. It is evident that 

accommodation in the EC is the second largest activity and therefore deemed important in this 

study. 

 

SMTEs active in accommodation contribute approximately 2200 rooms to the provincial 

accommodation capacity. Room rates are modest at an average of R240 a night over high and 

low seasons. However, establishments in Mthatha and King William’s Town/Bisho have 

significantly higher room rates, which might be due to demand by government officials with 

expense accounts.  

 

Addressing SMTEs challenges in the Eastern Cape 

The importance of SMTEs was highlighted at the Eastern Cape Development Corporation 

(Annual Review, 2008-2009: 42). Emphasis was placed on the following issues: 

 the importance of SMTE growth and development in the provincial economy; 

 SMTE research; 
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 the provision of a platform upon which SMTE entrepreneurs, government 

representatives, donors, academics and other experts on a local and global scale could 

interact and network; 

 the dissemination of cutting edge information and innovative solutions that define 

best practice methodologies and execution in the SMTE sector; and 

 training of entrepreneurs has been seen as an important tool in order to achieve 

quality management. 

 

The EC was characterised as an underperfoming region and  it was further noted that it had to 

make significant changes in order to derive the maximum benefit from the 2010 World Cup. 

Explanations for this under-performance include the shortage of well-defined tourist 

infrastructure (roads and accommodation), poor tourism product development, marketing and 

branding, and an absence of a tourism network (routes, generic marketing, and tour operators). 

To this end, apart from the underperformance, there has been slow growth of SMTEs. Tourism 

Enterprise Partnership (2008: 47) views the main reason for the slow growth of SMTEs as: 

 the tourism sector is relatively new, particularly for historically disadvantaged 

entrepreneurs, and their exposure to the tourism market is deemed to be inadequate and 

as a result many are unable to access market opportunities. Training is also considered to 

be inadequate and not addressing these needs. 

 tourism operators often do not have enough and relevant practical skills and experience 

of the industry. This includes relevant business, technical and management skills; and 

the skills to maintain and grow businesses once these are started. 

 

THE ACCOMMODATION SECTOR 

Accommodation plays an important role in tourism and is critical component of the tourism 

experience (Bennett, Jooste & Strydom, 2005: 43). Accommodation is the base from which 

tourists pursue activities. Accommodation contributes approximatley one-third of the spending 
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of an average tourist in South Africa. The statistics of other countries are very similar (Keyser, 

2006: 179).  

 The role of the accommodation sector 

Hospitality deals with accommodation establishments like hotels, motels and B&Bs; restaurants, 

fast food outlets and coffee shops; cinemas and convention centres. It is the largest sub-sector 

amongst them all accounting for about 65 percent of the sector (Theta, 2009a: 6). The 

distribution of the hotels that are graded voluntarily by the Tourism Grading Council of South 

Africa (TGCSA), indicates that out of the 6 872 graded hotels, 2084 are in the Western Cape, 

1071 in Gauteng, 955 in KwaZulu Natal, and the balance is spread across the country. 

Accommodation is seen to contribute one-third of the spend of the average tourist and food and 

beverage accounts for about 14 percent of the expenditure of tourists at a destination. 

Accommodation is a critical component of the tourism product since the type, nature and scale of 

accommodation available at the destination generally determines the type and scale of tourism 

possible at a destination (Bennett et al, 2005: 43). Bennett et al  (2005: 44) further contends that 

accommodation is not homogenous, and ranges from dwellings and caravan parks to ultra 

luxurious hotels. The nature of accommodation is mainly a function of tourists’ demand. Some 

tourists’ prefer a more luxurious, all- inclusive type of accommodation, while others are satisfied 

with the bare essentials. 

Accommodation may range from hotels of an international standard to bed-and-breakfast 

establishments to self-catering apartments and camping grounds. Some tourists prefer staying 

with friends or family, thereby avoiding accommodation expenses altogether. Bennett et al 

(2005: 44) distinguishes between serviced accommodation and self-catering accommodation. 

 They are as follows: 

 Serviced accommodation refers to establishments that have staff on the premises 

responsible for various services such as room service, meals and laundry service. This 

category includes hotels, motels, guest houses, farmhouses, game lodges, bed and 

breakfasts and any other type of accommodation that provides services. 
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 Self-catering accommodation provides a place to sleep, but does not include any 

additional personal services. Although it is possible to obtain some of these services, they 

are not included in the price charged. Examples include camping sites, caravanning, 

apartments, chalets, timeshare, rented flats and any other type of self-catering 

establishment. 

 

Recent developments in accommodation 

This section highlights some new developments and trends in the accommodation sector: 

 central reservation systems (CRSs) and the Internet have had an enormous impact on the 

tourism industry as a whole, but more specifically on the accommodation sector. Hotel 

rooms and flights can be booked with the press of a button. Databases are useful and can 

be used also to provide the opportunity to engage in direct marketing to reach prospective 

customers (Bennett et al, 2005: 47; Keyser, 2006: 186) 

 guest houses and bed and breakfasts are becoming one of the fastest-growing 

accommodation sectors in the tourism industry. This could be attributed to the homely 

atmosphere created as well as the reasonable prices that are charged (Bennett et al, 2005: 

47; Tassiopoulos, 2011: 21) 

 another development impacting on the accommodation sector refers to the increase in 

meetings and events, thereby resulting in a need for more conference and meeting 

venues. This sector is taking up a reasonable market share of the tourism industry 

(Bennett et al, 2005: 47) 

 tourists are also becoming more discerning and demanding when it comes to 

accommodation. They do not see accommodation as merely a room to sleep in but as a 

total experience consisting of a wide range of services and emotional experiences that 

together make up the holiday or business stay (Bennett et al, 2005: 48; Tassiopoulos, 

2011: 21) 
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 Positioning is the way in which accommodation establishments differentiate themselves 

in the marketplace. By building a strong brand image, companies are able to position 

their product for a specific target market and appeal directly to the needs and 

requirements of the customer (Keyser, 2006: 187). 

 Consumers have become more environmentally aware and discerning and many select 

products based on environmental criteria. Increasingly, accommodation groups are 

adopting environmental policies, which include energy conservation, environmental 

protection and recycling water (Keyser, 2006: 187). 

 

Nuntsu, Tassiopoulos and Haydam (2004: 515) conducted a telephone survey aimed at 

examining the B&B market of Buffalo City of South Africa using 36 operators selected through 

random sampling. They provided an amalgam of services, facilities, activities and used a variety 

of promotional techniques with word of mouth being the most prevalent. They experienced 

problems such as crime, lack of sector focus, lack of entrepreneurial creativity and skills, limited 

support from local authorities, lack of access to finance and competition. The success factors 

identified were networked enterprises, access to a dedicated fund for business finance, reduced 

operating expenses, non-financial support, and continuous skills development. 

According to Nuntsu et al (2004: 517) B&Bs  appeal to tourists because the properties are small 

and personal in nature. They add to the tourism diversity of a region and enhance the appeal of a 

community to travelers. Furthermore, they can have a substantial positive economic impact on 

the communities where they stay because most of the people who run them were once 

unemployed. This is particularly true in small communities, where hotel accommodation is 

limited and B&Bs may handle a large percentage of visitors. To this end, the economic 

contribution of B&Bs is in the form of increased earnings, foreign exchange, job opportunities, 

production, entrepreneurship and infrastructure. However, the authors point out that there is 

dearth of empirical studied on the B&B industry of South Africa. In spite of the widely 

recognized fact that it is one of the fastest maturing SMTE sector with the potential of 

contributing to economic growth and employment generation. This may be attributed to the local 
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individual nature of the product since studies tend to focus on large establishments such as 

hotels. The emergence of B&Bs as a contending segment of the tourism industry has led to many 

questions about its future directions.  

Nogilana (2011: 18) conducted a study evaluating the service quality of B&Bs in rural areas 

based in Queenstown, Eastern Cape. The study highlights the importance of service delivery in 

today’s increasingly competitive environment. There is now a growing need for increasing 

knowledge and professionalism on service quality management among tourism service providers 

such as B&B owners. Against this backdrop, in order to make the current study manageable, the 

current research will only focus on the accommodation sector of the Eastern Cape.     

 

Lifestyle businesses 

  

The accommodation sector has been a particular focus for attention concerning the development 

and dynamics of small tourism enterprises. An important finding from an empirical research 

conducted both in the United Kingdom and New Zealand is that the majority of small tourism 

enterprises do not aspire to grow and instead are often motivated by non-financial considerations 

(Rogerson, 2005: 3).   

Tassiopoulos (2011: 46) confirms with Szivas (2001: 164) that SMTEs were family-type 

businesses and that  most firms in the tourism economy are small businesses, employing mostly 

family.  Szivas (2001: 164)  highlights two aspects to SMTEs. These are: 

 the relative ease of entry into the tourism industry, as shown by the fact that many of the 

entrants into the tourism industry come from a wide range of industries; 

 the lifestyle motives for entrepreneurial entry into tourism, which indicates that the 

industry is seen as offering a better standards of living while promising a pleasant work 

environment and high levels of human interaction. 

 

A growing body of knowledge of research strongly suggests that lifestyle entrepreneurs and 

family businesses dominate the tourism and hospitality industries (Venter, 2004: 1; Getz & 
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Nilsson, 2003: 18; Szivas, 2001: 163; Tassiopoulos, 2011:49). The next section addresses family 

businesses in the tourism and hospitality  industry. 

 

FAMILY BUSINESSES IN TOURISM 

Relationships are the heart of family businesses. As columnist, Tom Petzinger Jr. of Wall Street 

Journal states “the family business has become a model for all business. The reason is that 

business, today more than any time in a century or longer, is built on relationships – the very 

stuff of which families, too, are made” (Cooper, Upton & Seaman, 2005: 244). The authors 

observe that family businesses understand importance of customer service and perceive it as 

critical to their future success. Furthermore, the authors concede that keeping up with technology 

is a priority of family business as it improves customer service and service quality.  

 

Family owned businesses are a predominant component of the tourism and hospitality industry in 

many destinations according to Getz and Nilsson (2003: 19). The authors add that their strategic 

responses to extreme seasonality of demand are of vital importance to family life, enterprise and 

community viability, destination developmentand industry competitiveness. Many firms in the 

tourism economy are small businesses, and predominantly owned by sole proprietors and 

families.  A study by Tassiopoulos (2011: 48-52) in South Africa found that the majority 

(57.6%) of SMTEs were family-type businesses. Furthermore, the nature of family businesses 

typically involves personal service and a high degree of contact with customers.    

 

GOVERNMENT AND TOURISM POLICY FRAMEWORKS AND INITIATIVES 

Tourism has been prioritised by national, provincial and local government for its jobs and 

economic growth potential. Development of the sector is a shared competence of all three 

spheres of government, and is governed by a fairly complex policy framework that integrates 

growth and investment policies, environmental policies, transport policies, cultural and heritage 

policies, among others. 
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The first significant post-1994 policy framework guiding tourism development emerged with the 

1996 White Paper on the development and promotion of tourism in South Africa. This policy 

clarified the roles that the private sector and government needed to play in developing 

environmentally sound, responsible and pro-poor tourism. 

The White Paper was followed by the Tourism Investment Mobilization Strategy for South 

Africa (2001-2011), facilitated by DEAT, which identified specific investment and growth 

constraints in the sector and proposed remedial actions, and which underscored the need for 

government, private sector, and other role-players to work more closely together to develop the 

sector. 

In acknowledgement that ownership and control of the tourism industry had not been sufficiently 

de-racialised in line with the broad-based black economic empowerment (BBBEE) Act 53 of 

2003, a Tourism BBBEE charter and Scorecard was developed in 2005. The scorecard set targets 

and indicators to measure the extent to which opportunities and benefits in the tourism sector 

accrue to black South Africans. This included 21% black ownership by 2009 and estimated to be 

30% by 2014. Similarly, targets are set for preferential procurement including 40% by 2009 and 

50% by 2014. 

Through both the Accelerated and Shared Growth Initiative South Africa (ASGISA) and the 

National Industry Policy Framework, tourism has been identified as key growth sector that can 

facilitate shared and inclusive growth, due to its relatively low barriers to entry, its job creation 

potential, and the geo-competitive advantage for impoverished rural areas (such as the Wild 

Coast). Both ASGISA and the National Industry Policy prioritize the development of tourism as 

a key component of the strategy to diversify the economy out of monopolized and capital 

intensive minerals and energy sectors towards non-commodity tradable sectors. 

Similarly, the Eastern Cape Provincial Growth and Development Plan (PGDP) has identified 

tourism as a key sector to enable diversification from over-reliance on the automotive sector. 

This has been further developed with the Provincial Industrial Development Strategy, which 

positions tourism as one of the engines of the provincial economy in general, and the rural 

economy in particular. The industrial strategy provides a clear framework and approach for 
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developing “industrial action plans” for each prioritized sector, which will identify investment 

opportunities around which the public and private sectors can cohere that will optimally impact 

on poverty and BBBEE. These action plans will also provide the basis for making research and 

development, skills development, infrastructure provisioning, and development finance support 

more demand responsive and strategic. The tourism sector provides a critical milestone in the 

development of this Action Plan. 
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Figure 1.1: Africa: Direct contribution of Travel and Tourism to employment 
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Figure 1.2: The tourism industry sectors 
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FIGURE 1.3: The three different kinds of enterprise in the SA tourism economy 
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Figure 1.4: Main activity of all enterprises in the Eastern Cape 
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 2 

                             Thailand and the Laos PDR have a very long border of 1,810 kilometers 

which has been involved with international economic transactions in terms of trade, 

investment, and tourism and passenger transportation over a long period.  There are 36 

custom check points allowing passenger transportation between the two countries by 

international bus, train, car, or private hire van. The trend of passenger transportation has 

recently increased because of the rise of tourists and investors as well as the supporting 

promotion policy of both countries particularly for the passenger transportation business. The 

growth of this business can be attributed to the capacity of Nong Khai province with respect 

to tourist attractions and destinations, food, culture and the natural environment.  

                            Therefore, it is very interesting to examine and estimate the passenger 

transportation demand model in order to investigate the impact of the variables that determine 

the model.   This study also proposes policies that could enhance the effectiveness of 

entrepreneurs’ strategies. Moreover, the results of this study can be used as guidelines for 

both entrepreneurs and related government organisations.       

 

2) OBJECTIVES AND SCOPE OF THE STUDY 

              This study aims to explore the impact of factors influencing passenger transportation 

demand via estimating the passenger transportation demand model. The appropriate 

combination estimation techniques are used. The study period was between July 2007and 

June 2010 and monthly data was used to estimate the model.  

   

3) CONCEPTUAL FRAMEWORK 

              The demand for passenger transportation is used to develop the conceptual 

framework of this study. It can be explained as follows:  
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Figure 1 Conceptual Framework of the Study 

              It is necessary to review the passenger transportation demand prior to developing an 

appropriate model to examine the determinants of passenger transportation. The relationship 

of determinant variables and passenger transportation demand is explored. To accomplish the 

study, the discussions and policy implications and recommendations are proposed based on 

the estimation results.   

 

4) RESEARCH METHODOLOGY 

              This study is based on quantitative analysis by developing an appropriate model to 

investigate the factors and impact of these factors on passenger transportation demand 

between Thailand and Laos. The ordinary least square (OLS) is used to estimate the model. 

Basic econometric problems are also explored and solved to obtain accurate and reliable 

empirical results as much as possible. The data used to construct model is time series data.   

              The model of study can be described as follows: 

   

4.1) Modeling 

                    The following linear model was constructed based on the general passenger 

transportation demand. The variables were developed to suit the passenger transportation 

between Thailand and Laos.  

Passenger Transportation 
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                              ),,,,,( TRHOEXGDPPbPafQa ................(1) 

              

           Where: 

               Qa is the total number of passengers who use the service provided (people/month) 

                 Pa is the fee paid by customers who use international bus service to travel from 

Nong Khai to Vientiane deflated by public transportation price (2007 base year, baht/person)  

                 Pb is the fee paid by customers who use the regular bus service to travel from 

Nong Khai to Vientiane deflated by public transportation price (2007 base year, baht/person)  

                GDP is the gross domestic product of Thailand (as 1998 constant price, million 

baht) 

                EX is the exchange rate (Baht/Kip) 

                HO is the number of holidays in each month consisting of weekends and special 

occasion holidays 

                TR is the frequency of service obtained from the service schedule  

           From equation (1) above, it can be stated that all the independent variables determine 

and influence the passenger transportation demand that is represented by total number of 

passenger who use the service provided (Qa). Additionally, the price of substitute goods is 

combined in the equation (1) that is expressed by Pb that is consistent with general demand 

theory.  

           According to equation (1), the linear function can be written in the linear econometric 

modelling form as follows:  

        teTRHOEXGDPPbPaQa 6543210  ………… (2) 

           Where: 

                   0 is the constant term 

                   1 - 6 is the coefficient of each independent variable 

                   et is the error term 

 

 

 

 

RESULTS OF THE STUDY 

              This section explains results of study based on the empirical results from the 

previous section.               
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5.1) UNIT ROOT TEST 

                      For all independent variables, the stationary level of time series data used in the 

estimated model needed to be tested first via the Augmented Dickey Fuller (ADF) test. This 

technique is an appropriate method of checking the mean and variance of data. The first order 

stationary level or I(0) has three different model testing formats: 

1) No intercept and no trend equation 

2) Only intercept equation 

3) Both intercept and trend equation 

                      The comparison result between ADF t-Statistic and McKinnon critical value 

has to be considered to accept or reject the null hypothesis that each independent variable has 

no unit root or stationary.  

                      The empirical comparison result above found that the null hypothesis can be 

accepted and that the stationary of almost independent time series variable is the same level 

because of the ADF t-Statistic is lower than the McKinnon critical value at different level of 

significance of 0.01, 0.05 and 0.10 respectively. Nevertheless, there are some independent 

variables which rejected the null hypothesis but accepted the alternative hypothesis consisting 

of HO and TR. The alternative hypothesis showed that there are both intercept and trend 

variables in the estimated model at 99% of the significance level.  

                      The above mentioned independent variables had to be tested to make all 

independent variables at the same stationary level.  The higher stationary level was tested by 

using the first different order estimation technique to obtain the most accurate and reliable 

empirical results possible. This procedure revealed that all independent variables are 

stationary at the same level of the first different order or I(1). The different levels of 

significance of 0.01, 0.05 and 0.10 are used to support this claim.   

            

5.2) CO-INTEGRATION TEST 

                    For the next step, the long-term relationship of the time series data was tested by 

using a co-integration process of the Engle and Granger test consisting of the following 

procedures: Firstly, the residuals of error term ( t ) obtained from an estimated equation 

using OLS had to be taken to test the stationary level of the total number of customers who 

used the service (Qa) as well as other independent variables. The integration of zero order or 

unit root test by using ADF test was then calculated. The final step was to take the residual 

from the estimated equation by OLS to test the stationary level via the same process.  
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                      Regarding the empirical results, it can be stated that the ADF test is less than 

the McKinnon critical value at a significant level of 0.01. As a consequence, it can be 

concluded that the error term has the stationary characteristic or integration of order zero or 

I(0). Therefore, the total number of passengers who used the international transportation 

service between Thailand and Laos (Qa) has a long-term equilibrium relationship with each 

independent variable. However, the multicollinearity can be detected by considering the 

correlation coefficient of two independent variables of Pa and Pb that is equal to 0.9998. 

Consequently, the independent variable of substitute good (Pb) can be deleted from the 

estimated equation. Furthermore, the first conclusion that can be drawn is that the 

independent variables Pa and Pb are nearly perfect substitute goods, which is consistent with 

demand theory.  

            

5.3) COEFFICIENT TEST 

                      The next step after the co-integration process was coefficient testing in order to 

detect any heteroskedasticity and autocorrelation problems. Heteroskedasticity were tested by 

co-integration estimation results and autocorrelation problems were tested by using the 

Durbin-Watson (DW) statistic. The outcome was that no problems were detected. It can be 

implied that the total number of passengers (Qa) has a long-term equilibrium relationship 

with all independent variables. This relationship can be written as follows: 

                       

                                                                                                                                      

TRHOEXGDPPaQa 8.209,25.126,33.952,191.05.9033.450,140    

                                 (1.73)*    (3.14)***          (-2.66)**        (1.10)           (2.07)* 

      

       

                              2R  = 0.53         2R  = 0.40 

      S.E.  = 17,551.96                 . .DW  = 2.30 

         F  = 0.011** 

                     

                          Note: 1. *** is statistic level of significance at 1% (0.01) 

                                    2. ** is statistic level of significance at 5% (0.05) 

                                    3. The number in blanket is t-statistic  
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                      From the equation above, it can be explained that the total number of 

passengers from Thailand to Laos (Qa) has a positive relationship with the fee (Pa), the 

frequency of service provided (TR) and the GDP.  On the other hand, the total number of 

passengers from Thailand to Laos (Qa) has a negative relationship with the exchange rate 

(EX). 

            

5.4) ERROE CORRECTION MECHANISM (ECM) 

                      The ECM is a mechanism that enables an examination of the short-term 

equilibrium adjustment process. Therefore, the error equilibrium adjustment term is the 

linkage between short-term and long-term adjustment mechanism. This mechanism and 

linkage can be expressed as the following equation. 

  

146.02480

23.358088.64240.093.47560.349

tt

ttttt

ECMTR

HOEXGDPPaQa
 

                         

                      A change of the total number of passengers using the transportation service 

between Thailand and Laos influences the change of fee (Pa), the frequency of service 

provided (TR) and the GDP in the same positive direction. However, a change in the total 

number of passengers influences the exchange rate (EX) and the number of holidays (HO) in 

the opposite direction.  

                      The negative coefficient of error correction term is consistent with the 

equilibrium adjustment theory. According to this theory, the value of error will be much 

lower leading to an adjustment for long-term equilibrium. It can be stated that the speed of 

adjustment to the long-term equilibrium is -46.27% if there are situations that influence the 

total number of passengers that deviate from equilibrium in each period. The Breusch-

Godfrey serial correlation LM test is used to test and accept the hypothesis that there no 

autocorrelation occurred.   

 

DISCUSSION 

                      Both the unit root test and co-integration processes are undertaken prior to the 

estimation by the OLS. It was found that the total number of passengers (Qa) has a long-term 

equilibrium relationship in the same direction with the fee (Pa), the frequency of service 

provided (TR) and the GDP. Nevertheless, the total number of passengers (Qa) has a long-
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term equilibrium relationship in the opposite direction with the exchange rate (EX). All of the 

independent variables can be used to explain the dependent variable of more than 53%. 

Furthermore, the empirical results of the ECM supported the fact that the speed of adjustment 

when the total number of passengers deviates from the equilibrium to return to long-term 

equilibrium is approximately 46.3% in each time period.  

                      According to the empirical results, it can be concluded that the impact of 

determinant variables has an impact on passenger transportation demand. Both the 

relationship and size of effect can be observed from the coefficients. In addition, the impact 

of most variables is consistent with the passenger transportation demand theory except for the 

exchange rate.  

 

POLICY IMPLICATIONS AND RECCOMMENDATIONS 

                      Policy implications and recommendations can be discussed and proposed as 

follows: 

              1)  Entrepreneurs should increase the frequency of service to meet the demand and 

provide more an efficient and convenient service which could promote tourism between the 

two countries. 

              2)  Both governments should encourage more entrepreneurs to participate in the 

industry to enhance competition. 

              3)    More competition will lead to increased service quality.  

              4)   Entrepreneurs should use technology in order to improve efficiency e.g. an on-

line ticketing system.  

              5)  Customs and immigration procedures at the check points of both countries should 

be reduced to save time for passengers.     

              It can be postulated that all policy implications and recommendations above are 

plausible. These policy implications and recommendations both need collective cooperation 

between the two countries. Additionally, these policy implications and recommendations are 

crucial schemes for trade and investment facilitation under the umbrella of the AEC 

implementation framework.  

 

CONCLUSIONS 

              International passenger transportation is one of the essential industries that can 

enhance trade and investment between Thailand and Laos. The most important policy 

implications and recommendations are to improve the efficiency in terms of quality, 
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frequency and use of technology e.g. on-line ticketing system. Another necessary policy 

recommendation is to develop the area to provide more passenger convenience and 

cleanliness. An improvement in the transportation efficiency is one possible way to facilitate 

trade and investment expansion not only for both countries but also for intra-ASEAN region. 

The success of the ASEAN Economic Community (AEC) depends on this support criterion.  

 

SUGGESTION FOR FURTHER STUDIES 

              This study can be extended to analyse and examine an appropriate passenger 

transportation model between Thailand and Laos. This model could also be used to measure 

the impact of the passenger transportation service on the economic growth of both countries.  

Moreover, this study can also be extended to forecast the growth of passenger numbers 

through estimation techniques and an appropriate model.  Additionally, the elasticity of the 

passenger transportation demand model can be examined to analyse the optimum price. The 

optimum price will lead to increased market competition, efficiency and benefits for 

consumers.    
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Introduction 

Development of an attitudinal climate that views entrepreneurship as good and enables 

entrepreneurial behavior is essential to long-term economic success. Krueger and Brazeal (1994: 

99) point out that “providing a reasonable supply of entrepreneurs first requires providing an 

environment congenial to creating potential entrepreneurs.” Given 70% of new products and 

80% of the new jobs created each year result from the entrepreneurial sector (Hisrich and 

Grachev, 1993), encouraging entrepreneurship is imperative to stimulate growth in a growth 

conscious world (Baumol, 1968), especially when considering the current economic situation 

faced by not only the United States, but many other developed nations as well. “There is no 

doubt that the U.S. government has shown greater interest in and support for entrepreneurship in 

recent years. Discussions of job growth now frequently address the importance of new business 

creation, and elected officials today regularly emphasize the need for innovation and 

entrepreneurship to revive our failing economy” (Strom, 2012: 1).  

The phrase ‘local business climate’ is commonly used in both the mass media and the 

academic literature, yet it remains elusive. Though no commonly agreed upon definition exists, 

“the local economic conditions that foster or retard the birth or growth of firms” (Bittlingmayer, 

Eathington, Hall, & Orazem, 2005: 1) accurately captures the core essence of the phrase. Yet, it 

remains important to distinguish between economic and perceptual approaches to assessing 

climate. While many economic measures quantifying a ‘business climate’ within a geographic 

area exist, they fail to capture the more human element of climate given they are based solely on 

hard economic indicators. This economic base negates the role of individual perceptions.  
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Simon (1957) proposed that people are boundedly rational; that individuals make 

decisions based upon the limited cognitive ability they possess. Inherent to this notion is that 

individual perceptions impact subsequent behavior (e.g., Fishbein & Ajzen, 1975; Ajzen, 1988, 

1991; Krueger, Reilly, & Carsrud, 2000). Likewise, limited cognitive ability forces individual’s 

to make decisions based upon perceptions of reality that may not always (or ever) be based upon 

economic indicators. Thus, this manuscript explores the perceptual side of business climate, 

largely because it is individual perceptions and not economic reality that directly impact 

entrepreneurial behavior. For example, the vast majority of business owners considering 

relocation attribute their consideration to the perceived attractiveness of alternate communities 

(Dennis, 2006; Weaver, Liguori, & Vozikis, 2011). Additionally, past research has shown that 

nascent entrepreneur’s (i.e., individuals engaging in activities meant to result in a feasible 

business start-up; Aldrich & Martinez, 2001) perceptions of local business climate favorableness 

impacts whether or not a new firm is ever even created (Bird, 1988, 1989; Krueger & Carsrud, 

1993; Mueller & Goic, 2003; Krueger, 2009). Ultimately, what an entrepreneur perceives is 

more important than any objective reality (Krueger & Brazeal, 1994: 99). 

Climates perceived as favorable are associated with reduced poverty levels (Walters, 

1990), higher rates of innovation and economic prosperity (Drucker, 1999), and increased 

economic growth (European Commission, 2003). In essence, favorable climates are vital to 

economic health (Henderson & Robertson, 2000), and policy makers who seek to stimulate new 

business or retain existing business need to consider the factors affecting climate perceptions.  
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Perceived Business Climate: A Conceptual Scheme 

 Figure 1 is a conceptual scheme illustrating the contributory factors we posit impact local 

business climate perceptions. This conceptual scheme was developed by reviewing past research 

into local business climate perceptions (e,g, Dennis, 2006).  

Role Models 

The existence and availability of role models in a given environment play an interesting 

and critical role in determining how favorable the environment is perceived to be. In studying 

entrepreneurial intentions, Scott & Twomey (1988) empirically found that exposure to role 

models is important. Individuals who venture out and form their own organization tend to be 

celebrated and admired for their drive, determination, hard work, and business acumen (Goetz, 

2008). In the U.S., business world entrepreneurs represent the majority of successful role 

models; and society celebrates both these individuals and their successes (Aronsson, 2004). This 

celebration of role models transcends a superficial ‘kudos’ type pat on the back; individual’s 

behaviors are often learned from observing others (Bandura, 1977a, 1977b).  

Past research has demonstrated a significant and consistent link between the presence of 

entrepreneurial role models and the emergence of entrepreneurs (Shapero & Sokol, 1982; 

Timmons, 1986; Cooper, Woo, and Dunkelberg, 1988; Matthews & Moser, 1995; Kolvereid, 

1997). By watching another individual succeed, one’s own efficacy judgment about their ability 

to succeed is elevated (Scherer, Adams, Carley, and Wiebe, 1989). When one witnesses someone 

they consider to be a peer (or someone of comparable knowledge, skills, and ability) successfully 

start a new business, they are able to envision themselves behaving in a similar way, while at the 

same time benefiting from information cues toward venturing (e.g., Katz, 1992). 



WHAT REALLY IMPACTS LOCAL BUSINESS CLIMATE  5 
 

Role models also bring a level of respect and credibility to the table. Respect given to 

local business owners from the community is often taken into high consideration when pursuing 

an occupation (Dennis, 2006). People value respect and find it to be a social reward. In fields 

where respect is pervasive, role models and mentors are often readily available (Dennis, 2006). 

In a linked fashion, credibility often ties together with respect from an entrepreneurial 

standpoint. The availability of credible role models in one’s life can readily affect ones desire to 

become an entrepreneur. For example, at Babson College greater than half of undergraduate 

students who study entrepreneurship have families who own businesses (Bygrave & Cowling, 

2007), illustrating the impact of entrepreneurial role models on entrepreneurial behavior.  

Family members and friends need not be the primary location for one to find 

entrepreneurial role models. In fact, Liñan & Santos (2007) found that the strongest influence 

came from non-family (or community-based) role models. Exemplar communities have an 

abundance of role models everywhere: rotary meetings, coffee shops, town halls, government, 

and even in education. Likewise, they exist at all levels, ranging from the independent consultant 

or small coffee shop owner, all the way up to Bill Gates in Silicon Valley. McCollister (2011) 

goes so far as to say that any prominent figure who illustrates to youth what is possible when you 

have a dream and commit to it can be considered an entrepreneurial role model. He includes not 

only Facebook Founder Mark Zuckerberg as an entrepreneurial role model, but also other media 

and sports figures as well; a sentiment shared by Suster (2011). 

Yet, let us distinguish for all intents and purposes that we consider figures such as Bayne 

and Bieber to be inspirational to youth, encouraging them to believe in their dreams and to 

persevere, but not to necessarily behave entrepreneurially or seek self-employment. Behavior is 

likely learned at a more local or regional level, given norms and policies vary at these levels. 
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Thus, roles models take many forms. Some illustrate the power of perseverance (e.g., Bieber, 

James, and Bayne), where others help raise perceptions and impart behavioral cues (Katz, 1992). 

Media Coverage 

The media plays an important and critical role in disseminating information about local 

business climate. Aside from just conveying news, media coverage also generates publicity, 

increases community involvement and awareness, highlights success stories, and generally 

engages individuals at a personal level. Local media coverage can use various avenues including 

magazines, newspapers, newsletters and local TV in order to publicize entrepreneurs’ endeavors 

and bring those efforts to the attention of the general populous. For example, Descant’s (2011) 

The Advocate (a Baton Rouge, LA based newspaper) article describes a local Start-up Weekend 

brainstorming and business development workshop, highlighting activities and portraying 

entrepreneurship in a positive light. By describing entrepreneurial events in the media, subjective 

norms that entrepreneurial behavior is acceptable become more engrained in the culture, offering 

local entrepreneurs more support and legitimacy. Similarly, local news stations covered the Start-

up Weekend and are known for occasionally writing biographies about local entrepreneurs. It is 

not uncommon for local media coverage to do a story on a new or expanding entrepreneurial 

venture, explaining what the venture does and interviewing the entrepreneur (Scram, 2011). In 

addition, local business news magazines typically provide biographies of local entrepreneurs and 

can help promote entrepreneurship by giving out awards including business person of the year, 

entrepreneur of the year, and young business person of the year, similar to that of The Greater 

Baton Rouge Business Report. Not only are these award winners recognized within these 

magazines, but are also recognized through other mediums. It would not be uncommon for 

entrepreneurs receiving awards from one medium or agency to transcend through multiple media 
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platforms. As described above, a positive entrepreneurial climate would see multiple media 

platforms and competing media firms covering similar stories related to entrepreneurship. 

Publicizing entrepreneurial successes tend to increase perceptions that starting a business 

is feasible (Krueger & Brazeal, 1994). Media portrayals of entrepreneurial role models and 

positive activities can increase one’s desire for self-employment through entrepreneurial 

venturing. The reverse effect may also occur; media may also paint a negative picture of 

entrepreneurship, causing a decline in a potential entrepreneur’s desire to start a new venture. 

Indeed, one of Birch’s et al.’s (1999) 10 criteria used to assess the entrepreneurial-ness of a 

community was whether local newspapers wrote about and celebrated entrepreneurs.  Getting the 

community involved is essential for a healthy entrepreneurial climate. One way to do this is by 

sharing what local entrepreneurs are accomplishing. Stories involving economic and social 

contributions made by entrepreneurs in the community will increase the public’s awareness of 

the essential improvements made by these individuals and their businesses (Rightmyre et al., 

2004). This serves as an inspiration to potential entrepreneurs and helps to legitimize individual 

entrepreneurs to financial institutions, investors and other resource allocators. In a similar 

fashion, the romanticism associated with entrepreneurs, as they tell their stories, comparing their 

accomplishments to war, parenting, freedom, and the journey of a lifetime can help plant the 

seed of entrepreneurship within a community (Hustedde, 2007).  

Colleges and Universities 

Colleges and universities present many opportunities to advance business and provide 

desirable climates. A few prominent components to consider when addressing the roles of 

colleges and universities are governmental policies, education and learning, and community 
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advancement. First, as many universities are public, there is a fair amount of overlap between 

government and university procedures involving entrepreneurial activity. Governments believe 

that the promotion of entrepreneurial based education programs can increase the amount of new 

entrepreneurial business formation and colleges and universities are a primary contributor to 

these educational efforts. State and local governments that invest in colleges and universities also 

help support effective intellectual property transfer programs which can intern, help to stimulate 

economic growth (Markley & Macke, 2002). Educators and researchers are concerned with the 

demands raised by politicians, practitioners, and the general public for the promotion of 

entrepreneurial activity. In a reciprocal role, academics studying entrepreneurship can provide 

information and insight that may influence or support political action. Their involvement 

provides understanding and insight into the importance of small business creation, allowing for 

policy makers to take heed of potential effects on entrepreneurial activity (Strom, 2012). In 

addition, they may also have a direct impact on policy formation if they move from academia to 

governmental positions. This may be similar to two senior economic advisors who provide 

greater attention to the demands and needs of small businesses, further encouraging venture and 

birthrate growth (Strom, 2012). Higher total education expenditures are also very attractive to 

various industries (Plaut & Pluta, 1983). The links are unavoidable.  

Beyond the educational structure as designed by both public and private institutions, the 

heart of what colleges and universities are creating is learning environments and opportunities. 

An implied objective of all entrepreneurship education is the creation of more (and more skillful) 

entrepreneurs (Ronstadt, 1985); thus increasing the self-efficacy of the population of 

entrepreneurs and stimulating firm birthrates (Sternberg, 2009). Entrepreneurial activity has been 

increasingly linked to educational experience, especially in regards to business development and 
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intellectual capital curriculums, which helps to create a healthy foundation to build an 

entrepreneurial economy. Education systems must teach the future entrepreneurs how to adapt, 

innovate, and react to changes, uncertainties and complexities, or in other words, how to be 

entrepreneurial (Cho, 1998; Fayolle, 2007). Rightmyre et al. (2004) use findings from the Global 

Entrepreneurship Monitor (GEM) to demonstrate the strong relationship between education and 

entrepreneurial activity, thus indicating the need for strong educational programs that provide 

education and resources for potential entrepreneurs and their future employees.  

More than just transferring knowledge, universities play a strong institutional role in 

developing innovation systems and this support has great impact on community actors and 

partners (Wolfe, 2007). Universities provide communities with skilled labor and the ability to 

sustain an education labor force (Erickson, 1987); and the educational attainment of the venture 

team is often used as a criterion to determine venture financing decisions (Liguori & Muldoon, 

2012). Among many other things, universities are educated labor forces and more likely to 

produce knowledge spillover. Research has shown that knowledge created in universities tends 

to spillover to practitioners for commercial use which helps to generate innovative activity 

(Mansfield, 1995; Feldman & Audretsch, 1996). Knowledge spillovers trigger entrepreneurial 

communities and result in higher rates of city and regional growth (Audretsch, Keilbach, & 

Lehmann, 2006). The value of knowledge spillover may depend on the amount, type, and 

transferability but generally speaking spillover is beneficial. 

 Similar to educating potential entrepreneurs, universities can offer and support 

entrepreneurs in the local community by building relationships. Individuals who are effective at 

cultivating relationships and engage in more communication with others including academics 

and the services they provide are more successful and less likely to fail (Duchesneau & Gartner, 
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1990). Indeed, business owners who create a valuable social network, interact effectively, and 

form a favorable reputation are likely to be financially rewarded (Baron & Markman, 2003).  

 This knowledge and technical assistance can greatly help one grow and cultivate a 

business based on relationships or training and counseling provided by these educational services 

(Velazquez, Moore, Shuler, and Dahlkemper et al., 2009). Universities also work through small 

business and development centers (SBDC) throughout the nation which give them access to a 

broader base of knowledge to bring back to their community partners. To stimulate 

entrepreneurial growth, local governments consciously implement formal programs like SBDCs 

with a vast majority of them being housed in universities (Liguori, Koutroumanis, & Solomon, 

2012). Programs such as SBDCs have a profound effect on both the number of new ventures 

created and their future success (Liguori et al, 2012). Entrepreneurs who receive counseling and 

similar support services provided by universities, have a greater survival rate and have an 

increased ability to innovate and grow (Chrisman and McMullan, 2000). Without guidance from 

these types of programs, entrepreneurs are more susceptible to their inabilities to overcome 

complications and are prone to limitations in their long-term success (Dodge & Robbins, 1992). 

Bankers and Investors 

The availability of resources improves perceptions of business creation feasibility to 

potential entrepreneurs. Initial and continual financing for the start-up of a new business is likely 

to promote or deter the creation and development of new enterprises. Some form of financing is 

usually essential for start-up or expansion of business. Without this financing to develop 

marketing, production, and other business essentials, an innovative idea or product may never 

come to fruition. Increased access to funding of loans is one of the most commonly identified 

ways to improve a business’s potential success (JEDC, 2011). Understanding how, why, when, 
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and the challenges entrepreneurs face in regards to financing is important in order for local 

communities to develop successful business climates. 

Capital obtained for business creation can come from many sources. Although firms may 

typically rely on entrepreneurs, family, or friends to finance their formation, the cost and 

availability of capital through traditional means becomes critical once a business is operational 

(Dunkelberg, Scott, & Dennis, 2003). Surprisingly, only about 14 percent of initial financing 

comes from banks, venture capital institutions or angel investors (Markley, 2007). Since the 

amount of venture capital investment available in an economy is related to entrepreneurial 

activity and opportunity recognition (Bygrave, 2002), it seems measures should be taken to 

instigate these types of funds. Crane and Meyer (2006) suggest that governments should 

encourage the availability of venture capital through both private equity and angel funds. 

 Entrepreneurs may need funding for multiple reasons and at various times. Markley 

(2007) identifies four stages in which a business venture may need capitalization. During the first 

stage an individual tests and generates ideas. This could include surveys or developing a 

prototype product. The second stage involves the initial start-up which requires additional capital 

for equipment, inventories, property, and other business necessities. It has been estimated that 

these initial two stages have typically averaged around $25,000, but the demand for capital may 

fluctuate as entrepreneurs continue to operate (Markely, 2007). It can become difficult for 

entrepreneurs to cover current operating costs with the proceeds from current income (Markely, 

2007). The final stage at which an entrepreneur may require funding is when it is necessary to 

grow the firm. Therefore, even after the initial investment in a firm, the ease at which business 

owners get continued financial support becomes crucial.  
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As alluded to, obtaining financing is not an easy process for entrepreneurs. Studies have 

found that a lack of financial resources is one of the most important obstacles faced by 

entrepreneurs (Bitzenis & Nito, 2005; Chatman, Altman, & Johnson, 2008). Crane and Meyer 

(2006) suggest that lack of seed money, lack of venture capital, and lack of angel investors can 

be a major obstacle to entrepreneurial development. Obtaining capital is not the only challenge. 

Entrepreneurs must also be cognizant as to the types and rates they are receiving. Lower loan 

rates and fees are critical in allowing small businesses to make payments and avoid going deeper 

in debt in early start-up stages. Lower rates can help them to make payments, access credit, and 

increase their chances of survival. Unfortunately, understanding how to obtain capital, and the 

nuances is one of the most challenging aspects for small business owners (Velazquez et al., 

2009). This becomes even more complicated and exaggerated by financial crisis, leaving many 

small business owners with few options to obtain capital. 

Community Groups and Organizations 

Community groups and organizations play a valuable role for entrepreneurs by 

facilitating knowledge sharing, providing support, creating and developing business 

relationships, expediting networking, and increasing the entrepreneurial community’s political 

voice. Within these groups, entrepreneurs are able to voice concerns, benefit from the experience 

of others and meet potential suppliers or clients. A favorable entrepreneurial climate that 

includes positive perceptions of a community’s groups and organizations may indicate that there 

is a strong support network that may aid entrepreneurs during the evolution of their ventures 

from inception to growth.  

Large quantities of information can be shared through community groups. When 

individuals share information and tell stories about their struggles and achievements as an 
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entrepreneur, it provides valuable insight into complexities of different organizational functions 

associated with marketing, financing, developing, and managing (Hustedde, 2007). By 

associating with other entrepreneurs, an individual is able to tap into a collective wisdom held 

and shared between the group members (Chojnowski, 2010). It is not uncommon for 

entrepreneurs to argue that a vast majority of what they learn is from other entrepreneurs 

(Chojnowski, 2010; Bandura, 1977a, 1977b). Additionally, entrepreneurial failures do not have 

to be looked at with a negative stigma, but instead can often contribute to this collective wisdom 

which can be a valuable learning agent for new business formation (Chojnowski, 2010). Duboc 

(2002) similarly suggests that failure is recognized as having the potential to teach important 

business lessons; and entrepreneurs who fail are not necessarily cut off from the rest of the 

entrepreneurial community. In fact, they may even be held in higher esteem than those who have 

not gone through similar learning experiences. Successful businesses, lessons learned, and 

overall wisdom all represent valuable information sharing potential which occurs in various 

community groups. 

As seen, community groups can have many roles for collaboration, information sharing 

and networking which can intern lead to a whole host of possibilities. Chaterjee and Lakshmanan 

(2009) point out a number of these possibilities. “These organizations have several functions: 

policy activism identifying unmet goals and demanding new policies, supplementing and 

facilitating markets for targeted services, promotion of increased transparency in governance, 

and engagement in socioeconomic coordination jointly with the public and the private sector 

agents” (Chaterjee & Lakshmanan, 2009: 109). Finally, Cowen and Cowen (2010) strongly 

believe in the potential of community groups and that the relationships built locally (or also on 

larger scales) are critical to gaining a strategic position to obtain resources. Community groups 
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clearly present a great deal of opportunity. They help position a local economy for greater 

entrepreneurial activity by creating productive and connected groups of business leaders and 

entrepreneurs. 

Local Government & Policy 

Local business owners greatly value community support and an interconnected 

community of people working together, both items that were addressed in prior sections. On the 

other end of the spectrum, business owners often least value government interference, taxes, and 

general costs of doing business (Dennis, 2006). Despite a general disliking toward governmental 

regulation, there are many things a local government can do to support, promote, and attract 

business ventures. The following section introduces a variety of important local governmental 

issues associated with local business climate. This includes an overview of general policy issues 

as well as a more in depth look at, taxation, laws, and economic growth. 

To begin, it is appropriate to ask what local government can do to create a good business 

climate. According to Plaut and Pluta (1983), there are a number of components including low 

state and local taxes, little union activity, and a cooperative government structure. Other 

somewhat location based factors can provide benefits. They also identify cost and availability of 

labor, raw materials and transportation facilities (Plaut & Pluta, 1983). Additionally, maximum 

freedom to develop new ideas and businesses without hindrance from taxation, regulation, and 

other barriers is conducive to produce a favorable entrepreneurial climate (VanMetre & Hall, 

2007). Furthermore, one of Birch’s et al.’s (1999) 10 principals used in identifying whether or 

not a community was entrepreneurial, was whether government officials consistently met with 

entrepreneurs to for their advice. Business climate is often heavily linked to taxes and state 

employment growth; and high taxes convincingly deter business growth (Pluat & Pluta, 1983). 
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Much of the literature on governmental implications draw attention to law making and taxation 

and accordingly, the following section will address some of these concerns. 

Policy makers can develop laws and programs influencing the jurisdictional business 

climate. The ultimate goal for these policymakers is to insure that the government provides 

enough protection for firms but not to the extreme that costs dwarf their benefits (Campbell, 

Heriot, Jauregui, & Mitchell, 2012). These policies including tax laws, education, and 

regulations can create both incentives and constraints for potential entrepreneurs. Both taxes and 

the public services brought by these taxes influence a business climate (Steinnes, 1984). It is 

suggested that in regards to economic growth, the most important elements of business climate 

are tax and regulatory burdens imposed on firms (Bittlingmayer et al., 2005). Similarly, Bast 

(2010) argues that minor changes in taxes and policies can lead to businesses losing employees, 

customers, and even business failure or relocation.  

The primary concern for many policy makers is to reduce unemployment and grow their 

economies. Since policy makers require a continued supply of jobs to maintain their positions, 

entrepreneurial business creation remains as one of their primary focal points. Public policy 

helps to shape the business environment in which an organization operates. The buy or not buy 

decision by potential entrepreneurs can depend strongly on the business climate an individual 

finds themselves in. A key issue facing the policy makers is developing mechanisms that 

promote employment creation and economic growth. Varying mechanisms have been attempted 

on national, regional, and local levels. Aldrich (1999) and Aldrich and Kim (2005) posit that the 

greater the political and social legitimacy of business creation in a state, region, or nation, the 

more likely individuals are to engage in entrepreneurial activity. It is predicted that 

entrepreneurial development activities, including tax incentives, enterprise zones, new venture 
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development and training programs, may create a favorable entrepreneurial climate for small 

firms (Isserman, 2007). Support from the local community in the form of social, political, and 

business leaders are all essential to encouraging new ventures (Krueger & Brazeal, 1994). 

Adopting policies that produce an atmosphere supportive to a high level of new business 

formations spanning numerous industries is a key factor to creating a healthy entrepreneurial 

climate and growth development. These polices should support an assorted base of small and 

new firms in various sectors making communities resilient and adaptive to technological and 

economic changes. The policies that promote a more stable community also provide a 

community that is better prepared to capitalize on new opportunities and sustain economic 

growth throughout the future.  

There are a few final policy implications to keep in mind. Many policies are designed to 

help the local business climates. Unfortunately though, there are a number of negative 

components that have become bothersome to the entrepreneurial spirit. Fifty percent of 

entrepreneurs do not believe that local governments go out of their way to improve the local 

business climate (Dennis, 2006). Some entrepreneurs also argue that the government is treating 

them unfairly. This view of fairness affects the overall climate and is at least partially the 

responsibility of the local government. “Tax abatements, tax increment financing, and other 

location incentives are often seen as unfair by local businesses. Zoning, taxes, and provision of 

public services can also signal a community’s fairness to small businesses” (Chatman et al., 

2008: 74). Therefore, it is prudent to look beyond just tax cuts or a comparison of different state 

taxes in assessing a business climate. Some policies may also provide a favorable environment to 

larger organizations while ignoring the needs of entrepreneurs. Local entrepreneurs are keen to 

these items and may seek business climates which are more favorable. 
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As Shapero (1981) illustrates, policies that emphasize the relocation of firms instead of 

new firm formation may be more costly, more risky, and more likely to fail. Often a community 

will go out of its way to attract new organizations by offering tax breaks, inexpensive land, 

interest incentives, buildings, and improved infrastructure. However, this often leads to a few 

firms holding the rest of the community hostage to their demands; and a community should be 

concerned with establishing conditions favorable to firm formation as opposed to servicing 

specific industries and plants (Shapero, 1981). This approach will strengthen the community as a 

whole, making it more resilient to economic shifts and plant closures. Thus, as VanMetre and 

Hall (2011) suggest, it is important to understand what the policy makers should focus on when 

trying to create incentives that support entrepreneurial activity and focus specifically on small 

businesses and enterprise development.  

Ultimately, the nature of law-making is complex and interrelated. Encouraging economic 

growth is a fundamental goal. However, the goals may not be quite as clear as it seems. For 

example, to create a community with great education and good infrastructure, while at the same 

time keeping taxes low, can become very difficult to achieve (Kolko, 2011). Local policy and 

lawmakers must abide within the federal and state restrictions while also doing as much as they 

can to attract, maintain, and develop favorable business climate. As mentioned, taxation, law 

making and policy making can all have a great impact on the local business climate and 

furthermore, the complexities have a great deal of interplay.  

Method & Measures 

This study is based on a three year (2007, 2008, and 2009) data collection conducted in 

the Fall of 2007, 2008, and 2009. Data were collected from a cross-sectional sample of small 
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firm owners and managers in Louisiana. Table 1, categorized by year, provides a detailed 

overview of the sample descriptive statistics. Overall, respondent gender and education were 

equally balanced, and respondents’ averaged 48 years of age. As expected from a small firm 

sample (e.g., Miller, LeBreton-Miller, & Scholnick, 2008), the majority of respondents were the 

firms’ owner/manager, though some non-owner managers and non-manager owners were also 

included in the sample. The survey instrument was adopted with permission from the National 

Federation of Independent Business’s National Small Business Poll (NSBP), a commonly 

accepted measure in the business climate and entrepreneurship literature (e.g., Dennis, 2006; 

Dennis, 2011a, 2011b; Weaver et al., 2011). The NSBP consists of affirmative statements 

regarding business owner or manager perceptions of the determinants of local business climate 

(explanatory variables), and their perception of their community’s business climate 

favorableness (dependent variable). The survey solicited five-point Likert-type responses 

anchored “strongly disagree” to “strongly agree.” The survey statement used to calculate the 

dependent variable (business climate favorableness) read as follows: “Overall, is your 

community's business climate very favorable, favorable, neither favorable nor unfavorable, 

unfavorable, or very unfavorable?”  

Results & Discussion 

 To test the extent to which each of the six aforementioned factors (role models, media 

coverage, area colleges and universities, bankers and investors, community groups and 

organizations, and policy & government) impact local business climate perceptions we used 

hierarchal linear regression. Controlling for industry, as well as respondent age, gender and level 

of education, we ran each year of data independently. Results for each year are reported in 

Tables 2, 3, and 4, respectively. Then, all three years of data were combined, an additional 
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control variable titled year was added, and the model was rerun. Results of this analysis are 

presented in Table 5. Table 6 summarizes the significance of each factor across all analyses. 

Overall, the percentage of explained variance in all four analyses is low, but that is as to be 

expected. Remember, the conceptual scheme presented in Figure 1 was never intended to be a 

fully specified model; certainly other factors also impact climate perceptions.  

Role models and policy and government were the only two factors that were universally 

statistically significant across four analyses. Given these two factors also consistently had the 

largest impact, policy makers seeking to improve climate perceptions in an effort to foster 

entrepreneurial behavior could consider these areas a starting point. In a U.S. study of 

regulations at the national level, Hahn (2005) found that many regulations impose costs much 

greater than the benefits they create. A focus group of California-based entrepreneurs conducted 

by Liguori (2011) yielded similar results, with several respondents expressing their frustration 

with the cost of compliance to local and state legislation (viz., emissions, workers compensation, 

and mandated safety and healthcare programs at the state level). To quantify the impact of 

compliance costs, consider that economists estimate that every $15 million in regulatory 

compliance costs stimulates one fatality due to lost income (Lutter, Morrall, & Viscusi, 1999). 

The 2008 results reported in Table 3 were interesting in that it was the only analysis 

where five of the six factors were significant. This may be in part due to the increased awareness 

of one’s environment leading up to a U.S. Presidential election (Bowler & Donovan, 1998). It 

seems reasonable to suspect, for example, that media coverage of entrepreneurial-related topics 

was heightened during the Fall of 2008 as the nation prepared for November’s presidential 

election, especially given the state of the U.S. economy at the time (i.e., the need for jobs). 

Essentially, we posit that as Election Day approached, both news coverage and efforts to mold 
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public opinion intensified; a hypothesis consistent with findings in the political awareness 

literature (e.g., Nicholson, 2003).  

Several reasons may exist for why area colleges and universities universally failed to 

significantly impact overall climate perceptions. First, the nature of the sample was limited in 

that very few high-technology firms were interviewed. It is these types of firms that would be 

most impacted by area colleges and universities (cf., Chell & Allman, 2003; George, Jain, and 

Maltarich, 2005). Second, it is possible the public does not associate entities like the Small 

Business Develop Center network under the ‘area college and university’ umbrella. Third, with 

the exception of the state’s Flagship LSU campus in Baton Rouge, Louisiana universities do 

little to support or foster entrepreneurial behavior as compared against other state university 

systems (e.g., FL). Lastly, as many entrepreneurship educators have recently speculated, perhaps 

universities are not very entrepreneurial (e.g., Pilegaard, Moroz, and Neergaard, 2010).  

Ultimately, a confluence or syntheses of factors are needed to foster a positive business 

climate. While we painstakingly sought to independently measure the effects of each of the 

factors included in our conceptual scheme, it is likely that they work in unison. Media coverage 

can influence perceptions of climate favorableness just by what topics are or are not covered. For 

example, media outlets can highlight local entrepreneurs giving rise to the perception of role 

models, thus increasing the perception that business venturing is feasible (Krueger & Brazeal, 

1994). Policies can be put in place to establish mentoring programs. Public-private partnership 

efforts can spin out organizations to further support venturing. Ultimately, this study sought to 

separate the effects of each factor in an effort to find which factors have the greatest impact; it 

would be naïve to believe a synthesis is not required to create favorable business climates.   
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Li Xiao 

 

Abstract 

 

This paper examines the effects of both incubator and regional characteristics on the three 

level innovation activities of technology-based start-ups in China. Using a set of data base of 

all technology business incubators and incubated technology-based start-ups from three 

surveys conducted over consecutive years 2009, 2010, and 2011, we find that the impacts of 

incubator on technological innovation differ from a geographic area to another, linking to 

the regional business environment. The availability of scarce public resources to technology-

based start-ups through a technology business incubator has improved the ability of 

technology-based start-ups to innovate in the both richer and peripheral regions, although an 

unchanged small proportion of technology-based start-ups in the peripheral Western region. 

In contrast, the greater availability of private sources venture capital in particular to 

technology-based start-ups has made the majority of technology-based start-ups to selectively 

establish their business in the richer Eastern region, and helped in bringing technological 

innovation into the economy.  

Introduction  

Technology business incubators have been considered by governments at the national and 

regional level as a particularly important means to foster technology-based entrepreneurial 

activity and keep their economies in good shape (Amin and Thrift, 1995; Storper, 1997; 
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Porter 1998; Porter and Kettels, 2003; Raco et al, 2003). Increasingly, the authorities in 

different regions have invested scarce public resources in technology business incubators, and 

are looking them to play a key role in encouraging technology-based entrepreneurship for 

promoting economic dynamism in the less advanced, peripheral regions. It remains unclear 

whether investments from public resources in new technology-based SMEs through a 

technology business incubator can change the nature of relationship between the innovation  

of technology-based firms and development level of regional economies (Keeble, 1997; 

Athreye and Keeble, 2004), or local resources play a different role in supporting 

entrepreneurial innovative activity compared to the publics. A technology lead requires a 

larger amount of investment and higher level of risk taking, and thus allows firms a higher 

return compared to a follower who re-invents the original innovation (Wernerfelt, 1984; 

Perez-Luno et al., 2011). However, at a time when product and business life span are 

shortening, both firms and investors may strategically choose between and balance how much 

they invest into different level of innovative activity. Moreover, investment preferences in the 

level of innovative activity may vary depending on the type of resources available (private 

versus public).  

Focusing on this key question, this paper looks into three levels of innovation activity 

including approved intellectual property, patenting, and national science and technology 

project, as defined by the China National Bureau, to examine the varying effects on 

innovative performance between incubator and regional resources. It examines China, an area 

comparatively understudied, but a particularly useful context in which to study the effects of 

incubator’s and regional characteristics on innovative activity of new technology-based 

SMEs given the exceptional levels of economic growth the country has experienced over the 

last 30 years. Furthermore, it is characterised by large regional differences in terms of 

economic development, differences that are becoming more exaggerated as the Chinese 

economy grows. It has been divided into three general geographical regions by the Chinese 

government since 1999, consisting of the richer Eastern coast, the relatively poor Central, and 

the poorest Western. This study contributes to our understanding about the effects of both 

regional resources and incubator resources on innovative performance of new technology-

based SMEs.  The empirical results provide insight into how an incubator successfully 

navigates different regional environments and contributes to the innovation of new 

technology-based SMEs and regional economies.   
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The rest of the paper is organised as follows. It first outlines the theoretical background and 

empirical evidence of potential benefits of particular geographical location before proposing 

hypotheses. Second, the data, covering all technology business incubators and incubated new 

technology-based firms for a period of three years 2009 to 2011, is described. Third, the 

empirical results will be presented before moving to discuss the findings in terms of the 

combinations of incubator and region as well as offering their implications.     

Theoretical background and empirical evidence of benefits to geographical location 

Resource-based theory acknowledges the importance of geographic location to the 

competitive position of young technology-based firms (Ellison and Glaeser, 1994). Economic 

development of geographic location where new technology-based start-ups reside determines 

the availability of various resources to and actual amounts of investments in innovative 

projects of a firm. Resource-based view theorises and empirically validates that various 

innovation outcomes are associated with the resources inputs related to geographic location 

(Wernerfelt, 1984; Fritsch and Slavtchev, 2011). However, the empirical results from earlier 

studies have shown little consistency and no consensus has been reached in terms of the 

relationship between innovation and growth performance of firms (Brettel et al. 2012 and 

Perez-Luno et al. 2011). These inconsistent findings may indicate that previous studies failed 

to address the link between the scope of newness in innovation and types of resources and 

between the scope of newness in innovation and growth performance of firms.  

The location refers to in this study both incubator and region in which a technology-based 

firm resides, determining the accessibility of many crucial elements (e.g. research resources, 

skilled labour, sources of finance, market size, and policy incentives). A technology business 

incubator plays an important role in improving the availability of resources to technology-

based start-ups that have difficulties in sourcing external finance elsewhere. The ability of an 

incubator to drive a firm for conducting different level of innovation may be also influenced 

by the availability of regional resources to technology-based firms (Acs and Storey, 2004). 

The effects of an incubator on entrepreneurial innovative activity and regional economic 

development may also vary, depending on not only the quality of service support offered by 

an incubator but the provision of regional resources to technology-based SMEs. In a more 

developed region, investments from an incubator may make a technology-based firm more 

attractive to suppliers of finance. In contrast to a less developed region, the provision of 
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incubator finance may compensate for a disadvantaged business/economic environment 

associated with a particular region.     

Incubator factor and new technology-based firms  

The literature on geographical agglomeration suggests that a common principal driver for the 

establishment of a technology business incubator is to encourage technological 

entrepreneurship, facilitate technology-based firms, and promote regional economic 

development (Markman et al., 2005; Link et al., 2007; Lockett and Wright, 2005; McAdam 

and McAdam, 2008; Lee et al, 2004; Rothaermel and Thursby, 2005; Siegel et al., 2007).  An 

incubator is designed to attract potential technology entrepreneurs to create a technology-

based business, improve regional innovation system, and promote the regional economic 

development by providing and improving the availability of specific resources. Studies rooted 

in resource-based theory found that technology-based start-ups benefit from service support 

from an incubator, contributing to the formation of new technology-based firms. The 

literature indicates associations between spatial proximity and knowledge transfer from the 

lab bench to industry (Markman et al., 2005). Evidence suggests technology-based firms 

benefit from being in location together with other firms, sharing greater access to specialised 

labour, and knowledge spillovers. An incubator first facilitates the knowledge transfer by 

offering professional services (i.e. licensing, training, etc) to incubated technology-based 

start-ups. An incubator also facilitates the knowledge transfer through organising social 

events in which a firm can develop social networks with various partnerships (i.e. strategy 

alliances, supply contacts, technological experts, skilled workers) and exchange key 

information  (i.e. technology development). An incubator aiming at knowledge transfers 

through linking a new technology-based firm with relevant partnerships and providing 

support to seeking for invention protection may have positive effects on both incubator and 

firm-level innovation.  

 

Studies report that firms located in a cluster of similar firms enjoyed a better performance 

compared to those that can be found outside the clusters since the former shared greater 

access to specialised labour and knowledge spillovers than the latter. Martin and Sunley 

(2003) stated that the empirical results on the firm performance effect of a cluster’s size have 

been inconsistent. A study by Folta et al. (2006), based on 806 U.S. private and public 

biotechnology firms founded between 1973 and 1998, found that the ability of the firms to 
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innovate increased as a cluster initially becomes larger, but then reach a point after which the 

ability to innovate begins to decrease with an increase in cluster size. The dividing line of 

clusters’ size is about 65 firms. McCann and Folta (2011) found that the effects of cluster-

specific factors on the innovation performance of firms are moderated by firm-level attributes 

or capabilities associated with differential abilities to access and generate knowledge. These 

empirical findings support our argument that a key determinant to innovative types is access 

to both incubator and regional resources. 

Many studies of geographical agglomeration focus typically on a particular technology 

park/cluster and technology business incubator, and empirical findings from these studies 

reveal links between incubator-specific factors and new firm formation in the local context. 

However, these studies do not take a larger scale perspective, providing comparative finding 

on technology-based start-ups by considering region-specific factors (Cruz and Teixeira, 

2010). The following section discusses the regional variations in the performance of SMEs.  

Region factors and start-up performance 

Research looking at the underlying social characteristics of a region associated with 

entrepreneurship or firm formation suggested that cities and regions function as an 

‘incubator’ to attract talented people from various backgrounds and stimulate their 

entrepreneurial capacities (Lee et al., 2004; Acs and Storey, 2004;  Keeble, 1997; Lucas, 

1988). It has been found that region-specific factors comprising tax rates, transportation 

costs, industrial intensity, unemployment, population density, industrial clustering, and the 

availability of financing, income growth, population growth, human capital, academic 

research expenditure, etc. contribute to regional variations in new firm formation (Armington 

and Acs, 2002; Renolds et al., 1994).  

The size of the local market for a series of products is associated with a region’s attraction for 

firm establishment (Van and Storey, 2004; Keeble, 1997).  A study looking at bio-tech start-

ups in France reported that the relation between local market and creation of bio-tech start-

ups varies depending on the development stage of the industry (Autant-Bernard et al., 2006). 

The firm creation effects of a research market is stronger over the emerging phase of the 

industry, whereas it is weaker when the industry matures and becomes more consumer and 

market-oriented. Following this line of the argument, one would expect that the creation of 

Chinese technology-based firms that where existing advanced technologies are applied to 
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develop new/distinctive products is associated with the size of consumer markets for these 

products.  

A study focusing on SMEs in general rather than technology-based SMEs in particular, based 

on a sample of 698 British firms with up to 500 employees over a period of five years 1991 to 

1995, reported that SMEs in the core regions performed better compared to peripheral ones in 

terms of employment, turnover, profitability, and internationalisation (Keeble, 1997). These 

empirical results are explained by resource-based and regional competitiveness theory. SMEs 

in core regions have greater access to resources compared to those located in peripheral 

regions. SME development is generally positively associated with regional environments 

where resources required for business (i.e. sources of finance, educated population, and 

supportive business climate) are more available and accessible (Hansen, 1992; Storper, 1995; 

Henry et al., 1996). Keeble (1997) also found that peripheral SMEs exhibit higher levels of 

technological intensity, as measured by R&D input indicators, compared to their counterparts 

in the core region. This empirical result was consistent with work done by Vaessen (1993).  

These findings may suggest that innovation level that a firm is prepared to pursuit may vary 

depending on regional environment. However, it is unclear whether this positive relationship 

of region-performance applies to technology-based SMEs that differ from SMEs in general, 

or in the Chinese context.  

Hypotheses  

We argue that both incubator and region are essential in improving business environments for 

technology-based start-ups pursuing innovation. There are many factors including both 

incubator and region which influence the types of innovative activity that technology-based 

start-ups within a technology business incubator conduct. The availability of resources to new 

technology-based firms is the key to determine their ability to selectively invest in either 

science-driven innovation or innovation adoption (Fritsch and Slavtchev, 2011). It has been 

found that innovative strategies (i.e. developing new technologies versus applying existing 

advanced technologies to develop distinctive products) that firms employ are associated with 

the availability of the resources from both a technology business incubator and region in 

which a firm resides (Xiao and North, 2011). Before moving to key factors determining the 

innovative level and performance of new technology-based firms and technology incubators, 

multiple measures employed in this study are discussed. 
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To examine the three levels of innovation performance, making it possible to generate a more 

complete picture of any empirical relationships in different regions. The three levels of 

innovative performance allow this study to compare regional variations in the invention 

levels, corresponding to the availability of incubator and regional resources to new 

technology-based SMEs. The use of multiple measures enables this study to indicate firms’ 

preferences of innovative activities.  Moreover, it overcomes problems associated with a 

single measure, for instance, a measure of innovation basing on the number of granted patents 

might underestimate actual innovation output (Fritsch and Slavtchev, 2011). The first 

measure level of innovative performance is based on the number of approved intellectual 

property that technology-based SMEs within an incubator as a whole are granted. This 

measure indicates innovations that may not be patentable, but has useful modification and 

practical value for an existing invention. Likely, it does not require a large amount of 

investment capital and take long time to bring it the market. The second measure level is 

based on the number of granted patents that incubated technology-based start-ups within an 

incubator as whole gained. The protection period for a patent is much longer than for an 

improved intellectual property. The third measure level is based on the number of granted 

national science and technology projects that represent high-level basic research and some 

advanced applied research on the key scientific aspects identified by the Chinese government. 

Technology-based start-ups that were granted a national science and technology project were 

given several million Chinese Yuan of national government grant, and expected to deliver 

highly advanced technologies that are essential to the China economic growth and 

development.   

Incubator characteristics: The total amount of investments in the public service platform of 

a technology incubator may be an appropriate indication of the relevance of service support 

that an incubator provides to incubate new technology-based SMEs. It is expected that the 

quality of physical service support (i.e. low cost office space, property service, telephone line, 

etc.) and professional service support (i.e. information, training programme, consulting, 

networking, etc.) offered by an incubator to technology-based start-ups is positively 

associated with the efforts and resources that governments at both national and regional level 

put into the platform of an incubator. The better infrastructure of an incubator may be 

beneficial for the establishment of technology-based firms and improvement of innovative 

activity. The literature suggests that professional services provided by an incubator including 

licensing, technology partnership, strategy alliances, social events, etc. help to stimulate 



8 
 

information exchanges about topics (i.e. technology development), and facilitate the 

knowledge transfer (Pouder and St. John, 1996; Almeida and Kogut, 1997).  It is worth to 

note that there is no positive or negative sign between the total amount of investments in the 

public service platform of each incubator and the development level of regional economic 

growth. The explanation for this may be that richer regions may prefer to invest larger 

amounts of investments available in establishing more technology business incubators; in 

contrast, peripheral regions may invest smaller amounts of investments available in fewer 

incubators. We therefore propose:  

H1a the total amount of investments in the public service platform of an incubator has a 

positive impact on the number of approved intellectual properties that new technology-based 

SMEs in an incubator as a whole gained.  

H1b: the total amount of investments in the public service platform of an incubator has a 

positive impact on the number of patents that technology-based start-ups in an incubator as a 

whole gained. 

H1c: the total amount of investments in the public service platform of an incubator has a 

positive impact on the number of national science and technology projects that technology-

based start-ups in an incubator as a whole registered. 

The literature suggests that a key determinant to success technology-based firms is 

investment in R&D leading to market offers being renewed  (Acs and Audretsch, 1988, North 

and Smallbone, 2000, Colombo et al., 2010, Perez-luno et al., 2011). For the highest 

innovative activity of national science and technology projects, the length of time that is 

needed to fully develop, test, and commercialise product innovation often span several years, 

and thus access to public sources of finance through an incubator has proved particularly 

essential for compensation of the constrained access to other sources of finance (i.e. funding 

from banks and venture capitalists) (Xiao and North, 2011; Markman et al., 2005). For patent 

and approved intellectual property, access to incubator finance enables technology-based 

start-ups to invest in innovative projects necessary for sustaining the advance of products 

offered. The total amount of funding available from a technology incubator to incubated 

firms may determine start-ups’ access to the source of incubator finance aiming to support the 

highly innovative product development and process technologies. The larger amounts of 

funding that the incubator provides lead to either a higher probability or a more sufficient 

amount of funding an incubated firm could receive from the incubator. Incubator finance 
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could be the only external source available to some young technology-based firms 

particularly at the start-up stage of business development. In addition, technology-based start-

ups that received finance from an incubator could be a positive sign to other suppliers of 

finance, making them in a better position in raising external funding. We therefore propose: 

H2a the size of incubator funding available has a positive impact on the number of approved 

intellectual property that technology-based start-ups in an incubator as a whole gained. 

H2b the size of incubator funding available has a positive impact on the number of patents 

that technology-based start-ups in an incubator as a whole gained. 

H2c the size of incubator funding available has a positive impact on the number of national 

science and technology projects that technology-based start-ups in an incubator as a whole 

registered. 

Regional characteristics: The literature suggests that resources required for business (i.e. 

sources of finance, educated population, and supportive business climate) are more available 

and accessible in a more developed region (Hansen, 1992; Storper, 1995; Henry et al., 1996). 

Regions with the higher level of economic growth and development have a larger size of 

funding from both business angels and venture capitalists, which can be invested in new 

high-tech SMEs, compared to less developed regions.  Following this line of the argument, 

new technology-based SMEs locating in a rich region are at a competitive advantage to 

obtain equity finance that is considered as a more appropriate source to the innovation 

activity of new technology-based firms and incubators (Bertoni et al., 2010). However, it 

seems impossible to gather information about the amount size of equity finance available 

from a region to new technology-based SMEs. The total amount of equity finance received 

by new technology-based SMEs is therefore a measure of the regional economic 

development, indicating to the availability of venture capital.  

We assume that the ability of new technology-based SMEs in richer regions to obtain equity 

finance and/or venture capital is greater than that in poor regions. It has been reported that 

private investors are more likely to invest in technology-based start-ups that, in the Western 

context, are located within commuting distance of where the investors are working or living 

(Colombo et al., 2010). In transition economies such as China, informal investors are yet to 

“hands-on” and contribute to their knowledge, skills, expertise, and contracts in a variety of 

formal and informal roles in their investee firms (Xiao and Ritchie, 2011). However, a 
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network-based approach has been commonly used by informal investors to assess an 

investment application for making an investment decision (Ahlstrom and Bruton, 2010). 

Spatial proximity to the wealth of a region therefore makes incubated technology-based start-

ups in a better position to build networking with potential investors, thus have greater access 

to venture capital. We anticipate:  

H3a the amount of actual venture capital investment has a positive impact on the number of 

approved intellectual property that technology-based start-ups in an incubator as a whole 

gained. 

H3b the amount of actual venture capital investment has a positive impact on the number of 

patents that technology-based start-ups in an incubator as a whole gained. 

H3c the amount of actual venture capital investment has a positive impact on the number of 

national science and technology projects that technology-based start-ups in an incubator as a 

whole registered. 

A fact of a greater availability of equity finance and/or venture capital to new technology-

based SMEs in a more developed region may apply to the availability of all external finance. 

As explained earlier in the previous section, it is difficult to collect data on the amount size of 

external finance available to new technology-based SMEs. A more practical measure of 

availability of various sources of finance from a region may be the number of new 

technology-based SMEs that received external funding. Spatial proximity to the wealth of a 

region allows firms to have more opportunities to collaborate with various suppliers of 

finance. A larger size of local market for a series of products enables new technology-based 

SMEs in a rich region more attractive to investors of finance in comparison with those in a 

peripheral region. We propose:   

H4a the number of firms received external finance has a positive impact on the number of 

approved intellectual properties that technology-based start-ups in an incubator as a whole 

gained.    

H4b the number of firms received external finance has a positive impact on the number of 

patents that technology-based start-ups in an incubator as a whole gained. 

H4c the number of firms received external finance has a positive impact on the number of 

national science and technology projects that technology-based start-ups in an incubator as a 

whole registered. 
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Data and summary statistics 

The data comprises of the whole population of all the national technology business incubators 

and all incubated new technology-based SMEs in China, which are provided by the Ministry 

of Science and Technology in China. It includes 228 incubators and 27,980 incubated 

technology-based start-ups across the country in 2009. About 224 of the 2009 population 

were still operating and incubating 28,049 start-ups and that the remaining four incubators 

had closed down in 2010. Of the 216 survivors from the 2009 population incubated 27,298 

start-ups and the remaining eight incubators had closed down in 2011. Analysis is restricted 

to all 216 technology business incubators which survive over the studied period of three years 

from 2009 to 2011. It allows our study to conduct a longitudinal investigation of all incubated 

new technology-based SMEs and technology business incubators that reside in different 

regional business environments. It spans a period of three years 2009 to 2011. 

Additional information about regional characteristics (i.e. average wage of employees in 

urban private units, average wage of employees in high-tech industrial sector, gross regional 

production, gross regional production per capita, and urban population) that are provided by 

the China Statistics Yearbooks 2009 to 2011 are also collected.  

Table 1 is about here 

Table 1 provides a summary of the definitions of and descriptive statistics for the variables. It 

groups the variables into three areas: 1) dependent variables - the innovative performance, 2) 

incubator’s characteristics, and 3) regional characteristics.  The descriptive statistics for each 

variable shown in Table 1 is based on the average of three year value calculated.    

Table 2 is about here 

Table 2 sets up the correlations between variables. It shows positive correlations between the 

three independent variables. It is worthy to note that positive correlations between the amount 

size of venture capital, employees’ wage in urban private units, employees’ wage in high-tech 

industrial sector, and gross regional product per capita have been found. It is not surprising 

that the actual amount of venture capital invested in each incubator’ technology-based start-

ups was larger in more developed regions than in less developed regions.  However, the data 

do not provide support for positive correlations between the number of technology-based 

firms received external finance in each incubator, employees’ wage in urban private units, 

employees’ wage in the high-tech industrial sector, and gross regional product per capita. 
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Technology-based firms located in a rich region are not at a competitive advantage to access 

to external finance, measured by the number of firms obtained funding from finance supplier. 

A possible explanation is that both incubator finance and venture capital are the most 

available sources for technology-based start-ups. The difference is that a larger amount of 

venture capital available from more developed regions was allocated to a small number of 

rich firms, in contrast incubator finance may be distributed to a large proportion of firms in 

less developed regions.    

Empirical results 

 

Hierarchical multiple regression models are employed to test the hypotheses proposed earlier 

in the previous section. Table 3 presents regression analyses of the impact of an incubator and 

region on the innovative performance of new technology-based SMEs within an incubator as 

a whole.  

Incubator’s effects on innovation  

Table 3 Models 1A, 2A, and 3A test the impacts of services and support from an incubator on 

the innovation of technology-based firms in relation to the three levels controlling for the two 

variables of number of incubated firms (NF) and graduated firms (NGF). The empirical 

results indicate clear evidence for the relevance that the amounts of investments in the public 

service platform of an incubator are positively associated with technology-based start-ups of 

innovation performance indicated by the number of approved intellectual properties, patents 

and national science and technology projects granted, providing support for H1a, H1b, and 

H1c. It shows that a 1% increase in the amount of investment capital in the public service 

platform of an incubator is associated with an increase of 0.28 the probability of approved 

intellectual property (p<0.01 at the statistically significant level), an increase of 0.24 the 

probability of patent (p<0.01 at the statistically significant level), and an increase of 0.24 the 

probability of national science and technology project (p<0.01 at the statistically significant 

level). The allocation of public resources to increase the quality of service and support that an 

incubator provide enables technology-based start-ups to more innovate and engage in all 

three levels of innovation.  

Table 3 Models 1A, 2A, and 3A show that the amount of funding available from an incubator 

to technology-based start-ups has positive effects on the innovative performance indicated by 

the number of approved intellectual property, patents, and national science and technology 
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projects, controlling for the number of firms (NF) and graduated firms (NGF). The data 

provides support for H2a, H2b, and H2c. We assume that a larger size of funding available 

from an incubator improved incubated start-ups’ access to finance at the start-up stage. 

Moreover, incubator finance may be particularly important to technology-based start-ups 

since access to tradition finance seems weaker in comparison with established technology-

based firms. Technology-based start-ups that sourced incubator’ finance are able to invest in 

innovation and seeking protection for the inventions, increasing the probability of being 

granted approved intellectual property, patent, and national science and technology project. 

At a detailed level, a 1% increase in the amount size of funding available is associated with 

an increase of 0.22 the probability of approved intellectual properties (p<0.05 at the 

statistically significant level), an increase of 0.21 the probability of patents (p<0.01 at the 

statistically significant level), and an increase of 0.40 the probability of national science and 

technology projects (p<0.01 at the statistically significant level). This suggests that the 

availability of funding from public resources to technology-based start-ups has been essential 

to conduct R&D and innovation for developing new products to the market.     

Region’s effects on innovation    

Table 3 Models 1B, 2B, and 3B show, controlling for average wage of employees (AWE), 

average wage of employees in high-tech industrial sector, gross regional production (GRP), 

gross regional production per capita (GRPpercapita), urban population (UP), and do not offer 

strong support for H3b and H3c in particular. The estimated co-efficient for the availability of 

venture capital to technology-based start-ups, as measured by the actual amounts of 

investment received, indicates a weak positive impact on innovation in terms of patenting and 

basic research and highly advanced applied research, but not at a significant level. It suggests 

that venture capital may be yet to become the most appropriate source for technology-based 

start-ups to conduct patenting and highly advanced inventions. The first possible explanation 

is that, in a more developed region, a larger size of venture capital was allocated to a smaller 

number of firms with the most profitable opportunities, and may be invested in 

commercialising innovation and expanding business rapidly. The investments and efforts that 

business angels and venture capitalists put into technology-based start-ups were on projects 

that likely generate a good return on the investments. The second possible explanation is that 

the majority of business angels and venture capitalists, which are more active in a more 

developed region, are not ready to invest in highly innovative projects requiring a long lead-

time and sufficient amounts of investment capital for bringing it to market. A greater 
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availability of venture capital to technology-based start-ups in a more developed region has 

not improved the ability of technology-based start-ups to innovate greatly. These results 

clearly suggest that the current role of business angels and venture capitalists on the 

innovative performance of technology-based start-ups in China differs from that in advanced 

economies (i.e. US and European countries). The availability of venture capital from a rich 

region may contribute to exaggerated regional differences in the number of technology-based 

start-ups and entrepreneurial activity.  

Table 3 presents analyse of the effect of number of external finance obtained on approved 

intellectual property, patenting, and national science and technology project. In Models 1B, 

2B, and 3B, we control for five regional variables including average wage of employees 

(AWE), average wage of employees in high-tech industrial sector (AWEHT), gross regional 

production (GRP), gross regional production per capita (GRPpercapita), and urban population 

(UP). The empirical results show that the number of technology-based firms was positively 

associated with the three level innovations, which provides support for H4a, H4b, and H4c. 

At a more detailed level, we find a strong support for a positive association between the 

number of firms that received external sources of finance and number of national science and 

technology projects based on Model 3B, and support for positive associations of number of 

firms received external finance and number of approved intellectual properties and patents 

based on Models 1B and 2B. It suggests that the availability of external finance is the key for 

technology-based start-ups to innovate. The higher level of innovations, the more external 

finance required. Investments from external sources of finance enable technology-based start-

ups to invest more in R&D and innovation. Perhaps, recognition by investors makes new 

technology-based firms more confident with the new product development that they have 

been conducting.     

Implication and conclusions 

This paper first contributes to the regional literature by taking a more macro approach to join 

things up and take a larger-scale view in comparison with previous focused and in-depth 

studies (Cruz and Teixeira, 2010). The empirical results based on a population of technology 

business incubator and incubated technology-based start-ups in China therefore provide a 

comprehensive picture and better understanding of relationships between location and the 

innovative performance of firms. The nature of relationship between incubator and 

innovation of technology-based start-ups depends entirely on the availability of public 
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resources and the quality of support and service offered. One of the clear finding results is 

that the allocation of public resources plays an important and consistent role in facilitating 

innovative activity of an incubator and technology-based start-ups. Our study demonstrates 

that investments from public resources in technology-based start-ups through a technology 

business incubator cannot change the nature that the distribution of technology-based firms 

was spatially uneven (Keeble, 1997; Acs and Storey, 2004). It also reveals that investment 

from public resources cannot improve the ability of peripheral regions to catch up on the 

more developed regions in terms of regional innovation capacity.  

Peripheral technology-based start-ups relied more on public resources, directing towards 

investments in higher level innovation (i.e. patent, basic research, and advanced applied 

research), while prosperous technology-based start-ups benefited from not only public 

resources through an incubator but also private sources mainly from business angles and 

venture capitalists. In other words, prosperous technology-based start-ups are at a competitive 

advantage to access to venture capital for, believably, commercialising the inventions and 

enjoying economies of scale, whereas peripheral technology-based start-ups being in a 

weaker position to access to non-incubator resources. A lack of resources required making 

the inventions worthwhile economically may be a consequence that the majority of 

technology-based start-ups have selectively established a technology-based business in an 

incubator that resides in a more developed region. Economic development impact of 

technology-based start-ups varies from one geographic area to another, linking to the 

availability of venture capital and investment preferences of business angels and venture 

capitalists (Bertoni et al., 2010). . The limited provision of venture capital finance to 

technology-based start-ups proved to be a significant constraint on the ability of the 

peripheral regions to catch up on the more developed regions in terms of engagement with 

regional inputs. The greater availability of regional finance has made some prosperous 

technology-based firms to play a leading role in the market nationally and/or internationally.  

This paper also provides support for resource-based perspective that the availability of 

various resources has improved the ability and willingness of technology-based start-ups to 

innovate at a regional level. In comparison with prior studies that have focused primarily on 

innovation and technology-based start-ups, ours distinguishes that incubators function 

differently from regions in terms of its impact on the innovative performance of technology-

based start-ups. It reinforces resource-based theory by demonstrating the availability of 

resources from an incubator has improved the ability of technology-based start-ups to 
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innovate in both more and less developed regions, enabling peripheral technology-based 

start-ups within an incubator as a whole to enjoy innovation as much as those in rich regions. 

Investment from an incubator is more directed towards innovation process, while it seems 

regional resources are more driven by commercialised process.  

The State has had the capacity to direct public resources to particular purposes through a 

technology business incubator, but has demonstrated a limited capacity to influence the 

investment decision of business angels and venture capitalists in particular in the pursuit of 

development of technology-based firms and regional economies. Public resources have been 

oriented towards a higher level of innovation of both prosperous and peripheral technology-

based start-ups, in contrast, private resources have been directed towards prosperous firms 

leading to the inventions worthwhile economically. The empirical results also support a view 

that venture capital has not yet contributed significantly to the improved ability of 

technology-based start-ups to develop highly innovative technologies and products (Xiao and 

North, 2011). Impressive investment in establishing technology business incubators has 

helped in closing a gap in the innovation performance of technology-based start-ups between 

incubators rather than regions.  Investments in technology business incubators, although 

helping facilitate innovation performance of an incubator, do not necessarily narrow regional 

differences in the development of new technology-based SMEs and economic growth.    

The implication for policy makers is that governments at all levels should be aware of the 

importance of both incubator and regional resources to the development of technology-based 

start-ups.  A key determinant to China’ transition from the reliance in technological import to 

generation of radical innovation is to improve the efficiency of both public and private 

sources of finance available (Lee et al., 2004). Regional input of venture capital is yet to be 

sufficiently invested in highly innovative projects that require a long-lead time to fully 

develop, test, and commercialise product innovations. Peripheral technology-based start-ups 

that conduct high-level of basic or applied research, supported by the Chinese central 

government (Science and Technology resources), may not be able to commercialise the 

inventions without diversification of regional inputs (i.e. venture capital and entrepreneurial 

expertise). Peripheral highly innovative start-ups may face a challenge in terms of sustaining 

its technology advancement as well as its growth and development without sufficient regional 

inputs. Scarce public resources that are invested in highly innovative projects may therefore 

not help in developing regional technology-based entrepreneurial activity, creating new jobs, 

and narrowing gaps in the development of regional economies.     
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Our study raises further research opportunities associated with the effects of both incubator 

and region on the performance of technology-based start-ups and the development of regional 

economies in China. The research findings indicate the amount of venture capital investing in 

technology-based start-ups is not significantly positively associated with highly innovative 

activity (i.e. patent innovation, based researches, and advanced applied researches) in 

particular. There is therefore a need for more research on regional characteristics and 

technology-based start-ups to look into investment preferences of business angels and venture 

capitalists as well as the impact of venture capital on technology-based firm growth and 

performance in response to different regional environments. One of the limitations of the 

present study is that because of the data excluding those graduated technology-based firms it 

is impossible to examine identified considerable time lags in terms of the effects of 

innovation types on firm growth performance (Fritsch and Mueller, 2004). To advance our 

understanding of relationships between innovation types and long-term economic growth 

(Schumpeter, 1934; Therrien at el., forthcoming), other studies are needed to track those 

graduated technology-based firms and improve our understanding of the impact of incubator 

and region characteristics on the long-term development of technology-based firms and 

regional economies.  
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Table 1 Variable definition and summary statistics (average value of three years 2009-2011) 

Variable  Definition Mean Median  Minimum Maximum Standard 

deviation 

No. of 

Observations 

Dependent variables        

AIP No. of approved intellectual properties 58.47 46.33 3.00 711.67 63.11 210 

Patents No. of patents granted 19.21 13.5 2.00 210.33 23.15 184 

NSTP Total number of national science and technology projects 

within the  Technology Incubator 

7.33 8.61 1.33 53.00 8.61 97 

Incubator 

characteristics 

       

IPSP (1,000 Yuan) Accumulated Total amount investments in public service 

platform 

11707.37 5252.83 161.67 191966.67 20979.40 168 

FSI (1,000 Yuan) Total amount of funding available 14140.59 5762.5 630.00 206666.67 27422.99 172 

NF Total number of firms within an technology incubator  124.68 92.00 33.67 572.00 86.40 216 

NGF number of graduated firms within the technology incubator 

over 2009 

107.90 66.00 13.00 2517.33 186.39 213 

Regional 

characteristics 

       

VC (1,000 Yuan) Total amount of funds received from venture private capital 77574.93 23050.00 518.67 964462.67 152433.46 116 

NFREF No. of firms received external finance 36.08 11.33 1.33 1010.00 113.36 117 

AWE (Yuan) Average wage of employees in urban private units 33634.86 28710.25 22381.00 56811.50 10734.08 216 

AWEHT (Yuan) Average wage of employees in high-tech industrial sector 47781.73 40359.5 27014.5 75875.00 15247.37 216 

GRP (100 million 

Yuan) 

Gross regional production  18051.07 14337.03 861.76 37589.51 10484.00 216 

GRP per capita 

(Yuan) 

Gross regional product per capita 36592.26 34488.50 9090.00 76056.50 18507.74 216 

UP (10,000 persons) Urban population 2871.70 2606.00 283.00 6079.00 1419.62 216 

        

Notes: average statistics of each variable exclude observation where its value were 0 over the period 2009- 2010 
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Table 2 Correlation matrix and descriptive statistics (average value of three years 2009-2011) 

 1 2 3 4 5 6 7 8 9 10 11 12 13 14 
1. AIP 1.000              
2. Patent .810** 1.000             
3.NSTP  .565** .422* 1.000            
4. IPSP (1,000Yuan) 

 
.360** .291** .345** 1.000           

5. FSI (1,000 Yuan ) .380** .271** .460** .259** 1.000          
6. NF 

 
.487** .304** .585** .225** .331** 1.000         

7. NGF 

 
.191** .092 .381** .205** .330** .458** 1.000        

8. VC (1,000Yuan) .225* .182 .136 .055 .097 .110 .309** 1.000       
9.NFREF 

 
.340** .395** .681** .062 .285** .266** .223* .098 1.000      

10. GRP (100 million Yuan) 

 
-.006 -.066 -.227* .003 .140 -.079 -.036 -.100 -.017 1.000     

11. GRP per capita (Yuan) -.022 .023 -.269** -.097 -.033 -.223** -.093 .262** -.051 .161* 1.000    
12. AWE (Yuan) .006 .063 -.236* -.083 -.031 -.231** -.094 .328** -.054 -.030 .940** 1.000   
13. AWEHT  (Yuan) .053 .076 -.263** -.056 .036 -.230** -.074 .298** -.027 .171** .938** .943* 1.000  
14.UP (10,000 persons) .032 -.044 -.154 .051 .174* -.012 .006 -.136 .020 .940** -.103 -.254** -.033 1.000 

               

Notes: correlation matrix relates to 216 technology business incubators. 

 *significant at the 5% level 

**significant at the 1% level 
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Table 3 Regression analyses of effects of regional and incubators’ characteristics on innovative performance (average value of three years 2009-2011) 

 AIP      Patent    NSTP      

 Model 1A  Model 1B  Model1  Model 2A  Model 2B  Model 3A  Model 3B  Model3  

 Coefficient  t-stats Coefficient  t-stats Coefficient  t-stats Coefficient  t-stats Coefficient  t-stats Coefficient  t-stats Coefficient  t-stats   

Constant  31.264 4.261**               

IPSP (1,000Yuan) .278 2.979**   .236 2.658** .236 2.846**   .243 2.430**     

FSI (1,000Yuan) .223 2.298*   .142 1.449 .210 2.524**   .397 3.979**     

NF     .428 4.199**           

NGF     -.194 -1.899           

                 

VC (1,000Yuan)   .194 2.114* .163 1.685   .145 1.563   .070 .750   

NFRET   .321 3.505** .192 2.128*   .371 3.987**   .674 7.241**   

AWE (Yuan)     -.179 -.434           

AWEHT (Yuan)     .627 1.673           

GRP (100 million Yuan)     .186 .406           

GRP per capita (Yuan)     -.430 -1.056           

UP (10,000 persons)     -.223 -.485           

No. of observations 210      184    97      

Notes: This table presents regression analyses of the impact of incubators and regional characteristics on innovative performance of incubators measured by number of 

patents granted, number of approved intellectual properties, and number of national science and technology projects over a period of three years 2009 to 2011.  Models 1A, 

2A, and 3A test the impacts of an incubator on the innovation controlling for the number of incubated firms (NF) and graduated firms (NGF). Models 1B, 2B, and 3Ba test 

the regional effects on innovation controlling for average wage of employees (AWE), average wage of employees in high-tech industrial sector, gross regional production 

(GRP), gross regional production per capita (GRPpercapita), and urban population (UP).  

*significant at the 5% level 

**significant at the 1% level 
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Summary: 

After the January 25, 2011 Revolution in Egypt and despite the success of ousting a corrupt 

regime, the prolongation of the political transitional period has affected negatively the 

economic reform agenda. It was more of a response to public demands than having an 

economic vision that the current government now is trying to focus on entrepreneurship as 

way to induce economic growth. However, entrepreneurship cannot be, on the abstract, be 

taken as the answer to economic growth. Literature suggests that this could only take place 

provided the presence of conducive institutional, political and business environment that 

could direct private sector activities toward innovative, formal and “productive 

entrepreneurship”. Using Egypt as a case, the paper validates the hypothesis suggested by 

literature that the changing role of public policy is integral in determining the productivity 

path of entrepreneurship through its effect on institutions that shape the business climate.  

 

 

Keywords: Egypt, Entrepreneurship, SMEs, Policy. Institutions. 

 

 

 

 

  

mailto:myoussef_uk@yahoo.com


 

 

2 

INTRODUCTION 

The 1990s marked the ascendance of entrepreneurship to the fore of the economic policy 

agenda. Entrepreneurship has grown to be an important focus for public policy worldwide 

due to its linkage to employment and economic growth. “The view that entrepreneurship is 

increasingly viewed to be the engine of economic growth and employment creation spans a 

broad spectrum of national but also regional and local contexts” (Audretsch, et al. 2007, p. 1). 

Despite the recognized importance of entrepreneurship, there has been relatively little 

empirical analysis of the role played by the government-policy environment (Georgellis and 

Wall 2006). Furthermore, “A premise underlying many studies (usually implicitly) is that 

more entrepreneurship is always better. This is not necessarily true, according to most 

definitions of entrepreneurship” (Henrekson 2007, p. 719). The determinants of whether 

entrepreneurship could contribute to GDP growth rates, relies heavily on the well functioning 

of the institutional and policy set-up (political-economy), and on how conducive it is. 

“…entrepreneurship can only be meaningfully analysed within a well-defined institutional 

context” (Henrekson 2007, p. 719). Related to this, is the effect that the overall economic 

reform measures could have on moving entrepreneurship activities to high total factor 

productivity, and high-value added. “Productivity is an important element. Only a high-

productivity economy can promise all or most working-age persons a range of careers at high 

wage rates” (Phelps, 2003, p. 1). Within that context that Egypt presents itself as a worthy 

case study. Egypt failed to address unemployment and poverty challenges through its 

adoption of small business strategies before the revolution of January 25, 2011, despite the 

impressive macro-economic performance from 2004 to 2008. With the high expectations of 

the public following the revolution, it is imperative to conduct a rigorous analysis of the 

possible binding constraints to entrepreneurship promotion, in order to identify the needed 

corrective policy actions. 

 

Most analysts agree that the direct reasons for the spark of the revolution are political in 

nature, but the economic situation under the corrupted Mubarak regime had a big influence as 

well. The persisting high unemployment and poverty rates, the deterioration of health 

services, and education system were all contributing reasons for the uprising. Despite the 

removal of a corrupt regime, the prolongation of the political transitional period has affected 

negatively the economic reform agenda, bringing it to halt. Coupled with the populist 

demands, the several governments following the outset of Mubarak’s government have failed 

to deliver a sound direction in terms of economic growth policies. Despite the massive 
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political changes, it seems that the economy was forgotten. It was more of a response to 

public demands than having an economic vision that the current government now is seeking 

to create employment through developing the SME sector, and promoting entrepreneurship. 

However, “Entrepreneurship cannot uncritically be taken as the answer to the quest for 

economic growth” (Douhan and Henrekson 2007, 21). Literature suggests that this could only 

take place provided the presence of conducive institutional, political and business 

environment that could direct private sector activities toward innovative, formal and 

“productive entrepreneurship” (W. J. Baumol 1983). Thus, for Egypt to realize the benefits of 

entrepreneurship in offsetting the negative effects of the current high unemployment rate of 

12.4% (Ministry of Finance 2012), there has to be an analysis of entrepreneurship within the 

context of the overall the institutional and political set-ups. The situation in Egypt is similar 

to what is described by Douhan and Herekson (2007) that “Democratic institutions may have 

prevailed on the surface of things but underneath, a former elite can still continue to influence 

the de facto institutions” (Douhan and Henrekson 2007, 9). This kind of complex interlinkage 

between social, political and economical factors in shaping the institutional setup is existent 

in the Egypt case and has direct effects on the business environment, and thus 

entrepreneurship (Moustafa 2007, Alissa 2007). In that respect, analysing Egyptian 

entrepreneurship should encompass a deeper approach through utilizing “knowledge of and in 

the decision processes of the public and civic order” rather than just suggesting 

entrepreneurship policy measures and programmes (Lasswell, 1971; Audretsch et al., 2007). 

“…a political-economy approach is important in order to understand how the political system 

shapes the institutional setup” (Douhan and Henrekson 2007, 21). It is against this backdrop 

of political-economy analysis that this paper is based on. The paper validates the hypothesis 

suggested by literature that the changing role of public policy is integral in determining the 

productivity path of entrepreneurship through its effect on institutions that shape the business 

climate.  
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METHODOLOGY AND MOTIVATION 

The methodology used, relies mainly on secondary data obtained from the literature review of 

entrepreneurship policies frameworks, role of institutions in promoting ‘productive’ 

entrepreneurship, and policy processes models. Where appropriate, the Growth Diagnostic 

Tree framework developed by Hausmann, Pritchett and Rodrik (2004) is used in identifying 

the binding constraints to growth. In validation, The Global Competitiveness Report is used 

to validate Egypt’s institutional features, namely; property rights (rule of law), size of state 

sector and corruption (Schwab 2010). Also, the World Bank’s “Doing Business Report” is 

used to identify the legal and regulatory barriers for business entry (World Bank 2007, World 

Bank 2009, World Bank 2012). The entrepreneurial behaviour of Egyptians and the 

assessment of the entrepreneurial framework conditions are taken from the Global 

Entrepreneurship Monitor-Egypt (GEM) report for the year 2008 (Hattab, 2008; Bosma et al., 

2009). As it was the first donor project in Egypt utilizing evidence based research in 

formulating and implementing policies targeting the SME sector, the evaluations of the Small 

and Medium Enterprises Policy Project (SMEPol) and the contextual lessons learned from it 

are utilized in several sections (Court and Osborne 2006). Finally, the main parts of the 

overall context of the political, economical and institutional set-ups in Egypt are excerpted 

from various literatures, but relies heavily on the comprehensive report published by the 

Carnegie Middle East Center titled “The political economy of reform in Egypt: 

Understanding the role of institutions” (Alissa 2007).  

 

The motivation for writing the paper stems from several factors. First, the economic situation 

in Egypt and despite the revolution, faces severe socio-economic challenges arising from the 

chronic high unemployment and poverty rates. In order to address these challenges through 

entrepreneurship promotion a rigorous assessment of the institutional situation is imperative. 

Second, the role of policy analysis in changing the institutional set-up is an area of study that 

is deficient in the Egyptian context and through my years of experience and as an observer, 

believes that this holds the answer to most socio-economic problems faced by Egypt. 

Particularly in private sector development, the remedies that were proposed through years of 

observation proved to be short termed unsustainable solutions. This study comes in a critical 

timing, with a transition to democracy. Most policies now, if existed, are put with the 

complete disregard of the negative externalities this might cause for the private sector, 

especially nascent entrepreneurs. On the other hand, donors and international organizations 

working in Egypt concentrate on entrepreneurship programs, without focusing on the deep-
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rooted institutional problems affecting the business climate. Policies could be described in 

Egypt to be experimental in nature, and emerging from needs or pressures rather than being 

based on theoretical design. “Entrepreneurship is an economic phenomenon worthy of 

attention from those who worry about economic growth and particularly from those charged 

with sustaining that growth” (Hart 2002, 3-4). In Addition, “Entrepreneurship ought to be an 

explicit focus of policy design, choice, and implementation. Analysts can and should do a 

much better job of assisting policy-makers in making it so” (Hart 2002, 4) 

LITERATURE REVIEW 

Entrepreneurship Policy 

Post WWII period, private sector public policy took different formats influenced by the shifts 

of world dominating economic policy debates (Audretsch and Beckmann 2007, 37). Though 

entrepreneurship policy is a subset of private sector development policies, it only began to 

gain importance in the 1990s (Audretsch and Beckmann 2007, 40, Hoffmann 2007, 

Stevenson and Lundstrom 2007). Its emergence was a response to the low economic growth 

and high unemployment rates that hit Europe during the period (Audretsch and Beckmann 

2007). Indeed, entrepreneurship policy as a term appeared after the failure of the 

development schemes of the “capital-driven Solow economy” and the “Romer model”, 

pushing for investment into knowledge capital, in facing the challenges caused by 

globalization, namely; economic growth and employment (Audretsch and Beckmann 2007, 

40-41, Romer 1986, Solow 1970). On research level, the interest in policies directed toward 

promoting entrepreneurship could be traced to the early 1980s, Thus as Hoffmann (2007) 

describes it and all scholars agree in many instances (Audretsch et al., 2007; Stevenson & 

Lundstrom, 2007), “The field of linking policies to entrepreneurship is new and no agreed 

methodology exists” (Hoffmann 2007, 140).  

David Birch (1979, 1987) was among early scholars who proved empirically that the majority 

of jobs in the United States are created through fast growing small businesses (Birch 1979, 

Birch 1989). Birch’s (1979) data and analysis for the period 1969-1976 in the United States 

showed that 82% of the net new jobs, were created in the small firms’ sector (Birch 1979). 

This ran in contradiction to the prevailing economic thinking of governments at the time, 

making his research most influential in “policy thinking” (Stevenson and Lundstrom 2007, 

103). Storey (1994) took these further and investigated programs that aimed to push the 



 

 

6 

unemployed to start their own businesses, making clear a distinction between pull and push 

factors when designing policies aimed at increasing levels of entrepreneurship. In Storey and 

Tether (1998) they examined five policy measures and programmes between the periods 

1980-early 1990 that took place in European Union countries and where directed toward New 

Technology-Based Firms (NTBFs) (Storey and Tether 1998). In conclusion, as he stressed in 

later studies, the difficulty to evaluate such programmes implemented by governments, is the 

“…opaque nature of targets and the difficulty of translating these [programmes] into 

identifiable measures” (D. Storey 2003, Greene and Storey 2007, 231). As an implication to 

this, Storey (2002) recommended that policies should be within context and aiming for 

macroeconomic policy objectives in order to have an effect (D. Storey 2002). This wide 

acceptance that emerged in the 1990s of the positive link between entrepreneurship and 

economic growth, based on classic theoretical and new empirical evidences (Schumpeter 

1934, Schumpeter 1950, I. Kirzner 1973, W. Baumol 1968, Carree and Thurik 1999, Carree 

and Thurik 2003), had spurred a diffused global interest in entrepreneurship rendering it the 

new “buzz word”.      

Strands of literature ranging from constructing “theoretical frameworks”, to focusing on 

specific policy issues came forward as a result of this renewed significance of 

entrepreneurship in the late 90s and early 2000, despite the existence of mixed views on its 

link to economic growth (Hoffmann 2007, 140).  This was made possible after “A series of 

significant breakthroughs and recent developments has accelerated the knowledge base on 

entrepreneurship, making policymaking in the area more possible” (Lundstrom and 

Stevenson 2005, 14). These were identified by Lundstrom and Stevenson (2005) to be; the 

improvement in SME statistical data, ability to measure levels of entrepreneurship across 

countries and the behaviour of “nascent entrepreneurs”, having best practices studies on 

entrepreneurship policies and programmes, and finally the increase in knowledge sharing 

venues (Lundstrom and Stevenson 2005). These breakthroughs are manifested in the 

pioneering Global Entrepreneurship Monitor (Reynolds et al., 1999), published annually 

since 1999, making it one of the most relied upon reports by researchers in determining the 

Total Entrepreneurial Activity (TEA), including relationship with GDP growth of countries, 

and policy implications (Lundstrom and Stevenson 2005). These developments could explain 

the multitude of research studies and entrepreneurship policy “handbooks” that sprung 

beginning of the year 2000. Most influential of these studies are the individual theoretical and 

empirical works of Audretsch (2007), Thurik (2007), Wennekers (1997), and van Stel (2005), 
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as well as their joint work together and with other significant authors, either as writers in their 

co-authored “handbooks” or separate (Audretsch 2007, Thurik 2007, A. Wennekers 1997, 

van Stel 2005).  

In linking policies to entrepreneurship, Audretsch et al. (2007) had comprehensively 

constructed a theoretical framework that “…explains the level of entrepreneurship by making 

a distinction between the supply side of entrepreneurship (labor market perspective, where 

the capabilities are the outcome) and the demand side of entrepreneurship (product market 

perspective, where the carrying capacity of the market in terms of business opportunities is 

the outcome)” (Audretsch et al. 2007, p. 3). The framework was a result of relying on 

previous works of Verheul et al.  (2002), where the role of government was examined and 

how policy influences levels of entrepreneurship using an “eclectic” approach (Verheul et al.,  

2002). Findings from Wennekers et al. (2002), in which the variation in rate of 

entrepreneurship across countries was analyzed, were used in constructing the framework 

(Wennekers and Thurik 2002).  Conclusions based on these research in addition to that of 

Audretsch and Thurik (2001) stresses the multi-dimensional characteristic of 

entrepreneurship policy, as it embraces a “…broad spectrum of institutions, agencies and 

different constituency groups” (Audretsch et al., 2007). Lundstrom and Stevenson (2005) 

base their constructed conceptual model for entrepreneurship on the same premise (Figure 1), 

the multitude of variables that can affect the levels of entrepreneurship, and the challenge this 

causes in identifying effective policy measures (Lundstrom and Stevenson 2005). In that 

respect, Lundstrom and Stevenson (2005) suggest to start by “isolating the problems to be 

solved”, “define policy objectives”, “make selection of measures”, and “evaluation” (see 

Figure 1) (Lundstrom and Stevenson 2005). In the selection of measures step, Lundstrom and 

Stevenson (2005) short listed set of possible measures based on the types of problems.  

However, the steps suggested resembles in essence the linear policy process model, first 

introduced by (Lerner and Lasswel 1951), which was argued to be oversimplified, and not 

applicable to developing countries (Grindle and Thomas 1989).  Concurring to this, 

(Audretsch and Thurik 2001) point out that “…the term ‘entrepreneurship policy’ is 

misleading in that it suggests a specific set of instruments are implemented by a restricted set 

of agencies affecting only a few enterprises or a particular industrial sector” (Audretsch et al.,  

2007). It follows from this, that entrepreneurship policy is about “how traditional policies and 

agencies need to be redirected from their traditional role” rather than about “specific new 

instruments or agencies” (Audretsch et al., 2007, p. 3). “Thus rather than focus on the 
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addition of entrepreneurship policies to the arsenal of public policy instruments, the debate 

should perhaps focus instead on the changing role of public policy in the entrepreneurial 

economy” (Audretsch et al. 2007, p. 3). 

Source: Lundstrom and Stevenson (2005) 

The change in the role played by public policies in creating conducive environment for 

entrepreneurship, along with institutions and politics are proved to be vital for the overall 

economic dynamism. Phelps (2003) makes the argument that “the degree of dynamism in a 

nation's economy hinges on its development of some key economic institutions - company 

law and corporate governance, the population's preparation for business life, the development 

of financial instruments such as the stock market and so forth” (Phelps, 2003, p. 2). When 

applied to entrepreneurship policies, Hart (2002) makes the argument that “Public policy and 

governance can shape virtually all of the contextual determinants of the demand for 

entrepreneurship and, over a longer time scale, the supply of entrepreneurs as well” (Hart 

2002, 8). Public policy and governance in Hart’s (2002) explanation respond to the role of 

government and role of support groups respectively. Furthermore, Hart (2002) makes the 

conclusion that “The knowledge and power linkages between policy process and policy 

content are likely to be particularly strong in the making of entrepreneurship policy” (Hart 

2002, 289). This is due to the complex nature of entrepreneurship policy, which ultimately 
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requires knowledgeable policy-makers (Hart 2002).  In such a set-up Hart (2002) suggests 

that the role of entrepreneurs is essential to transfer the required knowledge, as well as posing 

strong political power to influence policies, though the latter is less required by policy-

makers (Hart 2002). Within that context, Douhan and Henrekson (2007), and Henrekson 

(2007) propose a framework for entrepreneurship policy that is based on a political-economy 

analysis. In the framework proposed, institutions take a central role for success of policies. 

Institutions are where policies are implemented, thus ultimately create a business friendly 

environment, which corresponds to Baumol (1968, 1983, 1990, 1993) definition of 

productive entrepreneurship and his suggested operational model for entrepreneurship 

(Douhan and Henrekson 2007, Henrekson 2007, W. Baumol 1968, W. J. Baumol 1983, W. J. 

Baumol 1990, W. J. Baumol 1993).   Douhan and Henrekson (2007) have adopted a 

framework for ‘analyzing the political economy of entrepreneurship’ including the role of 

institutions in shaping the entrepreneurs’ behavior and role of the “political entrepreneur”, 

which could be seen in Figure 2.   

 

Following the definitions of the entrepreneur suggested by both Shumpeter (Schumpeter 1950)and 

Kirzner (I. M. Kirzner 1985), the entrepreneur ‘adapt to changing circumstances and renew itself 

through innovations’ (Douhan and Henrekson 2007, 2). This is done through making use of human 

capital (H), physical capital (K), and labour (L) resources (Douhan and Henrekson 2007, 2). The link 

represented by the number (1) is that of the entrepreneur using resources to create innovativeness. 

Without the inclusion of the entrepreneur the economy is deemed to be static (Douhan and Henrekson 
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2007, 3). Link (2) and (4) represent an indirect link (4) of economic power influencing the political 

system, and a direct one from the entrepreneur (2) to the political system. Link (3) denotes how the 

political system ‘determines the formal institutions’, which in turn influences resources as represented 

by the dotted line (Douhan and Henrekson 2007, 3)  

Source: Douhan and Henrekson (2007) 

 

It could be noticed that scholars have started recently to direct their interest to the “legal and 

political conditions that support entrepreneurial behaviour, and the wider ecosystem that 

serves to deter or reinforce risk-taking behaviour” (Hwang and Powell 2005, 180). This shift 

in analysing the institutional aspect of supporting entrepreneurship was influenced greatly by 

Douglas North’s (1990) institutional theory (D. North 1990). North (1990, 1997) where he 

differentiated between the effects of formal and informal institutions, maintaining that formal 

institutions are “…the underlying determinant of the long-run performance of economies” (D. 

North 1990, 107, D. North 1997). Making the same distinction between institutions, Baumol 

1990, affirmed the formal institutional function in rendering higher-value-added types of 

entrepreneurial activity (W. J. Baumol 1990). Conforming to that premise, empirical research 

of Aidis et al. (2007a, 2007b, 2008) and Estrin et al. (2008) showed that weak ‘higher order 

institutions’ in addition to widespread corruption and weak property rights “drove 

entrepreneurship towards unproductive activities” (Aidis, et al. 2007a; Aidis et al., 2007b; 

Aidis et al., 2008; Estrin et al., 2008). That results in low level of market-based and high 

aspiration- entrepreneurship, and low public support for entrepreneurship, and that could be 

deterred by what Baumol (1990) suggests; “policy can influence the allocation of 

entrepreneurship more effectively that it can influence its supply” (W. J. Baumol 1990, 893). 

From the most important institutional features that affect entrepreneurship supply are; “rules, 

regulations, property rights and the legal environment” (Fogel, et al. 2008, Henrekson 2007, 

Douhan and Henrekson 2007, Hart 2002). Fogel et al. (2008) backed by the research of 

Acemoglu et al. (2005), and Morck et al. (2005) comes to the conclusion that though 

institutions are regarded as exogenous factor to entrepreneurship, government officials are 

“endogenous decision-makers, who alter the institutional environment based on political 

issues and self-interest” (Fogel et al., 2008, p. 572; Morck et al., 2005). That is why, as 

argued by Acemoglu et al. (2005) “…it is important to understand the role of policy and 

interventions in changing the institutional equilibrium” (Acemoglu et al., 2005).  Policy 

analysis, in that respect, is imperatively necessary in analysing the political dynamics behind 

entrepreneurship policy and institutions affecting it. “The goals justifying policy intervention 
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(from poverty eradication in developing countries to comparative advantage creation and 

technological frontier advances in developed countries) are crucial in defining the most 

relevant dimensions of the variable here summarily called ‘entrepreneurship’” (Audretsch et 

al., 2007, p. 3). 

Policy Analysis 

Worldwide experience in social and economic development has provided concrete evidence 

that no solid progress can be achieved in these areas without the existence of an organized 

framework of policies and institutions (Thomas and Grindle 1990, 1163). A direct 

implication to that premise makes policy and institutional change a core requirement for long 

run economic growth and development. Douglass North (1990) asserts that the causes of 

development rely on the existence of incentive structure that allows individuals to invest, the 

very same structure which is determined by the institutional setup (D. North 1990). This led 

to wide research on institutions and the role of public policy analysis in reaching social and 

economic development, to the extent that policy analysis became one of the “…most rapidly 

developing fields in the social sciences over the past several decades” (Fischer et al., 2007, p. 

xix). The emergence of policy analysis as a discipline came to “understand the policy making 

process”, and aid policy-makers with “reliable policy-relevant knowledge about pressing 

economic and social problems” (Fischer et al., 2007, p. xix). However, the multitude of 

variables influencing the policy process makes it one of the most complicated fields of study 

(Sabatier P. A., 1999, p. 1; Bobrow & Dryzek, 1987; Torgerson, 1986; Fischer et al., 2007). 

In an attempt to untangle the complexity and systemically analyse the variables to reach a 

successful model to follow, several theories and models in the literature tried to explain and 

understand the dynamics of the policy process, its influences, and effects. “Designing 

‘correct’ policies has been a focus point of national governments and international 

organizations over the past decade. This focus has culminated in an extensive literature on, 

and a theorizing of, the policy process” (Schouwstra and Ellman 2006, 1) 

 

The shaping of policy analysis as an acknowledged field of study can be traced to Harold 

Lasswell’s early writings on the policy sciences in the 50s, especially his book with Lerner 

titled “The Policy Sciences”. (Deleon 1999, 18, Hajer and Wagenaar 2003, 6, Torgerson 

2003, 101, Lerner and Lasswel 1951). Lasswell (1971) defines policy sciences as the 

“…knowledge of and in the decision processes of the public and civic order” (Lasswell 

1971). In general terms, the approach is used to understand and solve problems using a 
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scientific rationality process, particularly to developmental problems faced by governments 

(Hoppe 1999, 201-202, Policy Sciences Center 2007). Lasswell’s attempt was to “gear the 

applied social sciences systematically and methodically to the needs of strategic public 

policy-making” (Hoppe 1999, 203). To fulfil that scope, Lasswell’s and policy sciences’ 

proponents regard the approach as characterized by “being problem-oriented”, “multi-

disciplinary”, and “deliberately normative or value oriented” (DeLeon and Vogenbeck 2007, 

4-5). This is a result of the interdependence between science and politics in such an approach 

to problem solving. Lasswell’s writings, unlike his immediate successors, have emphasized 

the importance of contextuality in applying the social and decision processes in the policy 

making process, as well as regarding the policy sciences as means for democratization 

(Lasswell 1971). Accordingly, most of the research in the field of policy analysis is 

conceptualized from Lasswell’s pioneering writings. 

 

Following Lasswell, the distinctive logical and methodological approach of policy analysis 

took a stronger stance in the late 50s and early 60s influenced by the positivist movement that 

dominated the period prior to World War II and after. “The most immediate influence on 

policy analysis, however, has perhaps been the impact on its methodological orientation of 

logical positivism” (Torgerson 1986, 35). This ran in opposition and limited the democratic 

orientation of the policy sciences that Laswell identified, to what could be referred to as a 

reductionist approach (DeLeon and Vogenbeck 2007). “Discussions of policy 

professionalism and democracy have since Lasswell’s time taken on a different tenor, 

rendering dubious his confidence in advancing the “policy sciences of democracy”” 

(Torgerson 2007, 15). Relying only on the sciences in rationalizing the policy making process 

was what defined the literature during the period. From the scholars who took that direction 

was Simon (1957) who saw that decisions, including policy decisions, are made through 

intended and bounded rationality caused by incomplete knowledge and the inflexibility of 

organizations where decisions are made (James and Lodge 2003, Simon 1957). Easton (1965) 

applied systems thinking and theory to political analysis, maintaining that political systems 

have to adapt to the surrounding environment to maintain stability (Easton 1965, Shafritz, 

Layne and Borick 2005). Lindblom (1959, 1979) scholarly work asserts that change in 

policies happen incrementally. In that regard, “Incremental policy-making is essentially 

remedial, it focuses on small changes to existing policies rather than fundamental changes” 

(Sutton 1999, 10). The policy analysis reductionist approach, of depending only on science in 
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policy analysis, was soon to become under attack after its failure to achieve progress, which 

opened up new thinking in the 1970s and 1980s. 

“In the late 1970s and early 1980s, studies showed that empiricist policy research was used 

far less than anticipated” (Fischer et al., 2007, p. xx). This led to a counter stream of thought, 

which focused on the politics over knowledge in policy analysis, influenced by a neo-

positivist approach (Dryzek 1993). “In the first face of policy analysis, knowledge replaced 

politics; in the second, politics overwhelmed knowledge” (Torgerson 1986).  The trend could 

be seen from the works of Meltsner (1972, p. 859, 1976) who was concerned with “political 

feasibility” of public policy in order to close the gap between what is desirable and what is 

possible. In reaching this, his scholarly works stressed the importance of mapping the 

“politics of policy” alternatives through “…identification of actors, their beliefs and 

motivations, resources, and the sites of their interactions” including those in the bureaucracy 

(Meltsner 1972, 859, Meltsner 1976). Relevant to that direction of the influences on policies 

through policy actors is Wildavsky’s book “Speaking Truth to Power: The Art and Craft of 

Policy Analysis”, where he argues that the use of knowledge and scientific methods in policy 

analysis is a deficient approach (Wildavsky 1979). Instead he stressed the importance of 

collective action and the role played by citizens in shaping policies (Wildavsky 1979). In 

Jenkins-Smith (1982) individual scholarly works and his joint works with Sabatier (1988) 

show an apparent emphasis on the need to separate facts from values in policy analysis 

(Sabatier and Jenkins-Smith 1993, Jenkins-Smith 1982, P. Sabatier 1988). Sabatier (1988) 

asserts that the role of policy analysis in decision-making can not be understood without 

focusing on “…the belief systems of advocacy coalitions within policy subsystems” (P. 

Sabatier 1988, 129). The analysis of the politics and actors in the policy process, the 

knowledge “of policy” or the causal links, was the main focus of the scholarly works of the 

70s and 80s influenced by a neo-postivist approach in the social sciences (Hoppe 1999). 

However, the “Interaction and mutual understanding of action motives and meanings is a 

second knowledge interest”, which still yielded a shortage of knowledge in addressing social 

and economic problems (Hoppe 1999, 203, Torgerson 1986, Fischer, Miller and Sidney 

2007). A convergence of approaches between technocratic and participatory where 

practicality and implementation takes precedence, emerged as the new “face” of the field 

(Torgerson 1986)  
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The literature in the late 20
th

 and early 21
st
 centuries focused on a hybrid of theories, and saw 

conciliation between the usages of knowledge in policy analysis. Torgerson (1986) refers to it 

as the “third face”, and explained in Hoppe (1999) and Dryzek (1993) as “critical 

rationalism” and post-postivisim in the policy analysis (Hoppe 1999, Torgerson 1986, Dryzek 

1993). The practical challenges to the field gave emergence to a “…normative emphasis that 

brings empirical and normative inquiry together” (Fischer et al., 2007, p. xx). From the main 

authors who adopted that direction are Frank Fischer and John Forester (1993) who argued 

that the field is moving toward a deliberative and argumentive turn (Fischer and Forester 

1993).  As Fischer (2003) puts it “Rather than altogether rejecting the empirical methods of 

the social sciences”, He argues that the issue is “…how to situate them within the context of 

normative concerns that give their findings meaning” (Fischer 2003, 210). Torgerson (2003) 

extends the argument asserting that such a hybrid is “…a potential means of democratization” 

following Lasswell’s (1971) premise (Torgerson 1986, Torgerson 2003, Torgerson 2007). 

Furthermore, Dryzek (1989) attempted, through using practical examples, to show that 

democratic politics and rational policymaking could be combined through “A policy science 

of strong participatory democracy” (Dryzek 1989, 97, Dryzek 1993). DeLeon (1992) called 

also for a ‘participatory policy analysis’ where there is an open discussion between citizens 

and policy-makers (DeLeon 1992). DeLeon (1999) evaluated the stages model in the policy 

process, first introduced by Lasswell (1951) and used extensively afterwards, to come to the 

conclusion that it might not been successful, but had helped moving the field forward 

(Deleon 1999). From that premise authors like Kingdon (1984) had enriched the stages model 

by analysing the influences on the agenda setting in the model (Kingdon 1984). On the 

implementation stage that was neglected during the 60s and 70s, Brinkerhoff (1996) was one 

of the scholars who directed the attention to its importance to gain governmental credibility 

(Brinkerhoff 1996). Recently the empirical works of Grindle (1999, 2002), and Grindle and 

Thomas (1989, 1991) in developing countries follow the same line of thought of the 

“…importance of problem formulation and practical judgment in understanding policy 

problems and finding policy solutions” and focusing on implementation (Hajer and Wagenaar 

2003, 7, Grindle 2002, Grindle 1999, Grindle and Thomas 1989, Grindle and Thomas 1991).  

 

Grindle and Thomas (1989) introduced an analytic model “for understanding the role of 

decision makers in bringing about significant policy and institutional changes” (Grindle and 

Thomas 1989, 213). What makes their work unique is that they based their work on cases that 

are “developed by participants” in a variety of developing countries (Grindle and Thomas 
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1989, 213).  They criticize the stages model on being linear and that international donors tend 

to pay more attention to policy analysis than to policy implementation (Grindle and Thomas 

1989). Furthermore, Grindle and Thomas (1989) argue that “…the outcomes of policy reform 

initiatives are not adequately explained by dominant theories in political science and political 

economy because such approaches do not systematically address the role of decision makers 

and managers in the policy process” (Grindle and Thomas 1989, 214-215). In that regard, 

lacking this support, many policy reforms are not implemented at all, or if they are 

implemented, lead to quite unintended and often unsatisfactory outcomes. On the other hand, 

Grindle and Thomas’s (1989) “approach, which builds on state-centred theories about policy 

choice, is able to go beyond current theory because it also builds on the unique experiences 

and insights of participants in reform efforts” (Grindle and Thomas 1989, 216). The model is 

summarized in Figure 3, adopted from (Porter and Hicks 1995). Their main argument is that 

"a policy reform initiative may be altered or reversed at any stage ... by the pressures and 

reactions of those who oppose it" (Grindle and Thomas 1991, 126). The implication here is 

that policies may never translate into programs, if they get opposed by actors in the policy 

process, especially those responsible for implementation, who are the technocrats. “The 

lesson here is that those involved in problem definition and the search for policy solutions 

need to pay more attention to the midlevel technocrats and bureaucrats responsible for 

translating polices into programs. Efforts should be made to involve them in the policy 

process earlier rather than later” (Porter and Hicks 1995).  
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Figure 3: An interactive model of policy formation 

Source: Porter and Hicks, 1995 
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ENTREPRENEURSHIP WITHIN A POLITICAL ECONOMY CONTEXT 

Identifying the binding constraints for unleashing the full potential of entrepreneurship in 

Egypt, and deciding on appropriate actions, requires a closer look to the country’s context in 

terms of politics, economy,, social, and institutional capacities. Under the current democratic 

transitional phase, many variables are still at play, and political and economic developments 

happen by the day. Any attempt to precisely predict the outcome of the conflict between the 

different political factions at the moment would be futile. On the economic front, the analysis 

suggests the best path is to keep the economy running and growing, but that depends on the 

politics as well. The ideological political shifts in the Egyptian context had always affected 

the economy, and thus the social, cultural, and institutional outcomes, and this period after 

the revolution will be no different in that sense. The political, and business environment that 

the private sector operates in, determines the setting that would either enable 

entrepreneurship to respond to the social challenges of economic growth, employment 

generation, and poverty reduction, or not. 

The Political Context 

Examining the political history of Egypt post 1952 revolution, till the outset of Mubarak 

regime, one important feature that is evident is the continuation of authoritarian regime 

characteristics (Kassem 2006, Chung and Lau 2012, Hassan 2010, Shakry 2011). The 

authoritarianism dynamics took different forms during the presidencies of Gamal Abdul 

Nasser (1952-1970), Anwar Sadat (1970- 1981) and Hosni Mubarak (1981-2011) (Hassan 

2010). The authoritarian rule following the declaration of Egypt as a “Republic” in 1953 

manifested itself by bringing the country under the rule by emergency rule (Chung and Lau 

2012, Hassan 2010). “Socio-economically, the country showed both subtle and apparent 

changes. Economically, it has changed from Nasser’s “Arab Socialism” (notably its attempt 

to nationalize Suez Canal) to a capitalist infetah (open-door policy) in early 1970s” (Chung 

and Lau 2012). During the “Nasserism” period the ideology of the regime was influenced by 

the global independence movements, and associating the regime to nationalism. This resulted 

in “…the formation of a state capitalist class, the liquidation of its main ideological rivals, 

and the suppression of popular mobilization from below even as it was coupled with a 

powerful social welfare ideology and a charismatic anti-imperialist rhetoric” (Shakry 2011). 

 

“Following Nasser's death in 1970, his successor, President Anwar Sadat tried to legitimize 

his rule using three slogans: The rule by law; government by institutions; and; political 
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freedom” (Hassan 2010). “One can describe the Sadat years in power as tumultuous 

punctuated by the war with Israel in 1973, prolonged military tension with Israel 1970-1973, 

1974- 1978, economic upheavals, including bread riots in 1977, and the isolation from 

Egypt’s Arab allies 1978-1980” (Hassan 2010). Most notable ideological shift during Sadat’s 

rule, was the shift in economic policy from nationalism to a neo-liberal ideology “infitah”, 

that affected the social structure of the country with the rise of new form of elites. “The 

predominant agents and architects of Infitah were a combination of members of the old 

industrial bourgeoisie who had managed to insinuate themselves into the state apparatus after 

the 1952 revolution; members of the state technocratic bourgeoisie that emerged under 

Nasser (the upper stratum of the bureaucratic and managerial elite, high-ranking civil 

servants, army officers and directors, managers of public-sector companies, etc.); and the 

emerging commercial bourgeoisie whose financial activities were opened up by Infitah—

wholesale traders, contractors, importer-exporters, etc. This, in part, explains the complexity 

of the military apparatus divided between the elite echelon of the military (given their 

involvement in capital accumulation during Infitah) and rank and file soldiers, and the 

economic gap between them” (Shakry 2011).   

 

In first years of Mubarak’s rule, signs of political pluralism were present, but soon to fade 

with the emergence of a dominating one party system by the National Democratic Party 

(NDP). This system, and despite the positive economic performance in aggregate terms, has 

failed “to improve the regime's performance and efficiency in solving Egypt’s development 

problems” (Hassan 2010). Mubarak’s political era was characterized by distinctive features 

that although was inherited from previous regimes, it became more intrinsic; namely, the 

increasing role of security establishments, political and administrative corruption, 

relationship with the international system, and relationship with Islamic movements (Hassan 

2010). The lack of public support that Mubarak’s regime faced, has decreased its legitimacy 

leading to depending on both the military and police to sustain his ruling. Police and security 

forces ensured the continuity of Egypt’s political system, thus the close association to 

presidency (ibid). Different forms of corruption existed through out the entire Egyptian 

history, but during Mubark’s rule it was widespread to the extent that it became the norm 

rather than the exception. “…corruption has become a general trend that is not restricted to 

central institutions, but extends to local authorities as well. It is also not limited to 

governmental institutions, but its tentacles have reached non governmental entities such as 

parties, syndicates and voluntary organizations” (ibid). Due to various pressures, 
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globalization being one important factor, the relationship with international institutions made 

Egypt interdependent and forced to adopt the set of economic reforms created by the 

Washington Consensus institutions. The outcome of reforms, as in other international 

experiences, had its toll on vulnerable groups, and made rise to new form of elites who were 

closely associated to the presidency and the NDP (Alissa 2007). Internally, the Muslim 

Brotherhood and its relationship with Mubarak took different approaches. In the early years 

of Mubarak’s rule there was a differentiation between the MB, who were considered 

moderate, and other Islamic militant groups, that a strong hand policy during the 80s had 

eliminated them. In the 90s “the ruling regime has deviated from its earlier approach towards 

the Brotherhood, under the pretext that Brotherhood is maintaining relations with the militant 

groups. Thus, the regime embarked on the dissolution of the Brotherhood’s influence in all 

professional syndicates, and outlawed its participation in the parliamentary elections of 1995” 

(Hassan 2010). The authoritarian dynamics of Mubarak’s rule, among other direct and 

indirect influences created public and political resentment which sparked the January 25, 

2011 revolution leading to the toppling Mubarak in February 11, 2011.  

  

Though most analysts agree that the direct reasons for the spark of the revolution are political 

in nature, the economic situation under the corrupted Mubarak regime had a big influence as 

well. “The rigged parliamentary elections of 2010, the ‘emergency’ repressive measures that 

lasted for decades, and the absence of freedom to speak and assemble robbed Egyptians of 

their sense of dignity. At the same time, Egyptians blamed their government for high rates of 

poverty, youth unemployment, corruption, illiteracy, and deep divisions between rich and 

poor” (Carnegie Endowment for International Peace 2011). The revolution erupted after a 

peaceful demonstration on the 25
th

 ended by clashes with the police (Chung and Lau 2012). 

“With the utilization of social media such as Facebook and Twitter, the demonstrations soon 

evolve into a large-scale anti-Mubarak movement” (ibid). “From this day onwards, social 

medias such as Facebook, Twitter and Blackberry Messenger Services were constantly 

disrupted. The army was later deployed on 28th January to the Tahrir Square” (ibid). In a 

televised broadcast on the 1
st
 of February, Mubarak appeared for the first time in front of the 

public announcing that he will undergo political changes, and refused to step down (ibid). 

With the widespread refusal among citizens to Mubarak’s speech, and the failure of the new 

government he appointed, especially after the use of violence with demonstrators in Tahrir 

square of what is known as the “camel battle” as a reaction to the sentimental speech that 

Mubarak gave a day earlier, stepping down was the final option. On February 11
th

 “Hosni 



 

 

20 

Mubarak stepped down from presidency and his power were handed over to the military” 

(ibid). The Supreme Council of the Armed Forces (SCAF) headed the country after 

Mubarak’s topple. Almost 2 years after the revolution, and despite the political 

changes/developments that were introduced; liquidation of the NDP, allowing political 

parties to form, the temporary constitutional referendum, the parliamentary elections, and the 

planned presidential elections in summer of 2012, there is a rising scepticism that SCAF will 

let go of power easily. “There is growing scepticism concerning the commitment of the 

Supreme Council of the Armed Forces (SCAF) to incisive democratic reform and current 

cabinet members are reluctant to take decisions with lasting implications, aware of a public 

perceptions that they lack a democratic mandate” (The Social Fund for Development: An 

Independent, Forward Looking Review November 2011). “With each day that passes, there 

are signs that public cynicism of the process in place and SCAF’s intentions are growing, and 

with it the continued potential for instability. No appointed civilian government, as indicated 

to the Review Team by one senior official in a ministry, will be willing to take difficult 

political decisions pending the advent of an elected government” (Pillay, Elmagd and Oraby 

November 2011).  

 

Until today, the transition cannot be described as being smooth. “Popular protests, sectarian 

violence, and clashes between police and demonstrators have all at one time or another 

threatened to derail the process. Since the resignation of former Egyptian President Hosni 

Mubarak last year, nearly 800 people have died as a result of constant political unrest. Many 

indicators suggest that Egypt is far worse off economically now than a year ago. In this tense 

political atmosphere, minor disputes can trigger major unrest, and many analysts are 

cautiously watching Egypt’s domestic politics for signs of potential instability” (Sharp 2012). 

There is no surprise that a political system like Egypt, where the rulers had domination over 

policy-making for over fifty years, would take time towards democratization (Alterman 2011, 

Chung and Lau 2012). “What is more surprising is that the emerging issues of Egyptian 

politics, the economy and nationalism, would run so much at cross-purposes. Egyptians’ 

ability to reconcile the two will be a vital test of their ability to thrive in the coming era” 

(Alterman 2011). Any new government that will take place after the presidential elections, if 

it happens, will face considerable economic challenges. “Besides bringing the high and 

soaring public debt under control, Egypt’s new rulers must ensure that investment, economic 

growth, and job creation keep pace with demographic trends. This will require the creation of 

700,000 new, productive, and sustainable jobs every year in the private sector to 
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accommodate the growth of the labour force” (Carnegie Endowment for International Peace 

2011). 

The Economy 

The Egyptian economy went through three phases of ideological policy shifts since 1952 

(Ikram 2006). These economic “paradigm shifts” where accompanied by social and political 

ramifications that all worked together as determining factors to the current institutional 

environment supporting the private sector and entrepreneurship in the country (Alissa 2007, 

1, Ikram 2006, Moustafa 2007). Since the 1952 revolution until 1973, under President Gamal 

Abdel Nasser’s rule, the economy shifted to a “state-led industrialization model” (Alissa 

2007, 3, Dobronogov and Iqbal 2005). This was manifested in a low share of private sector in 

the economy, giving way to public sector domination to the economy in an attempt to fulfil 

the import substitution strategy ravishing the developing world at the time (Dobronogov and 

Iqbal 2005, Ikram 2006). As a result, the “Business efficiency and labour productivity 

stagnated, as the country’s development plans aimed at physical output targets, and its 

industrial exports were oriented mostly towards communist countries with low quality 

requirements” (Dobronogov and Iqbal 2005, 2). In what is considered “the second paradigm 

shift”, the 1973 Open Door Policy adopted by the Egyptian President of the time, Mohammed 

Anwar El-Sadat, opened up the Egyptian economy to foreign investment that concentrated 

mainly on the money coming from the rich Gulf region (Alissa 2007, 3, H. Handoussa 2002, 

Ikram 2006). Though this policy had promoted the role of the private sector and had partially 

liberated trade, the high growth in GDP experienced during the period is attributed to large 

extent to the increase in the national income caused by surge from price volatile revenues, 

namely; the Suez Canal, oil exports, tourism and remittances (Dobronogov and Iqbal 2005, 

Ikram 2006, Alissa 2007). These fundamental structural weaknesses caused Dutch Disease 

symptoms in the economy, driving it to collapse in the mid 1980s, after the fall down in 

world oil prices (H. Handoussa 2002, Ikram 2006, Dobronogov and Iqbal 2005, El-Ghonemy 

2003).  By the end of this boom in 1986, the Egyptian government, under President 

Mohammed Housni Mubarak, sped the transformation to a market economy led by the 

private sector, which marks the “third paradigm shift” (Alissa 2007, 4). “Egypt accelerated its 

on-going transition from a public sector dominated economy to a private sector led and 

market oriented economy after the collapse of oil prices in the mid-1980s” (Dobronogov and 

Iqbal 2005). The Egyptian economy’s crash due to its volatile structure and large fiscal 

deficit, led to“…the arrival of the IMF and World Bank in Egypt and thus to the country’s 
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adopting their stabilization and structural adjustment policies” (Alissa 2007, 4, Enders 2007). 

The stabilization program was accompanied by major restructuring and reduction in external 

debt, which in total triggered economic growth starting 1996 (Enders 2007). The reform 

process starting from 1991 until 2007 went through distinctive three stages or “generations” 

(Alissa 2007, 4, El-Ghonemy 2003, El-Mahdi 2003).  

 

 The first set of reform measures took place from 1991-1998, focusing on stabilizing the 

economy and going into “serious privatization” to State Owned Enterprises (Alissa 2007, 4, 

El-Ghonemy 2003, H. Handoussa 2002). “The program aimed at both the external accounts 

and the budgetary deficit, focusing especially on the links between the two. It sought to 

stabilize the external accounts by correcting and unifying the exchange rate” (Ikram 2006, 

63).  Stabilization of the economy was achieved, with about “…one-third of all SOEs’ assets 

being privatized between 1991 and 1998” (Alissa 2007, 4). The privatization also worked as a 

signal for the private sector to enter the market. “According to the Ministry of Planning’s 

figures, the contribution of the public sector to GDP dropped from about 39 percent in 1992 

to a little over 28 percent in 2000. The share of the private sector rose correspondingly” 

(Ikram 2006, 84). From 1998 to 2004, a second set of structural reforms were taken and 

focused on trade and institutional measures (El-Ghonemy 2003). These were manifested in 

the enactment of a Real Estate Mortgage Law in 2001 (Alissa 2007, 5). Furthermore, “The 

year 2002 witnessed extensive economic reform measures on the legal level. Laws were 

promulgated pertinent to Special Economic Zones, export promotion, intellectual property 

rights, chambers of commerce, and money laundering. These were followed by a unified 

banking and Central Bank Law in 2003” (Alissa 2007, 5). Though in 2001, the private sector 

share in the economy increased in economic activities to “67 percent of total investment”, it 

did not offset the unemployment levels resulting from the ERSAP” (El-Ghonemy 2003, 81). 

“…the rate of unemployment increased from 8 per cent in 2000 to 9.1 per cent in 2002 and 

the numbers of unemployed, males and females, rose from 1.5 million to 1.8 million, 

respectively” (El-Ghonemy 2003, 82).  Starting 2004 till 2011, all scholars and international 

organizations reports agree that this period witnessed the most intensive economic reforms in 

Egypt (Enders 2007, Alissa 2007, El-Mahdi 2003, Ikram 2006, International Monetary Fund 

2009, Ministry of Finance 2012).  

 

The changing of the cabinet of Ministers in 2004, headed by Prime Minister Ahmed Nazif, 

brought with it major reforms in what is referred to as the “third generation” of structural 
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reforms (Alissa 2007, 6). Reforms were directed toward the exchange rate system, the trade 

regime, public sector, financial sector, privatization, and transparency (Enders 2007).  

Specifically, “between 2004 and 2005, many laws were introduced, including laws on e-

signatures, new investments, customs, antitrust and competition, a unified corporate tax, and 

antidumping; in addition, export import regulations were amended. A new Consumer 

Protection Law was passed in 2006” (Alissa 2007, 6). Most importantly, the government had 

enacted a new income tax law that cut the rate by half, from 40% to 20%, merged income and 

sales tax departments, and moving toward a VAT system (Enders 2007, USAID 2008, Alissa 

2007). “As a result, the share of revenue from income, profits, and capital gains has risen 

from 19.7 percent in 2002/03 to 29.6 percent in 2006/07” (USAID 2008, 17). This step was 

influential in “lightening of the tax burden on businesses, particularly SMEs” (USAID 2008, 

19). These latest set of economic reforms where described by the 2009 IMF’s Article IV 

consultations as “impressive”, especially that the “Annual GDP growth in the post-reform 

period was more than double the average of the previous decade, driven by large-scale 

foreign and domestic investment” (International Monetary Fund 2009, 4). The real GDP 

growth averaged 7 percent in 2005/06-2007/08 and “was relatively broad based across 

manufacturing, hydrocarbons, construction, services, tourism, and agriculture” (International 

Monetary Fund 2009, 4). Despite the economic crisis in 2008, the Egyptian economy proved 

resilient (International Monetary Fund 2010, 3). 

 

The slowdown in the economy that was expected following the crises was cushioned by a 

blend of intrinsic characteristics of the Egyptian economy accompanied by set of reactive 

policies. “Crisis-related spillovers appear relatively smaller for Egypt than other countries 

with similar income levels, partly reflecting lower global economic integration and financial 

sector resilience” (International Monetary Fund 2010, 7). Annual GDP Growth was further 

sustained at 4.7 percent in fiscal year 2008/2009 by the continuing high domestic demand, 

and production in the construction, communications, and trade sectors. (International 

Monetary Fund 2010, Ministry of Finance 2012, The Egyptian Center for Economic Studies 

2011). The government had implemented a stimulus package that contributed positively in 

countering the effect of the economic slowdown. “The stimulus focused mainly on 

accelerating investment projects (about 1 percent of GDP) and public-private partnership 

(PPP) investments (1 percent of GDP)” (International Monetary Fund 2010, 9). As a result of 

these measures, the economy showed signs of recovery through an increase in real GDP 

growth from 4.7 percent in 2008/2009 to 5.1 percent in 2009/2010. In the first two quarters of 



 

 

24 

2010/2011 the average growth rate was 5.6 percent, which was derived largely by domestic 

consumption (85.9 percent of GDP), thus sectors that are linked to domestic demand had 

witnessed growth, namely; tourism, construction, ICT, and manufacturing (The Egyptian 

Center for Economic Studies 2011). The contribution of investment expenditure in GDP 

growth had shown improvement following the crisis in FY 2009/2010, which is attributed to 

the government stimulus (Ministry of Finance 2012). Despite the positive signs of recovery, 

the way the economy crashed following the revolution, raise many questions on the viability 

of the economic reforms implemented since 2004, and suggest a failure from the government 

part in addressing the social, political, and institutional binding constraints.  

 

Figure 4: Annual GDP Growth 

 

Source (Ministry of Finance Monthly Report March 2012) 

 

The political instability following the revolution had its shadows on the performance of the 

economy in general, making it fail to satisfy the high aspirations Egyptians had after 

throwing the old regime. Following the revolution the economy contracted by 3.2 percent, 

with Real GDP Annual Growth falling from 5.1 percent in FY 2009/2010 to 1.9 percent in 

FY 2010/2011 (Ministry of Finance 2012). According to national records, the real GDP 

Growth is about 0.2 percent in the first quarter of 2011/2012 compared to 0.4 percent in FY 

2010/2011 (Ministry of Finance 2012). Tourism was the first sector to get hit after the 

revolution, affecting negatively the balance of payments and thus foreign reserves. Foreign 

reserves witnessed a decline in the second quarter of 2011 from a high of $US 36 billion, 

reaching $US 28 billion (The Economist 2011) (Saif 2011, 3). By the end of March 2012, the 

reserves have fallen to $US 15.1 billion (Fam and Shahine 2012). In FY 2011/2012, “Net FDI 

in Egypt fell by 72.4%, standing at US$ 440.1 million (against US$ 1.6 billion), partly 

because of the decline in net investments in the oil sector which recorded net outflows of US$ 
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412.4 million (against net inflows of US$ 575.7 million)” (Central Bank of Egypt 2011). 

“Despite the deceleration in total economic growth, private and public consumption growth- 

which comprise 92.8 percent of total GDP figure and contribute 4.2 percent to total growth- 

were the main drivers of real GDP growth (market prices) in the first quarter of 2011/2012. 

Private and public consumption grew by 5 percent and 2.8 percent respectively, which offset 

the decline in investment spending by 11.4 percent” (Ministry of Finance 2012). Despite the 

resilience of consumption demand, the inflationary pressure, due to rising food and fuel 

prices, could threaten such a trend.  

Table 1: Selected Economic Indicators 

 

Source: (IMF 2011) 

 

The situation has gotten worse with the complete halt of the economic structural reforms after 

the revolution. Furthermore, the populist demands has exacerbated the pressure on the 

government, which in turn took corrective actions without calculating the consequences. 

“Two recent measures implemented by the transitional government demonstrate that it is 

merely reacting to populist demands. First, it tolerated allegations of corruption and 

exaggerated figures to be circulated in the media without response. With such allegations, 

many businesspeople fear the risk of expropriation because economic liberalization is being 

equated with corruption. Second, the transitional government is inflating the budget to 

appease the demands of the protesters. It has offered fixed-term contracts to 450,000 

temporary employees and approved a 15 percent public-sector wage increase that will raise 

the total pension expenditure. Together, these actions will increase the state’s total wage and 

pension bill by 25 percent” (Saif 2011). There was immediate financing problems faced by 
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the government, and with the nationalistic sentiment erupting after the revolution, foreign 

borrowing from international institution was rejected by SCAF (The Economist 2011, Sharp 

2012). Having difficulty in borrowing money from the gulf states, coupled with fear of 

disrupting the local financial system, high interest rates of local banks, the inflated budget, 

and the need to have at least US$ 11 billion to finance public spending (mainly subsidies and 

civil servants wages), where all reasons to resort back to negotiations with the IMF (Sharp 

2012, Saif 2011, Alterman 2011).  “Egypt is now testing the merits of informality. The old 

corrupt rules are discredited. The government is running the economy from hand to mouth. It 

has no real mandate and lacks the confidence to tackle Egypt’s deep-seated problems. It is 

getting by, more or less. But nobody knows if muddling through will work” (The Economist 

2011). Although it is recognised that the economy and jobs are critical for a return to stability 

and attention is being paid to the political crisis and governance reforms of a political nature, 

it is unlikely that any Government – at least in the near future -- will have the political will to 

introduce significant economic reforms of a structural nature (The Social Fund for 

Development: An Independent, Forward Looking Review November 2011, Alterman 2011).  

Socio-economic Challenges 

 

Despite the intensive reform measures that took place starting 2004, and the impressive GDP 

growth rates from 2004-2007, the socioeconomic outcome was disappointing. 

Unemployment and poverty rates are anything but decreasing, which posed questions on the 

viability of having impressive reforms that do not trickle down to the most vulnerable groups, 

and the real reasons to such unfair distribution of income. Radwan (2003) articulates this 

stressing that “…this progress at the macro-level has not been matched in two crucial areas: 

employment creation and poverty reduction” (Radwan 2003, 111). This failure in responding 

to deep-rooted problems of Egypt was one important factor contributing to the January 25 

revolution, which on the short term, ironically, had caused instability that exacerbated these 

problems. Official statistics show that unemployment increased from 8.9 percent in Q2 of FY 

2010/2011 to 12.4 percent in Q2 of FY 20011/2012, and with the an annual rate of growth of 

the labour force of 2.8% the pressure on the private sector is enormous, given also an 

estimated 600,000 losing their jobs in the tourism sector, and around 200,000 returning from 

Libya (Ministry of Finance 2012). With these rates persisting, it is evident that from 700,000 

to 800,000 jobs have to be created annually for the next 10 years to absorb the new entrants 

of to the labour markets, who are predominantly young (Radwan 2003, 111, El-Mahdi 2003, 
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6, Social Fund for Development 2007, Saif 2011). Based on World Bank estimates that even 

dates back to 2003, Radwan (2003) argues that “Assuming that the domestic economy 

generates 435,000 jobs and 90,000 migrate annually, this suggests that the total labour 

absorption amounts to only 58.6 per cent of the total supply, or a deficit of 371,000 jobs a 

year” (Radwan, 2003, p. 112). This number, because of the political instability and its effect 

on the economy and private investment, could be doubled. Another alarming feature about 

unemployment is that it is concentrated between the youth bracket from 15-29 years old, and 

women (El-Mahdi 2003, 5), “…with university graduates being the only education group that 

witnessed an increase in unemployment during the period” (Alissa 2007, 13).  Furthermore, 

the jobs created during the reform period were in low productivity sectors, which raise 

questions on the sustainability of these jobs, and threatening of worsening the poverty 

indices.  

Figure 5: Human Development Index: Trends 1980 - present 

 

Source: (UNDP 2011) 

 

Poverty rates remain high, as indicated by the Central Agency for Public Mobilization and 

Statistics (CAPMAS) “Egypt's poverty increased to encompass 25.2 percent of the population 

in 2010-2011 as compared to 21.6 percent in 2008-2009” (Egypt Independent 2012). 

However, “extreme” poverty had decreased to 4.8 percent of the population in 2010-2011 
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from 6.1 percent in 2008-2009 (ibid). “The poverty line in Egypt was at LE 256 [US$ 42] per 

person per month, or LE 8.5 [US$ 1.4] per day, while the "extreme" poverty line is calculated 

at LE 171.5 [US$ 28.5] per person per month or LE 5.7 [less than 1 dollar] per day” (ibid). 

What is even a more worrying trend is that poverty rate among university graduates rose to 

6.5 percent as compared to 4.7 percent in 2008-2009, while it increased to 36.4 percent in the 

illiterate from 31.8 percent in 2008-2009. (ibid). “A fifth of the population lives on $2 a day 

or less, and another fifth lives just above that level. Almost everyone thinks the number of 

poor is growing. Neither they, nor the entrepreneurial middle classes, have benefited from 

what growth has taken place. Moreover, the cost of failing to produce new jobs is rising, as 

the babies born a generation ago (when fertility rates were higher) are entering the job 

market. The cohort of 15-20-year-olds is the largest among the population. If this 

demographic dividend is to be cashed, and if democracy is to take root, then living standards 

will have to improve” (The Economist 2011). 

Table 1: HDI-Education 

Indicator Value 

Public expenditure on education (% of GDP) (%) 3.8 

Expected Years of Schooling (of children) (years) 11 

Adult literacy rate, both sexes (% aged 15 and above) 66.4 

Mean years of schooling (of adults) (years)  6.4 

Education index  0.56 

Combined gross enrolment in education (both sexes) (%) 35.5 

Source: (UNDP 2011) 

Education comes as a significant component of the persistence of unemployment and poverty 

levels.  “Despite significant investments in education, the education system is not delivering a 

workforce that fulfils the market demand, and graduate skills and knowledge are at variance 

with the demands of the labour market. (IFAD 2011). The private sector in Egypt ranks 

education and workers skills in the top five constraints facing private investment in the 

country (ibid). “Once a centre of Arab learning and an exporter of teachers to the Arab world, 

Egypt has seen its education standards decline alarmingly. This is partly for lack of money—

the country spends a smaller proportion of GDP on education than most Arab states—but is 

also a result of bad organisation. The quality of everything, from schools and equipment to 

teachers, is appalling. The ministry of education employs as many bureaucrats as teachers, 

and there is no national teaching accreditation system. Educational failures cast a shadow 

http://hdrstats.undp.org/en/indicators/103006.html
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over the quality of the workforce” (The Economist 2011). Because of this situation, creating 

an internationally competitive private sector that absorbs the unemployed, and new graduates 

will be a difficult task. It is against this backdrop of persisting unemployment and poverty 

that a major shift in development policies, with a central role of private sector, and 

entrepreneurship is a must rather than an option.  

The Political economy and the Private Sector  

The economy suffers from several forces, one related to Egypt long-standing institutional 

problems, effect of structural reforms, and recently the downturn following the revolution. 

Starting in the 1970s, Egypt had witnessed phases of economic liberalization, but with no 

comparable reforms politically (Heineman Jr. 2011). These phases were accompanied with 

changes in the social cohesion of the country, opening up the rise of different types of elites, 

reaching its peak during Mubarak’s regime. The “infitah” policy of Sadat, followed by the 

privatization period in the 90s, where all reasons for “the rise of a "liberal capitalist elite" 

during this decade which promoted private sector activity through fiscal and monetary policy 

and through sectoral reforms in such areas as banking, finance, real estate, transportation, 

telecoms, and health care.” (Heineman Jr. 2011). However, the failing of structural reforms in 

trickling down to vulnerable groups, made Egyptians perceive the whole economic system as 

“illegitimate”, which in turn explains the populist demands following the revolution, and the 

rise of nationalistic sentiments. “Many Egyptians viewed the economic system as 

illegitimate, imposed upon them by corrupt and profligate elites for their own benefit and not 

affirmed through transparent processes secured by societal consensus” (Heineman Jr. 2011). 

The appeasement of the public by the SCAF and governments succeeding the Mubarak’s 

government had its toll on the private sector. The private sector is a part of the economy that 

Egypt cannot do without, if to address the deep-rooted problems of poverty, and 

unemployment. “Egypt cannot be successful without a vibrant economy, and it cannot have a 

vibrant economy without investment from within and without. Yet, Egyptians seem to 

distrust most investors, either because they are tied to the ancient regime or because they see 

them as foreigners intent on capturing the country’s resources. Egypt’s emerging politics are 

populist pure and simple, but the populism does little to solve the country’s problems” 

(Alterman 2011). 

 

If to identify the binding constraints for the development of the private sector in general, and 

entrepreneurship in particular, a political economy, and institutional analysis is required. 
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“Whether these binding constraints can be effectively identified is a practical and empirical 

matter” (Rodrik 2007). In identifying the binding constraints, defined as the constraints that if 

removed will make the largest impact on the economy, a special focus should be given to 

“metainstitutions” (ibid). “In this connection, one may want to place a special emphasis on 

democratic institutions and civil liberties, not only because they are important in and of 

themselves, but also because they can be viewed as metainstitutions that help society make 

appropriate selections from available menu of economic institutions” (ibid). In Egypt, the 

constitution and the way the political system will develop, will directly affect the role of the 

private sector.  “Throughout this forty-year period of start-stop economic reform, there was, 

however, no meaningful reform of the constitutional structure and the political system” 

(Heineman Jr. 2011). “Considerations of how rules affect the distribution of income in 

general, and which parties or groups stand to gain or lose in particular, are always important 

as fundamental matter of political economy” (The Kauffman Task Force on Law 2011, 8). 

After the revolution, the link between politics and economics had never been more vivid to 

the general public. For democracy to be institutionalized, the role of economic growth, and 

thus entrepreneurship will be in the forefront. “If the economy improves, that should help 

consolidate democracy; if it falters, so will political reform” (The Economist 2011). “As 

Egypt rebuilds, the country must find the right balance of political legitimacy, a social safety 

net, economic growth, and a right-sized role for government” (Heineman Jr. 2011). 

 

Striking the balance between politics and economics would require addressing the conflicts 

that have risen as result of 50 years of an authoritarian regime. As Heineman articulates it, the 

conflicts existent in the Egyptian society are; the conflict between the liberal elite capitalists, 

and the military elite, the companion conflict between ideas of "free market or neoliberal 

capitalism" and a command economy, the conflict between the public sector "middle class" 

that is paid far less than the "private-sector", the conflict between the poor/unemployed and 

the rich who have a disproportionate share of Egypt's, the conflict between the "young" -- 45 

million Egyptians under 35 years of age (whether poor or professional) -- and those who 

control the economy through what the young regard as corrupt and non-meritocratic means, 

and finally between the socialist/social justice orientation of some Islamists, wary of the 

West, and Egyptian capitalism in its various forms (Heineman Jr. 2011). Whichever faction 

will win, they will come around the fact that solving Egypt’s problems necessitates private-

sector investment (Alterman 2011). What matters is the mechanism (institutions) by which 

the voice of the different parts of the society will be able to express their concerns. The 
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current government though lacks legitimacy in the eyes of both the public and parliament, 

have came to the realization that no development is going to happen without addressing the 

role of the private sector, and any subsequent government will have to also consider the role 

the sector plays in the well functioning of the economy. Even with the rising nationalistic 

sentiments arising after the revolution, the general public are now more open to supporting 

the private sector. This support to entrepreneurship is further evident from the economic 

programs of the both the major political parties, and presidential candidates (Egypt 

Independent 2012). “Many Egyptians are optimistic, arguing that the removal of Mr Mubarak 

and plans for elections and a new constitution remove the biggest source of political doubt: 

what happens after the pharaoh. They also argue that there is a broad consensus supporting 

private-sector-led growth” (The Economist 2011). If there is stability on the political front, 

the economy should follow suit, and eventually consolidate democracy (ibid). Within the 

political-economy context of the country, there is a form of consensus on the importance of 

SMEs and entrepreneurship to Egypt’s socio-economic growth, however, any attempt to 

address the problems of this sector, if not associated with institutional reforms, will not work. 

“If Egypt is to catch up, it will have to do what Turkey did: reduce the overweening power of 

the state and provide an environment in which private firms, especially long-suffering small 

and medium ones, can thrive” (The Economist 2011). 

SMALL BUSINESSES, AND ENTREPRENEURSHIP 

 

Several literatures assert that economic growth is directly linked to the creation a vibrant 

entrepreneurial base that is involved in high value added start-ups  “The most important 

question in the short run for an economy stuck in low-activity equilibrium is how to get 

entrepreneurs excited about investing in the economy” (Rodrik 2007, 44). Unleashing the 

potential of entrepreneurs in the Egyptian economy requires more than direct programs or 

policies. The deep-rooted institutional deficiencies in the Egyptian economy constrain the 

private sector in general, and SMEs in particular. Identifying and addressing from the long 

list of constraints, the ones are most binding, would assist the government in using their 

resources efficiently in creating economic growth (ibid). Thus, analysing the characteristics 

of the SME sector, and entrepreneurship in general within a political economy perspective is 

imperative in identifying the right tools to tackle the binding constraints. 
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MSMEs and Entrepreneurship in Numbers 

Lack of updated data on the MSME sector and entrepreneurship is restrictive in estimating 

the effect of the sector in the economy. Despite the many studies conducted on the sector, the 

data used depends largely on CAPMAS census that is conducted every 10 years, last one 

being the 2006 census. However, several sources use projections, and surveys to arrive at 

aggregate results. The effect of the revolution on the sector, though still to be extensively 

assessed, some indicators based on perceptions of professionals and business owners provide 

indexes on perceived constraints facing entrepreneurship.  

 

Figure 6: Size Composition of the Private Sector 

According to the 2006 CAPMAS 

census, the micro and small 

enterprises (less than 50 

workers) comprise almost 99% 

of total private enterprises. What 

is considered to be medium size 

companies (from 50-100 

employees) is almost non-

existent in the Egyptian 

economy (Pillay, Elmagd and 

Oraby November 2011, Social 

Fund for Development 2007, H. Handoussa 2010). The Micro and Small enterprises thus 

account for 85% of non-agriculture private sector employment, and 40% of total 

employment. In the ten years between the two censuses, micro and small enterprises has 

grown at an average annual rate of over 4% during the past ten years, and micro and small 

enterprise employment has increased at an annual rate of over 5%. This growth is attributed 

to the high rates of unemployment among the youth bracket, who revert to creating their own 

businesses, mostly in the informal sector (over 80% of MSEs are informal), and in the retail 

and trade activities (Pillay, Elmagd and Oraby November 2011, Social Fund for Development 

2007, H. Handoussa 2010). This pattern is also evident from the Egypt GEM report of 2008, 

as the early-stage entrepreneurial activity rate by per capita GDP is almost 14%, indicating a 

high rate of establishment in low-value enterprises (necessity entrepreneurs) (Hattab 2008). 

Such trait, is accompanied by a low propensity to grow, which is evident from the fact that 

the average Egyptian micro and small enterprise has only 2.3 workers, and almost three-
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quarters of all private enterprises have fewer than three employees (Pillay, Elmagd and Oraby 

November 2011, Social Fund for Development 2007, H. Handoussa 2010). Another 

constraint to growth is the level of capitalization of these enterprises, as 75% of the MSE 

sector is capitalized below EGP 10,000 (USD$ 1,666) (ibid).  Overall, by comparing 1996 

with 2006 data, the total number of establishments has been growing, but they have been 

getting smaller in size.  

Figure 7: Sectoral Distribution of MSEs 

 

Source: (Social Fund for Development 2007) 

 

The distribution of businesses in Egypt is skewed towards microenterprises (Social Fund for 

Development 2007). “Average establishment size also varies greatly by geographic location, 

with the average size in Upper Egypt being 2.3 workers (2.1 in the case of MSEs), compared 

to 3.5 workers in metropolitan governorates (2.8 in the case of MSEs). A feature of this 

“smallness” is the “missing middle”” (ibid). “Only about 1.5 percent of private sector 

enterprises have more than 10 employees” (ibid).  These structural features of enterprises in 

Egypt will have to be altered if to ensure growth. The support needed will have to be directed 

toward high growth enterprises, innovative start-ups, and providing assistance to existing 

enterprises to expand, in order to fill the middle size gap that is the real driving force behind 

job creation. “Another distinctive characteristic of the enterprise structure in Egypt is its 

concentration in few sub-sectors of economic activity.  MSEs are predominantly concentrated 

in the trade sector, owing to the low entry barriers in terms of capital, skill and technology 

that are characteristic of this sector.  Almost 60 percent of MSEs operate in trade related 
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activities, with 15 percent in manufacturing activities and 27 percent in services” (Social 

Fund for Development 2007). The informality of the sector is another featured that inhibits 

growth. “Excessive regulation is largely fuelling the level of informal activity in Egypt.  It is 

estimated that 40 to 60 percent of the costs of doing business arise from regulatory burden” 

(ibid). “One result is that private firms are knotted in red tape. Egypt comes 94th in the World 

Bank’s “Doing Business” measure of regulations. Small and medium-sized companies cannot 

get credit from state banks. Many small firms do not even have bank accounts” (The 

Economist 2011). 

 

Compared internationally, Egypt’s framework conditions are perceived by national experts as 

being weak on entrepreneurship education and training, and R&D and technology transfer to 

new and growing firms. Areas of comparative strength are the dynamic market for products 

and services and access to physical infrastructure (Hattab 2008). The top constraints 

perceived by experts were lack of support in the education system, lack of entrepreneurial 

training, culture and social traditions, and the inadequate access to finance (Hattab 2008). 

Overall, in assessing the dynamics of entrepreneurship in Egypt, it could be evident that their 

contribution to employment and their potential to sustain the country’s economic growth is 

substantial. On that premise, government intervention to create a business friendly 

environment is imperative. However, on the policy level, and especially after the revolution, 

the evidence based research and knowledge is not transferred to policy makers, the priority 

areas (agenda setting) are not clear, decisions are not taken, laws are not enacted, and the 

implementation phase from the policy process remains inactive. In order to create conducive 

environment for entrepreneurship, the Egyptian government has to address more fundamental 

long-run institutional, structural, economical and political binding constraints other than 

running or promoting un-sustainable programmes that would be only targeting individual 

entrepreneurs (Farid 2007).   “….one other broad driving force behind growth- the types and 

quality of the ‘institutions’ (the formal and informal rules societies set or establish over time)-  

that either foster or discourage people’s engagement in growth enhancing activities” (The 

Kauffman Task Force on Law 2011, 5) 

MSMEs, Entrepreneurship-A political Economy perspective 

In the last period of reform (2004-2010) the government of Egypt realizing the challenges 

faced by the reform, worked on minimizing its negative effects by concentrating on the 

Micro, Small and Medium Enterprises (MSME) sectors, given its nature of creating jobs. 
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This was articulated clearly in several government official reports stating that “Reforms 

aimed at fostering entrepreneurship (i.e., encouraging a growing supply of new entrepreneurs 

and the starting of new businesses, particularly those with higher-growth potential) and the 

development of existing MSEs are particularly desirable because they will produce clear 

winners from reform as well as broad social coalitions in support of change” (Social Fund for 

Development 2007, 8). Until 2008 and before the publishing of the Global Entrepreneurship 

Monitor Report-Egypt 2008, entrepreneurship within the context of the government and 

stakeholders’ efforts has been synonymous with MSMEs. Furthermore, the astounding 97% 

share of MSMEs in private sector activities (The Ministry of Economy 1998) had 

strengthened the premise that “A growing base of MSEs will expand economic opportunities, 

create jobs and promote higher living standards” (Social Fund for Development 2007, 8).  

Indeed, the Egyptian Government since 1998 had laid out plans and policies aimed at 

supporting the MSME sector as a socioeconomic solution, starting from a “Draft National 

Policy” document in 1998, the “Enhancing Competitiveness for SMEs in Egypt” document, 

the 2004 SME Law number 141, and lastly the Micro and Small Enterprises (MSE) national 

strategy titled “Mobilizing Egyptian Micro and Small Enterprises 2008 - 2012” (The Ministry 

of Economy 1998, El Meehy 2004, Social Fund for Development 2007).  

 

Most of these plans, law, and reports had never transcended into an implementation phase, 

and even from those implemented, no evaluation been conducted to assess their social and 

economic effect. Even with law 141, the widely accepted view is that it had contributed to the 

“‘ghettoisation’ of MSME development, as a tool for poverty and unemployment reduction 

and therefore requiring government support, rather than as an issue that requires a positive 

enabling environment and thus a range of measures across government (and almost certainly 

the reduction of government involvement in many areas)” (Court and Osborne 2006, 38). 

From 1998 till now, entrepreneurs been targeted in Egypt under the framework of MSME 

development through a minimum of 180 different entities, that range from governmental, 

non-governmental, donors, and international organization (El Meehy 2004). Despite the 

success of some of these initiatives, “…these efforts have largely been scattered, 

uncoordinated – if not conflicting - and isolated” (El Meehy 2004, 8).  This in turn, as argued 

by El Meehy (2004), contributed in minimizing the positive effect of this sector on the 

economy, in addition to allowing for “market distortions”, loss of faith from entrepreneurs in 

similar efforts, and most importantly the creation of “a schism between these efforts on the 

one hand and the general economic policy orientation of the government” (El Meehy 2004, 
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8). “Like most developing countries, Egypt does not have a systematic strategy for job 

creation. Policies often focus on investment, with the assumption that employment will 

automatically follow. A major challenge is designing a coherent strategy with the explicit 

objective of maximizing the employment content (elasticity) of growth and ensuring access to 

productive employment opportunities for the poor” (Radwan 2003, 127).  

 

As a result of Enders’ (Enders 2007) growth diagnostic of what are the binding constraints to 

growth in Egypt, he affirms on the fact that “There is considerable evidence, including 

surveys and comparative rankings, as well as Egypt’s difficulty in moving toward new higher 

value-added products, pointing to appropriability of returns as a critical constraint” (Enders 

2007). The reduction on private returns is attributed mainly to “the high cost imposed by 

complex regulations and inefficient government services” (Enders 2007). In what Enders 

included as complementary factors affecting growth where infrastructure and education. On 

these two areas, his research shows that complementary factors are not the most binding 

constraints to growth, however he acknowledges that human capital has to be developed in 

the long run. “By contrast, a dearth of complementary factors does not appear among the 

prime suspects of having held up growth—though, again, there is little doubt that over the 

longer run, and as sophistication in the economy increases, Egypt will need to bolster its 

human capital if it wants to continue growing” (Enders 2007). It becomes imperative in that 

sense, that since these changes in education and human capital policies take time in order to 

build consensus on them, that the policy process should start tackling these issues. 

“Increasingly, however, reforms with different political economy characteristics, such as 

revamping education or reigning in the fiscal deficit, will become the critical challenge. Since 

these steps take more time (for design, political consensus building, implementation, and pay-

off) the authorities are well advised to use the tailwinds generated by the recent reforms to 

start tackling these more distant constraints. This would reduce the risk that the recent growth 

episode will become another tale of a growth spurt that fizzled out because some deeper 

constraints were not addressed” (Enders 2007). The growth spurt that happened in 2004-

2007, had exactly the outcome that Enders predicted when doing his diagnostics. That is 

another reason indicating the importance of causing growth, and ensures, by creating 

institutions in the long term, that this growth will be maintained. “…there may be no 

escaping the fact that, while a few simple bold measures can work wonders for a while, 

sustaining growth will require reforms along many dimensions and paying attention to the 

complex interaction among them” (ibid). From that perspective, and according to various 
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literatures on institutions, there is widespread acceptance to the importance of government 

regulations, property rights, and rule of law as key ingredients to private sector investment, 

and entrepreneurship promotion.  

 

Institutional Constrains  

Legal and Regulatory Burden, Property Rights, and Rule of Law 

The ease of doing business report developed by the World Bank measures the perspective of 

professionals on key impediments to establishing business in a given economy, and also 

provides a ranking with other countries. In that sense, the measure does not give the whole 

picture, but it tells much about the business environment in an economy (World Bank 2012, 

5). It should be noted that the index , and other indexes, is used in the context of this paper to 

validate the argument, rather than building it.  The overall ranking of Egypt fell from 108 in 

2011 to 110 in 2012, from a total of 183 countries (World Bank 2012). The categories of 

measurement are shown in Table 2, showing that the only minor improvements were in 

dealing with construction permits, and registering property. This could be due to the decrease 

in corruption in localities after the revolution, rather than a change in regulation. The most 

significant decreases in ranking were paying taxes, and protecting investors. This is attributed 

to the failure of enforcing the law after the revolution. Though institutionally, the laws are 

there, the honoring of contracts, and law enforcement remain as institutional deficiencies. 

This is further validated through other indexes, namely; the Index for Economic Freedom, 

and The Global Competitiveness Index.  

 Table 2: Ease of Doing Business 

Topic Rankings DB 2012 Rank DB 2011 Rank Change in Rank 

Starting a Business 21 18 -3 

Dealing with Construction Permits 154 155 1 

Getting Electricity 101 99 -2 

Registering Property 93 94 1 

Getting Credit 78 75 -3 

Protecting Investors 79 74 -5 

Paying Taxes 145 139 -6 

Trading Across Borders 64 64 No change 
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Topic Rankings DB 2012 Rank DB 2011 Rank Change in Rank 

Enforcing Contracts 147 144 -3 

Resolving Insolvency 137 136 -1 

Source: World Bank, 2012. 

In measuring the economic freedom, the “Index for Economic Freedom” builds the analysis 

“on 10 specific components of economic freedom, some of which are themselves composites 

of additional quantifiable measures. The 10 component scores are equally weighted and 

averaged to get an overall economic freedom score for each country” (Miller and Holmes 

2009, 441). The data of each component are obtained from different sources, as an example 

the component on business freedom comes from the World Bank “Doing Business Report”, 

which in itself is another index composed of multiple data (Miller and Holmes 2009, 441). 

“Egypt’s economic freedom score is 57.9, making its economy the 100th freest in the 2012 

Index. Its overall score is 1.2 points lower than last year, reflecting declines in property 

rights, business freedom, and financial freedom. Egypt is ranked 12th out of 17 countries in 

the Middle East/North Africa region, and its overall score is just below world and regional 

averages” (Miller, Holmes and Feuln 2012). On property rights, which is considered an 

indicator for the rule of law, remains one area lacking institutional support. “The rule of law 

has been unstable across the country, and the independence of the judicial system is poorly 

institutionalized. Judicial procedures tend to be protracted, costly, and subject to political 

pressure. Property rights are not protected effectively, and the enforcement of intellectual 

property rights is seriously deficient. Corruption continues to erode the foundations of 

economic freedom” (Miller, Holmes and Feuln 2012). 

Table 3: Economic Freedom Index 

Topic Rankings 2012 2011 Change 

Property Rights 35 40 -5 

Freedom from Corruption 31 28 3 

Fiscal Freedom 89.7 89.6 0.1 

Government Spending 64.1 65.3 -1.2 

Business Freedom 63.8 64.5 -0.7 

Labor Freedom 53.7 53.6 0.1 

Monetary Freedom 62.3 60.8 1.5 

Trade Freedom 74 74 0 

Investment Freedom 75 75 0 

Financial Freedom 40 50 -10 

Source: (Miller, Holmes and Feuln 2012) 
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Given also the rankings of the Global Competitiveness Index for Egypt in 2010-2011, with 

institutions given a score of 4 out of seven, and ranked 57 from 139 countries, it could be 

noted that institutional problems are pertinent in the rule of law, corruption, and political 

stability (Schwab 2010). These factors could be considered as binding constraints to the 

private sector growth as they limit the most basic freedom needed to grow as a business, and 

inhibits new entrants to the market. “The present legal system, comprising both the laws and 

their administration is dominated by GOE and not well suited to rapid expansion of efficient, 

private economic activity. The system’s main problems are that it is very time-consuming and 

costly to use. Furthermore this time-cost element, or interest forgone, is not recognized in 

legal settlements. It can be used to intrude capriciously into legitimate economic activity and 

is seen as lacking transparency. It can be a hindrance to expansion of private commercial 

activity” (Myers 2002, 23) 

 

Furthermore, this institutional deficiency drives the economy into “unproductive” informal 

sector, which in turn believed to be costing developing countries between one and two 

percentage points in annual GDP growth (Vincent 2005, 25). “Perhaps a most significant 

oversight of reform advocates is ignoring the implications for legal system reform of the huge 

“illegal” informal economy in Egypt. Independent measurements find it to be approximately 

equal in size to that of the formal economy” (Myers 2002, 23). Specifically on the rule of 

law, it is debated that in Egypt it is “abridged by executive authorities who will not permit 

their actions to be subjected to legally prescribed methods of accountability, nor allow them 

to be circumscribed by constitutional guarantees of individual rights. Egypt, in other words, 

confronts both political and administrative challenges in developing the rule of law to the 

point where it is supportive of participatory, accountable governance” (Springborg, 2003, p. 

188). The link between legal institutions and the well functioning of the economy, including 

its economic growth was argued in the work of North (1990) to be responsible for lowering 

the risk in the market enabling firms to an increasing division of labor (D. North 1990, 

Moustafa 2007).  “They [institutionalists] argued that where these institutions remain 

underdeveloped and property rights remain weak, firms will invest their resources in avenues 

that produce short-term returns but do little to facilitate sustained economic growth in the 

long run” (Moustafa 2007, 222). This is the case in Egypt, with the high informality rates that 

in turn inhibits the gains from economic reforms.   
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Policy Process and Institutions 

The other side of the story, is concerned with the viability of having a policy process, where 

the technocrats, business owners, and different stakeholders are not part of it. “Egypt has too 

much government, in terms of the size and scope of the public administration, and too little 

accountable, transparent, efficient governance” (Springborg 2003, 195). This has significant 

implications on the path of economic reforms due to the fact that these public sector 

employees are the technocrats who implement these changes, and they will always oppose 

laws or regulations that would threaten their source of income (Makary 2002). The solution 

for this is suggested to be dealt with directly through reforming the salary schedules; to 

institute “incentives” and “penalties” (Myers 2002, 38).  Bureaucrats are key players in the 

most important phase of any policy design, in that case entrepreneurship policy, which is 

policy implementation, and disregarding that role would render any policy futile. That is why 

it is stressed that any policy reform efforts, “needs to consider those that will actually have to 

implement policy. In this case, it is the many bureaucrats from different Ministries who have 

to process applications, enforce regulations (health, safety, tax, etc). Not giving consideration 

to such issues is likely to mean that policy design is going to be detached from reality. When 

they consider policy changes, ministry officials are also likely to consider what reforms will 

mean for them – eg loss of jobs, status or opportunities for corruption – as they respond” 

(Court and Osborne 2006, 25-26, Grindle and Thomas 1989). 

 

The institutional environment supporting the private sector, in addition to the political 

instability and the lack of an economic vision, posses serious questions to Egypt’s ability to 

induce economic growth and sustain it. These institutional deficiencies are the outcome of a 

history of long neglect to political reforms that should have accompanied the economic 

(Moustafa 2007). “The Egyptian case suggests a far more complicated relationship between 

economic liberalization and political/legal reform than is commonly articulated both in the 

academic literature and by development practitioners” (Moustafa 2007, 234).  The economic 

reforms in Egypt failed to provoke and promote democratization, but on the contrary they 

worked against it by elevating new private sector elites who control the political scene and 

shifting the direction of reforms to cater for their interests creating a form of illegitimacy to 

these reforms (Moustafa 2007, Alissa 2007). This situation is further facilitated by an 

institutional deficiency in having a formal representation to small entrepreneurs, due to their 

“lack of participation” in decision making, and “lack of representation” in parliament, which 

requires spending substantial amounts of money (Alissa 2007).  
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All these features are evidence to the lack of institutional structure that promotes 

accountability, and participation to the policy process (Moustafa 2007). Specifically, the 

reform was limited and did not affect the constraints faced by entrepreneurs because the 

“reform policies implemented in Egypt have not been synchronized with all economic sectors 

and have shown little sensitivity to the specific features of the Egyptian economy” (Alissa 

2007, 17).  Secondly, the failure in creating a “…healthy and enabling environment for 

conducting business and to build an economy that can compete in the global economy” 

(Alissa 2007, 17). “The third interlinked constraint is that reform efforts in Egypt suffer from 

a lack of a consensus about issues of timing, means, and goals” (Alissa 2007, 18). This is 

particularly due to the lack of participation from stakeholders in the policy making process. 

These constraints are connected to absence of an interactive policy formulation model that is 

needed to change the current deficient institutional and policy setting. “The development and 

implementation of any policy framework takes place through an institutional set-up 

encompassing a multiplicity of actors with designated mandates, capabilities, political 

weights, functions, and so on” (Social Fund for Development 2007).  Though the works of 

Grindle and Thomas provide great insight on involving the different groups in the policy 

formulation process, in Egypt’s case, and especially after the revolution, developing that 

process will have to be started by the entrepreneurs.  Douhan and Henrekson (2007)  

“political entrepreneur” will be the most relevant in shaping Egypt’s policy direction. 

"Government structures are heavily influenced by local history, by the manner in which small 

businesses are organized, and by the specific roles seen for SMEs in the economy....It seems 

more important to have good communications between government bodies, at the state and 

local levels, responsible for SME interests, and a means to bring SME concerns to the highest 

levels of policy debate.  A ministry or bureau for SMEs, while it might help to focus attention 

on SME matters, does not, by itself, ensure sound, well-coordinated SME policy" (Gray and 

Gamser 1994). The institutional environment in Egypt is undergoing changes, and as 

democracy develops, advocacy and ongoing consultation amongst stakeholders are going to 

be the pillars of any successful institutional environments. Two important ingredients are 

important for the institutional setup for entrepreneurship policy making. “The first is the 

existence of effective representative bodies for MSMEs that actively advocate their interests 

and participate in policymaking.  The second is ongoing consultation and active collaboration 

among stakeholders to ensure successful policy development and implementation.  These 
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ingredients need to be strengthened in the Egyptian institutional set-up” (Social Fund for 

Development 2007).  

CONCLUSION 

With the continuous government efforts to create an enabling environment for the private 

sector since the early 1990s,  “the Egyptian state has yet to be made ‘lean and mean’, 

although the belief that it is too large and flabby is widespread” (Springborg 2003, 196). 

There are no conflicting visions on the need to reform the country’s institutional set-up to 

strengthen the overall business environment and induce economic growth; however, the 

question and the challenge is how to bring this about. “The lesson of the 1990s turns out to be 

that policy change without institutional reform results in only modest economic performance. 

Although the lesson is clear, few observers know where reform of the institutional 

environment should start” (El-Mikawy, 2002). Moving to a market economy and reforming 

the institutional set-up requires the engagement of “government, communities, bureaucrats, 

and the market; and it is usually supported by a number of international and 

intergovernmental and international NGOs as agencies for change” (Farid 2007, 429). 

Henrekson (2007), Douhan and Henrekson (2007), and Alissa (2007) put greater emphasis on 

the role of entrepreneurs in influencing and directing that change through their direct 

engagement in the policy process, participation in the political scene, and most importantly 

through their economic outcome. (Henrekson 2007, Douhan and Henrekson 2007, Alissa 

2007).  

 

The engagement of stakeholders in the policy process is a recurrent theme whenever talking 

about reforming institutions.  “Good intentions are not sufficient to deal with corruption and 

bureaucracy. What is needed is institutional arrangements and a sound incentive system that 

contribute to a pro-growth environment. The best way to achieve this is to ensure the 

engagement of the stakeholders in the process of policy choice; policy-makers, consumers 

and investors. A full employment strategy can only succeed if it is owned by a broad 

spectrum of the population” (Radwan 2003, 135).  Policy analysis, and policy processes 

literature, though focused on developed countries’ experience, had recently been directed to 

investigate the same issues faced by Egypt through empirical research findings from several 

developing countries. The interactive model of policy formulation by Grindle and Thomas 

(1991) and Grindle (1999), implies not only the need to involve entrepreneurs in the process, 
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but also the technocrats and the bureaucracy to decrease the opposition threat posed by them 

at any policy stage, and increase their acceptance to reforms. (Grindle and Thomas 1991, 

Grindle 1999). Efforts to include them in the policy process in earlier stages of agenda setting 

is imperative to the success of any institutional or policy reform.  

 

In conclusion, the economic reforms in Egypt did not promote democratization, and as an 

effect the economic growth gains did not accrue for the vulnerable groups leading to the 

January 25 revolution. The high unemployment and poverty rates are still persistent in Egypt. 

The role of entrepreneurship in this regard, is beginning to be over used from the part of the 

government to be synonymous to economic growth, creating jobs, and alleviating poverty. 

However, all the policy measures taken by government and stakeholder, even if transcended 

to implementation phase, have focused on short-term programmes that neglect the longer-

term more grave deficiencies in the institutional and policy formulation spheres. The weak 

business environment, property rights and rule of law, corruption and the state size are all 

institutional shortcomings that negatively affect the private sector, entrepreneurship, and 

economic growth. “In addition to the primary responsibility of designing and implementing 

coherent macro-economic policies, the government must create an enabling environment in at 

least three areas: investing in human capital, deepening institutional reform, and creating 

complementarity between public and private investment” (Radwan, 2003, p. 134). 

Furthermore, “Egypt needs to make a greater investment in building efficient, transparent, 

and dynamic institutions in both the public and private sectors, as well as in civil society, to 

more effectively coordinate economic reform with a wider scope of ownership and stronger 

ties to social policies” (Alissa 2007, 1).  In reaching that end, “three types of state institutions 

need to be developed: institutions that influence the work of the bureaucracy, institutions that 

shape politicians’ behaviour …, and institutions that widen political space and participation 

for Egyptian citizens” (Alissa 2007, 21). Knowing where to start and how to start are 

questions that necessitate further research “in and of policy processes” in Egypt.  
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SUMMARY 

 

Venture capital is most suited for SMEs in developing countries.  It provides growth 

capital, alongside managerial and technical skills, and networks for the entrepreneur.  

Yet, most SMEs fail to qualify for financing, predominantly because venture 

capitalists hardly consider fully the poor and underdeveloped institutional conditions 

of developing countries and apply criteria intended for developed countries.  

Consequently, SMEs in developing countries perform poorly.  This study identified 

three major obstacles to SMEs lack of investment attractiveness – high risk, high 

transaction costs and lack of investment readiness – as well as 14 critical success 

factors.  Using factor analysis and regression techniques on a combined sample of 62 

SMEs and 31 venture/equity capital firms in South Africa, the study has established 

that : (i)  the three obstacles account largely for the high rejection of SMEs (ii)  

collectively and undoubtedly, the 14 critical success factors significantly mitigate 

these obstacles.  It offers alternative investment criteria and assessment perspective. 

 

INTRODUCTION 

 

Small and medium enterprises (SMEs) in South Africa are yet to contribute fully to 

the economy by generating employment particularly and contributing to economic 

development and social stability.  Undoubtedly, their growth and expansion do not 

hinge on financial support alone; nevertheless access to finance is central to their 

ability to develop and play their pivotal role.  To the extent that venture capital 

provides both growth and capital as well as managerial and marketing advisory 

functions, it is one of the most appropriate tools for early-stage SMEs (Eid 2006; 

Gregoriore, Kool and Kraeu SSE, 2007; Tykkvov, 2007).  However, most venture 

capitalists fail to discriminate between developed and developing economies in their 

assessment of SMEs for investment readiness.  They apply to the two economies, 

investment criteria tailored for developed economies where institutions are well-

developed, in sharp contrast to developing countries which suffer predominantly from 

the absence of strong formal institutions. 
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Quite expectedly, a high percentage of potentially viable SMEs in developing 

countries fail to qualify for venture capital funding because they are found to be very 

risky, extremely costly to assess, and unattractive, that is, not ready for investment.  

This situation where these obstacles constrain venture capital funding represents a 

wide and growing SME equity financing gap (HM Treasury and SBS, 2003). 

 

The overriding importance of SMEs in developing economies suggests that the lack of 

empirical evidence on the probable relationship between the application of the 

conventional venture capital investment criteria to a developing country, and the 

existence of the SME equity financing gap is a significant omission from the venture 

capital literature.  Even though the literature describes a range of strategic measures, 

intended to overcome these obstacles, it fails to demonstrate how these measures 

referred to as “SME equity capital success factors” mitigate the obstacles.   

 

Given that the conventional venture capital investment criteria are inappropriately 

applied to developing economies only to find several potentially viable SMEs to be 

relatively risky, costly and not ready for investment, it is probable that some 

relationships exist  among these criteria and the SME equity financing gap.  Given 

also the limited favourable outcomes of applying the SME equity capital success 

factors to developing countries, it is hypothesized that there is an  optimum 

combination of these factors which when applied to evaluate SMEs located in the 

South African context will render a greater proportion of the investment ready and 

qualify for venture capital funding. 

 

This study uses factor analytical and linear regression techniques to identify the most 

critical success factors and determine how and the extent to which they reduce the 

barriers to SME equity financing.  Fourteen success factors are recommended to 

replace the conventional criteria. 

 

The 14 critical success factors which were identified initially as mitigators of the three 

obstacles are: 

 

 SME Investment Readiness -  proactive deal generation, that is, proactive 

involvement of private venture or equity capital investors in the SME sector; 
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collaboration with non-profit-entrepreneurial organisations in providing non 

financial support services such as business and management training; training 

entrepreneurs and the venture management team on the venture capital 

investment process; networking with entrepreneurs personal contacts, other 

businesses, government and other local investors; and hands-on monitoring 

farming. 

 

 SME Risk Reduction – forming strategic partnership and alliances; 

leveraging strengths of existing institutions; using experienced fund managers; 

and exit strategic planning at the beginning of investment. 

 

 SME Transaction Cost Reduction – use of investment clusters 

(geographical/regional/industry clusters); use of non-financial evaluation 

methods, that is, assessing SME project viability using local operational 

experience; outsourcing local skills, that is, using knowledgeable local experts 

in SME equity finance. 

 

The study is based on a number of hypotheses which set out the relationships amongst 

investment readiness, risk reduction, transaction cost reduction and perceived SME 

financing gap in South Africa. 

 

The rigour of these evaluations adds to the significance of this study in three ways.  

First, in a country where the official employment rate is close to 25% (Statistics South 

Africa 2011), it will inform South African policy makers of the form and extent of 

institutional reform required to stimulate SME development.  Second, for venture 

capitalists who are looking for appropriate criteria for evaluating SMEs in developing 

countries, the study will provide a scientific basis of criteria design.  Third, 

entrepreneurs in developing countries who are seeking venture capital funding will be 

better informed of the rationale for the criteria they are required to meet. 

 

Section 2 outlines various aspects of the theoretical basis of the study while Section 3 

describes the methodology.  The study data and interpretation are presented in Section 

4, while Section 5 concludes with recommendations and implications for theory and 

practice. 



 

5 

 

 

 

 

2. LITERATURE REVIEW 

 

2.1  Theoretical Foundations of Venture Capital Research 

Within the principal-agency framework, the tendency for adverse selection 

occurs throughout the investment process and ultimately influences the criteria 

venture capitalists use to accept or reject investment proposals.  The theory of 

contracts frequently suggests how to structure venture capital deals as much as 

corporate governance and moral hazard considerations reflect the monitoring 

preferences of venture capitalists.  Finally, institutional theory is particularly 

relevant to developing economies where formal institutions are either 

unavailable or underdeveloped and therefore fail to accommodate conventional 

venture capital investment criteria. 

 

 

Agency Theory 

Agency Theory explains the relationship between one who delegates (the 

principal) to another who performs the task (Agent). Thus, the agent acts on 

behalf of the principal.  Stability of the relationship is usually threatened by the 

existence of divergent goals between the parties and hidden information before 

or after contracting the agent. 

 

For example, when in a developing country the agent has private information 

that preconditions the incentive to act opportunistically corporate governance 

becomes difficult because independent legal institutions are lacking 

(Dharwadkar, George and Brandes, 2000).  An adverse selection problem that 

may put a severe strain on the market arises when previous information about 

the quality of investment is asymmetrically distributed.  Similarly, information 

about the behaviour of the entrepreneur that is unevenly distributed between the 

parties raises the risk of moral hazard (Sood, 2003). 

 

Adverse Selection 
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Entrepreneurs are usually reluctant to disclose information to outsiders to 

promote their self-interest and for fear of compromising their firms’ competitive 

edge (Cardis, Kirschner, Richelson, and Richardson 2001).  Additionally, SMEs 

have other characteristics that exacerbate the information problem.  First, SMEs 

are usually not required to comply with stringent information reporting.  Second, 

their relatively younger age does not enable them to provide adequate past 

record of performance.  As a result, the quality of information is usually poor 

and fund managers and venture capitalists have to identify other sources of 

information or devise new information systems, all of which are expensive (ECI, 

2003; Abereijo and Fayomi 2005). 

 

Theory of Contracts 

Venture capitalists act as agents of their limited partner investors and as 

principals to the entrepreneurs of their portfolio firms (Eisenhardt ,1989).    

Contracts specify the rights of the parties, the performance criteria on which the 

agent is evaluated and the payoff functions the agent faces (Farma and Jensen, 

1983). Typically, the contract is outcome-based in order to influence behaviour 

indirectly by aligning the interests of the agent and the principal thereby 

minimizing the risk involved in venture capital investments (Eisenhardt, 1983). 

 

Venture capitalists tackle agency risks by utilizing stringent contractual 

provisions that normally include the restrictions: no further fundraising without 

prior approval; limited board representation; appointment of auditors and key 

employees are subject to prior approval; imposition of anti-dilution clauses to 

ensure additional shares are not sold to new investors without the consent of the 

initial investor(s); stage investment of funds subject to achieving specified 

milestones (Durani and Boocock, 2006). 

 

Corporate Governance 

Corporate governance is the sum of the mechanisms by which owners of a firm 

exercise control over management to protect their interests (John and Senbet, 

1998).  This is of primary concern for investors because they want to control the 

functioning of the company to protect their investments (Gompers, 1995).  But 

many developing countries lack adequate investor protection because corporate 
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governance principles are not fully developed and practised.  Generally, 

common law practising countries offer better investor protection than countries 

where common law is not practised (La Porta, Lopez-de-Silanes, Shleiter and 

Vishing, 1998). 

 

Since venture capitalists prefer a governance structure that increases investor 

control, financial constructs between themselves and entrepreneurs detail the 

division and allocation of control rights including: cash flow rights, board rights, 

voting rights, liquidation rights, and other control rights (Kaplan and Stromberg, 

2003).  Furthermore, financial information is necessary to bridge the 

information asymmetry gap between venture capitalists and entrepreneurs.  The 

role of non-executive directors is to monitor the provision of and accuracy of 

financial information in order to reduce the incidence of fraud.  Thus, a fully-

developed and properly implemented corporate governance system reduces the 

information asymmetry problem. 

 

 

Moral Hazard 

Moral hazard is a hidden action motivated by self-interest.  It arises from 

information asymmetry and is prevalent in early stage investments in sectors 

where assets are largely intangible and the firm faces a number of growth 

options (Amit 1988) Other origins of moral hazards are situations where: agents 

have different attitudes towards market risks and thereby pursue different 

actions; the agent has private information about the projected future 

performance of a project (Barako, Hancock and Izan, 2006).  In these 

circumstances more detailed and more frequently reported accounting 

information is required. 

 

Institutional Theory 

North (1990:3) defines institution as “the rules of the game in a society  … the 

humanly devised constraints that shape human interaction”. According to the 

World Bank (2003:37) institutions “coordinate human behaviour and are 

essential for sustainable and equitable development.  Thus, institutional theory 

explains the impact of contextual systems on human behaviour and economic 
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performance (North, 1990; Hos Kisson, Eden, Chung and Wright, 2000).  In this 

way, it facilitates better understanding of organisational performance in 

developing economies as they face increasing bureaucratic and information 

processing costs because of undeveloped institutions such as weak legal 

systems, inefficient financial markets and unstable political structures (Peng and 

Heath, 1996). 

 

It is therefore, the role of strong institutions to reduce information and 

transaction costs and facilitate human and organisational interactions including 

the agency role so critical for the venture capital investment process. 

 

 

2.2 The Venture Capital Investment Process 

The venture capital market involves three parties – the investors, the venture 

capital firm and portfolio company.  The venture capital firms raise capital from 

investors and invest in portfolio companies.  To address the problem of lack of 

capital and managerial skills, venture capitalists offer both equity capital and 

managerial support (Tykvova, 2007).   

 

The venture capital investment process comprises a number of distinct stages 

ranging from five to nine.  Developing countries attract the highest number 

because of their underdeveloped intuitions (Kilonowski,  2007).  Table 3.1 

summarises the venture capital decision making process stages; namely deal 

origination. Screening, evaluation, structuring, monitoring and exit.  Venture 

capitalists consider for each stage specific factors that reduce cost and risk.  The 

various stages and accompanying factors are discussed below. 

 

 

2.2.1 Deal Generation 

The main and most reliable source of deal flow for venture capitalists is 

personalized networks of bankers, lawyers, brokers, consultants, entrepreneurs 

and other venture capital funds (Tyebjee and Brune,  1984; Klonowski, 2007). 

Lack of established network of referrals hinder deal flows in developing 

countries but the real problem is that sources of deal opportunities are efficient. 
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Therefore, proactive solicitation methods are necessary to generate deals (Bliss 

1999; Patricof 2005). 

 

 

2.2.2 Initial Screening 

Detailed business plans are necessary to support prospective projects seeking 

venture capital. The screening process is essentially a review of the business 

plan against a set of investment criteria.  This is a cursory screening stage that 

considers such general factors as geographic location industry and stage of 

financing.  The majority of projects in developing countries are rejected at this 

stage for missing important information, poor presentation of the business plan, 

and poorly presented financial statements and projects.  The rationale for 

rejecting poor quality business plans is that they add to the problem of 

asymmetric information and increase due diligence costs. 

 

 

2.2.3 Deal Evaluation/Due Diligence 

Deals which pass through the initial screening stage are scrutinized in detail in a 

process involving the gathering of information from inside and outside sources, 

a series of meetings with management, interviews with suppliers, customers, 

other investors and industry experts, and review of financial statements (Tyebjee 

and Bruno, 1984).  It is customary for venture capitalists to assess subjectively 

the risks of investments against its expected returns on the basis of a set of 

multidimensional criteria that include: market attractiveness; product 

differentiation’ the entrepreneur; the venture management team; and financial 

considerations.  These set of criteria as further explained in the following 

paragraphs: 

 

Market Attractiveness 

Market attractiveness refers to a range of market characteristics including: 

familiarity with the market; limited competition; size of the market; long term 

growth rate; capability of the market, and profitability.  Information is usually 

gathered from market surveys, consumer clinics and test market experiments 

(Douglas and Shepherd, 2002).   
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These characteristics designed for markets in developed countries are similar to 

those that venture capitalists require of markets in developing countries (Gupla, 

Chavalier and Dulta, 2003) indicating that they have not modified their 

investment criteria for developing countries. 

 

Product or Service Factors 

Venture capitalists prefer products or services that are unique and can deter 

competition through patents to attract high profit margins.  Such products must 

be mass-produced at a unit cost that allows sufficient profit at the projected price 

level.  Pronmose and Murray (2006) observe that venture capitalist put extra 

effort to ensure that any proprietary technology has adequate intellectual 

property protection to sustain the venture’s competitive advantage.   These 

criteria are similar to those applied to developing countries (Chotigeal 1997). 

 

 

The Entrepreneur 

Venture capitalists consider identical personality and experience characteristics 

of the entrepreneur in both developed and developing economies.  They prefer 

entrepreneurs who have a thorough familiarity with the target market or 

industry, demonstrated leadership capability and a track record relevant to the 

venture including the ability to evaluate and handle risks (Zutshi 1999). 

Additionally, integrity, openness and the reputation of the entrepreneurs as 

known by fund managers networks contribute to the venture capitalist’s degree 

of confidence in the entrepreneur.  This is important because venture capitalists 

perceive that the choice of a good entrepreneur minimises the problem of moral 

hazard (Paybe, Moor and Bett, 2009). 

 

The Venture Management Team 

Venture capitalists look for strong managerial capabilities such as appropriate 

management acumen, prior experience in the same or related industries and 

markets, prior start-up experience and strong commitment to the growth and 

launch of new venture.  (Proimos and Murray, 2006).  Furthermore, the top 

management team is collectively expected to possess experience and 
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qualifications across the range of business and technology areas required for the 

particular new venture.  Finance, marketing and general management skills are 

critical areas of expertise.  (Mishra, 2004).  The need for balance, high 

motivation compliment personal integrity, hard work and flexibility, all of 

which are also emphasized as the management team’s attributes for developing 

countries  (Ibid). 

 

Financial Considerations 

According to Mason (2005), the purpose of performing financial analysis is to 

ascertain the value of the business and to assess whether the investment is likely 

to generate the required rate of return.  Factors such as high rate of return, high 

investment liquidity and profitable exit are considered critical (Pintado 2007).  

For developing countries a high expected return of over 25%, the ventures 

ability to be made liquid and the opportunities for exit are important 

considerations (Gupta et al 2003; Mishra 2004; Deventer and Mlambo, 2009).  

Because SMEs do not have adequate financial information, expected rate of 

return calculations are unreliable and lower than the venture capitalists’ 

requirement for not rejecting a project.  Consequently, the rejection rate is high, 

contributing further to expanding the SME equity financing gap. 

 

2.2.4 Valuation 

 Valuation is the process of placing monetary value on an investment 

opportunity.  The degree of uncertainty of achieving future expectations 

influences the discount rate applied in evaluating projects for investment.  The 

rate of return demanded by an investor depends on the projects’ characteristics 

and the type of financing instrument used. 

 

Finance theory recommends the use of the Capital Asset Pricing Model (CAPM) 

when estimating the cost of equity in valuing companies.  But, because of the 

new venture’s short operating history and limited accounting information, this 

financial valuation model faces considerable shortcomings, including the 

following: liquidity risks persists; it fails to capture unsystematic risks; the 

required rate of return depends on the stage of the project; the use of stage 
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financing may affect the cost of outside equity; and the distribution of voting 

rights does not correspond to the distribution of cash flow rights. 

 

Although finance theory has attempted to modify the CAPM for use in venture 

capital projects ambiguity and confusion over how the theory is best applied has 

led to practitioners using a wide range of completely different approaches some 

of which conflict with or compliment each other notwithstanding the added 

problem of limited access to information, input (Durani and Boocook, 2006).  

Therefore, the valuation of venture capital projects in developing countries is 

even more complex due to a lack of standardized methods for determining 

discount rates and the limited SME accounting information.  These obstacles 

demand in practice, alternative, largely subjective approaches to accessing the 

financing potential of SME projects, most of which are excluded for reasons that 

cannot be technically and consistently justified. 

 

 

 

2.2.5 Deal Structuring 

  This is the stage for the venture capitalist and the entrepreneur to negotiate the 

terms and conditions of the investment following the decision to invest.  The 

object of deal structuring is to reconcile varying needs and concerns of the two 

parties in respect to the venture capital deal (Sagari and Guidotti, 1992).  The 

contract terms specify among other things, control rights, the division of any 

returns, the mix of financial instruments to use and the circumstances in which 

debt can be converted into equity.  When negotiating an investment deal, the 

venture capitalists’ aim is to control corporate decisions, minimize potential 

costs and risks and guarantee sufficient downstream protection and a favourable 

position for additional investment ore exit (Mason, 2005b). 

 

It is customary for venture capitalists to use risk reduction and control 

mechanisms in structuring deals.  These mechanisms include: choice of financial 

instrument; stage capital infusion; syndication; separation of ownership and 

control rights; and portfolio diversification. 
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Choice of Financial Instrument 

The type of financial instrument used in venture capital operation is designed to 

respond to expected agency problems (Cunnings, 2005) and depends on the type 

of firm financed, the venture capitalists’ philosophy and concerns as well as the 

legal and business regulations of the country.  Eventually, the venture capitalist 

ensures that issues such as liquidity, protection and control of the investment are 

explicitly and adequately addressed in the construct. 

 

Furthermore, the type of financial instrument used in financial constructing 

depends on the legal regime, contract enforcement efficiency and other 

institutional features of the working environment of the country. Levier and 

Sehoar (2004,2005) have concluded that high contract enforcement in common 

law countries foster an investment climate in which private investors tend to use 

convertible preferred stocks with covenants.  On the other hand, in low contract 

enforcement civil law countries private equity groups tend to use common stock 

and debt and rely on equity and board control. 

 

Venture capitalists favour convertible securities dominated by preferred stocks 

for various reasons. First, they reflectively resolve governance problems and 

facilitate the separation of control and cash flow rights enabling the venture 

capitalist to monitor the firm without undermining management incentives 

(Gibson and Schizer, 2003). Second, they minimise excessive entrepreneurial 

risk taking that occurs when straight debt is used.  Third, they reward the 

entrepreneur for good performance of the enterprise and discipline for poor 

performance.  Fourth, the use of convertible securities facilitates efficient 

investment without making either parties – the entrepreneur and venture 

capitalists – residual claim out on the margin (Schmidt, 2003).  Finally, 

combining convertible preferred securities and staged capital infusion, mitigates 

information asymmetry and agency problems in venture capital operations 

(Cornell and Yosha, 2003).  

 

Staged Capital Infusion 

Staged capital infusion is a control mechanism that enables venture capitalists to 

subdivide their investment into various stages of the venture’s life.  It reduces 
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risks, controls moral hazard and allows the venture capitalist to gather 

information and monitor progress while maintaining the option to abandon the 

project at any time (Wang and Zhou, 2004; Gompers, 1995). 

 

Syndication 

Syndication occurs when two or more venture capitalists participate together in 

an investment opportunity.  It provides valuable second opinion that could 

sharpen and fine-tune selection decisions, mitigate adverse selection, and reduce 

idiosyncratic and financial risks.  Furthermore, it involves pooling resources to 

improve capabilities to add value and to establish social status (Lockett and 

Wright 2001; Hochberg 2007). 

 

Separation of Ownership and Control Rights 

Separation of ownership and control is yet another reliable control mechanism 

although venture capitalists tend to use contracting to allocate control rights 

distinctively from ownership rights.  To avoid the dilemma of taking a large 

share that also gives the opportunity to expropriate investors, venture capitalists 

assume control rights over the enterprise through contract covenants such as 

majority seats on the board, majority requirement for major decisions, 

mandatory redemption, prohibition of asset sales, restriction on control transfer, 

restrictions on expenditure and on new securities (Zeng 2004; Durrani and 

Boocock 2006).  Additionally, venture capitalists often require protection 

against future financing rounds that may have lower valuation than the current 

valuation.  This is achieved through the inclusion of anti-dilution protection 

clause in the financing contracts (Kaplan and Stromberg, 2003). 

 

Portfolio Diversification 

Portfolio diversification takes two forms: including many different investments 

in a portfolio of ventures in different sector or geographical locations, and 

putting together a portfolio of ventures in different stages of development.  

These risk reduction strategies provide protection against agency risks and 

permits the venture capitalists to focus on market risks for which they have the 

skill to manage (Fiet, 1995). 
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2.2.6 Post Investment Monitoring 

Following the initial investment venture capitalists adopt several alternative 

means of monitoring the venture.  They monitor by telephone and email 

converting video conferences or on-site visits (Zider, 1998). 

 

Another monitoring approach is to appoint non-executive directors to protect the 

reputation of the company, monitor the activities of the company on behalf of 

investors, ensure regular high quality information on performance (Phan and 

Yoshikawa, 2006). 

 

Quite often, venture capitalists use their networks and expertise to recruit key 

individuals to the firm, work with suppliers and customers. 

 

The intensity of monitoring required is much greater for developing countries 

because of deficiencies in accounting systems, higher agency risks, and higher 

moral hazards.  Consequently, monitoring costs are higher. 

 

2.2.7 Exit from Investment 

The venture capitalists’ ultimate aim is to secure profitable exit from their 

investments and not maximum dividend income.  Therefore, a healthy venture 

capital industry must have a range of exit mechanisms to choose from, three of 

which are initial public offering, trade sale and private placement (Maons 

2005b).  Other options, according to Coyle (2000), are repurchase and 

involuntary exit. 

 

In an initial public offering, the shares of the venture capitalist and potentially 

other shareholders are sold on the stock market and usually produce the highest 

returns.  However, public markets are cyclical and cannot be relied upon to 

produce the most profitable exit.  Ventures can also be sold to another company 

in a trade sale (Mason 2005b); KPMB and SAVCA, 2009).  Another option is 

private placement involving the purchase of the venture capitalist’s share by 

another investor.  The other two options are ideal for a company in distress.  A 

repurchase is ideal for family-owned businesses which are in financial difficulty 
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but do not want to lose ownership to other companies.  Involuntary exit occurs 

when a company fails and goes into receivership or liquidation (Coyle, 2000). 

 

Despite the attractiveness of initial public offerings, they are a rare option in 

most developing countries because the capital markets are underdeveloped; they 

have low volumes of private equity transactions and low liquidity  

 

The venture capital investment process is diagrammatically shown in fig 2.1. 

 

2.3 The Venture Capital Investment Criteria Applied to Developed and 

Developing Countries 

 

2.3.1 The Venture Capital Investment Criteria Applied to Developed Countries 

 Most of the empirical studies on the venture capital investment criteria were 

conducted in the United States (US), and have influenced similar studies in 

Canada and Europe. 

 

  

 The United States (US) 

 One of the earliest studies on the venture capital investment criteria was 

conducted by Tybjee and Bruno (1984) who interviewed 46 venture capital 

firms and used factor analysis to determine the factors considered to be the most 

important decision criteria.  Five factors were mentioned in the following order 

of importance: market attractiveness; product differentiation; managerial 

capabilities of the entrepreneur and the team; environmental threats; and cash-

out potential. 

 

 Another study by MacMillan (1985), collected data from 102 venture capitalist, 

using the same data collection and analytical technique as Tyegjee and Bruno 

(1984) and found that the entrepreneur’s personality and experience were 

considered to be of overwhelming importance. A follow up study by MacMillan 

et al (1987) for the best predictors of performance emphasized the importance of 

the entrepreneurial team over product/ service and market characters as well as 

financial considerations. Other studies in the US (Robinson 1987; Hirsch and 
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Jankowicz, 1990; Hall and Hofer and Fried and Hirsch, 1994) confirmed the 

relative importance of the five factors to be: personality and experience of the 

entrepreneur and the management team; product or service characteristics, 

market/industry characteristics and financial consideration, namely financial 

track records and expected returns. 

 

 Canada 

 Boyle and Reber (1992) surveyed 23  members of the Association of Canadian 

Venture Capital Companies using descriptive statistics to analyse the responses 

and confirmed all five factors to be a replication of the US results. 

 

 Europe 

 Muzyka Birley and Lelelux ( 1996) surveyed 73 venture capitalists from the 

UK, Ireland, Germany, Austria, Switzerland, Italy, France, Belgium, 

Netherland, Spain, Portugal and Nordic countries and identified seven factors, 

the first five being consistent with those from earlier studies, the two others 

being the deal and fund characteristics. 

 

 Thus empirical studies from the US, Canada and Europe confirm that the five 

common factors applied by venture capitalists to evaluate new venture in 

developed countries to be: the characteristics of the entrepreneurs and those of 

the management team; product/service characteristics; marketing/industry 

characteristics and financial considerations. 

 

2.3.2 The Venture Capital Investment Criteria is Developing Countries 

  Several studies of the venture capital investment criteria in developing countries 

including those of Chotigeal (1979), Zutshi (1999), Mishra (2004), and Wong 

(2009), have tested the relevance and applicability of those criteria used in 

developed countries.  Other studies such as Kakati (2003) replicated the 

methodology of MacMillan et al (1987) and added two other criteria, namely 

research-based capability and competitive strategy of the venture.  Furthermore 

in a more recent study of South Africa, Deventer and Mlambo (2009) while 

using the criteria applied in the developed countries gave respondents the option 

to add other criteria of their own.  These studies show the most important 
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criteria to be those relating to the entrepreneur, the management team and 

financial consideration.  Product/service and market/industry considerations 

were found neither important nor essential.   Remarkably noteworthy however, 

is the fact that none of the important criteria is met by most SME in developing 

countries as long as obstacles in their working environment persist.  

Alternatively, the criteria must be modified to suit the developing country 

conditions.  Six of such case studies are outlined below and summarised in  

 

Taiwan, Sri Lanka and Thailand 

Chotigent et al (1997) tested 30 criteria covering the five core areas on 29 

venture capital firms in Taiwan, 15 in Sri-Lanka and 7 in Thailand, and found 

that respondents from all three countries ranked financial considerations and the 

management team’s characteristics as the top categories of criteria. 

 

Singapore 

Zutshi et al (1999) used a mail survey methodology to study the investment 

evaluation criteria of 58 venture capitalists in Singapore using the five core 

criteria and an additional criterion – country risk, and found that Singapore 

venture capitalists use investment criteria similar to those of US, Canada and 

Europe. 

 

India and South Asian Countries 

Kekati (2003) studied 43 venture capitalists financing high-tech industries in 

India and South East Asian Countries.  The studies used 38 criteria in six 

categories pertaining to product, market and entrepreneurs characteristics, 

resource-based capability, competitive strategy, financial considerations and 

performance measures.  As with other studies, characteristics of the entrepreneur 

were considered the most critical. 

 

India 

Mishara (2004) surveyed members of the Indian Venture Capital Association 

and tested 42 criteria in six areas covering all criteria categories, and found 

results that mirrored the criteria developed by MacMillan et al (1985) and 
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Tybyee and Bruno (1994), the entrepreneur’s personality and experience being 

the most important. 

 

South Africa 

Deventer and Mlambo (2009) applied the Likert-Scale technique in a survey 

of16 South African venture capital firms regarding the screening and investment 

criteria that they use in selecting firms for financing.  The results show that 

South African venture capitalists consider overwhelmingly management related 

factors in evaluating new projects. 

 

Hong Kong 

Wong (2009) surveyed 100 Hong Kong venture capitalists to find out which 

investment criteria identified in previous studies were useful predictors of 

venture performance.  The study ranked characteristics of the venture team as 

the top criterion. 

Table 4.9 summarizes the developing country case studies. The table confirms 

that the same set of criteria used for evaluating ventures in developed countries 

are those applied to development countries without any modifications to reflect 

the peculiarities in the working environments of developing countries. 

 

2.4 Limitations of the Conventional Venture Capital Investment Criteria in the 

Working Environments of Developing Countries 

 It is, perhaps not surprising that the same model of investment criteria is used in 

the two distinctively different working environments of the developed and 

developing countries because most of the venture fund investors originate from 

developed markets.  It is also not surprising that limitations of applying the 

conventional criteria in a developing country are remarkable, and could be 

contributing significantly to the growing venture capital equity financing gap.  

This section details those limitations. 

 

 Institutional Context 

 The cost of doing business is relatively high in developing countries not only 

because of infrastructural bottlenecks but also because the legal and financial 

systems are underdeveloped property rights are ambiguous and regulatory 
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systems are not transparent (Chiva, 2002; Patricot …. 2005; Siddigi, 2008; 

Ramamurti, 2000) The weak institutional environment contributes to piracy and 

other intellectual property violations, in addition to a lack of contract 

enforcement (Deloitte, 2008).  Without reliable institutions, entrepreneurial 

effectiveness is weakened (Zahara 2000) and the likelihood of agency problems 

increases. Dharwadkar 2000) The accounting environment is poor and corporate 

governance is weak.  (World Bank 2004, 2005, 2006; Deloitte, 2006) thereby 

affecting the availability of quality information for diligence during project 

evaluation.  Consequently, investors are unable to assess the true 

creditworthiness of potential SME proposals. 

 

 Furthermore, investor protection legislation is largely lacking, which means that 

potential investors might not obtain adequate and reliable information on the 

markets and on the financial health of companies they intend to invest in.  Worst 

of all is the inefficient and slow settlement systems owing to underdeveloped 

institutions (Eid, 2005; Deloitte, 2008). 

 

 Deal Flow 

 Developing countries lack quality deals that fit venture capital firms’ investment 

preferences.  This is because sources of opportunities for deals are lacking or 

limited causing long lead times to develop projects (Eid 2005; Patricof et al 

2005; Deloitte, 2007). Another drawback is that the technology and research 

environment is limited (Cetidamar, 2003); channels of communication between 

research and industry are weak, (Wu, 2007; Nabeshima and Yusuf, 2007; and 

Chen and Kenny, 2007); time is lost in the bureaucracy of starting up a business 

(World Bank, 2005) and regulation does not always promote entrepreneurial 

activities (World Bank, 2005).  As a result of all this, available deals are 

inadequate and SMEs are of particularly small size which required venture 

capitalists to combine many deals, all of which increases transaction costs. 

 

 The lack of dialogue between venture capitalists and University Research 

Centres creates a knowledge gap and problems involving business ideas as long 

as venture capitalists focus on economic returns while academic researchers 

focus on academic results. 
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 Entrepreneurs and Managerial Skills 

 Entrepreneurial skills and ideas are relatively scarce in developing countries.  

Adding to this, is a shortage of skilled workers, experienced local investors and 

a talented entrepreneurial team (Kinniainen and Keuschnigg, 2004; Deloitte, 

2008).  This weak management capacity and a lack of expertise in venture 

finance because of the newness of the venture capital business in developing 

countries, creates a formidable barrier to commercial ideas or starting up new 

firms. 

 

 Venture capitalists look for management with competence, motivation, 

reputation and creativity.  However, venture capitalists in developing countries 

experience difficulties in screening the capabilities of management because most 

lack the experience of having operated in a market environment and available 

information is subjective (Tan, Zhang and Zia, 2008). 

 

 Most entrepreneurs have little or no understanding of venture capital finance, 

and this may have suppressed the demand for venture capital. (Eid, 2006).  

Moreover, entrepreneurs are reluctant to give up large equity stakes from their 

family businesses to outside investors for fear of loss of control and 

management freedom.  As a result, they dislike sharing power and suspect that 

leaking information to outside partners or experts (Cardis 2001). 

 

 Product/Services 

 High demand for a product or service is required to generate high profits, 

however, it is difficult to measure demand in a developing country due to a lack 

of reliable information (Lockett, Wright, Saprenzaand Pruthi, 2002).  

Additionally, products and services in developing countries are packaged in 

small quantities due to limited income of customers.  (Prahalad, 2005; Mahajan 

and Benga, 2006). As a result, profit margins per item are low, giving the false 

impression of a lack of mass market opportunity. 

 

 It is difficult in developing countries, to guarantee patent-right protection 

because of the underdeveloped legal systems and ambiguous property rights.  
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Consequently, it is neither easy prevents piracy and other intellectual property 

violations through the legal process nor advisable to rely on the weak 

institutions to enforce contracts, except through relationships and reputation 

(Fafchamps, 2004). 

 

 High Return Potential 

 Investors use the expected rate of return on a project to determine profitability 

which is one of the criteria on which they base their investment decision.  In 

developing countries however, investors apply inflated discount rates to account 

for perceived high risks arising from the uncertain financial economic and 

institutional environment (Sabal, 2004; Estrada, 2007).  But, the perceived risk 

is diversifiable (Brumer 1998) and finance theory recommends that it is adjusted 

for, in the cash flows (James and Kololier, 2000; Pereiro, 2000).  There is 

however, no widely acceptable method to determine the size of the risk premium 

nor is there a standard model to estimate the required rate of returns on equity in 

developing countries (Estrada, 2007).  Ultimately practitioners apply a simple 

subjective model that generates the cost of equity consistent with their 

perception of risk (Ibid). 

 

 In regard to the calculation of fair value, there is no proper guidance on what 

assumptions to make and how to calculate estimates. (Heathcote and Human, 

2008).  As a result, the determined expected rate of return is often low compared 

with investor’s expectation on which basis many potentially viable projects are 

rejected. 

 

 SMEs in developing countries characterize cash flows that approximate a J-

Curve, because of the relatively long period of negative cash flow expected at 

the beginning and a rapid in cash flows expected later in the life of the firm.  

(Ribeiro, 2007a).  This unattractive cash flow position coupled with the 

uncertainty of success add to the likelihood of rejecting many SME project 

proposals. 

 

 Exit Options 
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 In view of the underdeveloped state of capital markets  in developing countries 

venture capitalists are unable to exit with the expected rewards and are either 

forced to stay longer or sell their shares at a high discount (Cumming, Flemming 

and Schweinbacher, 2005). 

 

 Table (4.10) summarizes shortcomings of the convention venture capital 

investment criteria applied to developing countries. 

  

 Venture capitalists generally focus on the same set of criteria in both developed 

and developing countries.  Theses criteria, namely, the entrepreneur, the 

entrepreneurial team, product/service, market and financial considerations tend 

to ignore the following barriers to investment in developing countries: 

entrepreneurial skills are scarce; managerial skills are in short supply; property 

rights are ambiguous; distribution channels are poor; availability of SME 

accounting information is limited; methods of determining discount rates are not 

standardized; stock markets are small and illiquid; it is difficult to measure 

effective market demand; and it is difficult to achieve a rewarding exit.  These 

obstacles which the conventional venture capital criteria are unable to mitigate 

or eliminate may be classified into three categories of factors which: render 

SMEs not ready for investment; increase SME risk profile; and increase 

transaction costs.  Any modifications to the conventional criteria must be able to 

undo these obstacles individually and collectively. 

 

2.5 SME Equity Capital Success Factors in Developing Countries 

 Limitations to the conventional investment criteria require venture capitalists to 

find new ways of reducing the high risks and high transaction costs and 

rendering SMEs ready for investment.   Wright  (2002) compared the perception 

of local venture firms in India with US operating venture capital firms and found 

that these firms that adapted were successful.  According to Khana, Palepu and 

Sinha (2005), success means working around the institutional void and 

inefficiencies to develop appropriate strategies that facilitate doing business in 

developing countries.  This section identifies 17 such strategies and explains 

how they may reduce or eliminate the obstacles. 
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2.5.1Invetment in Clusters 

 SME industry sectors are highly fragmented with small players operating at less 

than optimal scale.  Geographical and regional clusters facilitate consolidation 

of small scale deals and enable economically equity funding.  Ideas evolve 

quickly and move faster in clusters (Bowender and Mani, 2002; Ahlstrom and 

Yeh, 2004).  The advantages of concentration are not only economies of scale 

that reduce transaction costs but also proximity to other firms increases the 

potential for high deal flow and the probability of selecting high returns 

company’s.  In Brazil and Argentina (Ribeiro and Carvalho, 2008) as well as 

Philippines (Scheela and Isidoro, 2008) these advantages of clustering have 

addressed the problems of limited investment opportunities for SMEs. 

 

 

 

2.5.2 Non Financial Evaluation Methods 

 Considering the limitations of the methodologies for determining discount rates 

in developing countries and the lack of financial information for valuation 

purposes some venture capitalists do not consider financial aspects at the 

screening stage.  In Latin America, for example, the venture capitalist assesses 

the risks/return potential of projects applying their own criterion, such as “if the 

right entrepreneur, right strategy and right product are chosen and the right 

capability is developed, what return will follow?” (Kakati, 2003:450) 

 

 Others use financial projections to estimate the break-even point and not as an 

investment criterion (Silva, 2004). Others like Alvarez and Jenkins (2007) 

advise going beyond the numbers and due diligence and employ a hands-on 

approach.  This requires hiring skilled fund managers who understand how to 

probe beneath the surface to identify previously unseen opportunities. 

 

 In Argentina, venture capitalists do not adjust the discount rate because they 

choose the rates consistent with the assumption that global markets are 

integrated (Bruner 2002). 

 

2.5.3 Outsourcing Core Skills 
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 Venture capitalists in developing countries, do outsource core skills to address 

the skills shortage problem.  Due diligence is outsourced to professional 

research-based consulting firms or even expatriates who have proved to 

undertake the task thoroughly systematically efficiently.  The outsourcing option 

reduces operational costs. 

 

2.5.4 Government Incentives 

 Government incentives such as the elimination of capital gains tax offset the 

high taxation cost associated with SMEs.  According to Deloitte and SAVCA 

(2008) venture capital and tax incentives increase equity investors’ interest in 

early stage business and seed capital.  This has been demonstrated also in the 

UK, Singapore and Taiwan (Lui and Chen, 2006; Bruton, Ahlstrom and Singh, 

2002). 

 

2.5.5 Exit Strategy Planning 

 The limited option available in developing countries for an exit strategy gives it 

a special place in the venture capital investment process, and it is important to 

make the chosen strategy explicit at the onset.  Besides the domestic initial 

public offering method which is unavailable to most developing countries 

because of underdeveloped domestic stock markets, one preferred option is to 

use foreign stock markets.  For example Celtel a regional mobile phone 

company operating in Sub-Saharan Africa exited through initial public offerings 

in the London Stock Exchange following a buyout by a mobile phone company 

in Kuwait (Adongo and Stork 2006).  It is therefore advisable to establish 

strategic partnerships and alliances to acquire the investee company when the 

venture capitalist is ready to exit.  Other exit routes such as convertible loans 

and equity backed by  private options, strategic investors, trade sales, 

refinancing, share buyback and reissue takeover, repurchase and voluntary exit 

are practised but viable exit options are those which offset the costs of investing 

in SME projects and reward the venture capital investor with a high profit 

return.   

 

2.5.6 Proactive Deal Generation 
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 To the extent that fund managers can create deals that fit their skill profile and 

industry knowledge they are able to create their own opportunities by beginning 

start-ups of their own and getting into joint-ventures with banks.  This is already 

happening in Africa (AVCA, 2006). 

 

 They supplement this with active marketing of venture capital services through 

direct mailing, newsletters, seminars or workshops (Adongo and Stork, 2006), 

publicity and promotion of success stories as well as road shows (Reitan and 

Sorheim, 2000; Bertoni, Colombo, Crowe and Pria, 2007).  Deals created by 

fund managers are likely to meet the requirements of venture capital firms and 

qualify for funding. 

 

 

 

 

2.5.7 Business Incubators 

 Business incubators have provided a source of deals for venture capital firms in 

developing countries.  They have increased the survival rates of innovative start-

up companies, and have nurtured and developed entrepreneurs and fostered 

creativity and innovation (Ndabeni, 2008; Adongo and stork 2006; OECD 

2006).  Besides, they tend to bring products and services to the market in a much 

shorter time (Adongo, 2006).  Brazil, China and Israel have successful 

incubators for start-ups which are a source of deals for the venture capital firms 

(Searamuzzi, 2002).  They attract fund investors with the adoption of superior 

selection, assessment and monitoring practices (Carvalho, Ribeiro and Furtado, 

2006). 

 

2.5.8 Cross institutional Dialogue 

 Universities and research organisations have provided innovative business ideas 

leading to the creation of new firms.  Therefore partnering with research 

organisations spins out innovative technologies and companies which are a 

source of deals for venture capital firms. 
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 In Israel, venture capitalists source deal flows from  the Army controlled Israeli 

Institute of Technology (Malva 2006); and Taiwan’s product innovation success 

has been credited to its developed academic community and its network  of 

research (Badino, Hu and Hung, 2006). 

 

 Venture capitalists can also strengthen cross institutional networks and promote 

dialogue with industry and syndicate partners such as accountants, lawyers, 

financial consultants and the banking community.  Strengthening cross 

institutional networks can boost the number of deals in a low deal environment 

(Adongo and Stork 2006; Allen, 2009). 

 

2.5.9 Collaboration with Non Profit Entrepreneurial Organisations 

 Non profit entrepreneurial organisations combine deep local knowledge with 

operational, technical and marketing expertise to provide non-financial support 

services to SMEs.  These services include labour management training, 

extension, consultancy and counselling, marketing and information services; 

technology development and diffusion, and mechanisms to improve business 

linkages through sub-contracting, franchising and business clusters (Hallberg, 

2006).  Thus non-financial support services prepare entrepreneurs and the 

management team with the skills required by venture capitalists when evaluating 

potential projects for investment. Singh (2005) advise that venture capitalists 

collaborate with non-profit entrepreneurial organisations to access this source of 

potential deal flows. 

 

2.5.10 Training Entrepreneurs and Venture Management 

 Venture capitalists have an important role to play in bridging the human skills 

deficiency gap to prepare SMEs for investment.  They need to train and coach 

the entrepreneur and the management team to understand the venture capital 

investment process, explain and encourage constructive relationship with 

investors, and conduct awareness programmes on the risks and benefits of a 

venture capital financing (Singh 2005; Adongo and Stork, 2006; SAVCA and 

Venture Solutions, 2010).  All this will contribute to reducing due diligence cost 

and the information gap and the risk profile leading to increase in quality deals 

(Aernout, 2005). 
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2.5.11 Strategic Partnership and Alliances 

 Strategic partnerships and alliances provide a channel for identifying deals and 

exit opportunities for venture capital investors.  Partnerships with large 

corporations are useful in determining the demand for products of the company 

(Mavla 2006). 

 

 In Israel, venture capitalists have foreign strategic partners in the US and Asia to 

support internationalization of their portfolio companies.  In Brazil, private 

equity and venture capital managers spend considerable time networking with 

potential assurers.  In all these efforts, the venture capitalist is assured of success 

and reduction in the risk of loss. 

 

2.5.12 Networks 

 Networks provide essential information for various due diligence evaluations 

and minimising agency problems in developing countries where institutions are 

deficient.  Three such networks mechanisms are: networking with 

entrepreneur’s personal contacts; networking with other business and 

governments; and networking with local investors. 

 

 Networking with Entrepreneurs Personal Contacts 

 Venture capitalists in China and Hong Kong, Singapore and Taiwan focus their 

due diligence on the entrepreneurs’ background and their contacts, and build 

relationship networks with relatives and educators of the entrepreneurs to 

determine the credit worthiness of the entrepreneur and enforce contracts 

(Bruton and Ahlstrom, 2003, 2004; Chu and Hirich, 2001) This investment 

strategy minimizes adverse selection of investment projects. 

 

 Networking with other Business and Government 

 In developing countries, networking with civil society organisations, local 

governments, individuals and non-governmental organisations is important 

because relationship building with key influential figures in public and private 

sectors increase deal flow and success of the venture capital investment.  In 

Vietnam, venture capitalists work with government officials to get necessary 
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approval for an investee company or to improve economic policies that affect 

their firms. (Scheela and Dinh, 2004). 

 

 Networking with Local Investment Partners 

 Co-investment with local partners reduces individual risk.  Local partners can 

also reduce information asymmetry and adverse selection since they know the 

market better and have the experience to navigate it (Adongo and Stort, 2006). 

In Africa, private equity players keep a network on the ground to keep them in 

touch with opportunities and threats (Allen, 2009). 

 

2.5.13 Leveraging Strengths of Existing Institutions 

 Venture structuring relies on existing laws and regulations, but the deficiency of 

institutions have forced venture capitalists in developing countries to find 

alternative methods.  In Brazil where the legal system is inefficient because of 

the long and costly process of going to court, the lack of case law and judges’ 

limited knowledge of financial contracting, arbitration is frequently used as a 

dispute resolution method. (Ribeiro, 2007). 

 

 In Eastern Europe, some venture capitalists use diversification and offshore 

legal jurisdictions as a basis for venture capital investing. (Grikschct, 2006).  In 

many developments the use of various control positions mitigates risks  

 

2.5.14 Experienced Fund Managers 

 Venture capital fund managers identify and evaluate propositions, structure and 

negotiate deals, manage and divest the portfolio of equity holding.  To succeed 

in developing countries, they need a diverse set of skills including strategic 

planning, financial engineering, investment analysis, operations management, 

market research and sales.  These specialized skills are required to evaluate the 

risks and rewards of a business plan, access growth potential and help 

entrepreneurs to succeed. 

 

 To succeed fund managers must have in-depth knowledge of local conditions 

and a network of contracts, all of which reduce the risk of adverse selection.  

Studies in Latin-America, the Caribbean (Gunning, 2003) and Poland (Bliss, 
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1999) confirm that the most experienced fund managers generally record the 

best performance. 

 

2.5.15 Corporate Governance Practices 

 Good corporate governance practices with strong financial controls help 

companies to transition from informally-run businesses to professionally-

managed organisations.  It is advisable for the venture capitalists to insist on 

transparency in management, accounting and operational information 

formulation.  They must be physically close to the companies, and educate the 

entrepreneur and the venture team on the benefits of good governance which 

include, higher company valuations, lower cost of capital, increased investor 

confidence, greater access to external funding and increased exit premium. 

(Griksscheit, 2006; Adongo and Stork, 2006).  Good corporate governance 

reduce information asymmetry and the risk of moral hazard. (Adongo and Stork, 

2006). 

 

2.5.16 Portfolio Diversification 

 Diversifying portfolios among ventures in different industries and geographic 

areas reduces unsystematic firm-specific risks.  Business concepts that enjoy 

patent, copyright or trade secret protection or enjoy unique geographic or market 

niche advantages are highly valued by venture capitalists because they reduce 

the risk of competition (Ruhnka and Young 1991).  In developing countries, 

good ventures include those which address local demand for education, fast 

foods, fashion, cell phones and beauty products or address infrastructure 

deficiencies in generators, water purification systems especially those which 

apply new technologies (Mahajan and Banga, 2006). 

 

 Portfolio diversification reduces also, the discount rate applied when evaluating 

return potential on investments, and consequently improve the acceptance rate 

of SME projects. 

 

2.5.17 Hands-on Monitoring 

 A hands-on approach that has people on the ground with local connections and 

understanding of the market and culture adds considerable value to the venture.  
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Close monitoring enables appropriate recruitment of management, and sourcing 

of support services.  All this enhances information flow, strengthens corporate 

governance to minimize adverse selection and moral hazards and reduces the 

risk of failure while enhancing the chances of SME success. (Cape, Cave and 

Ecdes, 2004; AVCA, 2006; Zong, 2005). 

 

 Fig 2.2 is a diagrammatic representation of the link between the 17 success 

factors and three sets of obstacles. 

 

2.6 A Conceptual Model of SME Equity Financing Gap Reduction 

 Review of the literature so far, suggests that there is a relationship between the 

perceived SME equity financing gap (dependent variable) and SME risk 

reduction (independent variable), SME cost reduction (independent variable) as 

well as SME transaction cost reduction (independent variable) Fig (6.1) 

represents the hypothesized inter-relationships. 

 

2.6.1 Influence of SME Investment Readiness on SME Equity Financing Gap 

 SME investment readiness means that the business has a sound investment 

proposal and that the entrepreneur and the management team have the 

appropriate skills and competency.  The role of the pre-investment factors in 

preparing SMEs for investment readiness are outlined as follows: 

 

(i) Proactive Deal Generation refers to a situation where venture capitalists 

or their fund managers identify investment opportunities and are hands-

on in preparing the business proposal; facilitating the investment 

financing process, guiding the entrepreneur and management team 

through the process, leading and growing the company. 

 

(ii) Business Incubators nurture and develop entrepreneurs and cultivate their 

creativity and innovation.  They provide hands-on business and 

management assistance that improve entrepreneur’s business skills and 

ideas, all of which contribute to making companies investable and thus 

reducing the financing gap. 
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(iii) Collaboration with Non-Profit Entrepreneurial Organizations involves 

the organisations preparing SMEs for investment by providing a wide 

range of non-financial support services including business and 

management training including preparation and presentation of 

proposals.  These competencies reduce risks and costs arising from 

information asymmetry. 

 

(iv) Cross institutional dialogue such as SMEs affiliating with universities 

and research organisations expose SMEs to new technologies, innovation 

and quality business ideas which are attractive to venture capitalists. 

 

 

(v) Training Entrepreneurs and Venture Management Team on the 

venture managerial process, and bringing them into contact with venture 

capitalist addresses the human skills shortage problem, reduces due 

diligence costs and the information gap, risks of adverse selection and 

moral hazard. 

 

The combination of these five strategic factors not only enable SMEs to 

prepare quality business proposals and articulate the ventures potential to 

the financier, the SMEs also understand the venture capital process and 

requirements and attain the skills needed for venture capital finance.  To 

the extent that SMEs reduce both risks and costs significantly, they are 

investment ready. 

 

Hypothesis 1 (H1) 

There is a positive relationship between SME investment readiness and 

reduction in the perceived SME financing gap 

 

Insofar as investment readiness implies reductions in due diligence and 

monitoring costs, it is hypothesized that: 

 

Hypothesis 1a 
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There is a positive relationship between SME investment readiness and 

reduction in SME transaction cost. 

 

Furthermore, since SMEs that are investment ready are less risky because 

financial and business information is readily available and the entrepreneur and 

the management team have the relevant business skills and knowledge to run the 

venture, it is hypothesised that: 

 

Hypothesis 1b 

There is a positive relationship between SME investment readiness and SME 

risk reduction 

 

 

 

2.6.2 Influence of SME Transactional Costs Reduction on the SME Equity 

Financing Gap 

 SME transaction costs are the total costs that the venture capitalist incurs during 

the investment validation process as well as the likely costs of running the 

business.  They include the assessment cost of the entrepreneur and the 

management team, product/service and industry attractiveness and the cost of 

additional due diligence work due to poor financial and business records.  The 

SME transaction costs are higher not only because of the small size of SME but 

also because of the poor institutional system.  Thus, the cost of hiring fund 

managers to provide hands-on support can be substantial.  The five SME 

transaction costs reduction factors are outlined below: 

 

(i) Investment Clusters refer to geographical, regional or industry 

concentration of SMEs with the advantages of economies of scale in 

monitoring and skill organisation.  This enables lowering operational 

costs and economical equity funding to an otherwise highly fragmented 

group of SMEs.   

 

(ii) Using Non-Financial Evaluation Methods involves basing the 

investment decision not on financial analysis but on a hands-on local 
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knowledge and experience.  This is necessary for two reasons.  First, 

there are no standardized methods of determining discount rates.  

Besides,  

 

Besides, SME accounting information is limited.  This approach saves due 

diligence costs.  

 

(iii) Outsourcing Core Skills refers to the use of core skills of local people not 

working directly for the venture capital firms.  These people know the 

local information system and are able to obtain relevant information with 

relative ease.  This approach reduces due diligence and operational costs. 

 

(iv) Using Government Incentives such as tax in the form of up-front tax 

reduction, a tax write-off on losses, tax-free dividends and capital gains 

tax referral improves the post-tax returns of investors and encourages 

them to invest more in SME.  Tax incentives can be used also to 

subsidize operational costs to improve the performance of investee 

companies. 

 

(v) Exit Strategy Planning such as having a strategic partner to take over or 

purchase equity at the end of the investment term increases the 

likelihood of a profitable exit.  This in turn offsets the costs of investing 

in SME and maximises the returns of the venture capital fund. 

 

All five factors reduce SME transaction costs making SME projects more 

attractive for potential investments.  It can therefore be hypothesized that: 

 

 Hypothesis 2   (H2) 

There is a positive relationship between reduction of SME transaction costsand 

reduction of the perceived SME equity financing gap. 

 

2.6.3 Influence of SME Risk Reduction on SME Equity Financing Gap 

Risk is defined, in this study, as “potential loss that may arise from a particular 

investment decision” (Parhankangas and Hillstrom, 2007:185).  SME risks is 
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often perceived to be high because of information asymmetry, difficulty of 

assessing the management skills and track records of entrepreneurs and the 

knowledge that local entrepreneurs are unfamiliar with the venture capital 

investment process and practices (ECI, 2006)  Since the conventional venture 

capital risk reduction strategies are not adequate for improving the reward-to-

risk ratio of SME investments in developing countries, the following six 

strategies are designed to reduce significantly the SME investment risk. 

 

(i) Strategic Partnerships and Alliances provide due diligence information 

for the screening and evaluation of potential projects and improve exit 

opportunities to reduce uncertainty.  Links with large corporations 

provide information for assessing the demand for their products. 

 

(ii) Three network forums are frequently used, and  include: entrepreneurs’ 

personal networks to assess his/her creditworthiness in order to reduce 

moral hazard risk and minimize adverse selection of projects; 

networking with other businesses are a source of reliable referrals to 

reduce the risk of adverse selection; and networking with local 

authorities assist venture capitalists to understand local regulatory 

regimes to reduce the risk of moral hazard. 

 

(iii) Using the strengths of existing institutions reduce the risk of moral 

hazards by: applying arbitration clauses to resolve conflicts; creating 

private governance systems in the form of long term relationships; and 

applying control rights and various financing investments. 

 

(iv) Experienced fund managers can reduce the risk of adverse selection and 

other agency problems by using their specialized skills to identify, 

evaluate, and negotiate deals and manage portfolios successfully. 

 

(v) Good governance practices lead to better management control and other 

benefits such as greater access to external funding, increased investor 

confidence, higher company valuation, lower cost of capital and 

increased exit premium.  The increased transparency and trust which 
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they bring about addresses the problem of information asymmetry and 

reduces the risk of moral hazard. 

 

(vi) Portfolio diversification across industries, industry sectors, and 

geographical areas reduce the risk portfolio disasters leading to reduction 

in the discount rates applied to evaluate the return potential of SME 

projects. 

 

(vii) Hands-on monitoring minimises operating risks, reduces the risk of 

moral hazard and information asymmetry and eventually the risk of 

failure.  All this, is made possible by the venture capitalist’s access to 

networks, direct contact with the entrepreneur and the management team 

and direct observation and action. 

 

Given that these factors will mitigate SME risks and make SME projects 

attractive to venture capitalists, it can be hypothesized that: 

 

 Hypothesis 3 (H3) 

There is a positive relationship between reduction of SME risks and the 

reduction of the perceived SME equity finance gap. 

 

Since the reduction of SME risks is expected to reduce SME transaction costs, 

particularly due diligence and monitoring costs, it can be hypothesized also that: 

 

 Hypothesis 3a 

There is a positive relationship between SME risk and SME transaction costs. 

 

3. RESEARCH DESIGN AND METHODOLOGY 

 

This section discusses the research population and sample the data collection 

instruments and the statistical techniques used to test the hypotheses. 

 

3.1 The Population Sample 
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Since this study is about SME equity capital, the population comprised of two 

sub-sets – private venture/equity capital investors, and SMEs that were looking 

for or have benefited from venture capital investment. 

 

The directory of the South African Venture Capital and Private Equity 

Association (SAVCA) provided the email contacts of its 81 fully registered 

members.  Seven were excluded because they did not deal with SMEs.  Out of 

the remaining 74 members, 31 completed the survey questionnaire online, 

giving a response rate of 42 percent. 

 

The South African SME  toolkit directory, which is the only publicly available 

source of registered SMEs in South Africa.  Out of the 502 registered SMEs, 85 

indicated that they had looked for or obtained venture capital investment 

funding, but only 62 completed the whole questionnaire, giving a response rate 

of 73 percent. 

 

To achieve the high response rates the researcher contacted all the companies in 

the two sub samples, explained the questionnaire in detail and requested them to 

respond online.  Data collection took three months between March and June 

2011. 

 

3.1.1 Demographic Information on Samples 

  

Table 3.1 shows that only six percent of venture equity capital companies invest 

in rural areas only.  The rest invest predominantly in urban locations.  About 

74% are male with a similar percentage being white.  The mode age range is31-

40 years old.  All fund managers have at least a Bachelors Degree. 

 

According to Table 3.2, 71% of SMEs surveyed operate in urban locations while 

about six per cent are located in rural setting with the rest (23%) working in 

either rural or urban areas.  About 69% are males, 49% are white with a mode 

age range of 31-40 years.  About 42% of SME operators have a certificate or 

diploma while 45% have an Honours or Masters degree. 
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3.2 The Questionnaire 

Review of the literature guided the design of a structured survey questionnaire 

reflecting the success factors influencing the SME equity financing gap.  The 

two sub-samples – the venture capital firms, and the SMEs had separate 

questionnaires which were pre-tested with five investors and two industry 

experts to fine-tune for specificity and relevance. 

 

The two questionnaires were set up at the survey monkey website and provided 

a means of collecting data consistently without bias by setting up responses that 

were anonymous and collected data at an aggregate level.  The questions were 

worded as statements and respondents had to indicate their degree of agreement 

or disagreement on a five point Lickert Scale. 

 

The questionnaire for the venture/equity capital sample sought information 

about the nature of the company, choice of economic sector, choice of 

development stage of business for investment and reasons for rejecting SME 

proposals.  For the SME sample, business information solicited included 

location of economic sector, stage of development and obstacles to equity 

funding.  Statements on obstacles to SME equity capital and demographic 

information were similar in the two questionnaires. 

 

3.2.1 Operationalization of Variables 

The variables in the proposed model – 

 

Independent Variables are – SME investment readiness; SME risk reduction; 

and SME transaction cost reduction. 

 

SME Investment readiness has five factors: Proactive deal generation; 

business incubators; cross-institutional dialogue; collaboration with non 

profit entrepreneurial organisations; training entrepreneurs and the venture 

team; 
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SME transaction cost reduction has five factors: investment in clusters; 

using non-financial evaluation methods; outsourcing core skills; using 

government incentives; and exit strategy planning. 

 

SME risk reduction has seven factors: strategic partnerships and alliances; 

networks; leveraging the strengths of existing institutions; using experienced 

fund managers; adopting good governance practices; portfolio 

diversification; and hands-on monitoring. 

 

 

 

 The Mediating Variables 

Mediation is a hypothesized casual chain in which one variable affects a second 

variable that, in turn, affects a third variable. (Bryman and Cramer, 1990).  In the 

model indicated, the independent variables, SME risk reduction and SME 

transaction cost reduction are mediating variables for SME investment readiness. 

Similarly, SME transaction cost is a mediating variable for SME risk reduction. 

 

 

Control Variables 

The demographic categories of race, gender and geographical location (rural and 

urban) were the control variables. The study did not use industry dummies since 

respondents either invested or operated in more than one industry.  Besides, the 

number of respondents per industry was significantly below the minimum sample 

(30) acceptable for regression analysis. 

 

 

Dependent Variable 

SME equity financing gap can be measured as the difference between what SMEs 

seek and what they actually receive (OECD, 2006b).  However, as data is not 

readily available in South Africa, this study rather focused on the “perceived SME 

equity financing gap”.  This variable was measured on the basis of the extent to 

which respondents agreed or disagreed on the five-point Lickert Scale ranking.  

With the statement that reduction or elimination of obstacles to equity finance that 
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is, SME lack of investment readiness, high SME transaction cost and high SME risk 

will encourage equity investors to invest more in SME projects. 

 

3.3 Reliability of Research Instrument 

Reliability of the survey investments, or the consistency with which they 

measure concepts for the results to be replicated by other researchers (Leedy and 

Ormond, 2001) was confirmed by the Cronback alpha, which was calculated for 

each variable in the model using SPSS19 software.  These measures ranged 

from 0.560 to 0.804 which was between moderate and high reliability (reliability 

co-efficiencies below 0.5 is low and above .075 is high).  These results are 

therefore acceptable given the explanatory nature of the study. 

 

3.4  Validity 

This study has ensured a high degree of accuracy or the extent to which research 

instrument measured what they were required to measure. It ensured internal 

validity not only by identifying all variables through review of the literature, but 

also by means of a pilot study and discussions with industry experts and 

members of the South African Venture Capital Association (SAVCA). 

 

The external validity of the research or the “extent to which the results apply to 

the situation beyond itself” (Leedy and Ormond, 2001:105) was achieved by 

drawing responses from registered members of SAVCA and SMEs registered in 

the South African SME Toolkit directly.  Therefore, the samples adequately 

represent South African venture capital firms and SMEs benefiting from or 

seeking venture finance. 

 

Convergent and discriminate validity were established to ensure construct 

validity by evaluating the item-to-total correlation.  All the question loadings for 

the three independent variables in the theoretical model had an item-to-total 

correlation score of above 0.3 which is considered reliable. (Hinton 2004). 

 

Discriminate validity was accounted for by means of factor analysis. Kaiser’s 

rule of values greater than one guided the determination of the number of factors 

in a data set.  Items that loaded on more than one factor were excluded if the 
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loading on a factor was less than 0.4.  The final sets of factors were as follows; 

five for the SME risk reduction variable; three for the SME transaction cost 

variable; and six for the SME investment readiness variable. 

 

3.5 Methods of Data Analysis 

Simple linear regression and multiple regression analysis were applied to assess 

the hypothesized relationships in the theoretical model. 

 

Likert-type scale is technically ordinal scales but the data were treated as 

continuous to enable the use of linear regression.  Zumbo and Zimmerman 

(1993) agree that this treatment is allowed as long as five or more categories in 

the Likert scale are used.  The average composite scores on the factors that 

constituted the three independent variables were used for the regression analysis.  

For example, the average scores of the five factors formed the SME risk 

reduction (variable), the average scores of three factors formed the SME 

appraisal cost variable and the average score of the six factors formed the SME 

investment readiness variable. 

 

3.5.1 Simple Regression Analysis 

Simple regression analysis was applied separately to the SME survey data, the 

venture capital investor’s survey data, and the combined data.  For each data 

category the analysis was performed to involve: independent variables, 

mediating intervening variables, and control variables. 

 

 Independent Variables 

Simple regression was performed on the SME risk reduction variable, and the 

SME investment readiness variable to measure the capacity of each variable to 

contribute individually to the reduction of the perceived SME equity financing 

gap.  These were hypothesis 1, 2 and 3. 

 

Mediating/Intervening Variables 

 In this case the three hypotheses tested were 1a, 1b and 3a. 

 

 Control Variables 
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Simple regression was finally performed while controlling for the three control 

variables: race, gender and geographical location.  The data used in this case 

was the combined sample data because the sample sizes were too small for 

regression analysis. 

 

3.5.2 Multiple Regression Analysis 

A standard multiple regression was applied to measure the highest possible 

correlation among the three variables.  The correlation matrix was checked for 

multi-colinearity but the results of the Pearson Correlation Coefficient was less 

than 0.4 (less than the 0.8 indicator of multi-colinearity).  

 

In the absence of multi-collinearity multiple regressions was conducted 

separately for the venture capital investors, sample the SMEs sample and the 

combined sample. 

 

When controlling for gender, race and geographical location, the combined 

sample was used as individual samples were too small for regression purposes. 

 

Backward and stepwise regression stages were applied on the data to establish 

which of the three independent variables contributes most to SME equity 

financing gap reduction. 

 

4.  ANALYSIS AND INTERPRETATION OF DATA 

 

This section reports on the empirical analysis in two parts – results and 

interpretations of the factor analysis and the regression analysis.  This is 

preceded by descriptive statistics of the sample population. 

 

4.1 Descriptive Statistics 

Nearly 84% of the venture/equity capital sample were independents and captive 

financial services which controlled over 80% of funds under management in 

South Africa in 2010 (KPMG and SAVCA, 2011)., and over 80% invest in the 

expansion and development stage.  Regarding the economic sector which they 
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represented 65% were in the finance and business services sector, with the rest 

and operating in the manufacturing sector. 

 

Regarding the SMEs, 47% were in the expansion and development stage, 39% 

in the start up and early stage of development, with the rest at seed capital 

stage.  None was at the bridge financing stage.   About 39% operated in the 

finance and business sector, followed by 20% in transport, storage and 

communications, the rest representing a wide range of sectors.  Most of the 

SMEs classified their businesses in multiple sectors. 

 

4.2 Principal Component Factor Analysis 

The first step in the principal component analysis was to determine whether the 

data matrix had sufficient correlation to justify application of factor analysis.  

Three tests were performed, namely: the Kaiser-Meyer Okin (KMO) test for 

measuring sampling adequacy requiring a KMO result higher than 0.05 or 

higher and the Bartlett test indicating whether there are relationships to 

investigate and require a P-value of less than 0.05; and the determinant (R 

matrix) test requiring a measure greater than 0.000001 for inclusion. (Hinton et 

al, 2004). 

 

The results of the three tests suggested that the survey data for the combined 

sample was suitable for factor analysis without need for adjustment.  However, 

six success factors were deleted from the private venture/equity capital sample 

and two from the SME sample.  This was determined through an interactive 

process where factors were dropped and added until a suitable combination of 

factors was reached.  

 

To determine how significantly a factor loading contributed to a factor 

component Hinton et al (2004) recommended a p-value of 0.3 or greater. This 

cut off point, was however, raised to 0.4 because the disaggregated data sets 

were small. 

 

For the combined sample and SME sample respectively, 14 out of the 17 

factors loaded significantly to the three variables, SME investment readiness, 
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SME risk reduction and SME transaction cost reduction.  Regarding the 

venture/equity capital sample only 11 factors significantly loaded the three 

variables.   

 

Results of Cronbach alpha tests computed for each of the three variables to 

determine internal consistency and reliability showed values between 0.560 and 

804 which are greater than the acceptable range of 05 and 0.75.  (Hinton et al, 

2004). 

 

 

4.3 Interpretation of Factor Analysis Results 

The factor analysis confirmed those factors which make relevant and 

significant contributions to the three variables – SME readiness, SME risk 

reduction and SME transaction cost reduction respectively.  This section 

discusses implications of these results on the combined sample. 

 

SME Investment Readiness 

The final list of success factors contribute to SME investment readiness are: 

proactive deal generation; collaboration with non-profit organisations, training 

entrepreneurs and the management team, networks; good governance practices 

and hands-on monitoring. They collectively mitigate the lack of entrepreneurial 

skills and ideas, shortage of skilled and talented management teams, limited 

availability of SME financial information, unreliable legal systems to enforce 

contracts, and lack of quality deals. 

 

Individual, proactive deal generation permits the venture capitalist to identify 

entrepreneurs and projects that fit their skills and sector preferences and fulfil 

the requirement for information on product/service and market attractiveness.  

Collaboration with non-profit organisations provide entrepreneurs with 

managerial, financial, marketing and technical skills while training 

entrepreneurs enables them to understand the venture process enough to 

develop convincing business plans.  Furthermore, hands on monitoring 

supports entrepreneur and the management team with advice, better governance 

and efficiency practices, and connection to new markets.  It minimises 
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information asymmetry concerns about profits and return on investment.  

Networks particularly reduce agency and information risks by ensuring 

enforcement of contracts, navigating around institutional voids and deficiencies 

and market acceptance of products or services.  Finally, corporate governance 

practices ensure that adequate financial and performance reports are available.  

It further reduces monitoring costs and increase investor confidence about the 

venture liquidity and the opportunity exit. 

 

 

 

SME Risk Reduction 

The selected risk reduction factors are: strategic partnership and alliances; 

leveraging the strengths of existing institutions; using experienced fund 

managers; exit strategy planning and business incubators.  These factors 

mitigate a wide range of financial and non-financial risks which reduce the 

attractiveness of SMEs in developing countries for venture capital funding. 

 

The involvement of experienced fund managers does not only directly address 

financial concerns of venture capitalists and the lack of experience of the 

entrepreneurs and their managers; they are able to identify the competitive 

advantage of the firm and translate into significant growth earnings.  They are 

able to exploit strategic partnerships and alliances to guarantee profitable exit 

options and draw on the strengths of existing institutions to enforce contracts 

and protect property rights.  Above all placing the SMEs in business incubators 

provide the opportunity to nurture develop and cultivate creativity and 

innovation among the entrepreneurs to overcome the tendency to replicate 

other projects and present quality deals. 

 

SME Transaction Costs Reduction 

The three factors contributing to SME transaction costs are: investment in 

clusters, non-financial evaluation methods and outsourcing of core skills. 
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They address the “financial consideration” aspect of the conventional 

investment criteria by reducing management, operational, transactional and 

coordination cost to boost return on investment. 

 

Individually, the reduced costs of deals through the economies of scale 

obtained by clustering SMEs complement cost reduction achieved by 

outsourcing core skills.  When fund managers lack local knowledge and 

outsource to well-informed local people they reduce transaction cost to increase 

profits.  Finally using non-financial evaluation methods to determine the size of 

risk or return on investment reduce research and dividend costs. 

 

In conclusion the 14 factors in the three variables collectively and individually 

mitigate the following obstacles to SME venture capital funding in developing 

countries: weak institutional environment; low quality deal flow; poorly 

prepared business proposals; lack of entrepreneurial ideas and managerial 

skills; violation of property rights; lack of product and market attractiveness; 

shortcomings in financial valuation methods; lack of knowledge about venture 

capital; inadequate financial information about SMEs and limited exit options. 

 

This technique for appraising SMEs for venture capital funding differs from the 

conventional criteria in two distinct ways.  First, it simplifies the conventional 

five-component isolated criteria to three-point overlapping criteria reduces the 

multiple obstacles into three – lack of investment readiness, high transaction 

costs and high risks.  Furthermore, the new technique adopts a different 

perspective to appraisal. Rather than assessing the current condition of SMEs, 

this technique adopts a normative perspective to examine critically the extent of 

the ventures attractiveness given courses of action to reduce the three critical 

constraints.  The linkage between the three success variables and the obstacles 

to financing identified form application of the conventional criteria is show in 

Table 8.15. 

 

4.5 Regression Analysis 

This section uses the results of the factor analysis to test if indeed, and to what 

extent the three independent variables individually and collectively reduce the 
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perceived SME equity financing gap.  The first part is the descriptive statistics 

of the composite scores of SME investment readiness, risk reduction and cost 

reduction obtained by means of the Likert technique.  The research hypothesis 

is then tested using sample regression and multiple regression analysis. 

 

4.5.1 Descriptive Statistics 

The composite scores of the SME equity success factors were computed and 

used as independent variables in the regression analysis.  The summed scores 

were calculated as average scores across items contained in that variable.  For 

example in Table (9.1) the SME investment readiness mean score of 4.2.4 is 

the average of the original scores on the following success factors: government 

incentives; proactive deal generation; collaboration with non-profit 

entrepreneurial organisations; training entrepreneurs and venture management; 

networks and hands-on monitoring.  Thus summated scale include only the 

initial factors that load highly on the variable.  The results of the composite 

scores for the SME sample the venture/equity capital sample and the combined 

sample are show in Tables 9.1, 92. And 9.3 respectively.  SME investment 

readiness is the highest mean score in the sample (4.24 as well as the combined 

sample (4.23) while in the venture/equity capital sample SME transaction cost 

reduction is the highest mean (4.19). 

 

4.5.2 Simple Regression Analysis 

The first analysis was to regress the perceived SME equity gap individually on 

the three independent variables in three separate simple regression analysis for 

each of the three samples.  The results show that more of the relationships in 

the venture/equity capital and SME samples as well as the combined sample 

were significant. 

 

Intervening Variables 

The relationships among the three independent variables were tested using the 

combined sample to eliminate the effects of a small sample size.  According to 

the theoretical model, SME readiness is the predictor variable and the other two 

are outcome variables.  Similarly, the relationship between SME risk reduction 
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and SME transaction costs was tested with the former as the predictor and the 

latter as the outcome variable. 

 

The results show  statistically significant positive relationships, thus supporting 

the hypothesis 1a, 1b, and3. 

 

Multiple Regression 

The multiple regression for the three explanatory variables in the combined 

sample was significant and explained 66% (R²) of the variance in the 

dependent variable at 95% confidence level.  Based on the beta values, SME 

risk reduction contributes more to the explanation of the perceived SME equity 

financing gap compared to SME investment readiness and transaction and cost 

reduction. 

 

 

CONCLUSIONS, RECOMMENDATIONS AND DIRECTIONS FOR 

FUTURE RESEARCH 

 

This study has confirmed that there is a statistically significant positive 

relationship between the growing SME equity financing gap in developing 

countries and the three major obstacles to SME venture capital funding, that is, 

high risk, high transaction cost and lack of investment readiness.  In other 

words, these obstacles individually and collectively account for the high rate of 

rejection of SME ventures in developing countries by venture capitalists.  

However, when the 14 critical success factors identified in this study are 

disaggregated into three multiple-factor variables tailored to mitigate those 

obstacles, they are indeed able to do so individually and collectively with 

significant positive results. 

 

The significance of this finding is two-fold.  First, the conventional five-point 

approach to new venture assessment involving separately evaluating the 

entrepreneur, the venture management team, product/service attractiveness, 

market attractiveness and financial considerations, has to give way to the three-

point holistic approach suggested in this study.  In this approach, the focus is 
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on identifying the optimum combination of factors from the three variables – 

risk reduction, cost reduction, and enhancing investment readiness – which 

collectively improve a venture’s attractiveness.  Second, the new approach 

suggests a more strategic conjectural and optimistic perspective of an SME 

venture in regard to what actions are possible to identify.  Its potential 

attractiveness, given its relative strengths and opportunities, weaknesses and 

threats.  This contrast the conventional criteria’s normative perspective of a 

new venture that pays greater attention to what must constitute investment 

readiness. 

 

South African financial institutions in general and venture/equity capitalists in 

particular, have, so far, failed to change their approach to perspective of SME 

financing in response to the growing expectation of SMEs to play a more 

central role in employment growth and 3economic progress.  Changing their 

mindset requires a more proactive role by venture capital investors in building 

the capacity of entrepreneurs and recognizing the value of existing local 

institutions by collaborating with non-traditional partners such as non-profit 

entrepreneurial organisations to prepare SMEs for investment and coinventing 

solutions. (London and Hart, 2004). 

 

Government will be contributing to SMEs attractiveness by improving the 

legal, institutional and regulatory framework conditions.  For example, the 

South African Company Act does not require SMEs to produce audited 

accounts, a factor which increases transaction cost of venture assessment. 

 

Furthermore, South Africa has a stock market – the ALTX for SMEs but it 

lacks the facility for      ???  (IPO), which creates uncertain prospects for future 

exit for investors.  Therefore, creating an exact conduit will add a lot more ot 

SME attractiveness. 

 

Finally, the factor analysis showed insignificant loading for the “cross-

institutional dialogue” SME equity success factor, implying the need to 

promote a closer collaboration among entrepreneurs, research centres, venture 

capitalists and government. 
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Direction for Future Research 

Since the scope of this study is limited to and empirical analysis, it is necessary 

to explore the applicability of the new criteria among South African venture 

capitalists to expand the boundaries of critical success factors and refine the 

coordinated actions required to enhance its effectiveness.  Additionally, a study 

to provide data for measuring the SME equity financing gap, in order to replace 

the perceived SME equity financing gap used in this study, will add a great deal 

to the significance of this study. 
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ABSTRACT 

 

This paper aims to determine the impact that consultants have on the creation of IS knowledge 

assets in SMEs. Exploratory case studies, involving both SMEs and consultants, are used to 

investigate the impact of consultants while implementing a new accounting system. Several 

propositions about the types of IS knowledge assets influenced by consultants are developed. 

The results reveal that consultants contribute to the development of experiential knowledge 

assets, routine knowledge assets and systemic knowledge assets in SMEs. It is concluded that 

consultants help SMEs overcome knowledge barriers. An on-going relationship between the 

consultants and SMEs is likely to play an important part in the effect that consultants have on 

the growth of IS knowledge assets in SMEs.  
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INTRODUCTION 

 

Consultants act as intermediaries between SMEs and IS vendors by disseminating specialised 

knowledge and sharing ideas and experiences (Carey, 2008). However, not much is known 

about the type of knowledge that is transferred. This is somewhat surprising since SMEs are 

known to face knowledge barriers and depend on consultants to overcome these barriers 

(Thong, 2001). It is therefore important to understand how the use of consultants influences the 

growth of IS knowledge in SMEs. Additionally, understanding the types of knowledge that 

consultants influence in SMEs is important for assisting SMEs to overcome their lack of IS 

knowledge.  

 

This paper poses the following question: How do consultants influence IS knowledge assets in 

SMEs during the execution of implementation projects? The objective is to determine how 

consultants, as they interact with SMEs during the IS implementation are able to affect IS 

knowledge assets of SMEs. This paper, uses knowledge-based theory to describe how SMEs 

develop IS knowledge with the assistance or influence of consultants. The case study method 

was employed involving both SMEs and consultants.  

 

LITERATURE REVIEW 

 

Researchers have long recognised the important impact of external experts, like consultants, in 

order for SMEs to successfully implement information technology (see for example Soh et al., 

1992, Thong et al., 1994, 1997, de Guinea et al., 2005). In SMEs, the consultant is a bridging 

intermediary who disseminates knowledge (Carey, 2008). The consultant also acts as a 

‘conduit’ by standing between suppliers and SMEs (Howcroft and Light, 2008). In these 

intermediary roles the consultant carries out several activities and services. Howcroft and Light 

(2008) point out that consultants provide services such as advice to assist with finding 

appropriate products, the implementation and customisation of the products, training and 

support services and the integration of software with existing systems. As a bridging 

intermediary the consultant carries out activities such as: transferring specialised knowledge; 

sharing ideas and experiences; acting as a point of contact for a wide range of specialised 

services; and assisting clients to clearly specify their particular needs (Carey, 2008). Therefore, 

during IS implementation projects the consultant may be described as an intermediary who 

disseminates specialised knowledge and shares ideas and experiences with the implementing 

organisation. Despite this however, some researchers have noted that SMEs are not able to 
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make the most of engaging consultants. For example, Gable (1991) noted that the involvement 

of small businesses in the consultant engagement process was frequently lacking because of the 

misconceptions these businesses had regarding their role in the process. Bessant and Rush 

(1995) later noted that large firms were more knowledgeable in making effective use of 

consultants but the same was not true of small firms.  

 

In large organisation, consultants have received mixed reviews in literature, with clients being 

dissatisfied with the lack of knowledge transfer (Nevo et al., 2007). Several factors affect the 

success of the consultant during IS projects, which may also affect the transfer of knowledge 

between the consultant and client. Among these factors are the commitment of the client to the 

project, the skills of the consultant, the collaboration between the client and the consultant and 

the level of information sharing between the client and consultant (Nevo et al., 2007). In spite 

of the mixed reviews, firms may still realise tangible benefits from using external consultants 

(Nevo et al., 2007). This is also the case when firms innovate with information technology and 

are assisted by consultants. Swanson (2010) concluded that consultants served to increase both 

the rate and extent of diffusion of an information technology (IT) innovation and that they 

provided important know-how for repeating the implementation of these innovations. 

 

Prior literature indicates that consultants are responsible for the transfer of specialised 

knowledge, information sharing and know-how. However, besides the use of the terms 

‘specialised knowledge’, ‘information’ and ‘know-how’ prior research does not give any 

details about what constitutes specialised knowledge neither does it say what kinds or types of 

knowledge are transferred. From prior research it may be deduced that knowledge is an 

important factor to consider when examining the use of consultants, by SMEs, and warrants 

further investigation.  

 

 

Knowledge-based theory (KBT) of the firm was developed as an extension of resource-based 

theory (RBT) and focuses on knowledge along with its special characteristics. The theory is 

used to determine how firms create competitive advantage and how it is sustained (Spender, 

1996; Grant, 1996; Nonaka, Krogh and Voelpel, 2006). In addition, a knowledge-based theory 

of the firm posits that profit is just one of a firm’s several purposes and that firms differ because 

the organisational knowledge systems created by organisations differ (Richard Nelson, 1991 

and Nonaka et al., 2006).  
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From a knowledge-based perspective, services rendered by tangible resources, (that is 

resources that are visible and quantifiable) depend on how they are combined and applied, 

which is a function of a firm’s know-how (Alavi and lender, 2001). This forms part of an 

organisation’s culture, as well as its identity, routines, policies, systems, documents and 

individual employees. Knowledge-based resources (such as skills and abilities) are socially 

complex, difficult to imitate, and may therefore produce a long-term sustainable competitive 

advantage (Alavi and lender, 2001). Additionally, it is noted that the purpose of a theory of the 

firm must be to understand the nature of the firm (Nonaka et al., 2006).  

 

Knowledge 

 

Knowledge is embodied in individuals, is history dependent, context sensitive, specific and 

aimed at problem definition rather than problem depiction and problem solving. Nonaka et al. 

(2006) noted that understanding knowledge is such away took it “…a step away from the 

traditional epistemology.” Also, understanding knowledge in such a way leads to a definition 

of knowledge that consists of three distinct parts. Knowledge is therefore defined by Nonaka et 

al. (2006) as: 

1. Justified true belief. Based on the traditional definition of knowledge and means that 

individuals justify the truthfulness of their observations based on their observations of 

the world. Justification is dependent on unique viewpoints, personal sensibility and 

experience (Nonaka and Takeuchi 1995).  

2. The capacity to define a situation and act accordingly. Knowledge is positioned to 

define a situation so as to act on it rather than merely solving pre-given problems.  

3. Explicit and tacit (Nonaka and Takehuchi, 1995). Nonaka et al. (2006) pointed out that 

knowledge that can be uttered, formulated in sentences, captured in drawings and 

writing, is explicit; knowledge tied to the senses, movement skills, physical 

experiences, intuition or implicit rules of thumb, is tacit. 

 

Tacit knowledge is more challenging to transfer than explicit knowledge and is best transferred 

through rich communication media such as observation rather than through more explicit 

media (Argote, McEvily and Reagans, 2003). Explicit knowledge is articulated, codified, and 

easily communicated in symbolic form and/or natural language. An example of explicit 

knowledge is the manual accompanying the purchase of computer software, which contains 
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knowledge on use of the software. Therefore, knowledge is tacit (un-codified) or explicit 

(codified) (Nonaka and Takeuchi, 1995). Codified knowledge can be transferred in formal 

systemic language while un-codified knowledge is personal, difficult to communicate, rooted 

in action and experience and resides in the minds of people (Nonaka, 1994).  

 

Knowledge Assets (KAs) 

 

The concept of organisational knowledge in the form of knowledge assets is central to KBT. 

Knowledge assets, which may be tacit or explicit, are the outcomes of and the inputs to 

knowledge creating processes within the firm. Knowledge assets are also moderators or 

elements that facilitate knowledge creation processes (Nonaka et al., 2000). Knowledge assets 

consist of knowledge recently created such as routines and know-how, concepts, patents, 

techniques, design or brands (Nonaka et al., 2006). Trust among organisational members is an 

example of a knowledge asset and is produced as an output of the knowledge creation process. 

At the same time, it may moderate certain knowledge creation processes (Chou and He, 2004). 

Knowledge assets may be categorised into four types – experiential, conceptual, routine, and 

systemic, (Nonaka et al., 2000 and Chou and He, 2004).  

 

Experiential knowledge assets consist of the tacit knowledge that is built through shared 

hands-on or working experience among employees. This knowledge can be shared between the 

members of an organisation and its customers, suppliers, and affiliated firms. Other examples 

of experiential knowledge assets are skills and know-how that are acquired and retained by 

individuals from their working experiences. There are four other types of experiential 

knowledge assets: emotional knowledge such as care, love, and trust; physical knowledge such 

as facial expressions and gestures; energetic knowledge such as a sense of existence, 

enthusiasm, and tension and rhythmic knowledge such as improvisation and entrainment. 

Since experiential knowledge assets are tacit in nature and are difficult to imitate, they play a 

critical role in gaining a sustainable competitive advantage for a firm. 

 

Conceptual knowledge assets consist of explicit knowledge articulated through images, 

symbols and languages. They are the assets based on perceptions held by customers and 

employees of the organisation. Conceptual knowledge assets usually have tangible forms, are 

easier to articulate and comprise of know-what or declarative knowledge and are likely to 

benefit externalisation (Chou and He, 2004). 
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Routine knowledge assets consist of the tacit knowledge that is embedded and regulated in the 

actions and practices of a firm. Know-how, working practices, organisational culture, and 

organisational routines for carrying out day-to-day business are examples of routine 

knowledge assets. In order to formulate routine knowledge assets organisational members 

share, integrate, and continuously exercise routine practices to form certain patterns of thinking 

and action (Chou and He, 2004). 

 

Systemic knowledge assets consist of systematised and packaged explicit knowledge, such as 

explicitly stated technologies, product specifications, manuals, documentation and packaged 

information about customers and suppliers. Since systemic knowledge assets are visible and 

tangible, they can be transferred easily. Systemic knowledge assets deal with explicit or 

know-what knowledge and facilitate dynamic interaction in which individual units of 

knowledge are combined and exchanged through communication and collaboration across 

different functional groups. The definition of combination is converting explicit knowledge 

into more complex and systemic sets of explicit knowledge. In order to convert the knowledge, 

explicit knowledge is collected from inside or outside the organisation and then combined, 

edited, or processed to form new knowledge (Chou and He, 2004). 

 

In summary, past studies indicated that SMEs face knowledge barriers and therefore depended 

on consultants for successful IS implementation (Thong, 2001). More recently, studies have 

highlighted that consultants are intermediaries who transfer specialised knowledge to 

contracting organisations (for example Howcroft and Light, 2008 and Carey, 2008). However, 

these studies fall short of identifying the types and kinds of knowledge that are involved in the 

transfer of knowledge. Additionally, although consultants are said to be important for SMEs to 

overcome knowledge barriers, and for transferring specialised knowledge, the impact of 

consultants on knowledge assets has not been explored or discussed. This paper is an attempt to 

address these gaps in the literature. 

 

RESEARCH METHODOLOGY 

 

The study’s research question is: How do consultants influence IS knowledge assets in SMEs 

during the execution of implementation projects? The case study method was selected as an 

appropriate approach, as it allowed for IS implementation projects to be studied in their 

real-life context (Yin, 2003 and Saunders et al., 2009). The case study method involved both 
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SMEs and consultants. This paper defines SMEs according to the number of employees. Firms 

were considered SMEs if they had fewer than 50 full-time employees. The choice of 50 

employees for SMEs was influenced by: (i) The definition of SMEs used by the Government of 

New Zealand which defines SMEs as having less than 50 employees and (ii) As pointed out by 

Hunter (2005), a researcher should choose to define SMEs in a way that best suits the purposes 

of his/her study. A consultant is defined as an individual or business that is marketed as a 

consultant (confirmed by their website) and is actively engaged in implementing IS projects in 

SMEs. An SME was considered a representative case if the firm had implemented, or was in 

the process of implementing, an accounting system with the assistance of a consultant. 

Consultants were considered representative cases if they primarily work with, and had 

previously implemented accounting systems in SMEs.  

 

Motivated by the notion that accounting systems are the predominant software used by SMEs, 

this paper focuses on the implementation of accounting information systems or packages. 

While some SMEs might use ERPs and others might use CRMs, most SMEs would make use 

of accounting software. Accounting software refers to computerised accounting software used 

to gather, analyse and present financial data. The types of accounting software packages 

considered are off-the-shelf packages that may be purchased by SMEs. 

 

Data collection involved interviews with the 5 consultants (Table 1) followed by interviews 

with 3 SMEs (Table 2). Chou and He’s (2004) operationalization of knowledge assets; 

experiential knowledge assets, routine knowledge assets and systemic knowledge assets were 

deemed applicable to IS implementation involving the use of consultants. Exploring these 

knowledge assets was based on the idea that knowledge is created/transferred from interactions 

among people (Nonaka et al., 2000; Nonaka and Toyama, 2005; Dawson, 2005). 

Consequently, the items chosen from Chou and He’s (2004) operationalization to represent the 

three knowledge assets involved the interaction of people, that is, the consultant and the client. 

The interviews with the consultants were used to explore the impact of consultants on 

knowledge assets and the interviews with the consultants were used to verify the findings and 

further understand the impact. 

 

The interviews commenced with a short survey, adapted from Chou and He (2004), to assess 

knowledge assets. In-depth interviews were then conducted using semi-structured questions. 

The discussion at this stage covered the following topics: 
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1. Background information. This looked at the industry sector, age of the business, number 

of employees and annual turnover, number of clients. It also looked at the education, 

work experience and expertise of the interviewee. Additionally, for consultants it looked 

at the type/category of the consultant.  

2. Experiential Knowledge Assets. The questions examined the accounting skills and 

know-how of client SMEs and probed the sources of hands-on accounting experience in 

SMEs. They were also used to learn how consultants ensured that the employees of the 

client organisation acquired accounting know-how. 

3. Routine Knowledge Assets. These questions examined the accounting IS actions and 

practices of client SMEs. The questions were used to understand the organisational 

routines surrounding the use of the accounting system and how these routines were 

established. They were also used to determine how accounting knowledge was shared 

with employees. 

4. Systemic Knowledge Assets. These questions examined how the organisation utilised 

materials such as accounting software manuals, DVDs, CDs and other documentation. 

The questions also focussed on how the organisation made use of information stored in 

the accounting IS database. 

 

Data were analysed using TAMS Analyzer, software used to conduct qualitative analysis. The 

analysis focussed on determining the effect that consultants had on the three knowledge assets, 

experiential, routine and systemic.   

 

Table 1 summarises the 5 consultants. Further interviews were then conducted with SMEs to 

substantiate the findings from the consultant interviews. Table 2 summarises the SMEs 

interviewed. The SMEs were from the manufacturing industry and had implemented either 

MYOB or QuickBooks.  

 

 

 

 
ABS 

Consulting 

AP 

Consulting 

CAD 

Consulting 

JK 

Consulting 

OW 

Consulting 

Years in 
6 years 15 years 9 years 10 years 10 years 
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Business 

Skills and 

Experience 

Certified 

accountant 

Self-taught 

accounting; 

Book-keeper 

Chartered 

Accountant 
Self-taught 

Work 

Experience 

Certified 

QuickBooks 

installer 

- 

Certified 

MYOB 

Developer 

- 

MYOB 

Approved 

partner; 

Infusion 

certified 

consultant 

6 years 

consulting  

13 years 

consulting 

15 years 

consulting 

15 years 

consulting 

10 years 

consulting 

24 years 

accounting 

15 years 

book-keeping 
- 

25 years 

accounting 

10 years in 

accounting 

office 

Accounting 

Systems 
QuickBooks MYOB MYOB MYOB 

MYOB; 

Infusion 

Type of 

Consultant 
Reseller Independent 

Independent 

Reseller 

Independent 

Reseller 

Independent 

Reseller 

Table 1, Summary of the Consultants Interviewed 

 

SME Industry 
No. Of 

Employees 

Annual 

Turnover 

(Millions) 

Software Interviewee 
Consultant 

Used 

EA 

Manufacturing 
Manufacturing 50 5M - 10M Quick-Books Accountant 

Independent 

Reseller 

Ideco 

Manufacturing 

Manufacturing 

& Trades 
6 1M - 5M MYOB Manager 

Independent 

Reseller 

Aman 

Manufacturing 

Manufacturing 

& Trades 
7 

1/2M - 

1M 
MYOB Managers Accountant 

Table 2, Summary of the SMEs Interviewed 

 

 

 

RESULTS AND ANALYSIS 

 

Experiential Knowledge Assets 
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The consultants indicated that the SMEs they worked with usually possessed some hands-on 

experience, nonetheless they still aided hands-on expertise in SMEs. Being a source of 

hands-on knowledge depended on the particular situation present in the organisation.  Some 

SMEs possess little (or no) IS skills or experience; in such cases, consultants are the main 

source of hands-on knowledge, and teach employees what they need to know to utilise the 

system. The consultant from OW Consulting gave an example of a client who implemented an 

accounting system but did not have any knowledge of accounting or any experience with 

accounting software. The consultant explained, “I taught her accounting because she had no 

admin experience at all.”  

 

On the other hand, some SMEs have staff with accounting experience or possess experience 

with accounting software. In such cases, the consultant can still be a source of knowledge, 

assisting these SMEs with further use of the software by completing journals, depreciation and 

accruals. The consultant from CAD Consulting explains, “And then at other organisations they 

have already got a bookkeeper and all that, but I invariably find that these bookkeeper people 

can only go to a certain level...”  

 

Training, which is a communication channel, emerged as the main method of knowledge 

transfer from the consultant to client. Much of this training was in the form of one-on-one 

sessions with employees. In addition, some consultants also use step-by-step documents or 

guides to build hands-on expertise. The consultant from JK Consulting revealed, “... generally 

90% of the training that I do is out at the clients’ workplace, one-on-one training... showing 

them what to do.” He also believed that on-going contact with the client was essential in the 

implementation process and notes that on-site visits, involving one-on-one training with SMEs, 

occurred over several months. The consultant from JK Consulting stated that she provided 

mainly new clients with a step-by-step guide of “basic knowledge” to help get them started. 

The consultant from ABS Consulting emphasised the use of this approach, “I try and break it 

down into as small steps as possible and try and layout the process for them to get their work 

done.” Newsletters are also used to pass information onto SMEs. 

 

Because of the trust that exists between the consultants and SMEs, they are able to positively 

influence the level of enthusiasm employees have about using accounting software. However, 

when it comes to accounting experience the consultants appear to have less of an impact. This 
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may relate to the different backgrounds and skill sets of the consultants. The consultants who 

were certified accountants appear to have more of an impact on accounting knowledge; while 

those who are not certified tended to refer SMEs to accountants for more complex accounting 

issues. For example, the consultant from OW Consulting stated that since she is not a trained 

accountant she suggests that more complex accounting queries be referred to the client’s 

accountant.  

 

Overall, the consultants contend that they improve employees’ knowledge by providing them 

with hands-on skills in the use of a specific system and that they add value or improve 

knowledge assets in SMEs. These types of knowledge: hands-on, experience and know-how 

are tacit in nature and are classified as experiential knowledge assets (Chou and He, 2004). In 

conclusion, consultants contribute to the creation of experiential knowledge in SMEs and may 

also be seen as a source of IS knowledge for SMEs. 

 

Routine Knowledge Assets 

 

Routine knowledge assets were examined by considering the practices and procedures 

connected to the use of the accounting system in SMEs. These practices are the means by 

which knowledge is created and consist of tacit knowledge that has been converted into 

routines and embedded in the actions and practices of the organisation. The consultants 

indicated that they help users with the knowledge needed to carry out day-to-day activities and 

also make them aware of the importance of possessing knowledge in order to carry out tasks 

that require using the software. Routines are an ideal way of achieving this. The consultant 

from OW Consulting noted that she did not utilise formal routines as she regarded it an 

“organisational thing”, however the consultant said she worked with SMEs to help them 

create or establish the appropriate routines for the organisation’s use of the system. The 

consultant from CAD Consulting stated that he had no formalised routines but would “... go 

over with the client what needed to be done daily, weekly and monthly,” and recommend to the 

client the necessary procedures to follow. The consultant from ABS Consulting indicated, “I 

usually recommend a process. I haven’t formalised it with documentation.... but I would 

usually recommend it verbally and get them to write it down.”  

 

The consultant from JK Consulting added that usually with new clients, who were unaware of 

how the entire process works, she usually recommended a basic bookkeeping routine to help 
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with their needs. Although none of the consultants employed any formal routines, the 

consultants contributed to routine knowledge assets in SMEs by assisting their clients in 

creating informal routines. This point is best captured in the following quote from OW 

Consulting, “So they will either write it out as you work through it with them: so they’ll 

essentially write their own procedure for it, but you work with them while they’re doing that.” 

 

Based on the interviews, it was concluded that consultants contribute to the creation of routine 

knowledge in SMEs. 

 

Systemic Knowledge Assets 

 

Systemic knowledge assets deal with packaged knowledge related to the accounting database 

and software documentation including books, CDs, DVDs and related on-line material. The 

consultants proffered that they are able to ensure employees of SMEs have easy access to the 

information stored in the accounting database. However, they do not believe that software 

documentation and other material assists employees in gaining knowledge. Software 

documentation is now mainly on-line; vendors seldom provide materials such as books and 

DVDs. However, most employees of SMEs do not use the on-line help or any documentation 

that may be included with the software.  

 

The consultant from ABS Consulting stated that “... the books and CDs they get, are put on a 

shelf and never looked at again.” The consultant from AP Consulting noted that very few 

people use the actual reference material. He pointed out that, “They don’t want to fool around 

and look in a book, go on a website; it might or might not work, and all the rest of the drama 

that goes with it.” The consultant from CAD Consulting said that although he supported the 

notion that reference material is not used, he noted, “What I find is that it varies from person to 

person. Some people really like to use the help; other people will just pick up the phone and 

phone me. Yeah, it really does vary.” 

 

Responses from the consultants indicated that they helped SMEs to identify and generate 

appropriate reports.  For the most part, consultants work with SMEs to identify and create 

standard reports that they need. The consultants spent time training SMEs on the importance of 

reports and how to generate these various types of documents. The consultant from ABS 

Consulting stated, “I would, as part of the training, show them how to run the reports and 
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explain the usefulness of those reports and why they exist and who usually would want 

information from those reports.”  

 

The consultant from JK Consulting added, “It’s teaching, at the end of the day it’s teaching 

people how to use the reports.” She further noted that she would indicate to the client, what 

reports they needed and which ones might be of interested.  

 

Based on the interviews with the consultant it may be concluded that consultants contribute to 

the creation of systemic knowledge in SMEs by providing access to the accounting database. 

Table 3 summarises the finding of the interviews with consultants. 

 

Knowledge Asset Areas Influenced by Consultants 
Experiential knowledge assets Hands-on use of system 
 Experience using the system 
 Know-how to use the system 
  
Routine knowledge assets Routines for day-to-day use of system 
  
Systemic knowledge assets Access to the information stored in the accounting 

database 

Table 3, Summary of the Influence of Consultant on Knowledge Assets (Consultants) 

EA Manufacturing 

 

In the case of EA Manufacturing, knowledge related to accounting practice, hands-on and 

know-how was transferred to the organisation through their accountant. However, it is noted 

that the consultant aided hands-on experience with QuickBooks, the accounting software. This 

occurred mainly through training sessions and additionally the office manager was sent on a 

QuickBooks training course three or four months after the project was implemented. This case 

provided no evidence to suggest that the consultant was able to influence employee enthusiasm 

over using QuickBooks. There was also no evidence to suggest that the consultant established 

or suggested routines to help build employees’ know-how. However, and importantly, staff 

learned how to generate reports from the system. Through their interaction with the consultant, 

staff at EA acquired the know-how needed to carry out daily activities using the accounting 

system. This case also revealed that the employees of EA trusted the consultant. Therefore, the 

consultant was able to influence the following knowledge assets at EA: 

 Experiential Knowledge Assets 
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o Know-how (related to the accounting package) 

o Hands-on (related to the accounting package) 

o Trust in the consultant 

 Routine Knowledge Assets 

o Daily know-how (using the software) 

 Systemic Knowledge Asset 

o Generating reports 

 

Ideco Manufacturing 

 

This case did not support the notion that consultants affect routine knowledge assets. Ideco had 

not established any routines surrounding the use of their accounting system. Additionally, 

much of the knowledge and skills developed at Ideco were self-taught with assistance from 

their accountant. Jim, the manager, noted that he learned how to use the implemented software 

mainly on his own. His accounting know-how was gained with the assistance of their 

accountant. Jim stated that the new accounting knowledge he gained was linked to their 

accountant as well. He pointed out, “...Marvin our accountant comes and says, I think you need 

to do such and such. And I think you need some training in this area.” 

 

Jim pointed out that they “Just learn it as we went.” He stressed that not only did he teach 

himself how to use the software, but he also gained new knowledge by reading the manual and 

searching on the Internet. Jim revealed that the consultant assisted the organisation by 

providing expert knowledge and skills and compensated for a lack of specific IS expertise at 

Ideco by implementing the system and configuring it for use.  This was a task that Jim and the 

staff of the organisation were unable to carryout.  Jim said of the consultant, “She helped in 

setting it up. Showing us where… I told her what we wanted from the package and she set it up 

to do that.” 

 

Ideco utilises systemic knowledge assets through the software manual.  Management was able 

to gain knowledge about the business by using standardised bank reconciliation, invoicing and 

pricing reports that are generated by the system.   Jim stated, “Basically we have had to learn 

how do we get that; so we end up going to the reports.”  The consultant assisted the 

organisation with the way they operate. Jim noted that when they were doing things “the long 

way,” the consultant improved on what they were doing: “Sometimes we’ve gone the long way 
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and the consultant has come and she has gone, well let’s do it this way,” Jim noted. 

 

Overall, this case does not reflect a major influence from the consultant on the knowledge 

assets of an organisation. It does however highlight that the consultant contributes to 

creating/transferring know-how to use the software, which relates to experiential knowledge 

assets.  

 

Aman Manufacturing 

 

Aman Manufacturing established some routines surrounding their accounting process; the 

company had developed the use of dockets for the recording of all actual purchases and the use 

of a “site record book”.  Also, reports were generated on a monthly basis. These procedures 

were put in place by management following the knowledge gained from best practices used in 

other industries. Evidence showed routines were in place but there was nothing to suggest that 

these were influenced by the use or presence of the consultant. However, Martin noted that all 

of their new knowledge came from the consultant. 

 

Martin, who manages Aman, noted that his experience with accounting was learned at high 

school where he studied accounting; and later when he worked at a bank. Martin also gained 

hands-on experience managing another company. He gained hands-on experience with MYOB 

from the on-site training provided by their accountant who also acted as the consultant for the 

implementation of the software.  Martin noted that he gained accounting knowledge from his 

previous job at a bank and other business that he managed. Jacques joked that his knowledge of 

accounting was all hands-on, “... write things down in a note book.”  Martin noted that his 

knowledge of how to use the software was gained from the consultant (their accountants).  

 

Martin also explained that they ran several reports to “see what is going on.” Amanda, who was 

hired to manage and use the accounting system, is the one responsible for compiling the 

reports. The company produced monthly reports to get an idea of how the company was 

performing. They also produced reports every three months to check on the progress they had 

made to-wards achieving their targets. This report was also used in the regular meeting with 

their accountant. Management also generated reports on stock, profit and loss and breakdowns 

for costing. The evidence suggests that the consultant provided Aman with systemic 

knowledge assets by ensuring that Aman was able to generate reports from the accounting 
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database. 

 

It may be concluded that consultants impacted on experiential knowledge assets at Aman by 

assisting with hands-on experience and knowledge to use the system. This was achieved 

through on-site hands-on sessions and “shadowing” of the staff at Aman. The consultant 

therefore influenced the following knowledge assets: 

 Experiential 

o Hands-on experience and knowledge to use the system 

 Systemic 

o Generation of reports 

 

 

Knowledge Assets EA Ideco Aman 
Experiential Knowledge Assets    

Know-how (related to the accounting package) X X  
Hands-on (related to the accounting package) X  X 
Trust in the consultant X   

    
Routine Knowledge Assets    

Daily know-how (using the software) X   
    
Systemic Knowledge Assets    

Generating reports X  X 

Table 2, Summary of the Influence of Consultants on Knowledge Assets (SMEs) 

 

The results indicated that consultants made a contribution to the creation/transfer of the three 

types of knowledge assets under consideration: experiential, routine and systemic. It is noted 

that not all of the three types of knowledge assets were observed during the SME interviews. 

This may be attributed to the reasons for the project, the level of IS expertise, the type of 

consultant-client relationship or the type of consultant. Nonetheless, combining the results of 

the consultant and SME interviews, the following statements are made about the impact that 

consultants have on IS knowledge assets. 

1. Consultants help to create/transfer experiential knowledge assets to SMEs during the 

implementation of AIS projects.  

a. Consultants help to create/transfer know-how of accounting and the accounting 

system.  
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b. Consultants help to create/transfer hands-on knowledge of accounting and the 

accounting system.  

c. Consultants help employees in SMEs to develop trust in the consultant. 

 

2. Consultants help to create routine knowledge assets in SMEs during the implementation 

of AIS projects.  

a. Consultants help establish routines (formal/informal) surrounding the use of the 

accounting system. 

 

3. Consultants help to create systemic knowledge assets in SMEs during the 

implementation of AIS projects.  

a. Consultants facilitate the use of the accounting system database. 

 

DISCUSSION 

 

Consultants act as bridging intermediaries by disseminating specialised knowledge (Carey, 

2008). And, according to Nonaka et al. (2006) knowledge assets are the outcomes of the 

knowledge creation processes in organisations. This discussion focuses on the specialised 

knowledge, ideas and experiences that consultants transfer to SMEs thereby, explaining how 

knowledge is created by SMEs during the implementation of IS.  

 

The results presented in this paper indicate that engaging consultants influences various types 

of knowledge assets in SMEs. Experiential knowledge assets, from the results of the study, 

mainly refer to know-how regarding the implemented system. At the start of an 

implementation project, (especially where a new system is being implemented), it is unlikely 

that staff in SMEs will know how to use the system. As part of the implementation project, 

consultants ensure that users become capable of using the system. The main method used by 

consultants is training including one-on-one help sessions. Through training and help sessions 

users in SMEs internalise knowledge by listening and practicing. Explicit knowledge is 

internalised to create new tacit knowledge related to operating and using the implemented 

software. This shows how consultants, in their intermediary role, are able to impact 

experiential knowledge assets in SMEs. 

 

Routine knowledge assets refer to routines and procedures established by consultants. As a 
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result of the implementation project, consultants recommend procedures for SMEs to follow in 

executing the accounting function and using the software. The routines and procedures are 

usually informal, but nonetheless provide a means for SMEs to gain knowledge. Consultants 

have a wealth of tacit knowledge from their experience in implementing IS in various 

organisations. Consultants, using their knowledge and expertise develop procedures or 

routines for the operation and use of the software. In essence the tacit knowledge of consultants 

is somewhat articulated and made explicit in the routines and procedures that are put in place 

for SMEs. The routine may be regarded as explicit knowledge, and by following the 

routines/procedures SMEs acquire tacit knowledge. As part of the learning process users in 

SMEs may need to explore the system on their own. Consultants aid this process with the 

procedures and routines that they suggest to SMEs. It is therefore argued that consultants help 

to create routine knowledge assets in SMEs. 

 

Systemic knowledge assets mainly refer to output gained from the accounting database. 

Databases contain knowledge that can be combined to create new knowledge. Users need to 

know how to utilise the database in order extract the knowledge it contains, which is usually in 

the form of reports. Consultants help SMEs to utilise databases by teaching users how to 

generate reports as well as showing them the types of reports that would be of value to their 

company. Consultants therefore assist SMEs with transforming explicit knowledge, 

information stored in the database, to new explicit knowledge in the form of business reports.  

Implementation projects in SMEs (and in particular accounting implementation projects) 

usually have short timeframes, which is the period covering the actual installation of the 

software up to sign-off. However, the process and interactions with consultants usually last 

longer in many cases. The knowledge of SMEs is affected during interactions, discussions and 

analysis, all of which take place during IS implementation projects. Know-how knowledge is 

tacit in nature and involves more than simply entering data; it includes utilising the system and 

improvising while doing so. Know-how, an experiential knowledge asset, is needed in order 

for SMEs to utilise the implemented system. It may even be inferred that through face-to-face 

interactions between consultants and SMEs consultants influence trust and enthusiasm (also 

experiential knowledge assets) in SMEs. 

 

This paper presents a link between consultants and IS knowledge assets in SMEs. The findings 

are in agreement with Swanson (2010) who found that consultants affected the know-how of 

their clients. Nevo et al. (2007) noted that large firms engaged IT consultants to transfer 
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knowledge to the internal IT staff. However, the authors noted that firms were dissatisfied with 

consultants sighting a lack of knowledge transfer as the reason for the disappointment (Nevo et 

al., 2007). The results of this study indicate that consultants influence knowledge assets of 

SMEs in contrast to this suggestion by Nevo et al. (2007). This may be related to the difference 

between large firms and SMEs. The consultants interviewed, who all worked predominantly 

with SMEs, indicated that it was in the interest of consultants to ensure that their clients 

developed knowledge assets. This is because if SMEs were satisfied they were very likely to 

engage the consultant on a regular basis.  

 

The findings presented in this paper extend prior research (for example Carey, 2008) by 

presenting the types of knowledge that consultants transfer to SMEs. The specialised 

knowledge referred to in studies by Carey (2008) and Howcroft and Light (2008) may be 

understood in terms of knowledge assets such as experiential, routine and systemic. 

 

Study Contribution  

 

Consultants contribute significantly to the implementation of IS in SMEs; yet the pivotal role 

that consultants have on IS knowledge in SMEs has not been fully researched. This paper 

posits that, as intermediaries, consultants influence experiential, routine and systemic IS 

knowledge assets in SMEs. While consultants have been recognised as mediators in 

transferring specialised knowledge to SMEs (Howcroft and Light, 2008 and Carey, 2008), 

prior studies, in large firms as well as SMEs, focussed on the services and tasks that consultants 

perform (for example Basil et al., 1997; Howcroft and Light, 2008; Carey, 2008). This study 

differs from such research as it explored the impact that consultants have on the IS knowledge 

assets.  

 

Prior research mentions that consultants transfer specialised knowledge to SMEs (Carey, 

2008); however, what constitutes specialised knowledge is not made clear. The results of this 

paper reveal that when consultants implement IS they influence experiential, routine and 

systemic knowledge assets (Chou and He, 2004). This paper therefore raises questions about 

the organisational knowledge creation process applicable to SMEs.  

 

Conclusion 

 

This paper concludes that consultants have an impact on knowledge assets in SMEs. The 
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knowledge assets affected may be classified into: (i) experiential, such as know-how, hands-on 

and trust; (ii) routine, such as established routines that facilitate learning; and (iii) systemic, 

such as reports generated from the software database. As a result, this paper recommends that 

owners/managers, administrators and other users of IS in SMEs focus on building knowledge 

assets in the organisation. A consequence of this is that managers and administrators should 

seek to build ‘strategic partnerships’ with consultants to aid them with developing IS 

knowledge assets. This is not to suggest that SMEs become totally dependent on consultants 

since the management and growth of these knowledge assets will depend on SMEs.  

 

Consultants should view the process of implementing IS in SMEs holistically, involving more 

than the installation of software but also the development of IS knowledge assets. From the 

discussions with consultants some have already began to embrace this view and are encouraged 

to continue in order to assist SMEs to benefit not only from investing in IS but also in engaging 

consultants. Therefore, consultants are encouraged to aid SMEs with know-how and hands-on 

expertise. They are also encouraged to help establish routines to aid learning and ensure that 

SMEs are capable of developing and utilising knowledge gained from sources such as 

databases. An ideal way of influencing IS knowledge assets is to develop on-going 

relationships/partnerships with SMEs. 

 

It may be tempting to think that encouraging consultants to affect knowledge assets of SMEs 

may not be in the interest of consultants. One may contend that as SMEs develop knowledge 

assets they may no longer require the assistance of consultants. This view is misleading since 

SMEs will continue to need the assistance of consultants as they develop knowledge assets. As 

the IS knowledge assets of SMEs increase, the firms are likely to demand in-depth use of IS, 

which will require the assistance of consultants. The consultants interviewed noted that even 

when SMEs were knowledgeable consultants still assisted with more advanced use of the 

system. Therefore, it is suggested that, when consultants affect knowledge assets it will be 

beneficial to both consultants and SMEs.  

 

Future Research 

 

The findings of this study presents new opportunities for further research into IS consultants 

and SMEs. In particular there is a need to further examine factors that may affect or mediate the 

impact consultants have on IS knowledge assets in SMEs. For example, research could 
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investigate the attributes of consultants. How do the abilities or skills of consultants affect the 

impact that consultants have on IS knowledge assets? Also, what effect does the reason behind 

the project have on the impact that consultant have on IS knowledge assets? To what extent 

does the learning capability of SMEs affect the impact that consultants have on IS knowledge 

assets? What IS knowledge assets are predictors of IS success in SMEs? 

 

REFERENCES 

Alavi, M., & Leidner, D. (2001). Review: Knowledge management and knowledge 

management systems: Conceptual foundations and research issues. MIS quarterly, 25(1), 

107-136. 

Argote, L., McEvily, B., & Reagans, R. (2003). Managing knowledge in organizations: An 

integrative framework and review of emerging themes. Management science, 49(4), 571-582. 

Basil, P., Yen, D., & Tang, H. (1997). Information consulting: developments, trends and 

suggestions for growth. International Journal of Information Management, 17(5), 303-323. 

Bessant, J., & Rush, H. (1995). Building bridges for innovation: the role of consultants in 

technology transfer. Research Policy, 24(1), 97-114. 

Carey, J. (2008). Role misconceptions and negotiations in small business owner/web developer 

relationships. Journal of Management & Organization, 14(1), 85-99. 

Chou, S., & He, M. (2004). Knowledge management: the distinctive roles of knowledge assets 

in facilitating knowledge creation. Journal of Information Science, 30(2), 146-164. 

Dawson, R. (2005). Developing knowledge-based client relationships: leadership in 

professional services (2 ed.): Elsevier/Butterworth-Heinemann. 

de Guinea, A. O., Kelley, H., & Hunter, M. G. (2005). Information Systems Effectiveness in 

Small Businesses: Extending a Singaporean Model in Canada. Journal of Global Information 

Management, 13(3), 55-79. 

Gable, G. (1991). Consultant engagement for computer system selection: a pro-active client 

role in small businesses. Information and Management, 20(2), 83-93. 

Grant, R. M. (1996). Toward a knowledge-based theory of the firm. Strategic Management 

Journal, 17(Special Issue), 109-122. 

Howcroft, D., & Light, B. (2008). IT consultants, salesmanship and the challenges of packaged 

software selection in SMEs. [10.1108/17410390810911203]. Journal of Enterprise 

Information Management, 21(6), 597-615. 

Hunter, M. G. (2005). International Information Systems and Small Business Project: A 

western Canadian Perspective. In M. G. Hunter, S. Burgess & A. Wenn (Eds.), Small business 

and information technology - research techniques and international case studies. Heidelberg: 

Heidelberg Press. 



 22 

Nelson, R. R. (1991). Why do firms differ, and how does it matter? Strategic Management 

Journal, 12(S2), 61-74. 

Nevo, S., Wade, M., & Cook, W. (2007). An examination of the trade-off between internal and 

external IT capabilities. Journal of Strategic Information Systems, 16(1), 5-23. 

Nonaka, I. (1994). A dynamic theory of organizational knowledge creation. Organization 

Science, 5(1), 14-37. 

Nonaka, I., & Takeuchi, H. (1995). The knowledge-creating company: How Japanese 

companies create the dynamics of innovation. Long Range Planning, 29, 284. 

Nonaka, I., & Toyama, R. (2005). The theory of the knowledge-creating firm: subjectivity, 

objectivity and synthesis. Industrial and Corporate Change, 14(3), 419. 

Nonaka, I., Toyama, R., & Konno, N. (2000). SECI, Ba and leadership: a unified model of 

dynamic knowledge creation. Long range planning, 33(1), 5-34. 

Nonaka, I., von Krogh, G., & Voelpel, S. (2006). Organizational knowledge creation theory: 

Evolutionary paths and future advances. Organization Studies, 27(8), 1179. 

Saunders, M., Lewis, P., & Thornhill, A. (2009). Research Methods for Business Students (5 

ed.): Pearson Education. 

Soh, C., Yap, C., & Raman, K. (1992). Impact of consultants on computerization success in 

small businesses. Information and Management, 22(5), 309-319. 

Spender, J. (1996). Knowledge and the firm: overview. Strategic Management Journal, 

17(Winter Special Issue), 5-9. 

Swanson, E. B., & Wang, P. (2005). Knowing why and how to innovate with packaged 

business software. Journal of Information Technology, 20(1), 20-31. 

Thong, J. (2001). Resource constraints and information systems implementation in 

Singaporean small businesses. Omega, 29(2), 143-156. 

Thong, J., Yap, C., & Raman, K. (1994). Engagement of external expertise in information 

systems implementation. Journal of Management Information Systems, 11(2), 209-231. 

Thong, J., Yap, C.-S., & Raman, K. (1997). Environments for Information Systems 

Implementation in Small Businesses. Journal of Organizational Computing and Electronic 

Commerce, 7(4), 253 - 278. 

 



 

 

SOCIAL MEDIA: GOALS, CHALLENGES AND VALUE TO SMALL FIRMS 

 

Richard Derham 

University of Canterbury 

richard.derham@canterbury.ac.nz 

  

Paul Cragg  

University of Canterbury 

 paul.cragg@canterbury.ac.nz 
 

Sussie C. Morrish 

University of Canterbury 

sussie.morrish@canterbury.ac.nz 

 

SUMMARY 

 

This paper investigates the value to small businesses of using social media. It takes the cases of 

two wineries and examines the different goals, technologies used, results achieved and value 

created through the use of social media. We find that value creation is manifested in the reach, 

brand building opportunity and bestowing a sense of legitimacy regardless of its size. 

Implications for practice from this research are that small firm’s social media strategies vary for 

different businesses even within similar industries and they should choose appropriate social 

media tools that match their goals. Furthermore, the choice must also suit the personality of the 

person responsible for social media. Although small businesses can see the value in using social 

media and consider it a valuable part of their marketing activities they do not have a way to 

quantify their value and offers opportunity for further research. 
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INTRODUCTION 

 

This paper is concerned with the value to small businesses of using social media like Facebook, 

Twitter and YouTube. It takes the cases of two wineries, both of which use social media, and 

examines the different goals, technologies used, results achieved and value created through the 

use of social media. 

Social networking sites are web-based services that allow users to post a profile and connect to 

other users (Boyd and Ellison, 2008). Although users have traditionally been individuals, social 

networking sites have evolved so that groups, organizations and companies are able to create 

accounts. This allows organisations to connect with current and potential customers, engage with 

them and build up a sense of community. As there are low barriers to the use of social 

networking technologies, small businesses can make use of social media in the same ways that 

large corporations can, without the need for extensive resources (Harris and Rae, 2009). 

The main objective of this research is to explore the value that small companies can derive from 

using social media. Its interactive nature and the associated network effect mean that it is not 

only the firm that is producing content on its social media sites but also its customers and 

members of the public interacting with the company and each other. Therefore, this paper also 

looks at the value produced through this interaction. The social media space is fast changing, 

both in terms of the technologies available and the popularity of particular sites over time. This 

seeks to explore how the value to firms changes over time as their level of use, their customer 

network and the technologies in use change. Online social media is a relatively new field where 

research so far has been concerned with individuals and their usage patterns, privacy matters and 

information disclosure. This research seeks to extend the IT value literature by relating it to the 

business use of social media. 
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BACKGROUND LITERATURE 

Business Use of Social Media 

Social media is a new phenomenon that has grown rapidly but scholarship has lagged behind its 

rapid adoption by users and media attention. While popular media have paid particular attention 

to privacy issues relating to personal information, it is only more recently that scholars have 

begun to investigate the use of social media in business. 

 

Social Media and Social Networking are two concepts often confused and used interchangeably. 

Some researchers have taken the view that social networking sites and social media sites are two 

subcategories of “social web sites” (Kim et al., 2010). Others classify social networking sites as a 

subset of social media (Boyd and Ellison, 2008). For the purposes of this research, we adopt the 

term social media, for two reasons. Firstly, social media is the prevalent term for social web sites 

in industry, irrespective of whether they are strictly focused on media or networking. Secondly, 

SMEs use social media sites along with social networking ones. It is therefore appropriate to use 

social media if one is to capture good, innovative use of the technology. 

 

Although social media was originally a tool for friends to connect, communicate and share, it has 

also been adopted as a business tool. The 2011 McKinsey survey on Internet technologies  

showed that from a sample of 4,261 companies, 72% used social technologies, benefiting from 

increased access to knowledge, reduced communication costs, increased access to internal 

experts, increased marketing effectiveness, increased customer satisfaction and reduced 

marketing costs. (Bughin and Chui, 2011). 

 

The various technologies described by the terms Web 2.0, social media, social websites and 

social networking were developed for use by individuals but have quickly been adopted as 

business tools. The term Enterprise 2.0 has even been coined to describe business use of Web 2.0 

(McAfee, 2006, 23). Marketing is the area where social media is most widely used in business. 

Businesses now have a presence on such social networks as Facebook, MySpace, Twitter, Flickr, 

YouTube and LinkedIn where they post updates, release announcements, photos, videos and 
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other material in order to promote them and their products (Kim et al., 2010). In the early days of 

the internet, an online marketing campaign might have aimed to entice the customer to click 

through to the company’s website.  Now with social media companies can aim for sustained 

engagement with their customers (Harris and Rae, 2009). 

 

Closely related to marketing is customer relations management. Social media lends itself to an 

interactive approach to customer relations, so it is not just about the message from the company. 

Feedback, complaints, support issues and requests can all be gathered and responded to via social 

media (Kim et al, 2010). Most social media sites allow businesses to create a presence for free, 

but it is important that the business makes an investment in terms of time and attention so that 

responses can be made professionally and in a way that is appropriate to the social media 

context. A marketing effort that is perceived as not done right (or sometimes even perceived as a 

marketing effort) can backfire, earning the ire of social media users. The use of social media for 

CRM has changed the nature of the relationship between businesses and customers. Whereas in 

the past interactions were private to the individuals involved, now information – whether good or 

bad – is available to a global audience (Harris and Rae, 2009). 

 

Social media also allows some of these functions to be carried out customer to customer due to 

the connectedness of the network. This web of connections means that social media can be a 

very efficient way of connecting with many people. The fact that a user is in contact with, in a 

group about or a ‘fan’ of a company is propagated through their network. As friends follow suit 

their networks are also informed. Thus, a particular marketing campaign can quickly ‘go viral’. 

Social media has allowed communication to progress beyond one-to-one or one-to-many on to 

many-to-many communications (Hawn, 2009). 

 

Beyond marketing and CRM, companies and employees of companies also use social media for 

their own business networking. Companies can use tools such as Lotus or SharePoint to create an 

internal social network on their intranet for sharing of information and resources, messaging and 

expert finding (Kim et al, 2010). Companies such as IBM and Pfizer have created proprietary in 



5 

 

house social networks to connect their employees (Leader-Chivée et al, 2008). Pfizer plans for 

their network to let employees know each other’s areas of expertise, provide feeds of content 

based on job function, and allow show users what their colleagues are reading in order to pull 

them into collaboration. IBM hopes to foster relationships between geographically distributed 

employees through event planning, photo sharing and discussion groups. A smaller enterprise is 

unlikely to have the resources required to implement a stand-alone social network. However it is 

also possible to claim a space on a business oriented site such as LinkedIn or even on a general 

site such as Facebook to perform these same functions (Misner et al, 2009). 

 

Sites such as LinkedIn and Ecademy are also popular for networking outside the company 

(Misner et al, 2009). Small businesses and entrepreneurs can make contacts in their industry, find 

suppliers, get advice and learn new skills through networking opportunities and participation in 

online activities (Kim et al, 2010). This opens up a completely new source of knowledge and 

expertise unlikely to be available in a small firm, but does bring with it the risks associated with 

information flowing the other way, such as loss of trade secrets and potential damage to 

reputation (Kim et al, 2010). 

 

Social networking sites have also become an important tool for recruitment. Twitter is popular, 

especially in technical industries, for announcing vacancies while many professionals host their 

CVs on LinkedIn. Alternatively, firms also use the publically available information on Social 

Media sites to conduct background checks on potential employees (Millard, 2007). Dow 

Chemical has taken their use of Social Media even further by creating a social network 

especially for ex-employees. This has kept former employees connected to their former employer 

and has resulted in a significant increase in rehires (Leader-Chivée et al, 2008). 

 

Social Media Use in Small Businesses 

Small businesses are not a homogeneous group, but rather they differ in several ways. For 

example, owner-managers differ from each other in their age and educational level, their attitude 

towards eBusiness, their degree of entrepreneurship, market and/or export orientation, their 
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business goals and their degree of preference for face-to-face interaction with customers, 

strategic focus, customer orientation, business growth, business processes, owner attitude and 

social networks, level of eBusiness knowledge and skills. Furthermore, there are differences in 

the pressure from customers and/or suppliers to use eBusiness. Each of these different 

dimensions makes every SME different and means that social media is a more suitable tool for 

some than others. Additionally, many of the decision makers in small businesses are not 

governed by typical business objectives such as profit, growth and competitive advantage but 

more by social and family motives, such as maintaining personal identity or maintaining family 

connections. (Chua et al, 2009; Parker and Castleman, 2007) 

 

Harris et al (2008) point out that small businesses have often struggled to adopt technology due 

to their lack of skills, resources and technical knowledge compared with large firms. However, 

Web 2.0 provides a small business with an opportunity to overcome these difficulties. The 

internet has massively reduced costs of marketing compared to traditional methods (Harris et al, 

2008). Businesses can take advantage of others’ connections to each other to market their 

products, services and brands (Harris and Rae, 2009). Thus “gifted amateurs” can “punch above 

their weight” (Harris and Rae, 2009). 

 

The Amit and Zott Model 

Amit and Zott (2001), developed a theory on value creation by eBusiness. The model consists of 

four interlinked value drivers: efficiency, novelty, lock-in and complementarities. Efficiency is 

about reducing the cost of each transaction, complementarities involve bundling goods and 

services together for a greater value than those goods and services would have unbundled, lock-

in is motivating customers to continue trading and incentivizing strategic partners to maintain the 

relationship and novelty is introducing something new to the business environment. In 

eBusiness, the source of value creation is in the interdependencies between each of the sources of 

value (Amit and Zott 2001). 
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Figure 1: Amit & Zott (2001, 509) Sources of value creation in e-business 

 

RESEARCH OBJECTIVE 

The main objective of this research is to explore the value that SMEs can derive through the use 

of Social Media. Part of this is to look at what value the SME gains through using social media, 

another is how the value is derived. 

The following research questions addressed: 

1. What are SMEs uses for social media? 

2. What value is gained by SMEs through the use of social media? 

In order to answer these questions we use view social media through the lens of Amit and Zott’s 

model on the sources of value creation in e-business. This model serves as a starting point and 

we look for the value drivers relating to social media. 

 

METHODOLOGY 

As a relatively new research area, an exploratory case study approach was adopted (Yin, 2009). 

We have chosen two wine companies, both from the Canterbury region. Multiple cases provide 
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an analytical advantage over a single case study in that there is the opportunity for replication in 

the results, increasing the potential for generalizibility (Yin, 2009). Having multiple cases also 

mitigates the risk that the selected single case happens to be entirely unique (Yin, 2009). Thus, 

multiple case studies yield more compelling evidence than single cases (Dubé & Paré, 2003). 

Multiple case studies are also appropriate for research of an exploratory nature, where the 

research questions tend to be how and why questions about contemporary event (Yin, 2009). The 

research questions proposed for this study are questions of this type and the phenomenon under 

investigation is very much a contemporary one. 

 

Data was collected through the use of semi-structured, face to face interviews with business 

owners and key decision makers within the case firms. The use of semi-structured interviews 

ensures a degree of consistency in the information collected between the different firms but still 

has enough flexibility to allow for new, unexpected or interesting information to emerge during 

the interview. 

 

Data were collected through the use of semi-structured, face to face interviews with business 

owners, key decision makers  and social media users within the firm. Due to the small size of the 

case study firms these roles tended to be filled by the same one or two individuals. The use of 

semi-structured interviews ensures a degree of consistency in the information collected between 

the different firms but still has enough flexibility to allow new, unexpected or interesting 

information to emerge during the interview. 

 

Interviews were recorded, transcribed, coded and analysed using NVivo 9.2. Coding is useful for 

reducing data to make it more manageable, help future researchers replicate the study and avoid 

bias and increase reliability, to help future researchers replicate the study and to avoid bias and 

increase reliability (Dubé & Paré 2003). The transcripts were supplemented by field notes to 

convey additional non-verbal and contextual information not captured by the recording itself 

(Dubé & Paré 2003). Interview data were triangulated with data obtained from the firms’ actual 

social media output, such as material posted on Facebook, Twitter, YouTube and similar web 

sites. Triangulated data strengthens the constructs and hypotheses created from the interview 
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data (Eisenhardt, 1989; Dubé & Paré, 2003). The cases selected are both current users of social 

media as it is the value that usage produces that is being researched, rather than adoption of the 

technology. 

The Case Firms 

The two cases are both wineries in the Canterbury region of New Zealand. Case One is one of 

Canterbury’s oldest vineyards, purchased by its current owners in 2005. The owners, a couple, 

and the winemaker are the businesses only full-time staff. At various times of the year they take 

on casual employees for seasonal activities such as harvesting and pruning. This winery produces 

wine mainly for the export market, although it does sell wine online and onsite at its cellar door. 

Social media is the responsibility of the co-owner, who devotes 30 minutes daily to the task. 

 

The second case is also a family owned business. The family bought land and planted grapes in 

the mid 1980s then produced the first vintage in 1991. The firm has about 30 full time employees 

and at various times of the year calls in a similar number on a casual basis for various vineyard 

activities. Three brothers and their partners occupy the senior roles in the firm including General 

Manager, Marketing, Wine Makers and Restaurant Manager. The social media activities are run 

by the general manager of the firm. Both wineries have websites and have official company 

Facebook, Twitter, YouTube and Flickr accounts. Neither firm has any dedicated IT staff or staff 

with a full time responsibility for social media. In both cases, a dedicated staff member maintains 

the social media accounts as an ancillary part of their job. 

 

RESULTS AND IMPLICATIONS 

 

The two cases have proved to be quite different in terms of their motivations for using social 

media, the individual characteristics of the primary user within the firm, and the value obtained. 

Case One 

Social media was the responsibility of the co-owner who devoted 30 minutes daily to the task. 

Their motivation for using social media was to create legitimacy for the business. Social media 

was seen as something the firm should be seen using to be viewed as an active and authoritative 
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participant in the industry. If a journalist, potential distributor or customer looked for the 

company online and could find no social media presence it could give the impression that they 

were not a serious industry player. This firm used a combination of blog posts and twitter to 

create and release posts about wine production processes and industry commentary. However 

given the time commitment involved, these factors outweighed the perceived value that social 

media engagement has to the small wine company. They have since withdrawn from blogging 

due to these reasons. Additionally, Twitter was not perceived a good fit with their social media 

strategy given Twitter is a tool that is very much about the present, and the company is unable to 

respond to posts immediately.   The company is planning to move on to Facebook as it is seen as 

a better fit being less immediate and interactive and requires lower time commitment than a blog 

due to the smaller size of status updates compared with blog posts. 

 

Case Two 

The social media activities are run by the general manager of the firm. They adopted social 

media to reach a different audience than traditional marketing channels. Social media can put 

them in touch with new customers and even more importantly, wine writers and sommeliers. 

They see it as a relatively low cost way of promoting brand awareness. Although Facebook was 

their main tool originally, they quickly found Twitter more valuable. They use Facebook for 

more static content such as links to reviews and awards and Twitter for interaction, mainly via 

mobile phone. This firm has found Twitter a valuable tool in reaching influential people in the 

wine industry and giving them a favourable impression of the brand. 

 

Sources of Value 

The necessity of using social media is thrust upon businesses and while there may be hesitation, 

it does appear that there is some intrinsic value that can be generated from engaging with the 

online community. We identify three main sources of value: reach, brand building and 

perceived legitimacy. 
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With social media, there is unlimited reach enabling businesses to bridge the distance from their 

offline users. Through social media organisations can reach out, both through the users’ 

networks and by contacting influential people they never could offline. More than ever, 

businesses can form intimate relationships with customers, allowing them to glimpse into the 

profiles and characteristics of the users. They can be privy to their thoughts, opinions and 

activities. Social media takes the form of online word of mouth and can leverage existing 

networks to reach other users thus a multiplier effect. 

 

Many businesses have leveraged social media presence to build their brand. For less known or 

new brands, an online presence complements offline marketing activities to build their profile 

and generate brand awareness. This is likely to lead to a degree of brand recognition. Through 

clever use of social media, businesses can build the image they desire for their brand and 

differentiating from other competitors.  Users are likely to engage with sites that they like such 

as posting comments and liking them. 

 

Finally, the web becomes a level playing field whereby size does not matter. A small business 

can have as much online content as a multi-national corporation. It is a marketplace whereby 

visits are measured by clicks and how long users linger in the sits and not by foot traffic. 

Consequently, with consumers more likely to use the web for information search, a web presence 

bestows a sense of legitimacy to a business regardless of size. In fact, it is now expected of 

businesses to have some online presence if they want to survive what has become an online 

battle to be returned when users do a online search for their products or services. 

CONCLUSION AND LIMITATIONS 

 

This study has set out to identify how SMEs use social media in their business and the value 

derived from such use. We have focused on a couple of cases from the wine industry that have 

different experiences. While there are challenges, we find that overall social media does offer 

some value propositions relating to reach, brand building and perceived legitimacy. However, 

not all types of social media deliver such value and businesses therefore need to be cognizant of 

their own resources in their online strategies. For example, Twitter  demands real time responses, 
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Facebook is reactive but does not necessarily have to be instantaneous, whereas Linked In is 

static. It is very easy for companies to be seduced by the perceived benefits of social media but 

also need to be wary of the speed by which information spreads. While this is no doubt a good 

thing for positive information, it is disastrous for negative publicity, thus calls for a careful 

balance of online strategies. 

 

Implications for practice from this research are that small firm’s social media strategies vary for 

different businesses even within similar industries and they should choose appropriate social 

media tools that match their goals. Furthermore, the choice must also suit the personality of the 

person responsible for social media. 

 

Although small businesses can see the value in using social media and consider it a valuable part 

of their marketing activities they do not have a way to quantify their value and offers opportunity 

for further research. While we have uncovered some interesting insights, we are conscious that 

the results may not hold true for other SMEs. We have focused on a couple of companies in one 

industry that is highly specialised and only in a narrow geographic region. Expanding this 

investigation to other industries with a larger sample will enhance our understanding of the value 

that social media derives. 
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Abstract 

This paper investigates the specific strategies applied by the small wine producers from the south 

of France, contributing to the knowledge of entrepreneurial strategies in a hostile market 

environment. The specificity of the wine market in the South of France is determined by a 

specific combination of decline and crisis, which determines significant challenges for small 

firms. All investigated firms have adopted one, or a combination of the three generic strategies 

described by Porter. The most preferred option is the combination of differentiation and niche 

strategy (more than 47% of the responding firms). On the other hand, cost leadership is not 

considered as a viable option by the majority of investigated firms. 8.6% of the responding firms 

have adopted a combination of the three generic strategies described by Porter. 
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Introduction 

 

This paper investigates the specific strategies applied by small wine producers from the south of 

France, contributing to the knowledge of entrepreneurial strategies in a hostile market 

environment. The specificity of the wine market in the South of France (the study focuses on the 

wineries from Languedoc-Roussillon region, one of the largest wine producing regions in the 

world), is determined by a specific combination of decline and crisis, which determines 

significant challenges for small firms. Previous studies questioned the ability of small firms to 

deal successfully with economic decline and downturn.  The situations of decline and crisis create 

different sets of challenges for SMEs: decline is characterised by a gradual, long-term reduction 

in market opportunities and firm performance, while crisis has quicker and more dramatic effects, 

influencing several areas of economic and social activity, and increasing competitive pressures. 

The difference in the magnitude of effects between decline and crisis impacts on manager’s 

ability to identify, react and respond to market challenges.  

 

After presenting the specific characteristics of the wine sector in the Languedoc-Roussillon 

region, located in the south of France, and the effects of the market crisis, the study discusses the 

theoretical and empirical bases of the research approach adopted in this study. The research 

methodology applied to collect and analyse secondary and primary data is then described, 

followed by a presentation of findings. The theoretical and practical implications of the obtained 

results are discussed within the specific context of the Languedoc-Roussillon wine-producing 

sector. The paper concludes with a summary of the main findings and propositions for future 

research. 

 

 

The strategic reaction of SMEs in hostile environments/circumstances 

 

Previous research makes contradictory predictions concerning the ability of SMEs to reverse the 

performance trend in decline and crisis situations. The management structure of SMEs, which is 

often represented by a single person - the owner or the entrepreneur (Khan and Rocha, 1982), 
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limits the capacity to rapidly and accurately identify the signs of economic downturn. This 

concentration of decision and control increases firm’s reactivity to market challenges, but impairs 

the managerial perception regarding the evolution of the competitive environment. In these 

conditions, the decision-making process may be delayed or biased by individual cognitive 

limitations (Carson, 1985). 

 

Harrigan (1980) argues that firms will find more difficult to deal with crisis than with decline, 

considering the gravity of competitive challenges. This view is confirmed by Staw, Sandeland 

and Dutton (1981) who apply the threat-rigidity principle to explain slow managerial reactivity: 

when faced with significant and sudden threats, individuals are frozen into inaction, which results 

in cognitive rigidity. The managerial decision-making process is thus impaired and the firm is 

subject to failure. On the other hand, Tichy and Devanna (1986) consider decline as more 

problematic, the slowly deteriorating environment providing an insufficient alarm threshold for 

managers. When performance downturn is gradual “a serious response is never triggered, or at 

least not until it is too late to respond” (Hambrick and D’Aveni, 1988: 4). From this perspective, 

in a situation of sudden and dramatic crisis, the manager is more likely to take strategic measures 

aiming to improve firm’s performance.  

 

During crisis, managers are forced to deal with such perverse effects as hypercompetition, 

structural disequilibrium and lack of resources in a hostile business environment characterized by 

more threats and fewer opportunities (Covin and Slevin, 1989; Zahra and Covin, 1995). Often, 

the crisis modifies the structure of value-added chains, the relationships and power balance 

between company, its suppliers, customers and partners, imposing a rapid rhythm of change 

characterized by unpredictability, risk and complexity (Mintzberg, 1979). Confronted with this 

situation, some managers respond better than others, implementing strategic decisions that 

improve the performance of their organizations (Weaver, Dickson, Gibson & Turner, 2002), and 

thus increasing the chances of firm survival and success (Dess et al., 1997).  
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The wine industry crisis in the Languedoc-Roussillon region 

 

Thirty years ago, the Languedoc-Roussilon region in the South of France represented the largest 

European area dedicated to table wine production, reaching a production of 30 millions 

hectolitres in 1980 (Chiffoleau et al., 2006). However, since 2000, the wine industry of this 

region encountered increasing difficulties determined by a market disequilibrium between 

production and consumption. This structural crisis has determined several deep, dynamic changes 

that put into question the viability of the whole industry, including its current prevailing market 

paradigm (Montaigne, 2005). One of the most important consequences of this disequilibrium is 

an increased competitive pressure perceived by French wine producers at regional, national and 

international level (Cholette et al., 2005). 

 

In 2001, France had the largest total wine consumption in the world - 3.4 billion litres, and a per-

capital wine consumption of 57 litres. Despite these impressive figures, the decrease in French 

wine consumption was substantial, since 50 years ago the per-capita consumption was 120 litres 

per year (Echikson et al., 2001). In addition, between 2001 and 2003, the French wine exports to 

the United Stated decreased by 34% in volume and 15% in value, and the French wine share in 

the UK market dropped from 43% to 25%, the demand shifting towards New World producers 

(Heijbroek, 2003). These trends had a negative effect on French wine producers’ performance, 

the small wineyards being particularly hit by the economic downturn. The wine crisis in 

Languedoc-Roussillon became fully manifest in 2004 (Aigrain and Hannin, 2005) when the 

disequilibrium between production and demand was accentuated by the saturation of international 

markets. 

 

The economic context in the Languedoc-Roussillon region points towards a slow decline of 

demand and market attractiveness between 2000 and 2003, followed by a suddenly aggravating 

crisis of supra-production, determined by complex inter-related factors that became manifest at 

regional, national and international level. The magnitude of this problem can be understood only 

when considering that for hundreds of years wine table production represented the main 

economic sector of this region, providing employment and resources for the majority of 

agricultural workers (Aigrain and Hannin, 2005).  
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The devastating effects of this decline/crisis combination were enhanced by the lack of business 

insight of most small wine producers. The regional wineyards were familiar with short-term 

crises, but in the previous cases the market growth restarted quickly, requiring no strategic action 

from producers (Aigrain and Hannin, 2005). As a result, when the new supra-production crisis 

became manifest, the wineyards kept producing wine, hoping for a quick economic turnaround. 

In addition, many small wine producers were organized as traditional family firms, with 

exclusive agricultural and production expertise passed down from one generation to the next 

(family businesses). In the past, the relatively constant level of demand did not require specific 

commercial or marketing skills to sell the produced wine. Therefore, many producers lacked the 

necessary expertise to understand the long-term consequences of the market failure, and the 

capacity to take decisive strategic action. On the other hand, a large number of regional wine 

producers were traditionally specialised in table wine (Chiffoleau, Laporte and Touzard, 2006), 

characterized by a relatively low quality and brand power, which created additional barriers to 

successful strategic differentiation and market re-positioning (Anderson, 2004).  

 

Strategic choices in declining sectors 

 

According to Porter (1980), the structural characteristics of an industrial sector determine the 

probability of market conflict between direct competitors. The decline of an industry is a 

structural characteristic that increases the probability of confrontation. In the phase of market 

decline, sales are decreasing at an accelerating rate, determining an intensive price war between 

competitors (Porter, 1980). 

 

During the 1970’s crisis, Hall (1981) observed the behaviors of 64 firms in eight sectors facing a 

strong decrease in demand, in order to identify winning strategies. One of the best strategy 

consisted in producing at the lowest cost while keeping an acceptable quality. Another good 

performing strategy was to obtain the best ratio product/service/quality while using acceptable 

prices.  However, three high performing firms managed to obtain simultaneously low costs and 
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quality products. All low performing firms have not managed to differentiate their product or 

obtain lower costs than their competitors.  

 

A more formalized approach is proposed by the theory of population ecology (Lambkin, 1990). 

This theory shows that firms can make profits even in the decline phase. Three main 

organizational types have been identified: the “specialists”, the “generalists” and the 

“polymorphists”. The “specialists” target a narrow market segment and focus their resources to 

exploit them intensively. The “generalists” scatter their resources on several market segments in 

order to lower the risks. The “polymorphists” have a strategy that combines “specialists” and 

“generalists” strategies. The better performing organizational forms are linked to the specific 

phase of the industry lifecycle. In the decline phase, the less performing firms are the 

“polymorphists”. They are overtaken on customer satisfaction by “specialists” and on costs by 

“generalists”. 

 

 Strategies in a deregulation context 

 

Usually deregulation intensifies the competition between market actors and reshapes the 

competitive environment, creating a sudden crisis situation. To identify the performing strategies 

in a deregulation context, Smith and Grimm (1987) studied the railroad sector in the U.S.A. Their 

objective was to formalize a theory of concentration versus dispersion in competitive and 

regulated environments. A firm that aims to be successful in a competitive environment must 

focus on maximum one or two strategic dimensions, which means to follow a focused strategy. In 

return, in a highly regulated environment, a firm has no imperative to be competitive, thus, it has 

no reason to focus on one particular strategy. This empirical study shows that although most 

firms changed their strategy after deregulation, they have not adopted a focused strategy. 

Globally, the most performing firms have reduced the number of their strategic dimensions, but 

they have not reached the ‘strategic focus’ phase in a radical way. 
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Another example of deregulation is presented by Bleeke (1991). The study of strategic behaviour 

in the U.S. air transport industry over a ten years period of deregulation indicates four main types 

of performing firms: 

- the big generalist firms offering a large range of products and services over a wide 

geographic area; 

- the new entrants operating at low cost and becoming more specialized; 

- the specialists of a very specific market segment, offering high quality service at a high 

price, or targeting a very specific customer segment; 

- the service providers that target any firms of a sector. 

 

O’Reilly (1995) tested the validity of Porter’s theories (1980) and the necessity to choose a 

competitive strategy by studying the air transportation industry during deregulation. Research 

shows the necessity to make a strategic choice, by outlining the success of companies that 

followed the three generic strategies recommended by Porter: niche, brand differentiation or cost 

leadership through economies of scale. 

 

Starting from Porter’s typology of competitive strategies, Kling and Smith (1995) have studied 

the strategic choices of business organisations. They show that three strategies are mainly 

followed, a fourth one being the absence of any strategy (“stuck in the middle”). In a difficult 

context, the best performing firms are those that have made a clear choice of a specific generic 

strategy, while the firms “stuck in the middle” are the less performing ones. 

   

Delmas, Russo and Montes-Sancho (2007) investigated the competitive strategies adopted during 

the deregulation phase of the power supply industry. They show that deregulation determines 

firms to develop differentiated offers, especially “green” energy. Therefore, the best performing 

firms are those that chose either a differentiation strategy or a costs leadership position. 
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Competitive strategies in hypercompetition 

 

According to D’Aveni (1995, 2001) hypercompetition has its own specific nature, representing 

an entire new competitive reality. In a situation of moderate competition, recommended by Porter 

(1980), all firms attempt to develop and maintain their own competitive advantages taking a long-

term perspective. These sustainable advantages do not exist in hypercompetition. To maintain 

competitiveness in this context, hypercompetitive firms should continuously generate new 

competitive advantages. Since there is no exclusivity regarding cost or differentiation advantages, 

a same firm may successively trying to obtain the lowest costs from the sector, then the best 

quality product, then simultaneously the lowest cost and the best quality. As many firms attempt 

to achieve these advantages, profitability can be achieved only on the short-term basis. While 

they exploit an existing competitive advantage, these companies do not hesitate to generate and 

implement a new one. 

 

Typology of strategies 

 

Miles and Snow (1978) built an explanatory framework based on managers’ behaviors in 

response to three specific dimensions: entrepreneurial, engineering and administrative. They have 

identified four main strategies: prospectors, analysers, defenders and reactors. Prospectors and 

defenders are extreme behaviors while analysers are hybrid strategies, putting in evidence the 

combined particularities of prospectors and defenders organisations.  

 

Prospectors aim to develop new products and services, focusing on advertising and sales 

promotion to build a competitive advantage. On the other hand, defenders attempt to preserve 

their existing market position, and focus on improving efficiency at operational level. Cost 

control and optimization of capabilities are also critical characteristics of this strategy. 

 

Analysers focus on two types of distinct activities. The first ones are relatively stable (insisting 

on learning curve and procedures formalization), while the second are dynamic (competitive 

scanning, creativity). 
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Finally, reactors have no viable strategies. They are sensitive to environmental transformation 

and threats but are not able to identify and implement appropriate responses. They lack coherence 

between strategic and organizational choices, and do not try to evolve unless they encounter 

external constraints. 

 

Research proposition 

 

Previous studies dealing with strategic options in declining and in deregulated sectors have 

focused on the necessity to make a clear strategic choice. Therefore, a successful firm behaviour 

may consist in implementing only one strategic option, choosing among differentiation, cost 

leadership or niche strategy. 

 

In contrast with the results of these empirical studies, the hypercompetition approach 

recommends to the existing firms to simultaneously develop and combine several types of 

competitive advantage. The opposition between these two recommendations leads to the 

necessity to choose one or several strategies options (Porter, 1980): 

- a cost leadership strategy: a firm produces and sells at lower cost than its competitors; 

- a differentiation strategy: is based on any distinctive organizational capability that 

represents a competitive advantage;  

- a niche market leadership: the firm develops a very specific expertise meeting the specific 

needs of a consumer group.  

 

Porter notes that the worst position for a firm is to be “stuck in the middle”, striving to adopt 

simultaneously more than one generic strategy, each type of competitive advantage being 

considered as independent and specific. However, the findings of many empirical studies are in 

contradiction with the validity of this assertion. Some authors have demonstrated that both 

differentiation and cost leadership strategies can be implemented simultaneously and profitably 
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(Hill, 1988; Miller and Dess, 1993; Wright, 1987). Therefore, the necessity to choose between 

various types of competitive advantage cannot be considered as universally valid. On the other 

hand, as previous studied showed in declining and deregulated sectors, this strategic choice 

should be made in direct relation to the specific conditions of the market, especially if the sector 

is in crisis. 

 

Taking into account this theoretical background and the contextual elements of the Languedoc-

Roussillon region, this study attempts to investigate the specific strategic choices implemented by 

wine producing SMEs.  

 

 

Research methodology 

 

In the first stage of the research project an exploratory study was realised applying qualitative 

methods. A series of academic and professional articles and reports have been reviewed in order 

to identify the existing theories and studies regarding the strategic choice of firms in a decline or 

crisis situation. Then, five wine producers have been interviewed, selected from the existing 

regional winemakers because of to their dynamic profiles.  

 

The second stage of this empirical study consisted in a quantitative study. The targeted 

population was composed of 3100 wine makers, mainly owners and directors of firms located in 

the Languedoc-Roussillon region in France. The selected firms are making and bottling their own 

wines, but they can also bring grapes to the winery or sell in bulk. 

 

In order to collect primary data, a questionnaire has been created and then tested through the 

interviews realized with five wine producers during the Vinisud 2008 wine exhibition organized 

in Montpellier. Twenty other questionnaires have been completed by wine producers during this 

same exhibition. Then, between May and June 2008, the semi-structured questionnaire has been 

sent to 1000 contacts randomly chosen among the targeted population. The final answer rate 

reached 16%.  
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Results and implications 

 

 

Profile of respondent firms 

 

The respondent firms are originating mainly from two regions: Aude (45.63% of respondents) 

and Hérault (44.38% of respondents). From these, 42.5% are relatively young, being created after 

1998. Considering the agricultural surface of the wineyard and the number of permanent 

employees, all investigated firms can be considered SMEs.  

 

Competitive pressure 

 

The interviewed wine producers indicated that the increased competitive pressure is the main 

effect of the crisis on their organisation. Since the beginning of year 2000, most of the 

investigated firms have perceived an increasing competitive pressure. The returned 

questionnaires indicated that more than 68% of all investigated firms perceived increased 

competitive pressures since the year 2000. 

 

 

Table 1. The perceived level of competitive pressure reported by the investigated firms after 

year 2000 

 

The perceived level of 

competitive pressure 

            Frequency              Percentage 

Decreasing 3      1.9 

Stable 48 30 

Increasing 109     68.1 

Total 160 100 
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Strategic choices 

 

All investigated firms have adopted one, or a combination of the three generic strategies 

described by Porter. The most preferred option is the combination of differentiation and niche 

strategy (more than 47% of the responding firms).  

 

Table 2. The strategic options implemented by the investigated firms 

 

Strategic options            Frequency           Percentage 

Niche                   21                 13.1 

Differentiation                   36                 22.5 

Cost leadership                     6                   3.8 

Niche + Differentiation                   76                 47.5 

Niche + Cost leadership                     3                   1.8 

Differentiation + Cost leadership                     4                   2.5 

Niche + Differentiation + Cost leadership                   14                   8.8 

Total                 160 100 

 

This choice should be understood from a dynamic point of view: facing difficulties, most of these 

firms simultaneously tried to differentiate their offers and to focus on a particular segment of 

consumers, using their distinctive competitive advantages. In fact, the niche and the 

differentiation strategies defined by Porter are not fundamentally different, with the exception of 

their strategic target (the market as a whole, or a particular segment of consumers). Our 

interpretation of this strategic choice is reinforced by the low percentage of firms that have 

adopted only the niche strategy. 

 

On the other hand, it is clear that the implementation of cost leadership as a unique strategy, or 

even combined with a differentiation or niche strategy, is not considered as a viable option by the 

majority of investigated firms (less than 4% of the investigated firms adopted this strategy). 

Indeed, existing studies confirm that most wine producers focused on increasing wine quality, 
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brand recognition and customer loyalty, attempting not only to satisfy the consumer but also to 

obtain more important and constant profit margins (Montaigne, 2005).  

 

8.8% of the responding firms have adopted a combination of the three generic strategies 

described by Porter. Futures investigations should focus on the performance of these firms, as 

previous studies showed that such an option was leading to a lower organizational performance 

(Kling and Smith, 1995; Lambkin, 1990). 

 

The strategic implementation 

 

The information provided by respondents validates the model proposed by Tichy and Devanna 

(1986) and Hambrick and D’Aveni (1988): the owners-managers of small wineyards did not take 

decisive action during the decline stage of the regional industry (2000-2003), hoping that the 

negative market situation will reverse. In many cases, these managers did not change their usual 

strategy of producing and distribution wine not even after the start of the acute market crisis in 

2004. When changes were made, they were usually too little and too late to increase the 

competitiveness of these firms.  

 

Strategic change took place mainly in 2006 and 2007, when many wineyard owners renounced 

the low cost/low quality production and adopted a differentiation strategy in terms of branding 

and quality. However, despite this evolution towards a good strategic choice, three circumstances 

determined a further aggravation of the crisis, leading to lower competitivity and 

hypercompetition:  

a. the low level of business expertise of wine producers determined a fragmented and 

uncoordinated strategic change; 

b. the almost simultaneous transformation of strategic orientation in a large number of directly 

competing firms, triggered by a “me too” effect, further agglomerated a market in difficulty 

because reduced consumption and international overproduction; 

c. the dissolution of traditional value-added chains at regional level, determined by a change in 

the strategy of local distributors drastically reduced the revenue stream of small producers, at a 
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moment when the implemented strategic changes created a need for additional investment 

resources.  

 

 

Concluding remarks 

 

Considering the specific situation of small and medium-sized wine producers from the 

Languedoc-Roussillon region in the south of France, this study investigated the strategic options 

implemented by these organizations during the regional industry evolution through a decline 

phase, followed by an acute crisis of overproduction. As a response to the increased structural 

difficulties experienced on the local and national market, the majority of respondents selected a 

combined strategy: niche + differentiation, which can be explained on one hand by their small 

size and limited resources, and on the other hand, by the market evolution towards a demand 

centered on differentiated branding and better quality.  

 

Despite these interesting findings, the exploratory nature of this study does not allow a full 

comprehension of the structural changes determined by the transformation of the business 

environment, at market, competition and organizational level. Future research should further 

expand this project into two complementary directions: 

- an analysis of a larger number of firms, in order to validate the qualitative results evidenced in 

this study; 

- a detailed analysis of the inter-related elements that determined the dynamic of change in the 

specific competitive environment of the Languedoc-Roussillon region.   
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Abstract 

This research seeks to investigate just how location impacts on the innovation capacities 

of knowledge intensive business service (KIBS) firms. Does locating near the main 

urban centres influence the capacity of these firms to leverage both innovation and 

financial performance? In this article, we find that location does hold an influence over 

KIBS firm innovation capacities and it is therefore correspondingly relevant to take firm 

location into consideration and thereby contributing to the literature on innovation. The 

results of the econometric models estimated for a sample of 442 KIBS demonstrate 

location is a variable influencing firm innovation capacity. The closer the location to the 

larger urban centres, the greater the innovative capacity and financial performance of 

this firm type. Different levels and types of innovation were also identified by firm 

location.  

  

Key Words: Location, Innovation, KIBS, Performance.  

 

1. Introduction 

Ever since the 1980s, there has been steadily rising interest in the service sector, which 

gained international recognition and especially within the framework of regional 

development as Europe and North America grew concerned over the fallout from 
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deindustrialisation (Muller & Doloreaux, 2009). Hitherto, services had been broadly 

dismissed as mere subsidiaries of the transformative activities. Furthermore, in the last 

two decades, attention has particularly focused on the functions served by the service 

sector. Despite the growing awareness that innovation is not limited to technical 

processes and products, recent research has mostly concentrated exclusively on 

technical innovation and especially in the transformative industrial sector (Becker & 

Dietz, 2004; Huergo & Jaumandreu, 2004; Lynskey, 2004; Nieto & Santamaria, 2005). 

Only more recently has attention turned to focus on innovation in the service sector 

(Gallouj & Weinstein, 1997; Tether, 2003). According to Tether et al. (2001), 

innovation in service firms is traditionally perceived as something taking place only 

slowly and over the course of much time. Services were seen as incapable of innovation 

in and of themselves and only adopted innovations generated by transformative industry 

firms. Additionally, according to Pavitt (1984), the smaller the scale of service firms, 

the less they tend to directly engage in research and development (R&D) proving mere 

recipient accumulators of technology and innovation produced by other sectors.  

Within the service industry, the rapid growth of the knowledge intensive business 

service (KIBS) sector has reflected its increasingly important role in innovation 

processes (Muller, 2001; Howells & Tether, 2004; Toivonen, 2004; Koch & Stahlecker, 

2006). This KIBS involvement in innovation is affirmed above all by the fact that these 

firms play a complex role (and not simply meeting the needs of market demand but 

more specifically those of its clients) involving establishing bridges of knowledge and 

innovation between firms and science (Miles et al., 1995; Czarnitzki & Spielkamp, 

2003). This emphasis on KIBS firms rises to the extent that some authors propose we 

are on the cusp of a third industrial revolution (Tether & Hipp, 2002). Sheamur and 

Doloreaux (2008) demonstrate how KIBS contribute to innovation and regional 

competitiveness through the way in which they interact with other local actors in the 

production of innovation and consequently boosting regional development through 

generating synergies. According to Cooke et al. (2004), firm innovation capacities and 

strategies vary in accordance with the region where they are located (Cooke et al., 

2004). Thus, we arrive at the following research questions: where do KIBS firms opt to 

locate and what are the effects of this location choice on their innovative capacity? This 

research project analysed these issues in order to provide a better understanding of the 

effects of location on this firm type.  
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The locations and contributions to local economies of these firms have been subject to 

analysis by diverse authors (O hUallachain & Reid, 1991; Coffey & Shearmur, 1997; 

Gong, 2001). Their location in urban environments, their sensitivity to general 

economic agglomeration (Eberts & Randall, 1998; Poehling, 1999; Wernerheim & 

Sharpe, 2003) and their tendency to form spatial clusters (Coe, 1998; Keeble & 

Nachum, 2002) has been documented through recourse to various different 

methodologies. A large majority of these studies seek to research local economic 

dynamics, regional development and the reasons behind some regions growing faster 

and further than others (Moyart, 2005). Despite the growing body of research on this 

field, there are still few studies examining the impact of KIBS innovative capacities on 

regions (Shearmur, 2011). Particularly in relation to the KIBS firm location, earlier 

research has returned contradictory results. According to Malecki et al. (2004), KIBS 

firms mostly locate in cities as these are the sites par excellence not only for business 

sector innovation but also for the networks able to drive such innovation. However, 

Sheamur and Doloreaux (2008) find that KIBS actually prefer to opt for rural locations. 

These findings reflect a need for further research concentrating on the location of this 

firm type given the importance of location both to the academic field in itself and to 

business practice in general. There is much yet to be appropriately explained and we 

still do not understand the way in which business managers take decisions on location. 

In this article, we propose that location does wield an effect on the innovation capacities 

of KIBS firms and therefore confirming that the location of these firms does play a 

relevant role and correspondingly overcoming a gap thus far existing in the literature. 

Hence, the objective of this study is that of exploring the effects of location: does 

proximity to major urban centres influence the innovative capacities of KIBS firms and 

consequently raise their financial performance levels?   

The article is structured as follows: following this introduction, section two approaches 

firm innovative capacities and the relationship between those present at KIBS firms and 

their respective locations. In section three, we set out both the sample as well as the 

methodology applied. Section four then presents and discusses the results before we 

close with our main conclusions. 

 

 

2. Literature Review 
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Innovation is a process involving the organisation in its full extent while simultaneously 

conditioning organisational behaviour (Kline, 1985; Nelson & Winter, 1982; Wakelin, 

1998; Yam et al., 2011). Study of the organisational variables conditioning innovation 

opens up a very important path to grasping the innovation capacities in effect at firms 

(Román et al., 2011). The innovative behaviour of firms is commonly measured 

according to their innovation capacities (Cohen & Levinthal, 1990; Teece et al., 1997). 

The firm has to internally adapt to whatever needs stem from the innovation process in 

order to attain the sought after innovative capacity (Nonaka & Takeuchi, 1995; Hult et 

al, 2004). Capacity is thus fundamental to studying innovation, which in turn raises the 

question: just what is innovative capacity? According to Hull & Covin (2010), the 

greater the capacity for learning, the quicker the firm will be able to respond and meet 

changing marketplace demands, such as through the launch of new products. Hence, the 

greater the intensity of knowledge, the greater the innovative capacity level. Forsman 

(2011) proposes that innovative capacity is a phenomenon made up of variables 

including the firm’s internal resources and capacities and its participation in networks of 

cooperation. Innovation is, in every sector of the economy, fundamental for firms 

surviving and prevailing in an increasingly globalised world. Innovation enables firms 

to respond to the diversified and constantly evolving demands and ensures 

improvements are leveraged across the different domains and activities of society 

(Cooke et al, 2004). Thus, innovation is seen as the motor of progress, of 

competitiveness and of economic development (Romer, 1994; Johansson et al., 2001). 

Correspondingly, innovative firms may be expected to turn in better economic-financial 

performances (Ferreira, 2010; Kostopoulos et al., 2011; Forsman, 2011). 

Currently, there is support for the idea that there are differences in the innovation 

performances registered between regions with the respective firm innovation levels and 

strategies conditioned by the surrounding region of location (Cooke et al., 2004). 

However, government support policies also prove fundamental to innovation capacities 

and technological changes in regions, and especially in rural areas (Doloreux & Dionne, 

2008). According to the OECD (2007), the motivation that should underpin studies on 

the differences between regional innovation differentials is the identification and 

justification for policies enabling more disadvantaged regions to attain better innovation 

performance levels. Nevertheless, there are still few studies examining the impact of 

innovation brought about by KIBS firms at the regional level (Shearmur & Doloreux, 

2008). The KIBS studies thus far published focus analysis on: (i) the impact on 
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employment (Chadwick & Glasson, 2008; Shearmur & Doloreux, 2008); (ii) the impact 

on the growth of cities (Simmie & Strambach, 2006; Aslesen & Isaksen, 2007a); (iii) 

the effect of proximity on the transfer of knowledge and on clients (Aslesen & 

Jakobsen, 2007); (iv) the effect of innovation on the transformative industry and the 

relationship with cooperation (Muller, 2001; Aslesen & Isaksen, 2007b; Muller & 

Doloreux, 2009); and (v) the relationship with the innovation systems in effect in the 

surrounding environment (Hu et al., 2006; Koch & Stahlecker, 2006).  

Miles et al. (1995) distinguish three key KIBS characteristics: (i) the high importance 

such firms attribute to professional knowledge; (ii) their desire to be the entities making 

primary recourse to information and knowledge or deploying their knowledge to 

produce services and acting as intermediaries between these services, their clients and 

their production processes; and, (iii) the great importance of the service types supplied 

to firms in terms of competition and competitiveness.  

At this point, we should emphasise that the literature breaks KIBS firms down into two 

main categories (Frell, 2006; Miles et al., 1995; Doloreux & Muller, 2007, Shearmur & 

Doloreux, 2008): (1) technological KIBS (t_KIBS), which covers activities related to 

information technologies, R&D, engineering, architecture, consulting, testing and 

analytical techniques; and (2) professional KIBS (p_KIBS), incorporating firms 

providing legal, accountancy, registration, auditing, fiscal consultancy and market study 

services as well as the entire publicity sector. According to research carried out by Frell 

(2006), the t_KIBS employ members of employees with higher levels of qualification 

with this interrelated with their levels of innovation whilst in the case of p_KIBS, 

suppliers and clients drive innovation.  

KIBS are, irrespective of their type, perceived as directly influencing the innovation 

capacities of their clients and thereby making a fundamental contribution to innovation 

systems. Cooke and Leydesdorff (2006) back this position in arguing that KIBS 

represent an important link in the creation of local innovation infrastructures, thus 

contributing to the region building up its own competitive advantage. Similarly, 

Aslessen and Isaksen (2007) verify a strong KIBS presence in urban areas and basing 

their explanation for this on the laws of supply and demand. Urban environments have 

more favourable pre-conditions, such as knowledge producing organisations 

(universities and research centres) able to contribute to developing KIBS activities 

(Keeble & Nachum, 2002; Aslesen & Isaksen, 2007).  
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Other researchers advocate studying the innovation actually ongoing at KIBS firms and 

not in terms of the relationship with other firms and thereby making their respective 

surrounding region more competitive in relation to others. KIBS correspondingly tend 

to prefer locating in regions displaying socio-cultural and institutional structures 

enhancing the incidence of continuous learning and innovation, which reflects in a 

preference for entrepreneurial regions (Markusen, 1999; Keeble & Nachum, 2002; 

Cooke et al., 2004; Doloreux, 2004).  

KIBS are furthermore identified in regions where the need for development becomes 

more necessary (McCann, 2007). Therefore, different firm types require different types 

of knowledge intensity and contact networks and KIBS firms correspondingly tend to 

locate more in urban areas where such networks may be more easily leveraged thereby 

facilitating the sharing of intensive knowledge (Crevoiser & Camagni, 2001; Malecki, 

2007). 

 

3. METHODOLOGY 

3.1. Data 

The sample was obtained from a database made up of a total of 34,971 KIBS firms. We 

selected firms according to their CAE (Rev.3) and NACE (Rev. 2) codes, in keeping 

with other research projects (Frell, 2006, Miles et al., 1995; Doloreux & Muller, 2007, 

Shearmur & Doloreux, 2008), in order to include both KIBS firm types: t_KIBS (which 

covers activities related to information technologies, R&D, engineering, architecture, 

consulting, testing and analytical techniques), and p_KIBS (incorporating firms 

providing legal, accountancy, registration, auditing, fiscal consultancy and market study 

services as well as the entire publicity sector).  

Either a face-to-face and/or via telephone questionnaire was completed at 442 KIBS 

firms on mainland Portugal. The sample was selected by the convenience method and 

included all 18 Portuguese districts in the research. We correspondingly carried out 

approximately 25 questionnaires in each NUT III region, of which 27.8% belong to the 

North Region, 35.7% to the Centre Region, 7.5% to the Lisbon Region, 23.3% to the 

Alentejo Region and 5.7% to the Algarve Region. 

 

3.2. Definition and measurement of variables 
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In terms of the methodology utilised to describe the KIBS profiles, we determined the 

absolute and relative frequencies for the qualitative variables whilst calculating averages 

and standard deviations for the quantitative characteristics.  

As regards our modeling of the factors of location influencing innovations, we adopted 

two approaches: one took into account the firm location in terms of its NUT II region 

and the other accounted for the distance to the main Portuguese urban conurbations, 

Lisbon and Oporto. As regards innovations, we studied the number of service 

innovations, the number of process innovations, and the total number of innovations 

(services, processes, organisational, introduction of already existing services into new 

markets, patents, launching brands and new designs for services and processes).  

In the models calculated, the dependent variable corresponds to a discrete count variable 

in accordance with the count model approach. We ran calculations according to the 

Poisson and Negative Binomial models in addition to the Akaike Information Criterian 

(AIC) and Bayesian Information Criterian (BIC) and the R
2
. The method best adjusting 

to the data is based upon Poisson distribution and hence this methodology was 

correspondingly adopted (Cameron & Trivedi, 2005). The Poisson distribution for 

determining the probability of events occurring over a period time is calculated by 

, in which µ corresponds to the average process rate. Poisson 

regression is derived from the Poisson distribution through a re-parameterisation of the 

relationship between the average µ and the regressors x ( .  

In this model, the control variables introduced to the regressions were the ages of the 

firm and its manager/owner, KIBS type (p_KIBS vs t_KIBS) and business turnover 

(less to €50,000 vs. over €500,000 annually). The Poisson regression parameters were 

estimated by the maximum likelihood method with robust standard levels of estimated 

error eliminating heteroscedasticity given this regression methodology is intrinsically 

heteroscedastic, introducing a bias into the estimate variance compromising the validity 

of the statistical significance of estimates. 

We estimated three models for each of the aforementioned innovations. For model I, the 

independent variables, in addition to firm characteristics, with location in terms of NUT 

II applied to serve as a dummy variable. Model II applied the shortest distance to 

Lisbon  and Oporto (more specifically ,  and the square 

of these variables) as their independent variables. In model III, we deployed the regional 
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dummies and the distances. To evaluate the model quality of adjustment, we adopted 

the pseudo-R
2
 proposed by Cragg and Uhler and applied the Vuong test for comparison.  

All the calculations made recourse to the pscl procedure in software R version 2.14 (R 

Foundation for Statistical Computing) and IBM-SPSS version 18.0 (IBM Corporation). 

Table 1 provides the results returned by the variables characterising the firms. The 

results are presented both for the sample as a whole and broken down by NUT II 

location.  

 

3.2.1 KIBS type and location  

The distinction between KIBS type, whether professional (p_KIBS) or technological 

(t_KIBS) based, is identified by various authors (Frell, 2006; Miles et al., 1995; 

Doloreux & Muller, 2007, Shearmur & Doloreux, 2008). This sample includes 34.2% 

t_KIBS and 65.8% p_KIBS (table 1).  

 

3.2.2 Financial performance and location  

There is broad backing from a range of authors that innovation capacities positively 

influence financial performance (Ferreira, 2010; Kostopoulos et al., 2011; Forsman, 

2011). In our study, we sought to measure this impact in detail. Financial performance 

is measured through turnover in keeping with other studies (He & Wong, 2004; Fusfuri 

& Tribó, 2008)  

We found that 34.4% turned over less than €50,000 (33% in p_KIBS and 37.1% in 

t_KIBS), 25.2% between €50,000 and €100,000 (28.9% in p_KIBS and 17.9% in 

t_KIBS), 19.9% between €100,00 and €200,000 (19.6% in p_KIBS and 17.9% in 

t_KIBS) and 7% over €500,000 (4.8% in p_KIBS and 11.3% in t_KIBS) (table 1). 

 

3.2.3 Profile of the firm leader and location  

The need to establish a relationship between the decisions of firm leaders and their 

personal characteristics, such as their parents’ professions, gender (male/female), ethnic 

background, academic qualifications, years of experience in the sector of activity; age 

and firm years of operation have all attracted the attention of researchers (Mitchell et al., 

2002; Lafuente et al., 2010). 

The average reported age of firms was 11±6.9 years (11.6±7 years at p_KIBS and 

9.9±6.5 years at t_KIBS) and their managers was 41.9±8.1 years (42.4±8.2 years at 

p_KIBS and 41±8 years at t_KIBS), and higher in the Lisbon region (43.3±8.5). 



9 
 

 

3.2.4 Characterisation of human resources and location  

 

Various authors point out how organisations employing better qualified human 

resources display a greater ability to engage in innovation processes (Oakey et al., 1980; 

Jaffe et al, 1993; Paci & Usai, 2000; Kim & Knaap, 2001; Sohn et al., 2003; Fischer & 

Varga, 2003). Miles et al. (1995) and Delmar and Wennberg (2010) state that as KIBS 

firms deploy and develop highly intensive knowledge then they also employ members 

of employees with higher education levels of academic qualifications. According to 

Frell (2006), t_KIBS display a need for more intensive knowledge and corresponding 

employ more highly qualified professionals than p_KIBS. 

In table 1, we find that the average number of employees stands at 4.5±7.5 (in the North 

this drops to 3.7±2.6 while rising to 6.1±13.7 in the Alentejo, and 4.6±8.7 years at 

p_KIBS and 4.3±4.2 years at t_KIBS), with 81.2% of employees on average having 

completed university level education (in the Algarve, this percentage dropped to 72.5%, 

and stood at 81.4% at p_KIBS and 27.4% at t_KIBS). 
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Table 1 – Descriptive statistics: profile of business leader by KIBS location  

  

Region KIBS 

North Centre Lisbon Alentejo Algarve Total p_KIBS   t_KIBS 

N % N % N % N % N % N % N % N % 

KIBS 
p_KIBS 78 63.40% 107 67.70% 19 57.60% 69 67.00% 18 72.00% 291 65.80% 

  
    

t_KIBS 45 36.60% 51 32.30% 14 42.40% 34 33.00% 7 28.00% 151 34.20% 
  

    

Financial 

Performance  

Less than €50,000 42 34.10% 54 34.20% 8 24.20% 40 38.80% 8 32.00% 152 34.40% 96 33.00% 56 37.10% 

From €50,000 to 

€100,000 
33 26.80% 44 27.80% 4 12.10% 27 26.20% 3 12.00% 111 25.10% 84 28.90% 27 17.90% 

From €100,000 to 

€200,000 
21 17.10% 28 17.70% 13 39.40% 18 17.50% 8 32.00% 88 19.90% 57 19.60% 31 20.50% 

From €200,000 to 

€300,000 
10 8.10% 9 5.70% 2 6.10% 5 4.90% 4 16.00% 30 6.80% 17 5.80% 13 8.60% 

From €300,000 to 

€400,000 
7 5.70% 5 3.20% 1 3.00% 5 4.90% 1 4.00% 19 4.30% 15 5.20% 4 2.60% 

From €400,000 to 

€500,000 
2 1.60% 4 2.50% 1 3.00% 4 3.90% 0 0.00% 11 2.50% 8 2.70% 3 2.00% 

Over €500,000 8 6.50% 14 8.90% 4 12.10% 4 3.90% 1 4.00% 31 7.00% 14 4.80% 17 11.30% 

Firm Age  
Mean ± SD 10.8 ± 7.1 10.7 ± 7.4 11.2 ± 6.4 11.5 ± 5.7 11 ± 7.2 11 ± 6.9 11.6 + 7 9.9 + 6.5 

Median (Min - Max) 10 (1 - 46) 10 (1 - 29) 9 (3 - 29) 11 (1 - 27) 11 (1 - 27) 10 (1 - 46) 11 (1 - 46) 9 (1 - 29) 

Manager 

Age  

Mean ± SD 41.4 ± 8.3 42 ± 8.6 43.3 ± 8.5 41.8 ± 6.9 41.7 ± 8.9 41.9 ± 8.1 42.4 + 8.2 41 + 8.0 

Median (Min - Max) 40 (27 - 73) 41 (24 - 68) 42 (30 - 60) 41 (28 - 59) 41 (30 - 61) 41 (24 - 73) 41 (24 - 73) 40 (27 - 65) 

Total 

number of 

employees 

Mean ± SD 4.4 ± 5.5 3.7 ± 2.6 4.6 ± 4 6.1 ± 13.7 4 ± 2.3 4.5 ± 7.5 4.6 + 8.7 4.3 + 4.2 

Median (Min - Max) 3 (1 - 50) 3 (1 - 21) 3 (1 - 17) 4 (1 - 110) 4 (1 - 10) 3 (1 - 110) 3 (1 - 110) 4 (1 - 44) 

% Graduate 

employees 

Mean ± SD 78.4% ± 30.7% 84% ± 22.2% 82.9% ± 18.6% 81.6% ± 27.3% 72.5% ± 29.8% 81.2% ± 26.3% 81.4% ± 25.8% 80.8% ± 27.4% 

Median (Min - Max) 100% (0% - 100%) 100% (0% - 100%) 83% (33% - 100%) 100% (0% - 100%) 80% (0% - 100%) 100% (0% - 100%) 100% (0% - 100%) 100% (0% - 100%) 

Note: SD – Standard deviation; Min – Minimum; Max - Maximum 
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3.2.5 Innovative capacities  

Sundbo (1998) advocates the measurement of service sector innovation according to: (i) 

new products or services; (ii) new processes; (iii) new forms of organisation and 

management; (iv) new marketing techniques; (v) alterations to the physical form of 

objects; (vi) changes in intellectual terms (consultancy services); (vii) new means of 

transporting products; (viii) launching new strategies. Furthermore, according to 

Camacho and Rodrigues (2005), this requires adopting a combination of theories, 

ranging from the most recent to the most longstanding studies on service sector 

innovation. Indeed, innovation in this type of sector needs grasping beyond the mere 

introduction of new products or processes. Furthermore, the growing importance of firm 

innovation, especially KIBS, to competitiveness and regional development has gained 

growing recognition in the literature (Malecki et al, 2004; Wood, 2005; Muller & 

Doloreux, 2009). The literature also backs the significance of the role of KIBS in 

regional innovation systems, especially for transformative industry support activities 

and small and medium sized firms in general (Cooke, 2001; Wood, 2005). 

Table 2 describes the number of innovations, by typology and according to NUT II. On 

average, the sample firms undertook 1.7±0.9 innovations in services in 2009, with the 

Alentejo the region with the lowest average number of innovations (1.5±0.8). In terms 

of the average number of process innovations, this returned a lower rate (0.1±0.4) with 

the total number of innovations averaging out at 1.8± 1. 

 

Table 2 – Descriptive statistics: number of innovations by locations  

  
Region 

North Centre Lisbon Alentejo Algarve Total 

Innovations in 

services  

Mean ± DP 1.8 ± 0.9 1.7 ± 0.9 2.1 ± 0.9 1.5 ± 0.8 1.9 ± 0.8 1.7 ± 0.9 

Median (Min - Max) 2 (0-3) 1 (0-4) 2 (1-3) 1 (0-4) 2 (1-3) 2 (0-4) 

Innovations in 

processes  

Mean ± DP 0.1 ± 0.6 0 ± 0.3 0 ± 0 0.1 ± 0.3 0 ± 0.2 0.1 ± 0.4 

Median (Min - Max) 0 (0-4) 0 (0-3) 0 (00) 0 (0-2) 0 (0-1) 0 (0-4) 

Total of 

innovations  

Mean ± DP 1.9 ± 1 1.9 ± 1.2 2.1 ± 0.9 1.6 ± 0.9 1.9 ± 0.8 1.8 ± 1 

Median (Min - Max) 2 (0-5) 2 (1-9) 2 (1-3) 1 (0-6) 2 (1-3) 2 (0-9) 

Note: SD – Standard deviation; Min – Minimum; Max - Maximum 
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4. RESULTS 

4.1. Econometric estimations 

 

The econometric model estimations for the number of service innovations are set out in 

Table 3. Model 1, including the variables of firm location by NUT II region, reports that 

regarding the control variables, firm age (B=-0.02, Z=-3.82, p < .01) and manager age 

(B=0.02, Z=3.26, p < .01), have a statistically significant influence on the number of 

innovations in services. Hence, the older the firm, the fewer the number of innovations 

and the older its manager, the greater the number of innovations. In terms of the 

regional dummy variables, we report that firms in the North (B=0.20, Z=3.08, p < .01), 

Centre (B=0.13, Z=2.11, p <.05), Lisbon (B=0.31, Z=3.42, p < .01) and the Algarve 

(B=0.26, Z=2.73, p < .01) produce, on average, a greater number of service innovations 

than firms located in the Alentejo.  

In model 2, which includes base 10 location logarithm variables for the distances to 

Lisbon and to Oporto, as well as their squared results, we also find that firm age (B=-

0.02, Z=-4.09, p < .01) and manager age (B=0.02, Z=3.50, p < .01) has a statistically 

significant influence on the incidence of service innovations. As regards the distance 

related variables, there is no statistically significant influence on the number of service 

innovations.  

In model 3, including the regional dummy variables and the distances, we find that firm 

age (B=-0.02, Z=-2.99, p < .01) and manager age (B=0.02, Z=3.39, p < .01) has a 

statistically significant influence on the incidence of service innovations. As regards the 

location variables, we find that firms in the North (B=0.43, Z=3.21, p < .01), Centre 

(B=0.25, Z=2.85, p < .01), Lisbon (B=0.35, Z=2.14, p < .05) have higher rates of 

service innovations and the greater the distance from Oporto (B=0.26, Z=2.56, p < .05), 

the greater the number of innovations. The Vuong test reports that Model 3 is 

statistically more explicative at p < .10 than Model 1 and at p < .01 is more explicative 

than Model 2. Thus, we find Model 3 is significantly better able to explain the number 

of service innovations taking place at KIBS firms. 
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Table 3 – Count models: Dependent variable – Number of service innovations 

 
Model 1 

 
Model 2 

 
Model 3 

 
B SE Z 

 
B SE Z 

 
B SE Z 

Intercept -0.10 0.18 -0.56 
 

0.02 0.19 0.13 
 

-0.34 0.20 -1.70 

t_KIBS 0.02 0.05 0.45 
 

0.02 0.05 0.48 
 

0.02 0.05 0.47 

Firm age  -0.02 0.01 -3.82*** 
 

-0.02 0.01 -4.09*** 
 

-0.02 0.01 -3.86*** 

Manager age  0.02 0.00 3.26*** 
 

0.02 0.00 3.50*** 
 

0.02 0.00 3.53*** 

TO > €400,000 0.13 0.09 1.49 
 

0.14 0.09 1.65* 
 

0.12 0.09 1.38 

No. employees 0.00 0.00 0.26 
 

0.00 0.00 -0.23 
 

0.00 0.00 0.25 

Graduate employees (%) 0.06 0.09 0.68 
 

0.05 0.09 0.49 
 

0.10 0.09 1.10 

North 0.20 0.07 3.08*** 
    

0.43 0.13 3.21*** 

Lisbon 0.31 0.09 3.42*** 
    

0.35 0.16 2.14** 

Centre 0.13 0.06 2.11** 
     

0.25 0.09 2.85*** 

Algarve 0.26 0.09 2.73*** 
    

0.20 0.11 1.86* 

log10(DL) 
    

0.00 0.09 0.00 
 

-0.03 0.17 -0.18 

log10(DP) 
    

0.02 0.06 0.28 
 

0.26 0.10 2.56** 

(log10(DL))2 

    
0.04 0.06 0.65 

 
-0.04 0.08 -0.53 

(log10(DP))2 

    
0.00 0.06 -0.03 

 
0.11 0.08 1.42 

N 
 

437 
  

437 
   

437 
  

Pseudo-R2 
 

0.071 
  

0.058 
   

0.077 
  

-2LL 
 

30.18 
  

24.59 
   

32.99 
  

AIC 
 

1227.3 
  

1232.9 
   

1232.5 
  

BIC 
 

1272.2 
  

1277.8 
   

1293.7 
  

V test (M1 vs M2) 
 

1.93** 
         

V test (M1 vs M3) 
 

-1.32* 
         

V test (M2 vs M3) 
 

-2.33*** 
         

Note: * p < .10, ** p < .05, *** p < .01; B: Regression coefficient; SE: Standard error; Z: Z-test; TO > 400.000€ - Turnover greater than €400,000; Graduate employees (%):Percentage of 

employees holding university level education qualifications; DL: Distance to Lisbon; DP: Distance to Oporto; Pseudo-R2: Cragg and Uhler's pseudo r-squared; -2LL: -2 Log likelihood; 

AIC: Akaike Information Criterion; BIC: Bayesian Information Criterion; V Test: Vuong test 
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The process innovation models are set out in Table 4. In model 1, which includes the 

firm location by NUT II region variable, we find that the control variables, firm age 

(B=-0.10, Z=-2.17, p < .05) and manager age (B=0.14, Z=2.75, p < .01) generate a 

statistically significant influence on the number of service innovations.  

As regards the dummy regional variable, the sample reports that firms located in the 

Lisbon region (B=-15.67, Z=-25.93, p < .01) on average implement a lower number of 

process innovations. In model 2, only manager age (B=0.13, Z=2.42, p < .05) proves to 

have any statistically significant influence on the number of process innovations. As 

regards the variables for distances, they display no statistically significant influence 

over process innovations.  

In model 3, we find manager age (B=0.13, Z=2.35, p < .05) has a statistically significant 

influence on the number of process innovations. In the case of the location variables, the 

findings show how the greater the distance from Oporto (B=-1.38, Z=-2.00, p < .05), the 

lesser the number of process innovations. The Vuong test reports that Model 3 and 

Model 2 are statistically equal in explanatory terms terms and are both statistically more 

explicative than Model 1 at p < .05. 
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Table 4 – Count Models: Dependent variable – Number of process innovations 

  Model 1   Model 2   Model 3 

  B SE Z   B SE Z   B SE Z 

Intercept -8.08 2.17 -3.72 

 

-8.82 2.14 -4.13 
 

-7.50 2.00 -3.75 

t_KIBS  -0.16 0.53 -0.31 

 

0.29 0.47 0.62 
 

0.33 0.39 0.84 

Firm age -0.10 0.05 -2.17** 
 

-0.06 0.04 -1.53 
 

-0.06 0.04 -1.56 

Manager age 0.14 0.05 2.75*** 
 

0.13 0.05 2.42** 
 

0.13 0.06 2.35** 

TO > €400,000 0.34 0.76 0.45 
 

-0.01 0.44 -0.01 
 

0.26 0.65 0.40 

No. employees -0.03 0.04 -0.80 
 

-0.04 0.05 -0.89 
 

-0.06 0.07 -0.95 

Graduate employee (%) 0.55 0.82 0.67 
 

0.36 1.09 0.33 
 

0.34 1.13 0.30 

North 0.79 0.63 1.25 
    

-1.61 1.21 -1.33 

Lisbon -15.67 0.60 -25.93*** 
    

-32.83 39.75 -0.83 

Centre -0.74 0.86 -0.86 
    

 

-1.22 1.04 -1.18 

Algarve -0.39 1.14 -0.34 
    

-0.22 1.22 -0.18 

log10(DL) 
   

 

2.58 2.05 1.26 

 

-1.29 4.99 -0.26 

log10(DP) 
   

 

-0.56 0.59 -0.96 

 

-1.38 0.69 -2.00** 

(log10(DL))2 

   
 

-2.45 2.55 -0.96 

 

3.94 7.57 0.52 

(log10(DP))2         0.49 0.32 1.53   0.20 0.40 0.50 

N 437 
  

 

437 
  

 

437 
  

Pseudo-R2 0.181 
  

 

0.313 

   

0.332 

  - 2 LL 35.59 
  

 

63.66 

   

67.83 

  AIC 234.1 
  

 

206.0 

   

209.82 

  BIC 278.9 
   

250.9 
   

271.0 
  

V test (M1 vs M2) -1.77** 
  

        V test (M1 vs M3) -2.02** 
  

        V test (M2 vs M3) -0.61 
          

Note: * p < .10, ** p < .05, *** p < .01; B: Regression coefficient; SE: Standard error; Z: Z-test; TO > €400,000 – Turnover greater than €400,000; Graduate employees (%): Percentage of employees holding university 

level education qualifications; DL: Distance to Lisbon; DP: Distance to Oporto; Pseudo-R2: Cragg and Uhler's pseudo r-squared; -2LL: -2 Log likelihood; AIC: Akaike Information Criterion; BIC: Bayesian 

Information Criterion; V Test: Vuong test 
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Finally, we modelled the total number of innovations and these results are detailed in 

Table 5. Model 1 reports that firm age (B=-0.02, Z=-3.49, p < .01), manager age 

(B=0.02, Z=3.51, p < .01) and annual firm turnover in excess of €400,000 (B=0.24, 

Z=2.33, p < .05) are factors with a statistically significant influence on the number of 

innovations. As regards the regional dummy variable, this demonstrates how firms in 

the North (B=0.20, Z=2.88, p < .01) and Lisbon (B=0.21, Z=2.26, p < .05) regions 

undertake a higher average number of innovations.  

In model 2, we also observe firm age (B=-0.02, Z=-3.32, p < .01), manager age 

(B=0.02, Z=3.45, p < .01) and annual firm turnover in excess of €400,000 (B=0.25, 

Z=2.40, p < .05) as the variables bearing a statistically significant influence over the 

number of innovations. However, the distance related variables returned no statistically 

significant influence on innovation incidence.  

Model 3 displays how firm age (B=-0.02, Z=-2.99, p < .01), manager age (B=0.02, 

Z=3.39, p < .01) and annual firm turnover in excess of €400,000 (B=0.23, Z=2.15, p < 

.05) all return a statistically significant influence on the number of innovations. In terms 

of the firm location characteristics, Centre region firms (B=0.23, Z=2.02, p < .05) attain 

higher numbers of innovations and proximity to Oporto boosts the total number of 

innovations according to a quadratic effect (B=0.14, Z=2.06, p < .05). The Vuong test 

reveals that Models 1 and 2 are equally statistically explicative, (p > .05) as are Models 

1 and 3, however Model 3 is more statistically explanative than Model 2 at p < .10. 
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Table 5 – Count models: Dependent variable – Total number of innovations 

  Model 1   Model 2   Model 3 

  B SE Z   B SE Z   B SE Z 

Intercept -0.13 0.23 -0.58 

 

0.05 0.25 0.20 
 

-0.22 0.25 -0.88 

t_KIBS  -0.04 0.05 -0.66 

 

-0.03 0.06 -0.48 
 

-0.02 0.05 -0.43 

Firm age -0.02 0.01 -3.49*** 
 

-0.02 0.01 -3.32*** 
 

-0.02 0.01 -2.99*** 

Manager age 0.02 0.01 3.51*** 
 

0.02 0.01 3.45*** 
 

0.02 0.01 3.39*** 

TO > €400,000 0.24 0.10 2.33** 
 

0.25 0.11 2.40** 
 

0.23 0.11 2.15** 

No. employees 0.00 0.00 -0.81 
 

0.00 0.00 -1.20 
 

0.00 0.00 -0.79 

Graduate employee (%) 0.04 0.11 0.39 
 

0.02 0.11 0.17 
 

0.06 0.10 0.54 

North 0.20 0.07 2.88*** 
    

0.43 0.34 0.18 

Lisbon 0.21 0.09 2.26** 
    

0.35 0.19 0.21 

Centre 0.14 0.08 1.79* 
    

 

0.23 0.11 2.02** 

Algarve 0.19 0.10 1.89* 
    

0.20 0.17 0.12 

log10(DL) 
   

 

-0.05 0.11 -0.48 

 

-0.12 0.26 -0.45 

log10(DP) 
   

 

-0.07 0.07 -0.99 

 

0.12 0.11 1.06 

(log10(DL))2 

   
 

-0.01 0.08 -0.19 

 

-0.07 0.11 -0.70 

(log10(DP))2         0.05 0.05 1.08   0.14 0.07 2.06** 

n 437 
  

 

437 
  

 

437 
  

Pseudo-R2 0.077 
  

 

0.074 

   

0.085 

   - 2 LL 33.01 
  

 

31.79 

   

36.73 

  AIC 1289.0 
  

 

1290.2 

   

1293.3 

  BIC 1333.9 
   

1335.1 
   

1354.5 
  

V test (M1 vs M2) 0.37 
  

        V test (M1 vs M3) -1.12 
  

        V test (M2 vs M3) -1.33* 
          

Note: * p < .10, ** p < .05, *** p < .01; B: Regression coefficient; SE: Standard error; Z: Z-test; TO > €400,000 – Turnover greater than €400,000; Graduate employees (%): Percentage of employees 

holding university level education qualifications; DL: Distance to Lisbon; DP: Distance to Oporto; Pseudo-R2: Cragg and Uhler's pseudo r-squared; -2LL: -2 Log likelihood; AIC: Akaike Information 

Criterion; BIC: Bayesian Information Criterion; V Test: Vuong test 
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Final Considerations  

 

The literature review broadly demonstrated the scope of the role undertaken by KIBS 

firms and how their presence and activities are important both to innovation taking 

place at other firms and innovation in the host region. This research project 

correspondingly sought to address the effects of location on KIBS firms and their 

innovative capacities. We thus sought to verify whether firm locations closer to the 

major Portuguese urban centres (Lisbon and Oporto) experience a positive effect on 

their innovative capacities. 

The empirical evidence reports that in the case of service innovation, the fact of firm 

location being further from these main markets negatively influences both this 

innovation type as well as the total number of innovations. Furthermore, the older the 

manager/owner positively influences, that is raises the incidence, of this innovation type 

and a factor that also remains valid for process innovations and for the total number of 

innovations processed by the firm. 

As regards the KIBS location in a specific region, we conclude that firms located in the 

North, Lisbon and Centre regions innovate their services with a greater degree of 

frequency than firms located in the Algarve and Alentejo. As regards the Centre region, 

we should highlight that firms located here, when analysing the total number of 

innovations, innovated more than in all other Portuguese regions. As regards the 

distance from the two main urban centres (Lisbon and Oporto), in the case of Lisbon, 

there were no statistically significant influences registered while in the case of Oporto, 

our findings show that the greater the KIBS proximity to this urban centre, the greater 

the innovation in services, in processes as well as in the total number of innovations. 

We should highlight that we do not report statistically significant evidence as regards 

innovation by KIBS type, professional or technological. These conclusions corroborate 

some of the findings in the literature in demonstrating that the closer the firm is located 

to the major urban centres, the greater the level of their innovations (Markusen, 1999; 

Keeble & Nachum, 2002; Cooke et al., 2004; Doloreux, 2004). As regards financial 

performance, we also conclude that this interrelates with the number of innovations. 

Hence, locations near urban centres not only foster innovation but also serve to boost 

firm financial performance and a finding in harmony with some authors in the literature 

(Kostopoulos et al., 2011; Forsman, 2011). 
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This study, we believe, contributes towards a better understanding of the innovative 

behaviours of KIBS firms and the effects caused by their location. Given 

entrepreneurship and innovation prove fundamental to regional development, this raises 

the need for the design of support and incentive policies for the founding and running of 

firms away from the major urban areas. Indeed, national development will only ever be 

able to attain the equal progress of the diverse different regions through the provision of 

effective and efficient innovation systems (Porter & Steiner, 2001). This study does find 

that the most innovative KIBS firms are those located within the vicinity of the main 

urban centres.  

Ascertaining the effect of location on KIBS firm innovation capacities in different 

international geographic contexts thereby becomes, in our perspective, a clear priority 

for future research.  
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ABSTRACT 

The role of relationships between newcomers and organisational insiders and the significance 

of organisational socialisation (OS) in achieving important individual and organisational 

outcomes is recognised. Despite this, there is an acute shortage of research on the relationship 

between social networks and learning and adjustment outcomes during the socialisation 

process. In addition, the majority of OS research has been conducted in large organisations. 

The purpose of this paper is to examine the relationship between social networks and new 

employee learning and adjustment outcomes in small firms. The results of this quantitative 

study provide valuable insights into the relationship between the characteristics of the 

different types of social networks and newcomer learning and adjustment during the 

socialisation process. Key findings of this study suggest that the characteristics of 

informational and friendship networks affect newcomer learning and adjustment outcomes 

that include organisational knowledge, role clarity, task mastery and social integration in 

different ways. The implications of these findings are highlighted and opportunities for 

further research are suggested.  
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INTRODUCTION 

Small firms (however defined) represent the majority of businesses in most countries (Storey 

& Greene, 2010) and, as is the case in New Zealand, make a major contribution towards 

business activity, economic development and employment generation (Battisti & Perry, 2008; 

Massey, 2005; Ministry of Economic Development (MED), 2010). For example, almost 99 

percent of New Zealand enterprises employ 49 or fewer full time equivalent employees, and 

these firms account for approximately 54 percent of all people employed in enterprises 

(Statistics New Zealand, 2009). Accordingly, the development of small firms in New Zealand 

has a crucial role in new employment creation and sustained economic growth. In rural 

regions in particular (such as the context for the current study), the small firm sector is 

regarded as a significant source of employment and economic growth (Alonso, 2009; Vaz, 

Cesario & Fernandes, 2006). The capacity of the small firm sector to make a contribution to 

employment and economic growth is contingent upon the ability of these firms to attract, 

develop and retain high performing employees (Deshpande & Golhar, 1994; Wiesner & 

McDonald, 2001). In addition, attracting and retaining staff is central to small firms 

remaining competitive (Mayson & Barret, 2006). 

 

Despite the significant economic, employment and social contributions small firms make to 

industrialised economies such as New Zealand (e.g. Cameron & Massey, 1999; Massey, 

2003; Massey, 2005), these firms face several challenges in attracting and retaining talented 

staff (e.g. Barber, Wesson, Robertson & Taylor, 1999; Cameron, Coetzer, Lewis, Massey & 

Harris, 2006; Cardon & Stevens, 2004; Froelich, 2005; Katz, Aldrich, Welbourne & 

Williams, 2000; Mayson & Barret, 2006; Williamson, 2000). The labour market conditions in 

regional and rural areas make attracting and retaining high performing, skilled staff especially 

problematic (Mayson & Barrett, 2006). Meeting the challenges of attracting and retaining 

high performance employees is influenced by the ability of small firms to successfully 

“onboard” newcomers. This process of “onboarding” newcomers is referred to as 

organisational socialisation (OS) (e.g. Fisher, 1986; Van Maanen, 1978). OS involves 

newcomers learning the required knowledge, skills, attitudes, behaviours and culture of the 

workplace and adjusting to their new work and organisational context in order to function as 

fully effective and integrated members of the organisation (Bauer, Bodner, Erdogen, Truxillo 

& Tucker, 2007; Cooper-Thomas & Anderson, 2006; Schein, 1968; Van Maanen, 1978; Van 

Maanen & Schein, 1979). 
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The significance of OS in small firms is just as, even if not more important and challenging in 

achieving desired outcomes such as attracting and retaining talented employees, as in large 

firms (Cardon & Stevens, 2004; Rollag & Cardon, 2003). Unfortunately, little is known about 

OS in small firms and many questions remain unanswered as to how small firms socialise 

their employees and ensure they learn and adjust to their new environment (Cardon & 

Stevens, 2004).  This is because the small body of research into the HRM practice of OS has 

been conducted primarily in large organisations (e.g. Ashforth, Sluss & Saks, 2007; Cable & 

Parsons, 2001; Cooper-Thomas & Anderson, 2002; Gruman, Saks & Zweig, 2006; Hart, 

Miller & Johnson, 2003; Klein, Fran & Preacher, 2006; Saks, Gruman & Cooper-Thomas, 

2011).  

 

The OS literature and research indicates that socialisation is a process that takes place in the 

context of interactions and relationships between newcomers and various organisational 

“insiders” (e.g. supervisors and co-workers) that contribute towards newcomer learning and 

adjustment to their new environment (Bauer, Morrison & Callister, 1998; Chao, O’Leary-

Kelly, Wolf, Klein & Gardner, 1994; Chatman, 1991; Korte, 2009; Major, Kozlowski, Chao 

& Gardner, 1995; Morrison, 2002). Through their interactions with organisational insiders, 

newcomers develop social relationship structures (social networks) that facilitate their 

learning and adjustment (Fang, Duffy & Shaw, 2011; Morrison, 2002; Rollag, 2004). Despite 

interactions and relationships between newcomers and organisational insiders (social 

networks) playing a key role in newcomer socialisation, there exists a distinct lack of 

research on the effects of the structure and patterns of social networks during socialisation 

(Fang, et al., 2011; Kammeyer-Mueller, Livingston & Liao, 2011; Morrison, 2002).  

 

The recognition that newcomers are socialised into an existing network of workplace 

relationships and the lack of research in this area supports the need and value of conducting 

further research on the effects of social networks (Bauer, et al., 1998). The first and one of 

the few studies that specifically examined the effects of social networks on newcomer 

learning and adjustment during the socialisation process undertaken by Morrison (2002) in a 

large firm found that this is an area warranting further research attention. As previously 

noted, almost all OS research has been conducted in large organisations. There is an acute 

shortage of OS research in small firms and many questions remain unanswered as to how 

small firms socialise newcomers and ensure they make effective adjustments to their new 

work environment (Cardon & Stevens, 2004). The current study is largely a replication and 
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extension of the previous research undertaken by Morrison (2002) that examined the 

relationship between social networks and learning and adjustment in a large firm, with the 

focus of this research being the small firm context. 

 

In summary, there is a clear need for empirical studies to develop an understanding of OS 

processes from the perspective of social network structures in small firms. This need exists 

because of: (1) the significance of OS for newcomers and organisations; (2); recognition of 

the role of social networks on newcomer learning and adjustment during socialisation; and 

(3) the lack of OS research in small firms. The primary purpose of this study was to examine 

the relationship between social networks and new employee learning and adjustment to their 

job, their role, the organisation and work group during the socialisation process in small 

firms. 

 

THEORY AND HYPOTHESES 

Research indicates that the OS process plays a key role in newcomer learning and adjustment 

to their job tasks, work group and the organisation (Ashforth, Sluss & Harrison., 2007; 

Ashforth, Sluss & Saks, 2007; Bauer, et al., 1998; Bauer, Bodner, Erdogan, Truxillo & 

Tucker, 2007; Cooper-Thomas & Anderson, 2006; Kammeyer-Mueller & Wanberg, 2003; 

Moreland & Levine, 2001; Saks & Ashforth, 1997; Saks, Uggerslev & Fassina, 2007). A 

breakdown of learning and adjustment outcomes obtained from examining socialisation 

research literature identifies the following four key, salient indicators of newcomer learning 

and adjustment: (1) organisational knowledge; (2) role clarity; (3) task mastery; and (4) social 

integration (Bauer, et al., 2007; Fang, et al., 2011; Kammeyer-Mueller & Wanberg, 2003; 

Saks, et al., 2007). Organisational knowledge is learning about aspects such as the 

organisations values, history and rules (Chao, et al., 1994); role clarity refers to 

understanding job requirements and relationships in relation to other jobs and the 

organisational context (Ashforth & Saks, 1996; Louis, 1980); task mastery is about the ability 

to perform in relation to the requirements of the job) (Chao, et al., 1994; Fisher, 1986; 

Taormina, 1994); and social integration concerns inclusion and fitting in with the work group 

(Feldman, 1981; Fisher, 1986; Reichers, 1987). These learning and adjustment outcomes are 

consistent with the four key content domains of job/task related factors, role factors, group 

factors and organisational factors highlighted in the socialisation literature as important for 

newcomer learning and adjustment (Fang, et al., 2011; Feldman, 1981; Fisher, 1986; 

Kammeyer-Mueller & Wanberg, 2003; Ostroff & Kozlowski, 1992).  
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As previously noted, the OS literature and research indicates that social interactions and 

relationships between newcomers and various organisational “insiders” (e.g. supervisors and 

co-workers) play a key role in contributing to newcomer learning and adjustment through the 

formation of social networks (Allen, 2006; Cable & Parsons, 2001; Filstad, 2004; Morrison, 

2002; Ostroff & Kozlowski, 1992). Newcomers actively seek out relationships with 

organisational insiders that they attempt to build on as it provides newcomers with important 

information about their new environment that contribute towards their learning and 

adjustment (Burke, Kraut & Joyce, 2009; Griffin, Colella & Goparaju, 2002; Wanberg & 

Kammeyer-Mueller, 2000). Newcomers have a desire to understand the social ties within the 

organisation and to fit in with their colleagues, with these relationships serving as resource 

networks that contribute towards achieving OS outcomes (Cooper-Thomas & Anderson, 

2006; Morrison, 2002). These social networks are defined as “a specified set of people and 

their relationships” (Rollag, Parise & Cross, 2005). 

 

Social networks can be further defined in terms of the types of social networks that might 

exist in an organisation, namely informational and friendship networks (Fang, et al., 2011; 

Marouf, 2005; Morrison, 2002). Informational networks are those through which newcomers 

and network members share information about the job that facilitates performance, the roles 

and responsibilities of the position and organisational related information (Ibarra, 1993; 

Morrison, 2002). Friendship networks promote the relationships between newcomers and 

those they regard as important in supporting social assimilation and inclusion into a work 

group (social integration) (Morrison, 2002). These social networks that comprise newcomers’ 

relationships with insiders are further configured in a network structure characterised by 

network size, range, status, strength and frequency that influence newcomer learning and 

adjustment (Fang, et al., 2011; Morrison, 2002). Size refers to the number of contacts a 

newcomer has with organisational insiders; range is the number of different work 

units/groups of the contacts; status is defined as the staff/hierarchical level of the contacts; 

strength is the closeness of the relationship between a newcomer and contacts; and frequency 

refers to how often newcomers and contacts exchange information (Anderson, 2008; Burt, 

1992; Ibarra, 1995; Lin, 1992; Marouf, 2005; Morrison, 2002).  

 

Each tie in the network represents an information channel that determines the size of the 

network (network size), and together with the frequency with which newcomers exchange 

information with organisational insiders (network strength) influence learning and adjustment 
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outcomes (Anderson, 2008; Marouf; 2005; Morrison, 2002). The network literature suggests 

that there are informational advantages in having a large network size with less frequent 

contact between network members (Morrison, 2002).This implies that a combination of a 

large network with infrequent contact between ties will provide diverse and unique 

information that benefit individual outcomes (Burt, 1992). The greater the number of ties in a 

network (network size), the more likely that someone in the network will have the required 

information the individual needs (Anderson, 2008). On the other hand, the weaker the ties 

(network strength), the less likely it is that individuals will possess the same information that 

is redundant (Burt, 1997; Granovetter, 1973). Granovetter (1973) argues that networks 

characterised by less frequent interaction between individuals provide greater amounts and 

diversity of information that benefit individuals (“the strength of weak ties”). Thus, 

newcomers who are part of a large informational network (network size), with relatively 

weak ties (network strength) are likely to benefit from increased organisational knowledge, 

role clarity and task mastery.  

 

Hypothesis 1: Organisational knowledge, role clarity and task mastery will be 

positively related to size and negatively related to the strength of informational 

networks in small firms.  

 

Social network research suggests that the diverse range of organisational insiders (i.e. 

individuals from different work groups/units) newcomers are able to access information 

influences their learning and adjustment to the organisation (Morrison, 2002). In small firms, 

individuals from different work groups tend to work closely together (Rollag & Cardon, 

2003) and socialisation tends to be quicker and more inclusive (Rollag, 2002; Rollag & 

Cardon, 2004). Given the relative smaller size of small firms when compared to large firms, 

the fewer the number of different work groups newcomers are able and need to access 

information from. In addition, the less conflicting information newcomers are likely to 

receive in order to learn about the organisation. Thus, newcomers in small firms are likely to 

increase their knowledge of the organisation through obtaining information from a small 

network range. 

  

Hypothesis 2: Newcomers’ organisational knowledge will be negatively related to the 

range of informational networks, defined as the number of organisational units 

represented in small firms. 
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Network status, determined by the hierarchical level of organisational insiders, is another key 

influence on newcomer learning and adjustment outcomes (Lin, 1982; Morrison, 2002). 

Unlike for network range, according to Morrison (2002) newcomer learning and adjustment 

to the responsibilities of their new role (role clarity) and mastering the requirements of their 

jobs (task mastery) are more likely to benefit from increasing network status. Individuals at 

higher levels in the organisational hierarchy (e.g. supervisors/managers) are regarded by 

newcomers as more valuable sources of information than those at lower organisational levels 

(e.g. peers) (Morrison, 2002; Ostroff & Kozlowski, 1992). Higher status organisational 

insiders (e.g. supervisors/managers) have more relevant work experience and an increasing 

understanding of roles and responsibilities than those individuals at lower levels, which 

facilitate role and task learning (Morrison, 2002). Role and task learning are, thus, likely to 

be enhanced by newcomer’s informational networks that consist not only of peers, but also 

organisational insiders at higher levels in the hierarchy. 

   

Hypothesis 3: Newcomers’ role clarity and task mastery will be positively related to 

the status of informational networks, defined as the average hierarchical level of 

individuals in the network in small firms. 

 

As previously noted, in addition to informational networks, newcomers also form friendship 

networks with organisational insiders that enhance social integration in the workplace (Fang, 

et al., 2011; Marouf, 2005; Morrison, 2002). The overall structure of friendship networks 

operates differently to informational networks (Marouf, 2005; Morrison, 2002). Unlike for 

informational networks, where it is likely that weak ties result in positive outcomes (Burns, 

1992; Granovetter, 1973), in the case of friendship networks it is argued that closely knit 

networks of strong ties (network strength) contribute towards social integration (Ibarra, 1995; 

Morrison, 2002). In addition, Morrison (2002) found that larger networks that have strong 

ties, where newcomers and organisational insiders have close relationships, facilitate social 

integration. In smaller firms, workplaces and approaches to interacting are more informal 

(Kotey & Sheridan, 2007; Kotey & Slade, 2005; Mayson & Barrett, 2006), newcomers are 

less isolated from work colleagues and are more readily included in the social milieu of the 

organisation through aspects such as involvement in meetings and participation in social 

events (Rollag & Cardon, 2003). This is likely to result in newcomers in small firms forming 

friendships with a larger group of organisational insiders with whom they have close ties, 

which facilitate their assimilation and social integration into the new work environment.  
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Hypothesis 4: Social integration is positively related to the size and strength of 

friendship networks in small firms.   

 

METHODS  

Sample and Procedures 

A database of firms located in the region in which this study was undertaken was used to 

recruit a random sample of 517 small firms employing 10 – 49 employees. A self-report 

survey questionnaire was mailed out to the sample of firms selected requesting 

owner/mangers to approach staff that had been employed for one year and less to complete 

the questionnaire. To maximise the response rate, one reminder notice was sent out six weeks 

from the initial mailing. Ninety five firms indicated that they had not employed any new staff 

during the past year or were unwilling or unable to participate in the study. Responses were 

obtained from 168 participants. Excluding those who were unable to participate in the study, 

this represented an overall response rate of 40%. 

 

Measures 

The measures used in the study were based on existing measures of the type used in 

Morrison’s (2002) large firm research that examined the relationship between social networks 

during the socialisation process. For informational networks, newcomers were requested to 

provide information about individuals at work who were regular and valuable sources of job 

or firm related information for them. Information on friendship networks was obtained by 

respondents being asked to provide information about people at work who they consider to be 

friends and who they might also choose to see socially outside of work. For both 

informational networks and friendship networks, size was determined by the number of 

individuals listed; range by the number of different work groups representing the individuals 

listed; and status as the average hierarchical level of the individuals listed. For informational 

networks, strength was determined by the average frequency that information was exchanged, 

while strength of friendship networks was calculated on the basis of closeness of 

relationships. Organisational knowledge, task mastery, role clarity and social integration were 

assessed with a combination of scales previously used in studies by Morrison (1993) and 

Morrison (2002). Participants were requested to respond to the items for these learning and 

adjustment outcomes on five point agree/strongly scales. The survey questionnaire was 

pretested on three different sized small firms employing between 10 – 49 employees. After 

pretesting the survey questionnaire with each of the three groups, a focus group was 
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conducted in order to obtain feedback regarding the content, format and administration of the 

questionnaire. Based on feedback from the focus groups some changes where made to the 

survey questionnaire. Data was coded, entered and analysed using the Statistical Package for 

Social Sciences (SPSS). Statistical methods used to analyse the data included descriptive 

statistics, correlation analysis and multiple regression analysis.   

 

RESULTS 

Means, standard deviations and correlations among study variables are reported in Table 1. 

Table 2 presents the results of the regression analysis that tested the hypothesised 

relationships between information network characteristics (size, range, status and strength) 

and the newcomer learning and adjustment outcomes of organisational knowledge, role 

clarity and task mastery. The hypothesised relationship between friendship network 

characteristics and social integration are presented in Table 3. 

 

(insert Tables 1,2 and 3 about here) 

 

To test Hypotheses 1 to 3, the outcomes of organisational knowledge, task mastery and role 

clarity where regressed on the informational network variables. To test Hypotheses 4, social 

integration was regressed on the friendship network variables. Hypothesis 1 predicted that 

organisational knowledge; role clarity and task mastery would be positively related to the size 

and negatively related to the strength of informational networks. As shown in Table 2, the 

size and strength predictions for organisational knowledge and role clarity were supported. 

However, the size and strength prediction for task mastery was not supported. Hypothesis 2 

that predicted organisational knowledge would be negatively related to the range of 

informational networks was supported. Hypothesis 3 predicted that the two outcomes of role 

clarity and task mastery would be positively related to the status of network status. As the 

results in Table 2 show, this hypothesis for task mastery was supported, while the result for 

role clarity was neither positive nor negative. Hypothesis 4 predicts that social integration is 

positively related to the size and strength of friendship networks. As shown in Table 2, both 

size and strength predictions were supported.         

 

DISCUSSION 

The network of interactions and relationships formed between newcomers and organisational 

insiders during the socialisation process play a key role in newcomer learning and adjustment 
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to their new environment (Allen, 2006; Fang, et al., 2011; Morrison, 2002). These social 

interactions with organisational insiders allow newcomers to observe and apply the 

requirements of their new environment through the transfer of tacit and explicit knowledge 

that facilitate socialisation (Filstad, 2004). However, little is known about how the structures 

and patterns of these networks influence key learning and adjustment outcomes during 

socialisation (Fang, et al., 2011; Kammeyer-Mueller, et al., 2011; Morrison, 2002). As 

previously noted, Morrison’s (2002) study conducted in a large firm was the first to link the 

socialisation and social network literature by examining the role of social network structure 

on newcomer learning and adjustment during socialisation. This study replicates and extends 

Morrison’s study, with the key difference being an examination of the relationship between 

characteristics of informational and friendship networks and socialisation learning and 

adjustment outcomes in the small firm context, as opposed to large firms. The integration of 

the social network literature with the socialisation literature in this study adds to the growing 

body of literature and research that recognises the significance of the linkages between social 

networks and socialisation (e.g. Morrison, 2002; Fang et al., 2011).  

 

As predicted, in small firms, large informational networks (network size) with “weak” ties 

(network strength) resulted in increased newcomer organisational knowledge and role clarity. 

Unlike this predicted finding for organisational and role learning, an unexpected finding was 

the negative relationship between network size and the positive relationship with network 

strength for the learning and adjustment outcome of task mastery. This suggests that 

informational network size and strength effect task learning in different ways to 

organisational and role learning. These findings indicate that for task learning that requires 

specific, consistent task related information, newcomers in small firms benefit from a smaller 

network where individuals work closely together. In addition, in small firms there is frequent 

contact and newcomers are able to readily access task related information when they need it 

from organisational insiders who are familiar with the requirements of the job. Hence, for 

task mastery, newcomers in small firms are likely to benefit from a smaller sized network that 

allows for frequent interaction between newcomers and organisational insiders. 

 

When comparing the results of this study to those of Morrison’s (2002) study, the effects of 

certain informational network characteristics on learning and adjustment outcomes differ. For 

example, in small firms weaker ties (network strength) result in greater organisational 

knowledge, while in large firms the relationship between strength of ties and organisational 
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knowledge is positive. This suggests that in small firms, where approaches to socialisation 

are more informal, inclusive and quicker, weaker ties are likely to result in increased 

organisational knowledge, whereas in large firms, where approaches to socialisation tends to 

be more formal, collectivist and structured, stronger ties are required to facilitate 

organisational knowledge. A further predicted finding was the positive relationship between 

network status and task mastery. The direction of this relationship was the same as the 

findings in Morrison’s study. This would indicate that, irrespective of whether it is a large or 

small firm, newcomers’ mastery of the contents of their jobs experience benefits from 

networks that include supervisors/managers, as well as peers (network status).  

 

The findings for the two types of networks (informational and friendship) show that 

similarities and differences exist in regard to the direction of the relationship (positive or 

negative) between network characteristics and learning and adjustment outcomes. For 

example, as predicted friendship network size and strength were positively related to social 

integration, and informational network size was positively related to both organisational 

knowledge and role clarity. However, informational network strength was negatively related 

to these two learning and adjustment outcomes. Although all three outcomes of social 

integration, organisational knowledge and role clarity are positively related to network size, 

the findings suggest that in small firms social integration is enhanced by having closer 

friendship ties (network strength) between newcomers and organisational insiders, while in 

large firms weaker ties result in increasing knowledge and role clarity. This is not entirely 

surprising given the more inclusive nature of socialisation and involvement of newcomers in 

the social milieu in small firms where there is more interaction and closer relationships 

formed (Cardon, 2003; Rollag, 2002; Rollag & Cardon, 2003). Also of note were the results 

of both this small firm study and Morrison’s (2002) large firm research that found both 

friendship network size and strength have a positive effect on social integration. This would 

suggest that, irrespective of firm size, newcomers who are able to form friendships with a 

larger group of organisational insiders with whom they can form closer ties experience 

increased social integration.  

 

The findings of this study are especially important given the importance of small firms to 

national economies and employment (Battisti & Perry, 2008; Massey, 2005) and the 

significance of socialisation in achieving desired outcomes in small firms (Cardon & Stevens, 

2004; Rollag & Cardon, 2003).  
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Implications 

The findings of this study indicate that examining the relationship between social networks 

and newcomer learning and adjustment in small firms can be of value to those, such as 

researchers and practitioners, who have an interest in the integration between the social 

network and socialisation literatures. Most literature and studies dealing with newcomer 

socialisation relate to large organisations. Studies of this nature can contribute towards 

researches more fully understanding the role of the different types of social networks and 

their characteristics during the socialisation process. This is particularly so in the small firm 

context. It is useful to know how the different types of networks (i.e. informational and 

friendship), as well as the specific characteristics of the network structure (i.e. size, range, 

status and strength), effect a newcomers ability to learn and adjust in the small firm 

environment. For example, understanding how the size of a network, whether weak or strong 

ties and the extent to which of interactions across a range of work units and different levels in 

the organisation influence a newcomers ability to learn and adjust is important in achieving 

desired individual and organisational outcomes (Morrison, 2002; Fang et al., 2011).  

 

When comparing the results of this study in small firms with those of Morrison’s large firm 

research, findings suggest that the role of social networks during the socialisation process in 

large firms need to be viewed with caution when attempting to overlay them to the small firm 

context. For example, the smaller numbers of employees in small firms and the prevalence of 

informal processes facilitate quicker and more extensive inclusion and assimilation of 

newcomers into their new work environments (Cardon & Stevens, 2004). In addition, 

embedding newcomers in their new environment can be facilitated in small firms where 

employees tend to work closer together (Marlow, 2006).  

 

Owner/managers of small firms need to understand how the characteristics (size, range, status 

and strength) of the two distinct types of social networks (informational and friendship) are 

likely to influence newcomer learning and adjustment outcomes in order to provide 

opportunities for organisational insiders to facilitate the effective “onboarding” of 

newcomers. Small firms, by their nature, are ideally suited to actively “onboard” and 

assimilate newcomers and should use their advantage of size. The formation of social 

networks should be encouraged and supported in small firms where the small numbers of 

employees, the prevalence of informal processes, the tendency for employees to work closer 

together and the interactions between newcomers and insiders are likely to support social 
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networks. Specific activities such as induction programmes can be used by small firms to 

support the formation of social networks that contribute to newcomer learning and 

adjustment. In addition, the establishment of “buddy systems” or mentoring programmes, 

together with the involvement of newcomers in social events provides opportunities for 

newcomers to interact and form relationships with insiders during the socialisation process.      

 

Limitations and Opportunities for Future Research 

The relationship between social networks and newcomer learning and adjustment in small 

firms was examined, in this study, from a newcomer perspective. This was done using data 

obtained from self reports. The reliance on self reports based on newcomer perceptions raises 

concerns about the accuracy of responses and issues of common method variance. In addition 

to self reports completed by newcomers, it would be useful supplement this data with those of 

other organisational sources (Bauer, et al., 1998; Ashforth, Sluss & Saks, 2007). Newcomer 

learning and adjustment is a process of interaction between both newcomers and 

organisational insiders influences and it is difficult to predict the role of social networks in 

newcomer learning and adjustment outcomes without examining the socialisation process 

from both an individual newcomer and organisational insider perspective (“interactionist” 

perspective) (Griffin, et al., 2000; Jones 1983; Reichers 1987). The “interactionist” 

perspective has not received a great deal of empirical attention and there is a need for further 

research that adopts an “interactionist” approach towards examining OS (Ashforth, et al., 

2007). However, the use of self report measures are fairly common and are regarded as valid 

and beneficial when obtaining responses of newcomers perceptions in socialisation research 

(Bauer & Green, 1994). In addition, the data for this study was collected cross-sectionally 

rather than longitudinally. Newcomer learning and adjustment to their new work environment 

is typically a process that takes place over a period of time and it is likely that newcomers 

who have been employed for different periods of time would influence and experience social 

networks and their learning and adjustment differently. Future research would benefit by 

conducting longitudinal studies of the socialisation process over a period of time. 

 

When examining the relationship between social networks and learning and adjustment 

outcomes in this study, individual and organisational factors that are likely to influence the 

formation of social networks were not considered. Fang, et al. (2011) propose that newcomer 

individual differences (e.g. newcomer proactivity) as well as organisational factors (e.g. 

socialisation tactics) lead to social networks being formed, which in turn influence newcomer 
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learning and adjustment outomes (e.g. role clarity, task mastery, social integration and 

organisational knowledge). It would be useful to examine the influence of individual 

differences that include newcomer previous work experience and newcomer proactivity and 

organisational approaches to socialisation (e.g. socialisation tactis) on the formation of 

network structures. 

 

Finally, as this study was limited to small firms in the Hawke’s Bay region of New Zealand, 

it would be inappropriate to extrapolate these findings to all small firms across New Zealand 

and to other countries. For example, research suggests that contextual factors, such as 

geographic location, influence the nature of HRM practices in small firms in New Zealand 

(Gilbert & Jones, 2000). Further studies of the relationship between social networks and 

socialisation in small firms extended to different locations would be useful to researchers, 

practitioners, policy makers and planners who have an interest in the small firm sector.  

 

Conclusion 

Most studies and literature dealing with newcomer socialisation relate to large organisations. 

However, even in large organisations very few studies have been conducted on the role of 

social networks during the socialisation process. This study contributes to the socialisation 

literature by exploring the relationship between social networks and learning and adjustment 

outcomes in small firms from the perspective of newcomers. The findings indicate that 

informational and friendship networks in small firms influence newcomers’ organisational 

knowledge, task mastery, role clarity and social integration. In certain instances distinct 

differences exist in relation to the role of social networks during the socialisation process 

between small and large firms. Implications of this study are discussed and further 

opportunities to examine the relationship between social networks and socialisation in the 

small firm context are highlighted that should be of value to those who have an interest and 

involvement in the small firm sector. This is especially significant when viewed against the 

background of the importance of small firms to national economies and employment creation, 

the difficulties small firms face in attracting and retaining skilled employees and the paucity 

of research in the area of newcomer socialisation in small firms. 
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Table 1 

Correlations between All Variables* 

Variable mean s.d. 1 2 3 4 5 6 7 8 9 10 11 
1. Organisational Knowledge 3.87 0.56            

2. Task Mastery 3.71 0.59   .27**           

3. Role Clarity 3.89 0.54   .63**   .50          

4. Social Integration 3.81 0.57   .51**   .26**   .60         

5. Informational network size 4.36 2.04   .01 -.13   .03   .12        

6. Informational network range 2.35 1.20   .02   .02   .02   .09   .60**       

7. Informational network status 2.78 0.62   .03   .14 -.01 -.01 -.02   .14      

8. Informational network 

    strength 

1.55 0.74 -.15   .06   .09 -.16* -.02 -.10   .10     

9. Friendship network size 4.12 2.31   .15 -.03   .09   .27**   .35**   .23**   .05   .01    

10. Friendship network range 2.00 1.04   .08   .01   .08   .24**   .35**   .51**   .10 -.10   .65**   

11. Friendship network status 2.41 0.71   .16*   .06   .07   .10   .03   .15   .35** -.05   .04   .08  

12. Friendship network strength 1.97 0.57   .17* -.04 -.02   .08   .01 -.07 -.04 -.11 -.04 -.04 .10 

 

 
* n = 168 

  *p < .05 

**p < .01 



 

 

 

Table 2 

 

Results of Regression Analysis of Network Characteristics on Learning and Adjustment 

Outcomesª 

Variables Organisational 

Knowledge 

Task Mastery Role Clarity 

Informational 

Network 

   

Size  .01  -.21*   .03 

Range -.01 .14  -.01 

Status  .05 .11   .00 

Strength   -.15* .06  -.09 

 

ªEntries are standardised regression coefficients 

  *p < .05 

**p < .01 

 

 

Table 3 

Results of Regression Analysis of Network Characteristics on Social Integrationª 

Variables Social Integration 

Friendship Network  

Size  .18* 

Range .12 

Status  .08 

Strength  .10 

 

ªEntries are standardised regression coefficients 

  *p < .05 

**p < .01 
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ABSTRACT: Reducing lifecycle costs by developing so-called total cost of ownership 

(TCO) concepts was a reasonable idea in many business-to-business markets. Customers 

were attracted by cutting lifecycle costs and reducing risk when buying technical equipment. 

The predominantly small- and medium-sized enterprises (SMEs) providing these solutions 

expected building and sustaining customer relationships and increasing revenues (Oliva & 

Kallenberg, 2005). Much of the enthusiasm of TCO adoption has disappeared since 

customers simply did not adopt these TCO solutions. Many SMEs are still unaware of the 

reasons why their innovative business models did not work. We point out the service nature 

of innovative business models as well as potential (dis-)advantages for both the customer and 

supplier. While there may be important pros of this concept, a more fundamental perspective, 

rooted in the so-called ‘service-dominant logic’ sheds different light on this issue and allows 

for another explanation of the sluggish adoption of TCO models. 
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PRINCIPLE TOPIC AND RESEARCH QUESTION 

Customers and suppliers in B-to-B markets often collaborate within business relationships. 

Due to more or less strong ties and close interaction many solutions provided are highly 

customized and oftentimes co-developed. Insofar, suppliers are aware of many peculiarities 

of the demand and vice versa. The customers very often face competitive pressure of 

international markets and call for more effective and/or efficient solutions. Against this 

background, one concept attracted attention in more recent times: the so-called ‘total cost of 

ownership’ (TCO) model (Heilala et al., 2006). TCO models imply a considerable reduction 

of customer’s life cycle costs of, usually, a technical infrastructure. Thus, suppliers offer a 

comprehensive solution at a certain purchase price that might exceed the prices of 

competitors. However, they guarantee considerable cost savings in the usage period and make 

costs calculable by long-term contracts. Due to lower total life cycle costs the offerings are 

reasonable from a customer’s point of view. Gordon et al. (1993) claimed that new services 

should add considerable value to the customer for otherwise these services will not be 

bought. In case of TCO this, obviously, seems to apply. However, the adoption of TCO 

solutions is more than disappointing from the perspective of the supplier.  

 

From a supplier’s point of view, TCO models are considered within the scope of innovative 

business models. By TCO offerings suppliers often extend their service range and blend 

technical infrastructure with industrial services inseparably in so-called ‘hybrid solutions’ 

(Johansson et al. 2003). Among the core reasons for offering service-based TCO business 

models, suppliers expect higher profit margins, remarkable growth opportunities, and more 

stable turnover by close relationship (Reinartz and Ulaga, 2006). Unlike new product 

development the development of new service offerings does not take so much time and is 

often triggered by concrete projects (de Jong et al., 2003; Gallouj and Weinstein, 1997).  

 

All in all, there are many good reasons for both the customers and the suppliers to push this 

kind of industrial service models. Against this background, the question arises why the pace 

of adoption in B-to-B markets is so low. Especially for most SMEs, offering new services is 

terra incognita due to limited capacity and lacking high-skilled personnel to foster this 
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process. Moreover, the suppliers are often unfamiliar with a changed mode of cooperation 

with customers. Formerly, when selling technical infrastructure with some product-related 

services they sold according to the ‘always a share’ principle (Jackson, 1985). Negotiations 

were tough and often controversial. In many cases the suppliers are rather unfamiliar with 

long-term trustful relationships that are to some extent mandatory when collaborating in case 

of sophisticated TCO offerings (Susman et al., 2006). Roughly speaking, turning from selling 

technical infrastructure to marketing and managing hybrid solutions, such as TCO business 

models, requires a paradigm shift as for the governance mode: Hybrid governance replaces 

certain kinds of market governance (Noorderhaven, 1995). This change at the micro-level is 

by no means easy to handle and, thus, will be considered below.  

 

However, these problems of change at the micro-level go hand in hand with problems located 

at the meso- and/or macro-level. Focusing on TCO business models and their long and 

uncertain path of market diffusion, we go beyond current explanations. In this vein, we 

employ the concept of the service-dominant logic (SDL) according to Vargo and Lusch, 

(2004, 2007). This concept focuses the long transition from a product-dominant to a service-

dominant logic in markets and societies. In particular, the service-dominant logic is 

characterized by a close and long-term customer/supplier relationship with the customer as 

co-producer/co-developer. The collaboration is not restricted to the value-added process but 

comprises the usage process as well. As a consequence, the final solution is a joint product of 

interrelated customer and supplier activities. The core reasoning is that both suppliers and 

customers have not fully adopted the service-dominant logic. However, demanding 

innovative business models such as TCO can only be successfully implemented in case of an 

advanced transition process from the goods-dominant to the service-dominant logic. 

 

Against this background, the research question of this paper is: What are the reasons for the 

sluggish adoption of innovative TCO business models of SMEs in B-to-B markets? By this 

research question we address the implementation of innovative business models and, in 

particular, the reasons for problems and failure. To focus our research, we pinpoint the 

diffusion of TCO business models - as one major representative of innovative business 

models - in mechanical engineering. We chose mechanical engineering due to the fact that in 

recent times TCO business models and their implementation play a considerable role in this 
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industry. Moreover, most of the suppliers are small- and medium-sized entities which matters 

insofar as this paper is devoted to SME research.  

 

Since research has been comparatively silent in this realm, we employ a research design that 

rests on a conceptual part for a basic understanding of the subject matter and an overview of 

the state of the art in literature. Next, we develop a theoretical framework that guides and 

frames the following process of developing research propositions. Due to the early state of 

research we confront our propositions with reality to check whether and how far they pass 

this very first step and whether other factors are to be considered as well. The reality check 

rests on case study research according to Yin (2009). Within the case studies we collected 

data by in-depth interviews and additional secondary material from different sources. Insofar, 

we chose a rather exploratory research design as a starting-point for on-going empirical 

research of the explorative and exploitative kind.  

 

We advance the state of research in at least three ways: First, we employ the debate on 

innovative business models to capture all relevant aspects when placing new solutions in B-

to-B markets. Business models go far beyond typical marketing and sales issues, for they 

address value creation as well as the configuration of value-added architectures and sales 

models. Second, the few existing studies on business model innovations in the context of 

industrial services tend to approach this field either solely from a supplier or a customer 

perspective (e.g. Miles, 2005). We transcend this view by focusing on both perspectives and 

analyzing the interplay between supplier and customer when establishing the new service-

oriented business model. We adopt this perspective because it allows for addressing causes of 

the customer/supplier relationship as well. Third, we employ the concept of the service-

dominant logic to introduce a completely new explanation that not only highlights factors of 

the customer/supplier dyad but aspects that refer to the industry, market, and societal level as 

well.  
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BASICS ON TCO BUSINESS MODELS AND SDL 

What does TCO mean and imply? Total cost of ownership (TCO) means the estimation and 

calculation of all direct and indirect costs associated with the utilization of a technical 

infrastructure over its entire life cycle (Dahut, 2008). Heilala et al. (2006) specify that TCO 

considers all life-cycle costs, including purchasing, installation, operations and maintenance, 

and end-of-life management. This, however, does not perfectly reflect the meaning of TCO in 

B-to-B transactions in general and in mechanical engineering in particular. Customers are 

confronted by the TCO concept with a rather ‘objective’, cost-focused concept which can – 

depending on the risk preference of the decision maker – support different purchasing 

decisions (Roodhooft et al., 2003; Degraeve et al., 2005). According to Ellram (1994), TCO 

is a purchasing concept that aims at understanding the costs of buying a particular good or 

service from a special supplier. Furthermore, TCO intends to bring to the attention of a 

customer that a higher purchasing price can be (more than) compensated by lower costs in 

later phases of the life-cycle (in particular maintenance, employees, services, energy) (Ellram 

and Siferd, 1998).  

 

As mentioned above, TCO concepts are devoted to decrease customer’s costs over the life-

cycle of using the technical infrastructure (machine). These concepts often imply a certain 

kind of customer/supplier cooperation to realize the cost savings. The tight coupling of 

customer and supplier in business relationships is framed by a ‘hybrid governance’ concept 

(Williamson, 1991) - be it formal or informal. The hybrid governance concept combines 

characteristics of hierarchical governance with characteristics of market governance 

(Noorderhaven, 1994). Within the scope of this hybrid governance, decisions are made as for 

duration, adjustment mechanisms, and the nature of commitments (Noorderhaven, 1994). 

Due to the nature of TCO and the implementations in business practice, TCO often goes 

along with a distribution of risks in a manner that suppliers make promises or grant 

guarantees to ensure an effective decrease of some ownership-related costs. From a supplier’s 

point of view and in the face of the liabilities of smallness of SMEs (Aldrich and Auster, 

1986), this is a rather risky endeavour. Thus, we should regard the design of TCO-based 

business models with regard to this issue as well. To address TCO in the light of the debate 

on business models is useful for it allows a more systematic and structured view on the 

potential (dis-) advantages that go along with TCO. A business model consists of three 

http://www.investorwords.com/9451/direct.html
http://www.businessdictionary.com/definition/indirect-cost.html
http://www.businessdictionary.com/definition/associated.html
http://www.businessdictionary.com/definition/life-cycle.html
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frame-giving elements: (1) the value proposition, (2) the value-added architecture, and (3) the 

sales model (Legge and Hindle, 2004).  

 

Value Proposition. TCO provides customers with a clear perspective on decreasing costs in 

the realm of the utilization of the machine over time. Moreover, TCO allows for a more 

transparent and precise calculation of the costs of purchasing and driving this technical 

equipment. This perspective is accompanied by a high service level the supplier provides. 

However, this service level is not solely provided by the supplier but in close collaboration 

with the customer within the scope of long-term contracts. Insofar relationships develop that 

often become something like a ‘virtual organization’. Thus, the shift from a single transaction 

to a long-term and tight business relationship, framed by the negotiated contract, is evident at 

this stage (Susman et al., 2006). Besides that, in connection with the sales model TCO might 

reduce the uncertainty of the customer when buying a machine.  

 

Value-added Architecture. TCO business models are novel in the way how the value-added 

process is organized. Typically, TCO implies more intensive couplings between the customer 

and the supplier and, thus, often a higher degree of customization. Different from the debate 

on customer integration (e.g. Johansson et al., 2003), i.e. a considerable integration of 

customer personnel, information, and objects, TCO goes along with a considerable 

integration of the supplier in the utilization activities if the industrial customer. This requires 

a thorough adaptation between the customer and the supplier in terms of the basic demand, 

the facilities, the expertise, and the personnel involved. Without these adaptations the 

processes would not run smoothly and the solution delivered would be badly designed (de 

Brentani, 1995). Insofar, TCO business models and offerings require a specific design of 

(business) processes of the supplier and, to some extent, of the customer as well (Meier and 

Massberg, 2004).  

 

Sales Concept. TCO business models are full-service offerings. As blends of physical 

products and services, the components of the solution provided are inseparably linked. This 

implies that the customer only has to pay for the entire solution and cannot buy product and 

service separately. Such a linkage between product and service is different from many other 

sales models in B-to-B markets. This sales model is indispensable because the supplier ex 
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ante guarantees a stable long-term solution. In this sense, the entire transaction is framed by a 

long-term contract that finally reduces the risks of both partners considerably.  

 

Above, we already addressed the concept of the service-dominant logic (SDL). What does the 

SDL imply in the context of the subject matter and the research question of this paper? The 

SDL concept of Vargo and Lusch (2004, 2007) was originally developed to highlight a 

paradigm shift in marketing. Transferred to most recent developments in the society and 

economy, the SDL concept explains the transition from a more goods-centered to a service-

centered economy. This transition is a long-lasting and discontinuous process with a rather 

indefinite end. Insofar, after decades of transition(s) many transactions are not typical 

service-oriented due to mindsets, procedures and resources but are still considerably 

influenced by elements of the goods-dominant logic. TCO, however, is a concept that is 

highly service-driven and, thus, a sound model for rather late steps of the transition. To better 

understand the SDL or the difference between a service- and a good-centered view, 

respectively, it is necessary to explain the most striking cornerstones of the SDL and the 

differences compared to the goods-dominant logic. 

 

Insofar, ‘sense and respond’ as a principle replaces the logic of ‘make and sell’. Suppliers 

need screen the exact problems of the market and, particularly, single target customers. Once 

understood, suppliers are in a position to develop solutions, often in connection with 

customers, that exactly fit the specific demand (Gadrey et al., 1994). This principle is much 

more customized than manufacturing equipment for a market and selling it afterwards. Thus, 

according to the SDL the single customer and the single supplier interact and co-produce 

what the customer really wants. It takes a high level of empathy of the supplier to patiently 

analyze and finally understand what the customer’s problem really is. Moreover, the principle 

of supplier-dominated development and manufacturing of products is replaced by co-

production and co-development of solutions within a ‘virtual organization’ framed by the 

long-term contract. In this vein, resources of both parties interact and allow for synergies that 

cannot be raised within the scope of a good-centered logic. As Vargo and Lusch (2004) 

argue, it is not important what the final outcome of the value-added process really is. It is 

much more important how the process of co-development proceeds. The relevance of 

resources and processes of the two involved parties replaces the former relevance of the 
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product (good). Drivers in such settings are specialized skills and knowledge or, in terms of 

the SDL, the so-called ‘operant’ resources (Hand and Lev, 2003) - compared to the vital role 

‘operand’ (materials, machines, etc.) resources play in the concept of the goods-dominant 

logic (Vargo and Lusch, 2004). Furthermore, the goal of increasing the transactional value for 

both sides shifts our attention from the performance delivered to the utilization process of the 

customer, (pro-) actively supported by the supplier. However, when analyzing the run of 

events in recent transactions and relationships these steps towards SDL are not completely 

taken by now. Insofar, the rather slow pace of TCO adoption is in no way surprising. 

 

In this vein, we search for a framework that considers the customer/supplier interaction and 

its impact implications for the value-added processes of the supplier. Having responded to 

this question we introduce the competence-based theory of the firm (CbTF) according to 

Freiling et al. (2008) and the open system view (OSV), respectively (Sanchez and Heene, 

1996). 

THEORETICAL BASICS AND PROPOSITIONS  

The reason for choosing the competence-based theory of the firm (CbTF) is that CbTF is an 

evolutionary theory that considers knowledge, competences, mindsets, people, and culture as 

the most important forces of corporate competitiveness and change. Moreover, this theory is 

capable to address problems of adopting new solutions due to organizational inertia. To do so 

and to consider at the same time the customer/supplier collaboration, we introduce the open 

system view for modeling purposes. In their original model, Sanchez and Heene (1996) focus 

one firm, namely a supplier striving for sustaining competitive advantage. The entire system 

consists of six system elements: the strategic logic, the management processes, the intangible 

assets, the tangible assets, the activities, and the products. The open system is surrounded by 

external assets, the so-called ‘firm-addressable resources’, and the market. Employing the 

SDL perspective as outlined above, we need to modify this system considerably. Both 

supplier and customer form a temporary unit (‘virtual organization’) that comprises 

collaboration on a formerly agreed basis. As a hybrid governance design, this unit can be 

rather stable if the customer and the supplier feel committed within the scope of a business 

relationship that pools considerable parts of the value-added resources and processes.  
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Figure 1: Modified Open System View 

Source: Own illustration 

 

Figure 1 highlights the firm as an open system. The pale dotted lines symbolize the blurring 

boundaries of both the customer and the supplier. This openness allows considering the 

phenomena of customer integration in the supplier’s sphere for the purpose of co-production 

and co-development (value-added process) on the one hand and supplier integration in the 

customer’s sphere to support the utilization process of value co-creation on the other. In all 

instances, the customer and the supplier are able to integrate external advice, expertise, and 

similar resources by collaboration with third-parties. Insofar, they need an absorptive 

capacity (Cohen and Levinthal, 1990) to effectively support these processes. Moreover, the 

customer and the supplier as well learn in the market process by every step they make. Thus, 

they receive a feedback on every move. This feedback might have an impact on all elements 

of the open system. 

 

Based on the embeddedness of the two firms in their business environment, we can identify 

first reasons for a slow pace of adopting novel concepts in industrial service markets. The 

more the two parties act separated and autonomously, the worse the adaptation will be 

(Mirza, 2008). Resources do not fit together well and prevent the partners from raising 
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economies of scope. It is undisputed that in most cases TCO business models are customized 

offerings (Schuh et al., 2007). The more suppliers are able to identify customer’s resistance to 

change, the better they are positioned to tailor their TCO concepts to the problems perceived 

by members of the buying team. Oppositely, the more customers are aware of the entire 

facets of TCO solutions, the better they are able to recognize advantages and to negotiate 

particular problems with the supplier. Moreover, we propose that TCO business models are 

too ambitious in terms of the de-facto transition path to a service-dominant logic, i.e. the 

enterprises are predominantly not prepared for this kind of business models and they did not 

recognize the importance of service entirely. 

 

Another aspect to be considered in the first set of propositions are the mental models of 

decision-makers of both the customer and the supplier (Kim, 1993). This system element is in 

no way independent from external influence. In close relationships, as they are common in 

mechanical engineering, these mental models develop with the transactions in markets so that 

there is at least some impact of the organizational customer on the supplier and vice versa. 

More important, the mental models are in close interaction with standards in markets and 

societies and develop by taken external advice. If this holds true, the general shift in the 

economy and the society towards a more service-dominant logic is translated to some extent 

via this external linkage. Insofar, external forces and external advice fuel the transition from a 

goods-dominant to a service-dominant logic. 

 

The other way round, the question arises how far mental models cause rigidities. In this 

respect, strategic mental models are equipped with a phenomenon we can call a ‘built-in 

inflexibility’. Mental models rest on previously learned patterns and are in use by decision-

makers in a rather automatic manner. Since people are oftentimes not able to unlearn rapidly, 

one force of rigidity is already obvious. The lacking willingness and/or ability to unlearn 

closely corresponds to the capacity to absorb external knowledge. To this end, Cohen and 

Levinthal (1990) introduced the concept of the ‘absorptive capacity’ in a different context. 

The absorptive capacity applies in our context for decision-makers that have to be able to 

identify, assimilate, and integrate external knowledge in this respect as well. A second source 

of inertia refers to the interrelationships of the mental models of both customer and supplier. 

If the mental models do not fit, unproductive modes of conflict work and make adaptations 
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unlikely. In case of TCO models, the customer very often focuses the attention on the price 

when it comes to decision-making in transactions (Cambra-Fierro et al., 2008). Cost savings 

in later periods oftentimes get out of sight. This is not surprising in the face of this fact that 

many decision-makers do not reap the benefits of their decisions anymore due to earlier 

retirement. Since organizational incentive schemes often do not consider this the 

concentration on near-future savings is rather plausible. Insofar, it is not easy to re-educate 

customers in their way of thinking (Wind and Thomas, 1980). Moreover, organizational 

procedures and decision rules need to be changed to prepare the ground for a TCO adoption. 

Thus, mental models and management processes of the customer are not open for TCO 

adoption and represent an obstacle to innovation. Against this background, we propose:  

Proposition 1a. With a lower degree of firm’s embeddedness in markets and society the 

pressure of moving towards a service-dominant logic on the firm level decreases, and so the 

openness for TCO business models. 

Proposition 1b. A low level of absorbing external knowledge on steering the management and 

value-added processes leads to a lower awareness of innovative service solutions and, thus, a 

lower penetration of the market.  

Proposition 1c. With more rigid goods-centred mental models the adoption of TCO solutions 

decreases. 

 

We already pointed out that TCO business models are hybrid solutions that need a sound 

alignment of processes and elements of the solution provided. If the whole bundle of product 

elements is not well aligned and only to a small extent customized, we cannot expect that the 

solutions will penetrate the market. More, the structures of both customer and supplier need 

to go hand in hand if the two parties form a real temporary unit as suggested by SDL thinking 

(Vargo and Lusch, 2004). Taking the interplay of the system elements according to figure 1 

into account, at least three aspects come to an issue: customer integration in the value-added 

process, supplier integration in the utilization process, and combinative capabilities in use. 

First, it is rather important to note explicitly that participation of the customer matters in case 

of providing TCO solutions because the customer is, in fact, a co-producer and co-developer. 

Without exact specifications no supplier will be able to provide a fitting solution. The same 

holds true for customer participation in the value-added process. Thanks to often intense 

customer integration, the quality depends to a large extent not only on the supplier but on the 
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customer as well. If the customer is not aware of this role, unable to integrate or insufficiently 

supported by the supplier, a poor quality will slow down the pace of TCO adoption. Second 

and inversely, the same holds true for the usage processes of the customer. We can learn from 

SDL thinking that the full potential of service and hybrid solutions can only be raised in case 

of customers accompanied by the supplier in the utilization process thanks to their superior 

know-how and expertise. The customer adopts TCO with the expectation of cutting costs of 

driving and maintaining the machine. This, however, depends to a large extent on supplier 

integration. If this does not take place on a regular as well as effective and efficient basis, a 

wider TCO adoption will be rather unlikely. Third, since supplier and customer collaborate in 

a tight relationship and form a virtual organization, problems arise without a minimum 

adaptation between the customer and the supplier. However, the more supplier and customer 

act independently, the worse the adaptation will be (Mirza, 2008). In case of TCO, many 

customers behave in a too autonomous manner. They do not adapt to the supplier, restrict the 

contact and the interaction processes and do not involve themselves in a way that they fully 

understand all the details of a successful cooperation. The loose way of coupling prevents the 

customer from raising a relational benefit. To connect structures, processes, and output 

elements of both the customer and the supplier, so-called ‘combinative capabilities’ (Kogut 

and Zander, 1992) are vital. Without available and developed combinative capabilities, the 

synergetic potential is rather low. Again, we propose: 

Proposition 2a. Insufficient customer integration in the value-added process of the supplier 

will negatively affect the overall product quality, life-cycle costs, and TCO adoption. 

Proposition 2b. Insufficient supplier integration in the utilization process of the customer will 

negatively affect the overall product quality, life-cycle costs, and TCO adoption. 

Proposition 2c. Insufficient combinative capabilities will lead to disconnected and/or 

mismatched structures and solutions and to a slow pace of TCO adoption. 

 

The SDL concept operates with two resource categories, namely operant and operand 

resources (Vargo and Lusch, 2004, 2007, 2008; Constantin and Lusch, 1994). Constantin and 

Lusch (1994) define operand resources as those on which operations are performed to 

produce an effect. Typical production factors belong to this kind. Instead, operant resources 

are employed to act on operand resources. CbTF tells us that operand resources are typically 

finite, whereas operant resources are generative, i.e. their value increases in use (Moldaschl 
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and Fischer, 2004). Capabilities, knowledge, and technologies are examples of this kind. 

Vargo and Lusch (2004) argue that operand resources were considered primary in the goods-

dominant logic. Oppositely, operant resources stand at the forefront in the SDL. Analyzing 

the complex, demanding and long-lasting solutions provided in case of TCO business models 

in mechanical engineering, the pivotal relevance of operant resources turns out. However, the 

question arises how far operant resources are available the way it should be and whether the 

ratio of operant and operand resources employed in TCO settings is reasonable. In case of 

more or less evident bottlenecks (Coviello and McAuley, 1999; Hollenstein, 2005; Perrini et 

al., 2007) we additionally ask for an absorptive capability to integrate ‘firm-addressable 

resources’, according to figure 1. We conceptualize the absorptive capability similarly to the 

absorptive capacity (Cohen and Levinthal, 1990; Zahra and George, 2002) with the decisive 

difference that the absorptive capability is not bound to the integration of external knowledge 

but refers to any kind of firm-addressable resources as well. This leads us to our next set of 

propositions:  

Proposition 3a. Insufficiently developed operant resources of both the supplier and the 

customer side prevent from a faster transition to the SDL and have a negative impact on the 

adoption of TCO business models. 

Proposition 3b. A disproportion of operant and operand resources with over-emphasized 

operand resources prevents from a faster transition to the SDL and has a negative impact on 

the adoption of TCO business models. 

Proposition 3c. Lacking absorptive capabilities to integrate firm-addressable resources 

weaken the entire value-added system and have a negative impact on the adoption of TCO 

business models. 

 

Facing our line of reasoning, we finally propose: 

Proposition 4. A still fragmented state of SDL implementation in firms, markets, and in the 

society causes insufficient hybrid solutions and market resistance as for launching TCO 

business models. 
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EMPIRICAL APPROACH AND RESULTS 

As mentioned above, the overall research design is explorative for research on this issue is 

still in its beginnings and explorative work needed to better understand the causal structures 

underlying the sluggish adoption of TCO models. With a theoretical lens we analyze the 

causalities we check by qualitative research. Qualitative research, conducted within the scope 

of a case study (Yin, 2009) is chosen in order to penetrate the entire problem and to stimulate 

interview partners voicing their own thoughts on the problem by more narrative parts of the 

interviews. The results are useful to specify and eventually modify research propositions 

derived from theory. Insofar, the procedure follows Maxwell’s (2005) approach of iterative 

research designs with feedback between conceptual considerations, theory in use, and 

empirical results. Due to newness and complexity of our research topic we employ qualitative 

research and conduct case studies in different mechanical engineering enterprises to better 

understand the reasons of sluggish TCO adoption and the background. 

 

We started with our empirical fieldwork in the end of 2011 in six enterprises, some of the 

mechanical engineering firms, some of them customers. We carried out an in-depth case 

study according to Yin (2009) to gain a deeper understanding of factors in the realm of 

offering full service solutions, in particular TCO concepts. We conducted ten interviews 

within the companies (e.g. purchase, sales and services manager, CEO, head of construction). 

We used an interview guideline to frame the semi-structured interviews. The design of this 

interview guideline follows typical principles in literature (Lindlof and Taylor, 2002). Most 

of the interviews were conducted face-to-face with the firms’ employees and customers to go 

in detail whenever necessary. With two of the companies we only had telephone interviews 

due to reasons of physical distance. Each of the interviews lasted more than one hour. For 

quality purposes assurance we recorded each interview and made transcriptions that were 

analyzed afterwards. In the face of the results we carefully reviewed the interview guideline 

and made adaptations whenever things seemed to be not totally clear. Due to a first empirical 

analysis we can determine the importance of collaboration, cooperation and value co-creation 

and try to explain these first insights in the following part of paper. If both the supplier and 

the customer are not willing to work together, if there is no exchange of knowledge, and if 

people are not aware of thinking in terms of service, the TCO model could not diffuse or is 

not be adapted from the customer, respectively (Vargo und Lusch, 2004, 2007).  



14 

 

Next, we introduce our core findings as for the propositions we developed above. Whereas 

the first set of propositions touches on the embeddedness in markets and society, on 

absorbing external knowledge, and on goods-centered mental models, the second set refers to 

the level of customer/supplier integration and the combinative capabilities. Besides that, we 

consider SDL implementation (P4) from the very beginning. 

 

Based on the interviews conducted, we realized that a lot of customers are still influenced by 

thinking in terms of the goods-dominant view and do not adopt the basic logic of total cost of 

ownership models in the light of SDL. In more detail, trust in the exchange partner is lacking 

and people involved fear the changes connected with TCO models. In fact, the adoption of 

TCO models changes internal responsibilities and duties. Not in every case, the people 

involved felt prepared for this kind of organizational change. Moreover, decisions on TCO 

adoption were predominantly made based on purchasing costs. One interviewed customers 

stated: 

The price of the machine stands at the bottom line when decisions are made. 

Another customer agreed on that. Although both companies compare different offers from 

suppliers in terms of technology, quality etc., the deciders of the company primarily take the 

price into consideration. In retrospective, one customer who favoured a more traditional 

solution instead of the TCO model admitted that this was a mistake they made, for later on 

they realized that the costs of the traditional solution exceeded TCO by far. Also in case of 

TCO adoption, thinking in terms of the goods-dominant logic prevents customers from 

raising the benefits of close inter-firm collaboration (Proposition P1c, P4). Based on several 

interviews, it turned out that there was no real cooperation of supplier and customer and, thus, 

only limited integration in this case. From the customer’s point of view, the behaviour and 

the attitudes of the supplier were perceived as problematic, for the customer wanted to have 

more information, more adaptation, and individual support for the products and the services 

from the supplier. The lacking supplier integration in the usage phase created a lot of 

disconfirmation of the customer (P2b). The CEO of one customer remarked that the supplier 

should rethink a lot of processes and structures. In particular, the behaviour, the attitudes, the 

way of thinking, and the entire project management did not well suit to the supplier’s 

ambition to deliver an innovative and customized solution.  
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As for P2a, we learn from the interviews that customer integration, by far, does not only 

depend on the customer’s willingness and readiness for integration but the supplier’s 

willingness as well. Obviously, not all interviewed suppliers are aware of the positive effects 

of customer integration and collaboration in the value-added process. Instead, they fear losing 

control and expect conflicts in cooperation. Oppositely, one company seems to be aware of 

the necessity of customer integration. A manager of this company stated: 

For us, it is not more than just selling a product. To retain the customer we have to 

ask the customers for their wishes and, more important, we have to integrate the 

customer to create the services that fit the product. 

Nevertheless, integrating the customer in a useful manner is not taken for granted. The sales 

manager stated: 

It is very difficult to convince the customer to give input during the development of 

the machinery so that we could match the wishes with our product or services, 

respectively. 

Obviously, the customer is afraid of telling the supplier too many details. These insights are 

useful to specify P2a. Moreover, the sales manager of one company was told by a big 

customer that they simply do not want to buy machineries in the future without an ex ante 

cost calculation. The manager added that it is very difficult to calculate lifecycle costs of 

machinery only by the supplier. Furthermore, in his eyes it is completely impossible to do 

this with reliable data before the contract is almost fixed. He sees the supplier in charge of 

such calculations, but in close interaction with the customer. This stresses the basic need of 

close cooperation and co-production (P2a, P2b) This, however, is also relevant to P4. 

Another sales manager pointed to the relational background of customer/supplier 

collaboration and the way how the supplier is embedded in the market (P1a) and stated as for 

TCO partnerships: 

Suddenly we realized the win/win situation for both, the customer and ourselves. In 

former times we had to ‘fight’ for the relationship; now it comes without any 

additional effort - and lasts for a long time. 

Simultaneously he pointed out the necessity to renew the TCO business model in a customer 

oriented direction almost permanently. In this sense, he considered useful to be open-minded 

in order to identify upcoming issues as early as possible (P1b). Otherwise, customers would 

perceive this, become sceptical and finally drop the relationships - sometimes before tightly 

established.  
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The third set of propositions refers to the ability of both the supplier and the customer to 

develop operant resources, the disproportion of operant and operand resources, and the 

lacking absorptive capabilities. We found out that both were not fully aware of the 

importance of the operant resources. It was only the product which was focused because in 

their minds primarily goods can deliver value to the customer – and profit to the supplier. 

Although the companies were rather self-aware of their own expertise and technical 

capabilities they were not really aware of the experience and know-how of their customers 

that could help them improving their solutions. Insofar, P3a as well as P3b passed this very 

first reality test. However, SDL thinking implies to understand value as a product of joint 

activities of customer and supplier (value co-creation) (Vargo and Lusch, 2004). The 

purchaser of a big company added in this context:  

When a lot of information and knowledge has to be exchanged and explained, 

understood and used, it is important that both partners have a clear understanding 

of the situation and common goals. Otherwise problems arise and the relationship 

might get out of control what is not desirable for further business. 

This statement supports P3a and P3b as well. Besides the considerable disproportion of 

operant and operand resources, a lack of absorptive capabilities turned out as well (P3c). 

Obviously, the problem is rooted in the lack of identifying the usefulness of integrating some 

firm-addressable resource. We already considered the final proposition (P4). Probably, the 

attitudes of decision-makers of the supplier as well as the customer will change over time. 

Being familiar with the basic debate on the transition towards the SDL, the purchaser of one 

customer stated: 

It was and still it is a very complex process to change the logic in a company 

because there are fundamental differences in the way of thinking if I compare our 

company and the supplier. In my opinion we were neither well prepared nor aware 

of TCO thinking. Now the mindsets already changed and we look forward to cost 

reductions, quality improvements and well developed resources.  

OUTLOOK 

Vargo and Lusch (2004) argue that the transition from a goods-dominant to a service-

dominant logic implies remarkable changes, such as (1) offering hybrid and customized 

solutions rather than products, (2) value-added processes based on customer integration in 

manufacturing and supplier integration in the usage process instead of autonomous 

production modes of the supplier, (3) ‘sense and respond’ instead of ‘make and sell’ as value-

added principles, (4) ‘operant resources’ (e.g. knowledge, capabilities, technological know-
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how) as dominant drivers of value-added processes instead of ‘operand resources’ (e.g. 

technical infrastructure, materials), and (5) a relational rather than transactional focus. The 

SDL in this sense goes far beyond adding services to the products and implies inseparable 

relations of goods and services as for the outcome, a rather collaborative, comprehensive and 

serving way of providing solutions to the customer as for the throughput, and pooling operant 

resources of both the customer and supplier for the sake of raising synergies as for the input. 

Our research suggests that TCO offerings deviate from the goods-dominant logic, indeed. 

However, these integrated and innovative business models require routines, resources, and 

mindsets of the exchange partners that keep up with a rather complete implementation of the 

SDL in the sense outlined above. In this vein, our research propositions are derived from the 

elements of the SDL concept and formulated in CbTF terms with the overall suggestion that 

an incomplete implementation of the single elements of SDL of both the customer and the 

supplier hinders the adoption of TCO models in the market. Our case study in German 

mechanical engineering gives rise to this impression in almost all points. 

 

Our paper gives first insights into this complex research topic. Nevertheless, we believe that 

future – conceptual as well as empirical – research on this topic is necessary to understand the 

mechanisms that play a role in detail. Our findings suggest that skepticism on the customer 

side as for TCO business models is caused by a value-added logic that is not close enough to 

the model of the service-dominant logic. In this sense, customers still optimize their activities 

in an intra-firm setting and reject considerations in the realm of ‘open innovation’ and ‘open 

production’. Rather, they separate value-added processes with clear responsibilities for the 

supplier or the customer, respectively. Moreover, they make decisions, favoring earlier cost 

savings much more than later ones that are in their view rather uncertain. 

 

We relate the debate on the service-dominant logic to innovation processes in the realm of 

service business models. This allows for shedding light not only on the sphere of the 

customer and the supplier but on the relational level as well. Connecting these perspectives 

allows for specifying obstacles to innovation. More, we develop the open system view in the 

sense of the service-dominant logic to better understand the system elements of the 

customer’s and the supplier’s sphere that prevent a smooth running process of TCO adoption. 

Finally, our research suggests analyzing the transition process from the goods-dominant to 
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the service-dominant logic more intensively. Our findings enable suppliers to discover and 

better understand the customers’ behavior and the maturity of their business models. The 

research results point to the need of analyzing buying behavior in cases of launching 

innovative business models more carefully.  
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SUMMARY 

 

This paper examines the level of scam activity based on a survey of 99 West Australian 

micro- and small-enterprises in 2011. The majority (69%) had not reported any incidence of 

scamming, 16% indicated that they had been victims, and a further 15% were unsure whether 

they had been scammed or not. The proportion of scammed small firms is higher than the 

general Australian population. The number of respondents unable to determine if they had 

experienced a scam event suggests many firms are unaware, apathetic or ill-informed about 

the issue of scamming. 

 

Possible indicators of scam susceptibility (both amongst owners and the firms they operate) 

were evaluated. There was no discernible difference between businesses run by men and 

women, nor between business owners’ ages. Internet-active businesses were more likely to be 

subjected to a scam than small businesses with a low level of internet activity. High turnover 

firms appear to be at greater risk than others. Finally, businesses in the retail sector appear to 

be more at risk of being targeted by a scammer.  

 

Two emergent theories from the criminology literature, self-control theory and routine-

activity theory, offer some value in predicting the susceptibility of certain business owners 

and their small businesses to scams.  These are explained and their utility is briefly analysed. 

 

Keywords: scam; fraud; self-control theory; routine activity theory 
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INTRODUCTION 

 

Scamming is a phenomenon which is becomingly increasingly prominent in the public 

consciousness, and whose incidence appears to continue to be growing over time. In Australia 

alone, for example, the number of scams reported to the national enforcement agency, the 

Australian Competition and Consumer Commission, more than doubled to reach some 83,000 

incidents in 2011, with commensurate reported losses of $85 million (ACCC 2012).   

 

This paper provides some insights on business scams perpetrated on small firms. It attempts 

to measure the overall incidence of scam occurrence within small business, as well as 

examining some characteristics that may (or may not) indicate who is likely to fall victim to 

such practices. Most studies to date on the phenomenon of scamming have focused on 

consumers, with a particular emphasis on assessing their vulnerability to scams. There has 

been little research into scams perpetrated upon small businesses, although the limited 

evidence available indicates that small businesses are arguably just as much at risk (and 

sometimes even more so) than the general public.  The paper also identifies two theoretical 

perspectives that help explain and predict why certain small businesses are targeted, and 

discusses how these frameworks may be used to help improve detection and prevention of 

scam activity.  

 

WHAT ARE SCAMS? 

 

“Scams” are a concept that is commonly used but rarely defined. A small business scam is a 

deceptive and misleading action executed by an external perpetrator upon a small enterprise, 

where the owner or other decision maker within the business plays an active but unwitting 

part in the deception.  The victim is invited to participate in an activity which is, ultimately, 

designed to lead to the loss of financial, organisational or owner resources (Weber et al 2011; 

ABS 2008).  A common example is that of the fake inheritance scam, where a victim is 

misled to believe they will inherit a fortune from a long-lost relative so long as they first pay 

a so-called administrative fee to a scammer. The hoax is perpetrated by an external party, and 

relies upon the victim ultimately voluntarily surrendering over his or her money.  

 

This definition is similar, yet more inclusive, to that provided by the UK Office of Fair 

Trading, who claim that a scam is “a misleading or deceptive business practice where you 
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receive an unsolicited or uninvited contact (for example by email, letter, phone or ad) and 

false promises are made to con you out of money” (2006, p. 12).   

 

As Table 1 below indicates, there are numerous ways in which scammers can seek to 

perpetrate a scam against a small-scale enterprise.  

 

Table 1: Some common forms of small business scams 

Fake business directory entries 

Fake charities 

False domain name and business registrations 

False magazine advertisement invoices 

False self-employment opportunities 

Employment opportunities/guarantees 

 

Faxback/premium telephone call-backs 

Misleading office supply invoices 

Overpayments 

Phishing, online banking account scams  

Work-from-home schemes 

Boiler room investment scams 

False business valuations and sales 

 

Some common examples of a small business scam include directory entry or unauthorised 

advertising scams; overpayment scams; and trademark publication scams (ACCC 2010; 

Victorian Small Business Commissioner 2011).  In the case of the directory entry or 

unauthorised advertising scam, the scammer sends an invoice for a listing in a magazine or 

business directory not requested by the business owner.  In overpayment scams, the scammer 

contacts the business owner to purchase goods and services from them and then makes a 

substantial overpayment using a bounced cheque or bogus credit card.  Before the business 

owner is aware of the fraudulent nature of the payment, the scammer asks to be refunded the 

overpayment and the business owner is duped.  When a scammer uses a trademark 

publication scam, an unsolicited letter or invoice is sent to a business for payment for a 

trademark listing.  To aid legitimacy, the scammer may give the impression that they are 

associated with a government body responsible for the registration of intellectual property 

(ACCC 2010; Victorian Small Business Commissioner 2011).  On each occasion, the 

business owner has made a payment to a scammer without knowing they were being 

deceived.  The scammer is an external party to the business, and the business owner/ manager 

has been an unwitting participant in the misleading conduct. 

 

The term scam is frequently associated with fraud, and the two types of activities are often 

very similar. Fraud, for example, is often defined as an intention to deceive an individual with 

a promise of goods, services or other financial benefits that do not exist or were never 

intended to be provided (Titus and Gover 2001).  However, there is a difference between the 
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two. As generally applied in the business context, the term “fraud” covers a broader level of 

deception, and can include internal deception, such as misleading acts committed against a 

business by its own employees (UK Office of Fair Trading 2006; Taylor-Butts and Perreault 

2009). In contrast, a scam is always an external attack. 

 

In recent years a small but growing body of research-based literature has emerged into the 

phenomenon of scamming (see, for example, Langenderfer and Shimp 2001; Menzel Baker, 

Gentry and Rittenburg 2005; Vishwanath et al 2011).  Generally, these investigations have 

dealt with “consumers” (that is, the general public), and have not dealt specifically with those 

misleading activities perpetrated against small businesses (Grazioli and Jarvenpaa 2003).  In 

some respects, this omission is understandable. Indeed, the two groups are somewhat 

overlapping: many self-employed persons are both consumers and small businesses at the 

same time, and many types of scam are simultaneously perpetrated on both consumers and 

small businesses. An example is the phenomenon of so-called “phishing”, where the 

perpetrator sends an email apparently from a legitimate organisation (such as a bank or 

government agency) seeking the victim’s personal and financial information. This activity 

targets both consumers and small business owners alike (ACCC 2011; Vishwanath et al 

2011).  

 

Whilst the level of formal research into SME scams is limited, governments and law 

enforcement agencies have nevertheless become increasingly aware of the phenomenon, and 

increased their efforts to raise awareness of the issue. In 2011, for example, the Australian 

Competition and Consumer Commission ran a forum in conjunction with the Council of 

Small Business Organisations of Australia attended by 70 business, industry associations and 

government representatives to highlight the problem, raise business awareness, and map out 

prevention and detection strategies.  In October 2011, the European Commission launched a 

public consultation process to obtain information from businesses on the nature and scale of 

scams and unfair practices (European Commission Enterprise and Industry 2011).  In 2008, 

Statistics Canada conducted the Survey of Fraud Against Businesses to help build a more 

comprehensive picture of the prevalence and characteristics of business fraud in the country 

(Taylor-Butts and Perreault 2009). 

 



5 
 

 

Why Are Small Businesses at Risk? 

 

There are a number of reasons why small firms are likely to be attacked by scammers. Many 

small business owners and managers consider they do not have the time, resources and/or 

capabilities to scrutinise and identify a potential scam targeting their business.  Small firms 

are particularly susceptible to scams perpetrated online, since these firms often have poor 

electronic security processes, and usually do not have ways of measuring the impact of 

security breaches. As a consequence, their managers may downplay or ignore these events 

(Sumner 2009; Gogolin 2010; Vishwanath et al 2011).  Most scams involve only a few 

hundred dollars and are never reported to police by business operators simply because they 

are unaware of the scam, do not have the time to complete paperwork or are too embarrassed 

to admit they have been a victim of a scam (Victorian Small Business Commissioner 2011).  

A Canadian study, for instance, found that many retailers did not report any losses to police 

because they felt the loss was too minor to involve law enforcement or that the police were 

unlikely to do anything about the situation (Taylor-Butts and Perreault 2009).  Similarly, the 

Australian Institute of Criminology (2003) found many crimes committed against small retail 

businesses go unreported.  Unfortunately, this lack of reporting is only playing into the hands 

of the scammer.  Scamming projects can be so profitable for scammers that many are now 

concentrating solely on the business sector and overlooking consumers (Ulster firms losing 

millions 2011).  In the USA alone, for example, online scams involving identity theft (such as 

phishing) were estimated to cost approximately USD $52.6 billion.  Around 90% of this total 

was borne by businesses and financial institutions and only 10% by consumers (Brody, Mulig 

and Kimball 2007). 

 

At a general level, most businesses have usually been treated by law enforcement agencies as 

rational systems that protect themselves against opportunistic behaviour and have the 

necessary rules and procedures to control transactions and protect their reputation (Grazioli 

and Jarvenpaa 2003).  However, in reality this is far from the case for small businesses.  Busy 

small business owners are often considered “soft targets” for scammers (Michael 2011).  For 

example, scammers rely on the fact that small business owners and managers are busy 

individuals and may agree to pay for goods or services that they have not received, without 

giving it a second thought (Business Enterprise Centres Australia 2010). 
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Scams also have the potential to impose a significant burden on firms. A business can be 

exposed to multiple forms of loss as a result of a scam; this can include a loss of time in 

detecting and combating the scam (if, in fact, it is detected), and/or a loss of money if the 

scam goes undetected.  A further indirect cost is the loss of customer trust, which may occur 

if there is a security breach of customers’ personal information as is the case in some online 

scams (Brody, Mulig and Kimball 2007).  While the cost to individual firms may not seem 

large, cumulatively this may amount to a substantial hidden cost to the broader economy and 

society. 

 

PREDICTING SMALL FIRM SCAM PROPENSITY AND SUSCEPTIBILITY 

 

Is it possible to determine if there are certain characteristics of businesses and their owners 

that might help identify small business scam propensity?  There have been a number of 

studies that have examined the characteristics of victims of fraud but – as noted above – these 

have focussed primarily on consumers (e.g. Lee and Soberon-Ferrer 1997; Langenderfer and 

Shimp 2001; Titus and Gover 2001).  However, there is as yet no substantial body of 

evidence examining small firms.  

 

There are essentially two ways to identify likely scam susceptibility amongst small firms: by 

examining the owner, or else by examining the business itself. It may well be that there are 

particular characteristics of firms (such as their turnover size, or industry sector) which place 

them at greater risk of being scammed than other businesses. However, because a small 

business is usually owned and managed by a single individual who makes almost all the 

significant managerial, accounting and security decisions within the enterprise, it is also 

important to examine the individual.  

 

For these reasons, and because it is an essentially early-stage examination of a poorly known 

phenomenon, the study reported in this paper was limited to measuring the overall incidence 

of scamming amongst small enterprises, and to determining if some key common 

demographic features of owners or their businesses might be linked to the incidence of 

scamming.  

 

The literature to date has suggested a number of basic features which might indicate those 

owners and businesses which are more susceptible to scamming approaches than others.  
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Business owner age. There is some evidence to suggest that the age of an individual has an 

impact on their likelihood of being scammed. For example, Tennant (2011) identified males 

of a certain age, job status and network membership as being more likely (through peer 

relationships) to follow others into a Ponzi scheme. Conversely, the UK Office of Fair 

Trading (2006) conducted a survey of consumer scam propensity which found that older 

consumers over the age of 65 were at higher risk of being scammed. It seems possible, then, 

that the age of a business owner does have some impact upon the businesses scam propensity. 

 

H1 : Owner age is correlated with exposure to scam approaches. 

 

Gender. It may be that men are more likely to fall for a scam approach than women. Tittle, 

Ward and Grasmick (2003), for example, have argued that males are likely to show less self-

control than females, and are therefore more likely to fall for a misleading ploy that promises 

instant enrichment. As mentioned above, Tennant (2011) has also suggested that men are 

more inclined to be scammed than women. And a large-scale study of scam and fraud victims 

in 2007 showed that significantly larger numbers of men reported having been “stung” than 

their female counterparts (ABS 2008). As such, it seems reasonable to test the proposition 

that: 

 

H2: Male business owners are more likely to be exposed to scam approaches than female 

owners. 

 

Both of these personal characteristics of the owner are easy to identify, measure and compare 

with other future studies. However, there are also likely to be some individual characteristics 

of the business itself that are also possible indicators of scam activity. 

 

Online activity. While the internet has perhaps fundamentally changed consumer practices, it 

has also expanded opportunities for perpetrators of cybercrime and online-scams to target 

online consumers and businesses (Pratt, Holtfreter and Reisig 2010).  As more people 

continue to use the internet, so does the number of potential offenders who have the capacity 

to commit internet scams such as phishing. If the internet is proving to be a breeding ground 

for new, more sophisticated scams, then one would expect skilled, knowledgeable scammers 

to target businesses with an internet presence (Kshetri 2005; Pratt, Holtfreter and Reisig 

2010).  Accordingly, the following hypothesis is proposed: 
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H3: E -commerce enabled businesses are more likely to be exposed to scam approaches. 

 

Firm turnover. Businesses with higher annual turnovers are possibly dealing with more 

transactions than businesses with a lower turnover.  Consequently, the extra routine activities 

associated with these transactions might increase the exposure of higher turnover firms to a 

scam. For example, if a scam involves a relatively small amount of money compared to the 

overall annual income of the enterprises, scammed business owners or their employees may 

not pay much attention to the proposed transaction (Langenderfer and Shimp 2001) and 

careless errors and losses may ensue. Such lack of an effective internal process will inevitably 

attract the attention of opportunistic scammers (Pratt, Holtfreter and Reisig 2010).  This leads 

to the final hypothesis in this paper: 

 

H4: Turnover is positively correlated with scam approaches. 

 

METHODOLOGY 

 

Data for this study was collected as part of a broader small business benchmarking survey 

conducted on Western Australian small businesses in 2010/2011(for further information, see 

www.smallbusinessbenchmarks.com and www.business.curtin/WASBB).  In addition to 

other questions, business owners were also asked if they had been exposed to any scam 

activity in the last 12 months.  They were encouraged to explain briefly the nature of the 

scam, whether or not they had responded to it, and if they had incurred any losses as a result.  

Since the survey respondents also provided additional data about themselves and their 

business for the unrelated benchmarking task, a range of demographic variables of both the 

owner and the business were also provided. Data from three groups (business owners that had 

experienced no scam activity; owners that were unsure; and business owners that had 

experienced scam activity) were subsequently analysed. 

    

Over 100 respondents completed the online survey, 99 of whom answered the question on 

scam activity.  All respondents were either micro- or small-sized private sector firms; no 

medium- or large-scale enterprises were included. The available sample for this study raises 

the possibility of non-response bias.  Accordingly, early survey respondents were compared 

to late respondents to assess any possible evidence of such bias.  This is based on the well-

http://www.smallbusinessbenchmarks.com/
http://www.business.curtin/WASBB
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established assumption that persons responding later are more similar to non-respondents 

(Armstrong and Overton 1977; Lambert and Harrington 1990).  Independent samples t-tests 

were carried out to compare the mean of early survey respondents (n = 58, 58.6%) and late 

respondents (n = 41, 41.4%) on three variables: annual turnover; number of full-time 

employees in the business; and the age of the business.  The results show no significant 

differences between the early and late respondents for the business’ turnover, t(97) = -1.29, 

p>0.5; full-time employees, t(97) = -1.89, p>0.1; and age of business, t(97) = 1.59, p>0.1.  

The lack of any significant differences between the two sets of respondents across these three 

variables indicates there was no discernible non-response bias. 

 

RESULTS AND IMPLICATIONS 

 

Of the 99 businesses that responded to the scam question in the survey, 68 reported no scam 

activity within the last 12 months, 15 were unsure and 16 had experienced a scam.  The 16% 

indicating they had been scammed is higher than the 5% figure reported for the general 

Australian population (ABS 2008), and suggests that small firms are perhaps more likely to 

be approached by scammers than consumers in general. It is also noteworthy that almost 15% 

of respondents were unable to determine if they had experienced a scam event or not. This is 

a significant proportion, and would seem to suggest that there may be many firms who are 

unaware, apathetic or ill-informed about the issue of scamming.   

 

Characteristics of the scammed versus not scammed groups are presented in Table 2 below.  

 

Table 2: Scammed or not, by selected variables  

Continuous variables reported  Not scammed Scammed n Significance (2 tailed) 

Respondents  68 16 84  

Mean age of owner (in years)  43.9 41.9 84 0.438 

Gender distribution (M/F)  44/24 12/4 84 0.422 

Mean age of business (in years)  8.74 8.75 84 0.466 

Turnover ($1000’s)  1080 1,820 84 0.088 * 

Net profit margin (%)  25.37 17.53 84 0.082 * 
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Mean hours trading per week  67.7 74.7 84 0.455 

Number of business owners  1.33 1.69 84 0.354 

* Significant at the 0.10 level.  

 

H1 Owner age is correlated with exposure to scam approaches. 

 

The results of the independent t-test for the owner-age correlation with scam propensity show 

that there is no significant difference between owner age and scam propensity, nor that age of 

the owner has any significant impact (p>0.4).  Hypothesis 1 was therefore not supported.  

This finding suggests that, bearing in mind the small sample size, the age of a business owner 

does not necessarily make them more susceptible to a business scam. 

 

H2: Male business owners are more likely to be exposed to scam approaches than female 

owners. 

 

The independent t-test conducted to examine gender ratios of males/females in the not-

scammed and scammed group again revealed there was no clear difference between the two 

groups (p>0.4; scammed group 12 males and 4 females vs. not scammed group of 44 males 

and 24 females), providing no support for hypothesis 2.  This result indicates that neither 

males nor females are more susceptible to scam approaches.  This result was surprising since 

the notion that males have less self-control than females was considered to make males more 

susceptible to scams (Tittle, Ward and Grasmick 2003; Tennant 2011). 

 

H3: E-commerce enabled businesses are more likely to be exposed to scam approaches. 

 

Across the two groups that had either experienced or not experienced a scam (removing the 

unsure group from the equation), there were 24 businesses with e-commerce enabled websites 

and 60 without.  These respondents were examined to determine if businesses that had an e-

commerce enabled website had a higher incidence of scams through another independent t-

test analysis.   

 

The result indicates that businesses with e-commerce enabled websites were more likely to 

have been scam targeted than those that did not have these websites (t (df-29) = -3.41, 
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p<0.001) supporting hypothesis 3. A Pearson correlation test was also performed to examine 

whether there was any correlation between annual turnover and having an e-commerce 

enabled website in case this was a maturity effect, with larger turnover businesses perhaps 

being more likely to adopt e-commerce.  There was no significant correlation between the 

two (p>0.8), indicating that turnover and e-commerce capability were unrelated. 

 

H4 : Turnover is positively correlated with scam approaches. 

 

The average annual turnover of the businesses was examined through an independent t-test 

analysis. The result indicates that there were significant differences between the no scam 

group and the group that had experienced a scam.  The average annual turnover for businesses 

that had been scammed was AUD$1.82 million (n=16), while the average for businesses that 

were not scammed was AUD$1.08 million (n=68). In other words, there appears to be a 

substantial difference between the annual turnover of businesses that were exposed to a scam 

and those that were not. In relative terms, scammed businesses had an average 69% larger 

turnover than businesses not scammed. This difference was significant at the 0.10 

significance level (90% confidence level), which is noteworthy in a small sample such as this. 

Thus hypothesis four is supported. 

 

This finding may suggest scammers deliberately target high-income businesses that 

potentially provide a greater payoff; alternately, it might also suggest that businesses with 

higher turnover are more prominent and likely to be a target. This is an important finding of 

this study, deserving of further investigation. Further, the similarly significant profit margin 

result seems to suggest that profit margins are lower in scammed businesses. Although this 

result is indicative of a lower level of performance in businesses that fall victim of a scam, no 

causation is claimed. This observation is simply made to support a call for more research in 

this area. 

 

Other observations. Although not formally tested, a cursory examination of respondent’s 

industry classification (see Appendix 1) revealed one sector that appeared to have 

experienced substantially more scam activity than all others: the retail sector.  Within the 

sample, 13 firms were in the retail sector, and of these 4 had been scammed and another 5 

were unsure if they had been so – a potential total of 9 victims.  This high proportion of 

potential victims is particularly noteworthy since, as mentioned earlier, the Australian 
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Institute of Criminology (2003) found many crimes committed against small retail businesses 

go unreported.  

 

Respondents were also given space to make their own comments and observations and to tell 

their own stories. Whilst most declined to do so, there is value in noting the frustrations of 

one respondent who, despite his stated knowledge of scam risk prevention, was still spending 

a significant amount of money protecting the business and its clients from such activity: 

  

As an online business with our own payment portal, we are regularly targeted 

(3+ times a week)…  I have taken extensive steps to ensure that our payment 

gateway is as heavily secured as can be achieved… This mitigation comes at 

the cost of about $10,000 to $15,000 per year in proactive mitigation.  If we 

were not extremely security conscious, I can confidently say we would have 

had our entire customer credit card databases stolen multiple times since we 

started three years ago. 

 

Other qualitative responses also revealed the diverse nature of small business scams and the 

effects they have had on businesses and their owners.  Some owners stated that they chose not 

to report the scams because of the time and effort this was likely to take, although there were 

also several other business owners who were prepared to pursue the matter and report it to the 

authorities.  One business even tracked the scammer by following the airline tickets that were 

bought as part of the deception.  Finally, there was one case where the business owner clearly 

recognised the potential harm scammers could cause their business and consequently took the 

necessary (albeit somewhat expensive measures) to protect their clients and reputation.  

 

Finally, a word of caution is needed. It should be noted that the study was drawn from a 

relatively small sample, which will have an effect on the reliability of the results obtained and 

the generalisability of the findings reported herein. Moreover, the data was collected 

opportunistically via a survey which was not instigated for the sole or even main purpose of 

investigating scam activity. Larger samples across multiple industry sectors are clearly 

required to investigate and confirm these initial observations. 
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A theoretical framework to better predict small business scamming? 

 

The results above provide some interesting indicators (or non-indicators) of scam likelihood, 

but in themselves do not form a framework for understanding why a small business might be 

scammed. However, in recent years, two theories have emerged - self-control theory and the 

routine activities theory - which may have some use in future predictions of likely victims 

(Holtfreter, Reisig and Pratt 2008; Van Wilsem 2011), and which have a bearing on the above 

findings. 

 

Self-control theory. Self-Control Theory (SCT) is a recently applied lens through which to 

examine why some consumers are scammed and others are not (Holtfreter, Reisig and Pratt 

2008; Holtfreter et al 2010; Van Wilsem 2011).  It argues that individuals who lack self-

control are not concerned about their long-term behavioural consequences.  When the 

opportunity arises, these individuals are more likely to engage in activities that provide them 

instant gratification for little effort (Holtfreter et al 2010; Van Wilsem 2011).  While a lack of 

self-control will not in itself mean an individual will be targeted by a scammer, people with 

poor impulse control will engage more often in activities that will expose them to a scammer 

(Van Wilsem 2011).  So if an individual is prone, due to a lack of self-control, to pursue 

online deals that promise big pay-offs, eventually they are likely to fall victim to a scam.  

Self-control theorists contend self-control remains relatively unchanged over one’s life 

course, having being set before adolescence (Tittle, Ward and Grasmick 2003).  Given that a 

lack of self-control remains relatively stable throughout one’s life, an individual with poor 

impulse control is also at heightened risk of being a repeat victim of scams (Van Wilsem 

2011). 

 

Early work in SCT amongst criminology researchers lead to the first development of a 

theoretical link between the lack of self-control and criminal behaviour (Gottfredson and 

Hirschi 1990; Hirschi and Gottfredson 1993).  Gottfredson and Hirschi’s seminal work, “A 

General Theory of Crime” and its associated lack of self-control thesis, has since been tested 

empirically in a number of different criminology studies (e.g. Baron 2003; Tittle, Ward and 

Grasmick 2003; Holtfreter, Reisig and Pratt 2008; Holtfreter et al 2010).  However, the focus 

of this theory was on why criminals actually commit crimes, not on the victims of crime. 
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A more recent development of SCT has been the work of Langenderfer and Shimp (2001), 

who have proposed a theory of consumer vulnerability to scams that incorporates the effects 

of self-control, gullibility, susceptibility to interpersonal influence, scam knowledge and 

‘visceral influences’.  These visceral factors are also referred to by Loewenstein (1996) as 

having direct hedonic impact (via emotions such as lust, greed and fear).  In addition, some 

victims are scammed because they are so eager to receive the payoff on offer, that they pay 

little attention to the scam’s details and ignore cues that are obvious to others not so driven by 

the desire (Langenderfer and Shimp 2001).  While visceral factors may drive an individual to 

fall prey to a scammer, it is argued that it is the victim’s lack of self-control that is primarily 

responsible.  For example, an individual with low self-control seeks immediate gratification 

and faces a greater likelihood of involvement in scam activities (Holtfretter, Reisig and Pratt 

2008).   

 

Some repeat victims of scams have been shown to develop a self-conscious emotion that 

leads to self-blame and an exaggerated fear of being fooled or duped. This emotional state is 

called “sugrophobia” (Vohs, Chin and Baumeister 2007). This feeling of being duped leads to 

a heightened commitment to never fall prey to the same scam again.  It is observed that high 

sugrophobes will likely be vigilant and skeptical of future deals whereas low sugrophobes 

may not even realize in some instances that they have been duped. Recent research also 

suggests that a person with both low self-control and low sugrophobic tendencies will 

probably not report the event, to avoid being labelled as a ‘sucker’ if they fall for a somewhat 

‘obvious’ con (Vohs, Chin and Baumeister 2007).  This presents an argument that perhaps 

experiencing a scam might make an individual more wary of future potential scams.  So while 

theorists argue that a lack of self-control remains stable during one’s life, negative 

experiences from scams might lead to restraint on the part of the small business owner.  

Indeed, some research studies have found that individuals who suffered the negative 

consequences of low self-control end up improving their self-control over time (Tittle, Ward 

and Grasmick 2003).   

 

Self-control theory can help explain why a small business owner might fall victim to a big 

“pay-off,” but does not explain why one falls victim to scams like the directory entry or 

unauthorised advertising scam, which offers no extra profit or incentive beyond complying 

with a request for payment from a perceived legitimate source.  Focussing on why small 

businesses are scammed only provides one angle with which to view susceptibility and 



15 
 

perhaps a more holistic approach is needed which examines why scams occur in the first 

place. 

 

Routine activity theory. RAT offers a partial explanation for the level of scam activity in a 

particular industry sector or geographic location that may add predictive power to any 

composite measure of scam propensity (Cohen and Felson 1979). The theory proposes that 

most criminal acts require the convergence of three key elements: motivated offenders (i.e. 

scammers), suitable targets, and a lack of capable guardians against crime (Cohen and Felson 

1979; Hutchings and Hayes 2009; Pratt, Holtfreter and Reisig 2010).  

 

This theory proposes that the probability of victimization increases with a concomitant 

increase in time spent in ‘harm’s way’. This risk is heightened without the protection of 

capable internal or external guardians. In other words, a crime is more likely to occur in 

circumstances where the victim is in the wrong place at the wrong time and little is being 

done by anyone to protect them.  Most of the early work in RAT has concentrated on 

identifying demographic characteristics of individuals that indicate a tendency to place 

themselves in high risk situations. The evidence from this perspective suggests that 

minorities, males and single persons are more susceptible to crime in general as a 

consequence of RAT (Holfretter, Reisig and Pratt 2008). In addition, frequent internet based 

activity has been identified as a risk factor for cybercrime victimisation using routine activity 

theory RAT (Yar 2005; Holtfreter, Reisig and Pratt 2008; Hutchings and Hayes 2009; Pratt, 

Holtfreter and Reisig 2010; Van Wilsem 2011).  

 

Routine activity theory helps explain why some crimes occur and prescribes the conditions 

that will lead to the crime opportunity. For example, recent research adopting R.A.T. as a 

framework has shown that the risk of a consumer being scammed increases by 50% if the 

victim uses internet banking and/or email/instant messaging and by another 30% if online 

shopping and downloading of software is occurring (Reyns 2011).  Many of these activities 

take place in businesses that have an e-commerce enabled website.   

 

Like many criminals, scammers are opportunity seekers (Farrar 2011) and scams are 

opportunistic crimes (Brody, Mulig and Kimball 2007), so scammers will tend to ‘fish where 

the fish are’.   
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The results of this study provide some initial evidence that both supports and contradicts the 

arguments of both theories. For example, according to the results of the current study, there is 

no gender difference in terms of scam approaches, yet SCT theorists suggest that men often 

have less self-control than women and thus should be more likely to be scam victims. On the 

other hand, RAT’s concept of “fishing where the fish are” – namely, that particular types of 

industry sectors are more likely to be scammed than others – seems borne out by industry 

sector results.  Similarly, the upholding of hypothesis three (e-commerce enabled business are 

more likely to be exposed to scams) would seem to support the RAT concept that firms which 

routinely spend a large amount of time doing business online and in cyberspace are more 

likely to be attacked by scammers in the cybersphere.  

 

The study’s findings also suggest that high turnover businesses are at greater risk, and this 

finding may well fit into the logic of routine activity theory: since larger turnover businesses 

are likely to place themselves at risk because they do more activities, more frequently, with a 

group of clients and generate a higher volume of transactions which may be visible to 

external observers.  

 

As previously stated, the routine activities theory argues that there are three key elements that 

are needed for a crime to occur: motivated individuals; suitable targets; and lack of 

appropriate guardians (Cohen and Felson 1979; Van Wilsem 2011).  This is congruent with 

the above findings: routine e-commerce activities in larger turnover business seem to 

encourage scammers because there is a likely target of motivated individuals (scammers), 

suitable targets (e-commerce enabled websites), and a perceived or actual lack of appropriate 

guardianship against cybercrime (owner lack of interest or awareness) (Cohen and Felson 

1979; Van Wilsem 2011).   

 

CONCLUSION 

 

This initial exploration of scamming in the small business sector tentatively indicates a 

number of useful findings. While the overall level of scamming approaches is generally low, 

SMEs do appear to be more likely to be approached by scammers than are the general public. 

It is also highly noteworthy that 15% of all firms are unable to determine if they have (or 

have not) been approached by a scammer. 
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Many possible indicators of likely victimisation do not appear to be supported by the 

evidence collected in this study. There is no discernible difference between businesses run by 

men and women, nor between business run by older and younger owners. However, internet-

active businesses are more likely to be a scam victim than small businesses with a low 

internet level of activity.  Likewise, high turnover firms appear to be at greater risk than 

others. Finally, some industry sectors do appear more likely to be susceptible, with businesses 

in the retail sector seemingly more at risk of being targeted by a scammer.  Admittedly, the 

findings were obtained from a relatively small sample.  Further research encompassing a 

larger, more comprehensive survey, using previously tested scales that measure aspects of 

scam susceptibility, might reveal more significant results including gender and business 

owner age.  Further research could also aim to develop a scam risk profile or score that helps 

identify small business operations or industry sectors that might be more vulnerable to 

scammers. 

 

The combination of two explanatory theories, self-control theory and routine-activity theory, 

to predict the susceptibility of certain small businesses to scams offers some promise for 

targeting ‘at risk’ firms in the same manner that these theories are being applied to target 

consumer fraud ‘hot spots’. It may well be that these theories, and the findings of this (and 

hopefully future other studies) will help inform enforcement agencies and regulatory 

authorities in the implementation of measures to control scamming.  Larger turnover 

businesses, the retail sector and online enabled businesses were all identified as potentially 

vulnerable targets.   

 

If this observation holds true in further, wider small business studies, then it would seem 

appropriate for law enforcement agencies to focus on developing customised sector-specific 

approaches to education and prevention. Indeed, it may well be that one type of RAT can be 

used to foil another  -  but first we need to build a better trap. 
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APPENDIX 1 

 

Business types represented by scam experience in last year 

ANZSIC Division Scammed 
Not 

scammed 
Unsure 

Agriculture, Forestry and Fishing 

Manufacturing 

Electricity, Gas, Water and Waste Services 

Construction 

Wholesale Trade 

Retail Trade 

Accommodation and Food Services 

Transport, Postal and Warehousing 

Information Media and Telecommunications 

Financial and Insurance Services 

Rental, Hiring and Real Estate Services 

Professional, Scientific and Technical Services 

Administrative and Support Services 

Education and Training 

Health Care and Social Assistance 

Arts and Recreation Services 

Other Services 

0 

0 

0 

0 

2 

4 

1 

0 

1 

0 

0 

5 

1 

0 

0 

0 

2 

1 

4 

0 

5 

4 

4 

4 

1 

1 

1 

1 

21 

4 

2 

8 

0 

7 

0 

0 

1 

2 

0 

5 

1 

0 

0 

0 

0 

4 

1 

0 

0 

1 

0 

TOTAL 16 68 15 

 

 



 1 

Complex and diverse roles performed by non-executive directors in the context of the 

implementation of the non regulatory codes of corporate governance – Evidence from the 

small and medium firms in the UK 

 

 

 

 

 

by 

Dr Halpege Walter Gunetilleke 

University of Sri Jayewardenepura/University of Greenwich 

and 

Dr Anil Chandrakumara 

Sydney Business School 

University of Wollongong 

 

 

 

Author contact: hwalterg@yahoo.co.uk 

 

 

 

 

 

 

 

 

 

 

 

 



 2 

Summary 

 

This study aims to address two interrelated issues. (1) What is the role of no-executive directors 

(NEDs) of public companies listed in the Alternative Investment Market (AIM) in the UK? (2) 

Whether AIM listed companies accept the principles and provisions of the Combined Code of 

Corporate Governance (CCCG)?
1
 and, if so, to what extent? 

Small and medium companies can use AIM to float their shares with more flexible regulatory 

system than is applicable to main market. There is dearth of studies on roles of NEDs of AIM 

listed companies in the UK, which is a growing segment of the UKs economy (AIM, 2007).  

This study intends to fill the knowledge gap that exists in the areas of understanding the role of 

NEDs in AIM listed companies and about the degree of acceptance of principles and provisions 

of CCCG by these companies. The study is also important in a sense that the role of NEDs is not 

getting serious attention among researchers on continuity basis as it has been given primacy 

when there are corporate collapses only. The role of NEDs is associated with corporate 

governance.  AIM insists the usefulness of the CCCG for its listed companies despite the fact 

that AIM companies are not required to follow the CCCG.  Practically, this study is important to 

enhance the understanding of tasks to be performed by NEDs in different organisational context 

and effective discharging their duties and responsibilities towards stakeholders.  Another 

contribution of this study is the application of content analysis methodology in identifying the 

role of NEDs in AIM companies, which might be useful for future researchers as well.  

Numerous studies and regulatory bodies have also indicated the need to create accountability 

within the boards by NEDs in making effective dialogue at board meetings and in addressing CG 

issues (e.g. Halablian and Rajagopalan, 2006; Roberts et al., 2003; FRC, 2006).  

Method 

This study adopts content analysis method to collect and analyse data. It is a technique used for 

“objective, systematic and quantitative description of the manifest content of communication” 

(Kassarjian, 1977, P. 8). We selected this method because of its ability to address three important 

properties: stability, reliability, and validity.  Stability is ensured by continuous and consistent 

use of same coding given to document. The properties of mutual exclusiveness and mutual 

exhaustiveness are addressed to ensure reliability.  General theoretical frames works are used in 

the literature, application of methodology, and in the discussion of findings to ensure internal 

validity.  

 75 annual reports were used for identifying and coding of NEDs roles and corporate governance 

mechanisms.  Contingency tables and frequency analysis are used for interpreting data.  Chi 

Square statistical test was used to see whether the coded data is randomly distributed ensuring 

mutual exclusiveness and exhaustiveness of the categories (Cooper and Schindler, 2003).  

In the analysis and discussion, tasks of NEDs were identified as dimensions of roles. 

Results 

The findings indicate that the nature of task of NEDs of AMI listed firms is characterised by 

multiplicity of tasks and task variation by the type of chair.  For example, the content analysis 

indicated 24 tasks of NEDs. Some of these tasks such as strategy, advice, monitoring are well 

                                                 

1 Since 2010, CCCG has been amended with more changes as a result of the consultation process and feedback from 

the participants as The UK Corporate Governance Code. 
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established findings in the literature. This study found number of cognitive tasks such as beliefs, 

considerations, and expectations. With regard to variation of task by the type of chair, it was 

found that some task categories are more relevant to particular type of chair, which was 

classified as Chair, executive chair, non executive chair. With regard to specific characteristics of 

tasks of NEDs of AIM companies, the study found three major roles and relationships. They are 

(1) identification of the needs of several share holders, (2) concerns about more corporate 

governance than strategic direction, and (3) Cognitive tasks and their relationships to key board 

tasks. The degree of voluntary acceptance of principles and provisions of CCCG of AIM listed 

companies was reflected by the types of chairs, number of NEDs, and acceptance of sub 

committees of the board.   

Implications 

This study contributes to fill the knowledge gap in the literature with regard to the role of NEDs 

of SMEs in general and AIM listed companies in the UK in particular.  The identification of 

common and specific roles played by NEDs of AIM companies would be useful for enhancing 

tasks, responsibilities and performance of NEDs. This contribution might be useful for effective 

fulfilment of interest of stakeholders of SMEs and AIM companies in the UK. To best of our 

knowledge, this study is the first if its kind to explore the role of NEDs in AIM companies by 

using content analysis. As such this study has the strength of providing methodological and 

research design insights for future researchers.  
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Non-executive directors, AIM companies, corporate governance  
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1. INTRODUCTION 

Mandatory regulations such as the Company Law (Companies Act, 2006) and self regulations 

such as the the Combined Code on Corporate Governance (FRC, 2006) insist that listed 

companies, where there is a separation of management and ownership, should appoint Non-

Executive Directors (NEDs) into the board of directors to align the interests of the management 

and other stakeholders (Donaldson and Preston, 1995). However, NEDs have failed to meet the 

expectations of the shareholders and the other stakeholders (Miwa and Ramseyer, 2005) despite 

the fact that there is some appreciation on their effectiveness to protect the interests of the 

shareholders (Rosentein and Wyatt, 1990). Role of NEDs is not getting serious attention of 

researchers on a continuity basis but only when there are corporate collapses (Šević, 2005).  

 

This paper fills knowledge gap that exists in the area of understanding the role of NEDs in the 

public companies listed in the Alternative Investment Market (AIM) which is a growing segment 

in the UK economy (AIM, 2007). In our literature survey, we have found only two papers with 

the phrase ‘Alternative Investment Market’ within the title, while they too do not study the role 

of NEDs (Mallin and Ow-Yong, 1998; Parsa and Kouchy, 2008). The role of NEDs is associated 

with corporate governance. AIM companies are not required to follow the principles and the 

provisions of the CCCG (FRC, 2006), but it insists the usefulness of them for the AIM 

companies too. In small and medium scale companies in the UK, NEDs play a much intensive 

role with the task of getting ready to ‘go public’ (Berry and Perren, 2001). In this context, this 

aims to address two interrelated issues. (1).What is the role of NEDs in the public companies 
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listed in the AIM in UK. (2) and whether AIM listed companies accept the principles and 

provisions of CCCG and if so to what extent? 

The paper is structured as follows. A brief literature review on the role of NEDs is followed by a 

justification of applicability of content analysis for the study. Specific methods and reliability 

and validity consideration are presented in the third section. Data analysis and discussion of 

findings are presented in the fourth section. Final section deals with conclusion and 

methodological directions for future research. 

 

2. LITERATURE REVIEW 

Literature review consists of two sections. First section deals with exploration of the role of 

NEDs in general and theoretical approach.  Second section deals with exploring the applicability 

of content analysis in identifying the role of NEDs.  

2.1. Theoretical Approach 

In this study, we intend to use the Role theory (Sarbin and Allen, 1968) as the guiding 

framework to analyse the role of NEDs. Role theory points out that a person who holds certain 

power and authority to discharge a duty in an organisation has to meet the expectations of the 

stakeholders. He or she has to perform different roles when the number of stakeholders increases 

as their expectations vary from one person to the other person. Shareholders (Koehn and Ueng, 

2005; Jong et al., 2006), employees (Clapham and Cooper, 2005), and debtors (Day and Taylor, 

1998) usually represent major role senders or the stakeholders.  

Role of NEDs 

The role of the directors of public limited liability companies in the UK is explained in general 

terms (Companies Act (2006: sections 171 to 177), which includes serving the company within 
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the powers, promoting the business, exercising judgment and exercising reasonable care. 

Similarly, CCCG (FRC, 2006) also identified vital tasks of the board and the need of the NEDs 

and the executive directors to work together in the unitary system of board (Conyon and 

Muldoon, 2006).  

 

According to Stiles and Taylor (2001), NEDs are required to execute four roles, namely: 

advising, monitoring the managers, setting the strategic frame and the servicing role. However, 

they argue that ‘the strategic role is said to be the defining role of the board giving the term 

‘director’ its meaning, and playing an important part in determining organization’s 

effectiveness’(2001:27). Many authors find that the NEDs perform an important function in 

securing vital resources for the small and medium firms such as the markets, technology, support 

from financial institutions and so on (Deakins, et al., 2000). Mintzberg (1983) lists seven roles 

for the NEDs: (1) selecting the CEO; (2) exercising direct control during periods of crisis; (3) 

reviewing managerial decisions and performance; (4) co-opting external influencers; (5) 

establishing contacts and raising funds; (6) enhancing the organisation’s reputation and (7) 

giving advice to the organisation. According to Useem (2003), design and development of 

criteria to evaluate the board, performance of the firm, recruitment of the directors are tasks of 

the NEDs.  

 

Roberts, et al., (2005) emphasise the need to create accountability within the board by the NEDs 

in making an effective dialogue at the board meetings. Useem (2003) explains how a corporate 

failure happens as well as how a corporate failure could be avoided with probing and challenging 

the assumptions of the managers analysing number of corporate collapses and turnarounds in the 
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US including Enron scandal. A synthesis of the arguments of many authors who write on the role 

of NEDs has been brought under a concept explained as corporate directing by Pye (2002). Three 

aspects come under corporate directing: governing, strategising and leading. Corporate directing 

includes, ‘more than just board behaviour and includes all aspects of directors’ communications, 

both explicit and implicit as well as inside and outside their organisation in the process of 

shaping their organisation’s future’ (Pye, 2002:155).  

 

If the expectations of the stakeholders could be identified, it could be possible to list out the tasks 

to be performed by the NEDs although the contract could be incomplete due to many factors 

(Eisenhardt, 1989). Due to the interest of large number of stakeholders (Stenberg, 1997) and the 

wide variety of stakeholders, it creates difficulties in understanding the relative importance of the 

stakeholders and identifying specific job contract for the NEDs.  In order to address the   

complex role of the board or the black box, many researchers emphasise the need to cultivate and 

maintain the right bag of cognitive tasks such as right perception, positive beliefs, assumptions 

and attributions to make the board the successful (Walsh and Seward, 1990; Haleblian and 

Rajagopalan, 2006).  

 

Authors give various labels for the role of NEDs as shown in table I which make it difficult to 

categories the roles as explained in the traditional literature as strategy, advice, monitoring and 

resource acquisition (Stiles and Taylor, 2001).  
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Table I 

Role identified by four authors  

 
‘External director actions and 

roles’  (Deakins, O’Neil and Mileham, 

2000:120) 

 

‘The role of board’ (Stiles, 

2001:635) 

 

Contribution of NEDs 

(Berry and Perren, 

2001:165) 

Board role performance in small and 

medium sized family firms (Heuvel, Gils and 

Voordeckers, 2006:479) 

Action/Role Listed in 

rank order 

VC 

set 

NON 

VC 

Interview response No Results from 180  No Role Control 

role 

Service 

role 

Guidance and support 3.61 3.96 Involvement in strategy 32 Outside objectivity 73 Select new managers 0.983 -0.301 

Discuss problems 3.73 3.61 Responsibility for 

monitoring health of the 

firm 

20 Strategic planning 

process 

50 Determine manager’s 

responsibility 

0.782 0.035 

Discuss alternative 

solutions to problems  

3.61 3.48 Hire appraise, and fire 

executives 

7 Finance expertise 33 Determine salary/ 

Compensation for 

managers 

0.708 0.075 

Constructive criticism 3.52 3.52 Converse with 

shareholders/stakeholders 

6 Operational expertise 31 Direct succession 

problems 

0.652 0.012 

Using the benefit of 

previous generalist 

experience 

3.48 3.56 Ensure corporate renewal 5 Network of contacts 28 Maximise shareholder 

values 

0.607 0.164 

Emotional support 3.17 3.56 Development corporate 

vision 

5 Structured board 

procedures 

28 Evaluate/control 

management 

performance 

0.495 0.369 

Feedback 3.04 3.22 Responsibility for ethical 

framework 

4 Helped with growth 

problems 

16 Building organisational 

reputation 

-0.204 0.871 

Pointing out strengths and 

weaknesses 

3.30 2.91 Ensure corporate survival 3 Brought marketing 

support 

14 Networking and 

maintain relations 

-0.141 0.822 

Bringing discipline (to 

procedures) 

2.48 3.13 Determine risk position 3 Provided ally on the 

board 

13 Advising management 0.247 0.605 

Clarifying responsibilities 2.74 2.13 Lead strategic change 2 Reduced board 

conflict 

11 Formulate/ratify 

organisational strategy 

0.214 0.559 

Specialist assistance 2.74 2.74 Review social 

responsibilities 

2 Gave confidence to 

financiers 

11 Taking care of access to 

extra resources 

0.237 0.495 
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Using the benefit of 

previous specialist 

experience 

2.45 2.83 Act as ambassadors for the 

firm 

2 Prestigious name on 

the board 

9 - - - 

Ethical role 2.30 2.30 Understand current and 

forthcoming legislation 

1 Helped with 

turnaround 

7 - - - 

Structuring tasks 2.26 1.96 Total 92 Competitor 

information 

4 - - - 

Relating concepts to 

practice 

2.30 1.74 - - Customer 

information 

7 - - - 

Visionary ideas 2.09 1.83 - - Company flotation 

advice 

1 - - - 

Succession planning 1.61 1.91 - - - - - - - 

Restructuring board 

composition 

1.22 1.39 - - - - - - - 
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2.2. Methodological Approach and its Justification 

In this study, we adopt content analysis as the major data collection and analysis method. To our 

knowledge, we don’t find a published paper which uses the content analysis method to 

investigate the role of NEDs in AIM listed companies. Alsaeed (2006) analyses the relationship 

between the disclosure level and the appointment of the NEDs but not necessarily the tasks 

performed by the NEDs.  

Kassarjian (1977:8) explains content analysis as a research technique for the ‘Objective, 

systematic and quantitative description of the manifest content of communication’
i
. Three 

properties of a content analysis should be achieved by a content analyst namely stability, 

reliability and validity. If the coding of a document is done in the same way after a period of two 

weeks, and if the same codes are given for the document coded, the stability is achieved. 

Reliability is the degree of confidence a reader could develop in his or her mind about the results 

of the content analysis. In order to ensure reliability, there are many steps to follow in the content 

analysis. First of all, the unit of analysis has to be decided. Milne and Adler (1999) point out that 

the sentence is reliable than the word. With regard to unit of analysis, Stiles (2001) has selected 

the sentence as the unit of analysis.   

Several steps are taken to ensure reliability: (1) preparation of the coding instrument and coding 

decision rules (2) theoretical framework to develop the coding instrument, (3) protection of two 

properties in content analysis that is mutual exclusiveness and mutual exhaustiveness. Mutual 

exclusiveness means that a sentence could fall only into a single category. Mutual exhaustiveness 

means that all the sentences in the selected ‘locations’ (Milne and Adler, 1999:241) in an annual 

report get the attention of the coder to see whether there is any relevant sentence. Denscombe 
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(2003) points out that constant comparison going backward and upward in the document could 

ensure the above two properties.  

Validity consists of two components namely internal validity and external validity. In order to 

ensure internal validity, conceptual framework is built on the general theoretical frameworks on 

the role of the NEDs. For example, category of strategy, advice and monitoring and so on are 

found as tasks of the NEDs (Stiles and Taylor, 2001).  

 

External validity could be ensured when the content analysis design is replicated in the same 

research context or in another research context and if the results obtained are similar or close to 

the same results (Bacharach, 1989). Conceptual terms not familiar to the researcher are required 

to be considered as unique at the open coding stage (Glaser and Strauss, 1967). However, in 

order to ensure complete understanding of such conceptual terms or what Glaser and Strauss 

(1967) explain as theoretical saturation or theoretical sensitivity (Ahuvia, 2001), such conceptual 

terms found in the open coding stage is further studied to see whether there is any theory behind 

(Perry and Bodkin, 2000). The conceptual term of ‘negotiation’ is a task of the management and 

the board. D’Aveni and Kesner (1993) note that ‘numerous board connections of top managers 

(and other elite connections) may also be a means by which organizations negotiate their 

environments’(1993:126). Another theme found across many annual reports of AIM companies 

is ‘consensus’. Zahra and Pearce (1989) points out consensus is one of the five elements in a 

successful board process.  

 

The number of AIM annual reports selected is not a priori decision. As Glasser and Strauss 

(1967) and Ahuvia (2001) explain, last annual report to be coded would be decided when only 
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the coder gets an understanding of the emerging picture of the role of NEDs. Berg (2004) 

emphasises the need to look across the document to identify the themes needed for the analysis. 

Thus, the sections of the document or ‘location in report’ (Milne and Adler, 1999:241) are 

identified before the proper coding takes place. They are:  Chair’s statement, CEOs review, 

corporate governance report, directors’ details and directors’ report.  

 

Contingency tables (Rose and Sullivan, 1998) and frequency analysis are the popular method of 

data interpretation by content analysts (Beattie, McInnes and Fearnley 2004). As such, the 

preparation of cross tabulated data tables and frequency analysis are expected to perform in this 

study. This paper uses x
2
test 

ii
 (Cooper and Schindler, 2003) to see how close the observed 

frequencies are to the expected frequencies. Although literature is not found with regard to the 

use of this statistical test, authors find that it is appropriate to use the test because the coding of 

the annual reports constructs only the categorical data. Number of pre-requisites are required in 

order to calculate the x
2
(Cooper and Schindler, 2003): (1) content analysis data should be from 

a sample of a population which is assumed to be randomly distributed; (2) categorical data must 

be mutually exclusive and exhaustive; (3) data must be reported in frequencies not in 

percentages; (4) there should not be any cells with zero frequency and (5) expected frequencies 

below five should not compose more than twenty per cent of the cells. Muhr (1991) argues that 

the insignificant frequencies could be deleted, amalgamated or redefined. The removal of the less 

frequent categories ensures the application of the x
2

 but could damage the emergence of a real 

picture.   
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The tasks and role of NEDs could differ substantially according to the nature of the chair 

(executive or NED chair), number of NEDs and the number of sub committees of the board 

(nomination, remuneration and audit). In order to understand this aspect, data are obtained from 

the annual reports and corded then before preparing questions in the form of a content analysis 

schedule (e.g. Jauch et al., 1980:524-525). They are: (1) how many directors are in the company? 

(2) How many of them are NEDs? (3) What is the title of the Chair? (4) How many sub 

committees are in the board? Literature review suggest that corporate governance mechanisms 

such as the separation of the chair and the CEO, appointment of the audit committees and the 

NEDs could lead to more disclosures and more vigilant corporate governance as found by many 

authors (Chen and Jaggi, 2000; Bushman et al., 2004).  

 

3. METHODS  

This study adopts content analysis as justified in the second section of the literature review. It is 

a technique used for “objective, systematic and quantitative description of the manifest content 

of communication” (Kassarjian, 1977, P. 8). We selected this method because of its ability to 

address three important properties: stability, reliability, and validity.  Stability is ensured by 

continuous and consistent use of same coding given to document. The properties of mutual 

exclusiveness and mutual exhaustiveness are addressed to ensure reliability.  General theoretical 

frames works are used in the literature, application of methodology, and in the discussion of 

findings to ensure internal validity.  

 

75 annual reports were used for identifying and coding of NEDs roles and corporate governance 

mechanism. Although this may not be a representative sample of the total number of AIM 

companies (about 1076 as at December 2009), the information generated through content 
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analysis is very important in terms of addressing basic research issues. In the analysis and 

discussion, tasks of NEDs were identified as dimensions of roles.  

 

Contingency tables and frequency analysis are used for interpreting data.  Chi Square statistical 

test was used to see whether the coded data is randomly distributed ensuring mutual 

exclusiveness and exhaustiveness of the categories (Cooper and Schindler, 2003). The calculated 

Chi Square value is 16.85 with the degree of freedom of 26. The table value for degree of 

freedom of 26 with the 0.05 confidence level is 38.85. As the calculated value is less than the 

table value, null hypothesis cannot be rejected
iii

. There is independence between the variables. 

On the other hand, it means that each category has its’ own independent distribution with the 

protection of the properties in content analysis, that is mutual exclusiveness and exhaustiveness. 

Further, this signifies that the content analysis data is randomly distributed.   

 

Presentation of data and information is done covering the following areas, which were based on 

initial research questions.   

1. Degree of voluntary acceptance of the principles and provisions of Combined Code of 

corporate governance (FRC, 2006) by the AIM companies.  

2. Nature of tasks of NEDs 

3. Characteristics of major roles of NEDs. 

 

4. DATA PRESENTATION AND DISCUSSION 

 4.1 Corporate Governance Variables: Type of chair, number of NEDs and sub committees   

 Table II shows that the AIM companies use three different titles beneath the statement of the 

chairman in the annual reports coded: Executive chair (22.7 per cent) non-executive chair (52 per 

cent) and chairman (25.3 per cent). The annual reports which do not specify beneath the 

statement of chair whether the chair is an executive or non-executive chair, belong to the 

category listed above as chairman. However, a closer look at the bibliography page of the board 
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members and in relation to the chair, it is found that the chair is classified either as executive 

chair or non-executive chair
iv

 whereas in the statement of the chairman, it goes as chairman.  

Table II 

Type of Chair 

Type of Chairman  Number of firms 

 

Per cent 

Chairman 19 25.3 

Executive Chair 17 22.7 

Non-Executive Chair 39 52.0 

Total 75 100.0 

  Source: Survey data 

   

Table III shows that many companies appoint the NEDs. Only in six companies (8 per cent), 

there are no NEDs at present. There are eleven companies which have one NED in each 

company (14.7 per cent) and in 24 companies, there are two NEDs in each of them. There are 3 

NEDs in each of 22 companies. In 11 companies, there are 4 NEDs in each of them while in one 

company, there are 5 NEDs. These figures show the remarkable acceptance of the significance of 

the NEDs.  

Table  III  

 Number of NEDs 

Number of NEDs Number of firms Per cent 

0 6 8.0 

1 11 14.7 

2 24 32.0 

3 22 29.3 

4 11 14.7 

5 1 1.3 

Total 75 100.0 

   Source: Survey data 
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Table IV shows that the audit and remuneration committees are more established (74.7 and 73.3 

per cent respectively) while the nomination committees (41.3) are still to develop. However, 

there is no clear term of reference for the sub committees of AIM companies as in the FTSE 

companies. Table III shows that in 34.7 per cent of companies have all three sub-committees. In 

33.3 per cent of companies, there are two committees and at least there is one sub-committee in 

6.6 per cent of companies. Only in 25.3 per cent of companies, there is no a single sub-

committee in the board. The degree of significance given for the sub-committees varies among 

the firms. This could be due to the firm specific factors (Schmidt and Spindler, 2002) such as the 

phase of growth of the company, appraisal of cost and benefit of sub-committees of the board, 

growth of the market and so on.   

 

Table IV 

Sub Committees of the Board  

Committee Number of firms Per cent (out of 75) 

Audit  56 74.7 

Remuneration 55 73.3 

Nomination 31 41.3 

All three of above committees 26 34.7 

Two committees 25 33.3 

Only one committee 5 6.6 

No sub committees 19 25.3 

   Source: Survey data 

 

The spread of the number of sentences coded among the three types of chairs give us some 

insights about the board culture. Of the 1,020 sentences coded, 592 sentences (58.0 per cent of 

total sentences) are in the coded annual reports where there are NED chairs. In the annual reports 
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where there are executive chairs, there are 205 sentences coded (20.1 per cent). In the 

unclassified chairman category of annual reports, there are 223 sentences coded (21.9 per cent). 

Thus, the number of sentences in the annual reports coded in which there are NED chairs could 

be used as a proxy for more vigilance corporate governance. This picture is further supported by 

Table IV. It shows that when the number of NEDs in a board varies from two to three, 35.4 per 

cent and 30.5 per cent of the coded sentences are found respectively. A remarkable feature is that 

when there are more than 4 NEDs in a board, the number of coded sentences remains low.  

 

Table V 

Relationship Between Number of NEDs and the Number of Coded Sentences  

Category Number of NEDs Total 

0 1 2 3 4 5  

Approvals - - 2.3 2.5 - - 7.3 

Inputs - - 2.5 - - - 5.5 

Meetings - - 3.6 3.4 - - 9.8 

Organisation - 2.2 3.1 3.7 - - 11.0 

Responsibilities - - 4.2 2.7 - - 9.9 

Revisions - - 3.1 3.2 - - 9.2 

Monitoring - - 2.4 - - - 5.8 

Total 20 170 361 311 142 16 1,020 

Percent of total 2.0 16.7 35.4 30.5 13.9 1.6 100 

Source: Survey data 

 

4.2 Nature of Tasks of NEDs 

Content analysis data shows the following characteristics of the tasks of the NEDs.  

Characteristic 1 Multiplicity of tasks  

Multiplicity of the tasks is the major feature found in relation to the tasks of the NEDs. 

Multiplicity is explained here as the existence of a large number of tasks. Content analysis finds 

24 tasks of the NEDs (Table VI). Some of these tasks such as strategy, advice, advice and 
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monitoring are well established findings in literature. Cognitive tasks are explained in theory but 

without adequate evidence in relation to the board research (Forbes and Milliken, 1999). This 

survey finds number of cognitive tasks of the NEDs such as beliefs (4.3 per cent), considerations 

(4.8 per cent) and expectations (3.5 percent).   
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Table V 

 Tasks of NEDs within the Unitary Board in the UK  

 

 N = Number of sentences, A = per cent of sentences within category, B = per cent of sentences within chair 

Source: Survey data 
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N 11 0 18 3 10 3 7 2 1 2 3 8 8 1 22 5 21 6 10 24 23 17 10 8 223 

A 30.6 0 24.3 15 22.7 9.7 14.3 20 7.7 18.2 30 22.2 14.3 9.1 22 41.7 18.8 35.3 17.5 23.8 24.5 28.8 30.3 25 21.9 

B 4.9 0 8.1 1.3 4.5 1.3 3.1 .9 .4 .9 1.3 3.6 3.6 .4 9.9 2.2 9.4 2.7 4.5 10.8 10.3 7.6 4.5 3.6 21.9 

EC Chair 

N 6 1 13 1 8 9 9 1 4 1 2 7 9 2 26 2 23 5 10 22 17 12 8 7 205 

A 16.7 50 17.6 5 18.2 29 18.4 10 30.8 9.1 20 19.4 16.1 18.2 26 16.7 20.5 29.4 17.5 21.8 18.1 20.3 24.2 21.9 20.1 

B 2.9 .5 6.6 .5 3.9 4.5 4.4 .5 2.0 .5 1.0 3.4 4.4 1.0 13.1 1.0 11.6 2.5 4.9 10.7 8.3 5.9 3.9 3.5 20.1 
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N 19 1 43 16 26 19 33 7 8 8 5 21 39 8 52 5 68 6 37 55 54 30 15 17 592 

A 52.8 50 58.1 80 59.1 61.3 67.3 70 61.5 72.7 50 58.3 69.6 72.7 52 41.7 60.7 35.3 64.9 54.5 57.4 50.8 45.5 53.1 100 

B 3.2 .2 7.3 2.7 4.4 3.2 5.6 1.2 1.4 1.4 .8 3.5 6.6 1.4 8.8 .8 11.5 1 6.3 9.3 9.1 5.1 2.5 2.9 100 

Total N 36 2 74 20 44 31 49 10 13 11 10 36 56 11 100 12 112 17 57 101 94 59 33 32 1,020 

% of total 3.5 .2 7.3 2 4.3 3.1 4.8 1.0 1.3 1.1 1.0 3.5 5.5 1.1 9.8 1.2 11.0 1.7 5.6 9.9 9.2 5.8 3.2 3.2 100 
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Sentences which convey some message whether there is evaluation of the performance of both 

the NEDs and the executive directors in the annual reports coded take only 1 per cent of 

sentences coded. Higgs (2003) found that the evaluation is one of the least considered board 

tasks in the UK PLCs. Useem (2003) evidently pointed out that criteria development for the 

managerial decisions and for the board tasks is one of the most needed but forgotten task in the 

board. Content analysis data also shows that there is less significance for the category of criteria 

(1.0 per cent).  

Characteristic 2 Task variation by the type of chair 

In order to understand the relative significance of each category according to the type of chair, 

this paper decides an arbitrary value to judge the most significant categories for a chair (as 5 per 

cent of coded sentences). Accordingly, table V shows that some task categories are more 

significant for some type of chairs. For example, the NED chair considers the following 

categories as significant relatively to others: organisation (11.5 per cent), responsibilities (9.3 per 

cent), revisions (9.1 per cent), meetings (8.8 per cent), approvals (7.3 per cent), studying 

information (6.6 per cent), recommendations (6.3 per cent) and considerations (5.6 per cent). 

When we apply the same rule for the executive chair, we could identify the following categories 

that are meetings (12.7 per cent), organisation (11.2 per cent), responsibilities (10.7 per cent), 

revisions (8.3 per cent) and approvals (6.3 per cent) rank high among the categories. Within the 

unclassified chair, responsibilities (10.8 per cent), revisions (10.3 per cent), meetings (9.9 per 

cent), organisation (9.4 per cent), approvals (8.1 per cent) and monitoring (7.6 per cent) takes 

higher values above 5 per cent. Across all the chairs, several categories are more important than 

others (organising the tasks of the board, meetings, responsibilities, revisions and approvals). 
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4.3. Major characteristics of NEDs roles. 

This section discusses several characteristics of the tasks of the NEDs inferred from the survey 

namely, (1) identification of the needs of several stakeholders; (2) concerns about compliance to  

corporate governance and strategic directions (3) cognitive tasks and their relationship with key 

board tasks.    

 

Identification of Expectations of Several Stakeholders 

Within the multiple number of tasks, it is possible to identify that the NEDs to meet the 

expectations of several role senders such as the shareholders, CEO and regulatory authorities. 

Some of these tasks could meet the expectations of many role senders simultaneously. For 

example, the tasks of meetings (9.8 per cent), communication (3.1 per cent), beliefs (4.3 per 

cent) and expectations (3.5 per cent) could meet the needs of shareholders, CEO and regulatory 

authorities such as Financial Services Authority and Financial Reporting Council.   

 

More Emphasis for Vigilant Corporate Governance than the Strategic Direction 

The significance of the appearance of the NED chair and the sub committees of the board could 

be considered as more attentive compliance for corporate governance. Non-regulatory codes on 

corporate governance make a big pressure for the NEDs towards monitoring of managers and 

compliance rather than the strategy of the firm (Taylor, 2004). Pettigrew and McNulty (1995) 

found that boards which give equal chance for the directors to discuss or make their points heard 

by the others, have more independent directors. Therefore, the survey could build a ‘Rough 

hypothesis’ (Berg, 2004:283) that the more NED directors lead to increased corporate 

governance.  
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On the other hand, more attention for corporate governance could lead to poor attention for the 

entrepreneurial activities of the companies. Strategic contribution and entrepreneurship are 

pointed out as key aspects in the role of NEDs (FRC, 2006). Chambers (2005) argues that ‘Many 

directors will concur with the sentiment that a greater proportion of their available time is now 

taken up with accountability, audit, risk management and control matters than was historically 

the case’ (Chambers, 2005:28). Some themes in the content analysis that is organisation, 

meetings, responsibilities and so on take a higher value among the total number of sentences 

examined than the sentences covered by the theme strategy. However, it is required to find out 

whether these tasks were directed to deliberations on various aspects of the strategy such as 

planning, revision, monitoring, and implementation and so on.   Stiles (2001) finds a task variety 

within the strategy as mentioned above. 

  

Cognitive tasks and their relationship with key board tasks 

We could develop a rough hypothesis for future research (Berg, 2004) that there is a relationship 

between the cognitive aspects of the NEDs and the extent of involvement in strategy, advice, 

monitoring, development of criteria, evaluation, leadership, and so on. In figure i, propositions 

are built to show the interdependence of the tasks. Cognitive tasks could influence several tasks 

such as the development of criteria for management evaluation, liaison with the shareholders, 

setting objectives for the firm and so on to name a few. The straight lines in figure i show the 

direct relationship and the dashed lines show how the outcome, that is the strategy, advice and 

monitoring and in turn they enrich the cognitive tasks. Since the cognitive aspects are vital in the 
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overall process of the role of the NEDs, further research is required to understand how the 

cognitive tasks are developed in the minds of the NEDs and what they are.  

 

Many authors (Walliman, 2005; Reynolds, 1971; Rieke and Janik, 1979) that it is possible to 

point out a logical relationship between concepts rather than a mere statistical relationship. Using 

the theory of mental mapping (Farrand, Hussain and Hennessy, 2002), we develop two kinds of 

logical relationships between the concepts found in the content analysis. Accordingly, we could 

develop rough hypotheses for future research (Berg, 2004) that there is a relationship between 

the cognitive aspects of the NEDs and the extent of involvement in strategy, advice, monitoring, 

development of criteria, evaluation, leadership, and so on. In figure i propositions are built to 

show the relationship of the cognitive tasks, with several other tasks. Cognitive tasks could 

influence the other tasks such as the development of criteria for management evaluation, liaison 

with the shareholders, setting objectives for the firm and so on to name a few. The straight lines 

in figure i show the direct relationship and the dashed lines show how the outcome, that is the 

strategy, advice and monitoring themselves reinforce the cognitive tasks. Since the cognitive 

aspects are vital in the overall process of the role of the NEDs, further research is required to 

understand how the cognitive tasks are developed in the minds of the NEDs and what they are.  

 

 

 

 

 

 

 



 24 

Figure i 

Testable Relationships in Content Analysis 

 

  Source: Survey data 

 

 

5. CONCLUSIONS AND DIRECTIONS FOR FURTHER RESEARCH 

This research finds that NEDs perform a multiple number of tasks and meet the expectation of 

several stakeholders simultaneously, such as the CEO, regulatory authorities, and shareholders. 

Therefore, it could be possible to imagine that the NEDs are a special kind of bees in the bee 

hive of board. In the above context, we could see that the NEDs take part not only on decision 

approval as professional referees (Fama and Jensen (1983) but also on decision taking too.   
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In previous research, not only the tasks are identified as roles but also they are identified as 

straight forward roles. In this research, tasks are identified as dimensions of a role. According to 

the findings, the role of NEDs is conditioned by two forces namely their own cognitive tasks 

such as beliefs, assumptions and expectations, and by the expectations of the stakeholders.  

 

This research reflects the difficulty of developing a general theory on the role of NEDs to meet 

the expectations of even the easily identifiable stakeholders such as the CEO, shareholders, and 

regulatory authorities. In this study, researcher has largely focused on the role of NEDs in AIM 

companies. Therefore, the results could be more of relevance to the AIM companies. Second, 

selection of a set of annual reports for the content analysis was done on a random basis from the 

annual reports received from the Annual Report Service in the UK. They too are unable to 

collect annual reports from all the AIM companies according to our inquiry. Third, declarations 

of annual reports are assumed as true but there are many arguments of their accuracy (Atkinson 

and Coffey, 2004). If we do not assume that the declarations in the annual reports are correct, 

there will never be able to do a content analysis using the published documents. However, χ
2
 test 

analysis proved the randomness of the categories in the content analysis. Therefore, it is an 

assurance of the reliability of the content analysis. Fourth, personal attributes decide the selection 

of a theoretical perspective and in turn the selection of the methodology and research methods 

which could reflect some kind of abilities as well as cognitive limitations (Lohrke, Bedeian and 

Palmer (2004). These authors argue that ‘It is generally recognised that complex individuals 

process information differently from their cognitively less complex counterparts’ (2004:73). As a 

result, the development of coding instrument and designing of the postal questionnaire, data 
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analysis and discussion and so on could be different among the researchers if they are put into 

the same task.  

 

Methodological Insights for Future Research and Agenda 

This survey has the strength to give methodological insights for the development of research 

instruments. Many argue the difficulty of getting methodological insights for research (Pettigrew 

and McNulty, 1995). To design the questionnaires for interviews or observations of the board in 

action, the tasks identified in this paper are vital to peep through.  

Further research is required to understand the distinctive processes involved in each tasks 

identified. Recommendation, decision, approval and so on have their own processes although 

they seem to be near equal in meaning. Such process studies are yet to come in relation to the 

board work (Pettigrew, 1997).   

There is a need to understand the relationship between the cognitive aspects of the NEDs and the 

extent of involvement in strategy, advice, monitoring, development of criteria, evaluation, 

leadership, and so on. Logical concepts could be related to each other in the context of discussion 

(Reynolds, 1971).  

 

Semantic differences (Atkinson and Coffey, 2004) need the attention of board room research. 

Many authors explain either the tasks or the roles with phrases which give similar meanings 

(Deakins, O’Neil and Mileham, 2000; Stiles, 2001; Berry and Perren, 2001; Heuvel, Gils and 

Voordeckers, 2006) (See Table VI). 
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i Ahuvia (2001) argues that latent variables or the derivable variables from the manifest variables also should be 

analysed.  This research analyses predominantly the manifest variables. 

ii
 The formula for Chi Square: x

2
  = 

i j E
EO

ij

ijij

2

  (Cooper and Schindler, 2003) 

Oij is the observed frequency and Eij is the expected frequency for the cell corresponding to the ith condition and the jth group. 

The expected value for each cell is calculated by multiplying the two marginal totals common to a particular cell and dividing 

this value by the size of the sample.  

Following steps are taken to analyse the Chi Square calculated values.  

1. Null hypothesis and the alternative hypothesis are:  

Ho: O = E, that is the observed value (O) is equal to the expected value (E). If O=E, it could be inferred that the categories 

developed  in the content analysis are independent. Further, it reflects the random distribution of the data and thus the protection 

of the two properties in the content analysis that is mutual exclusiveness and mutual exhaustiveness.   

H1: O ≠ E means the observed values do not equal to the expected value. Accordingly, the categories developed in the content 

analysis could be considered as dependent on other categories.   

2. Confidence level is set at 95 per cent (see Rose and Sullivan, 1998): = .05    

3.  Calculate the value of the appropriate statistic. Also, indicate the degrees of freedom for the statistical test if necessary. 

4.  Write the decision rule for rejecting the null hypothesis. Reject H0 if 
 x

2
  table value  

The null hypothesis of independence is rejected if the calculated x
2

 is greater than table value (statistical table of Chi Square 

values), because this means that observed frequencies and expected frequencies are far apart. We reject H0 if the test statistic 

calculated from the sample lies under the rejection region of the Chi-Square curve with (r-1)(c-1) degrees of freedom.   

 
iii See end note ii. Chi tables are included in any major statistics text book. 
iv Differences of the title (page number of the annual report within parenthesis) 

Name of the company annual report Title in statement of chairman Bibliography details  

LPA Group plc 2006 Chairman (5) Non-executive chairman (3) 
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Glen Group plc 2006 Chairman (1) Non-executive chairman (11) 

DCD Media plc 2006 Chairman (5) Non-executive chairman (10) 
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SUMMARY 

This research develops an understanding of Top Management Teams’ (“TMT”) strategic 

orientation in family and entrepreneurial firms.  

Creation of a firm’s strategy, and its implementation through strategic management, are key 

elements framing TMTs’ strategic orientation, and are also phenomena which are “lived” by 

TMT members. 

This paper explores the meaning of the “lived experience” of seven TMT members in 2 firms, 

and its contribution to understanding strategic orientation.  

The data of “lived experience” are disclosed in the text and language of conversation. 

Hermeneutic phenomenology is used to discover layers of meaning in seven conversations 

from which an understanding of the phenomenon might be developed.  

Hermeneutic phenomenology is not often used in management research, it is a useful method 

for practitioners and researchers unlocking possibilities hidden within a phenomenon.   

The paper offers suggestions to researchers about further research and to practitioners about 

the ways in which an understanding of the “lived experience” can introduce phronesis 

(“practical knowledge”) to practice. 

Key words: Top Management Team, strategic orientation, hermeneutic phenomenology, 

phronesis
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We spend an enormous amount of our time and resources planning and then reporting on 

execution of ‘our’ strategy. We are judged and paid on our performance. But, we cannot 

make the decisions which really count and make a difference to this business. We are not the 

Owners. So, you do have to ask yourself, ‘Whose strategy is it anyway?’ 

- Top Management Team Member 

INTRODUCTION 

In the first issue of the Journal of Family Business Strategy, Joseph Astrachan (2010, p. 6) 

observed that “strategy in family business (is) a woefully understudied aspect of family 

business.” Astrachan noted that the literature reflects the notion that strategy is a phenomenon 

which is better described and understood in large, non-family businesses (Aragón-Sánchez & 

Sánchez-Marín, 2005; Furrer, et al., 2008; Hoskisson, et al., 1999; Tengblad, 2012).  The 

focus is largely on strategy as a route to performance and primarily focuses on competitive 

strategies (Furrer, et al., 2008). 

Garengo et al (2011) argue that today’s competitive environment demands adoption of an 

effective management system linked to implementation whilst respecting the characteristics 

of the small organization.  This follows a growing trend in SME research which has been 

increasingly emphasising the importance of strategy and its execution in SMEs (Nilsson, et 

al., 2012). That research has stimulated interest in a broad range of research areas and has 

generated a number of interesting propositions in relation to strategic management and the 

execution of strategy in SMEs (Chrisman, et al., 2005).  

In entrepreneurial and family business, the creation of a firm’s strategy, its setting of strategic 

direction, and its implementation through a process of strategic management, is often situated 

within a framework that is abstracted from the lived reality of practice. In abstraction, 

strategy is created through strategic planning marked by iterative steps (Vision, Mission, 

Goals, SWOT, Risk, Competitive Analysis, Strategic Imperatives, etc). As Ireland et al  

(2003) have noted, the end-foci of these iterative steps are on resource allocation, the creation 

of competitive advantage, and the growth of firm and shareholder wealth. 

However, I suggest that an unintended consequence of such an approach to strategy creation 

is the appearance of a gap between the abstracted way in which a firm’s strategy is 

formulated and the reality of the firm’s cultural, operational and competitive environments 

(the context). A further consequence, I suggest, is that a gap is opened up between the firm’s 
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strategy (or strategic intent) and the orientation to strategy of the firm’s Top Management 

Team (TMT). This gap may constrain the execution of a firm’s strategy. 

An image by Michel de Certau is useful in developing an appreciation of this gap. He makes 

a distinction between seeing the traffic from the top of a tall building and being involved in 

the hustle and bustle of the traffic:  

To be lifted to the summit of the world trade center is to be lifted out of the city’s 

grasp. One’s body is no longer clasped by the city’s streets that turn and return 

it according to anonymous law; nor is it possessed, whether as player or played, 

by the rumble of so many differences and by the nervousness of New York 

traffic. When one goes up there he leaves behind the mass that carries off and 

mixes up in itself any identity of authors or spectators. An Icarus flying above 

these waters, he can ignore the devices of Daedalus in mobile and endless 

labyrinths far below. His elevation transfigures him into a voyeur. It puts him 

at a distance. It transforms the bewitching world into by which one “was 

possessed” into a text that lies before one’s eyes. It allows one to read it, to be a 

solar eye, looking down like a god. The exaltation of a scopic and gnostic drive: 

the fiction of knowledge is related to this lust to be a viewpoint and nothing 

more. (De Certeau, 1998, p. 92) 

This image can be used to describe the relationship between the frameworks in which 

strategy is created and executed.  Standing at the top of the world trade center lifts one 

“out of the city’s grasp” in such a way that one is “no longer clasped by the streets that turn 

and return it,” losing a sense of direction in “the rumble of so many differences and by the 

nervousness of New York traffic.” Similarly, strategy creation (and strategic planning) that 

take place in abstraction from the contingencies of the day to day reality in which strategy is 

to be executed, is devoid of an appreciation of the “rumble” and “nervousness” of the 

competitive “traffic” in which strategy is executed.  

The Danish philosopher Søren Kierkegaard provides a theoretical framework through which 

to describe the differences between the view from the top and the view from the ground. He 

makes a distinction between what he calls objective and subjective truth. 

Thus, Kierkegaard notes  
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"When the question about truth is asked objectively, truth is reflected upon objectively 

as an object to which the knower relates himself…. When the question about truth is 

asked subjectively, the individual’s relation is reflected upon subjectively. If only the 

how of this relation is in truth, the individual is in truth, even if he in this way were to 

relate himself to untruth.” (Kierkegaard, 1978,1980, p. 208) 

By way of expanding on the meaning I take from this quotation, Argyris and Schön (1974) 

said that objective truth is formed under ideal time conditions while subjective reality occurs 

under real time conditions. Mintzberg (2004) makes a useful addition by saying that in 

objective terms, we look at only the facts and the figures but not at the subjective experience 

in which people executing the strategy are involved. In objective terms, we follow a scientific 

or logical method but do not necessarily have an appreciation of the feel of the context in 

which the decisions will be executed.  

Thus the objective way in which strategy is formulated and the subjective way in which it is 

executed hints at a gap, at a gap between two different realities, and a gap that is perhaps 

incommensurable. Or is it that, once having named this gap in terms of a Kierkegaardian 

distinction between objective and subjective truth, we can move towards overcoming it? The 

idea is that once we can see something, we can work on it but if we cannot even see what the 

issue is, we cannot work on it. 

Figure 1 perhaps makes some visual sense of the gap we have suggested here: 
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Figure 1: The Gap Between Strategy Creation (SC)  and Strategy Execution (SE) 

Leaves Orientation to Strategy Uncertain 

Strategy and TMTs in SMEs have, of course, attracted interest in the literature. This includes 

a focus on the effectiveness of TMT members and their contribution to firm performance, 

growth, and strategy. The literature extends its interest to the areas of TMT dynamics, their 

role in governance, their leadership and functional performance, and their relationship (in 

family firms) with family owners.  

However, there is an absence of discussion on what, for TMT members, is the meaning of 

their “living” through the experience of strategy creation and execution in their firm, and 

what is the meaning for them of strategic decision-making and its impact on their capacity 

and interest to execute. This paper makes an important contribution to developing an 

understanding both of the meaning of this “lived experience” and what, in turn, that means 

for firm performance. It extends the way in which we might view an important though 

undisclosed dimension of strategic management by drawing on philosophy - a discipline 

which is not well known in management – to provide us with a framework for understanding 

what might create  disruption to strategic orientation. 

The introduction of other disciplines into the study of entrepreneurship is not uncommon. For 

example, Ireland et al (2003) have described the emergence of strategic entrepreneurship 

which the authors argue is the integration of “theory and research from multiple disciplines 

but especially from entrepreneurship and strategic management”. The literature review later 
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in this paper acknowledges other examples where cross-disciplinary interest is welcomed and 

the contribution that it makes. This paper prompts discussion about philosophy as a discipline 

which might capture the interests and attention of researchers and practitioners working in the 

domain/s of entrepreneurial and family-business management, and help them admit insights 

and analysis which complements those from disciplines which are already in place. 

Philosophy, in particular the philosophy of hermeneutic phenomenology, means that the 

subjective truth which is disclosed within the firm provides contextual reasons for different 

levels of TMT engagement with and orientation to the firm’s strategy. By looking closely at 

this subjective truth we can find the sources of disruption for TMTs and the obstacles to their 

strategic orientation.  

And it is in the texts and language of TMTs that we will find clues and cues about the nature 

and impact of those obstacles. We will also discover the extent of disruption to strategic 

orientation experienced by TMT members. (For the purposes of this paper, the texts and 

language of the TMT members have been situated in conversations with the author.)  

The objective-subjective gap causes disruption to TMT members’ strategic orientation and 

creates a concern for a firm’s stakeholders because of its potential to hinder, even stall,  

strategic execution. It follows that such an impact on firm strategy should be mitigated, the 

risk of execution failure should be managed appropriately, and the gap closed (or, at east, 

narrowed.)  

I suggest that a firm’s stakeholders (CEO, Board, owners) can open up the possibility of 

discovering through conversation its TMTs’ strategic orientation. It is in the text and 

language and meaning of these conversations that TMT members will disclose those gaps in 

strategic orientation which make the most sense to them at an individual level, at least.   

Disclosure by TMTs needs to take place in a way that best informs strategy creation. This 

means that the potential for disruption to strategic orientation is known in advance of the 

strategy being created – or finalized. That means that, ideally, disruption is minimized, if not 

removed, and that the created strategy will have a better chance of full implementation.  

The TMT’s “lived experience” of three key elements (strategy creation, strategic decision-

making, and strategic orientation) provides the source for the disclosure of disruption to, and 

the gap in, their strategic orientation. By achieving disclosure early, the relationship between 

a TMT and those three key elements (see Figure 2) will become clear, and the size of the gap 
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between objective truth and subjective reality in the firm’s strategic context will be seen. 

Following Kierkegaard, once it is seen, it is then something that can be dealt with. 

Our understanding of the “lived experience” of the SE-SC gap can be unlocked by looking at 

the text and language and meaning of TMT members through the lens of hermeneutic 

phenomenology. The interpretation of these will allow stakeholders to recognize the 

possibilities to create the space necessary for making any desirable adjustments.  

I propose that those adjustments, if made, will enhance TMTs’ orientation to strategy. 

 

Figure 2: Using Hermeneutic Phenomenology to Understand the Relationship 

between Strategy Creation, Strategic  Decision-Making, and Strategic 

Orientation  

 

CONCEPTUAL BACKGROUND 

Hermeneutic phenomenology is used to develop a framework from which practitioners and 

researchers might more clearly understand the influences on the strategic orientation of Top 

Management Teams (“TMT”) in family and entrepreneurial firms. Such a framework of 
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analysis will lead to  recommendations which practitioners will be invited to bring into their 

own practice. 

Hermeneutic Phenomenology 

I propose at this stage to introduce the central concepts captured by the phrase “hermeneutic 

phenomenology” in an accessible, lay description. This will be expanded later in the paper 

where hermeneutic phenomenology as a research methodology is given more in-depth 

consideration. 

Simply, hermeneutic phenomenology brings together two key elements: hermeneutics and 

phenomenology. Hermeneutics is the practice of interpretation and study of the meaning of 

spoken and written language. Phenomenology is the interpretation of the meaning given by a 

number of participants to their “lived experience” of a phenomenon or a concept.  

In short, hermeneutic phenomenology might be described as the interpretation of, and the 

study of meaning in, the language of participants of their shared “lived experience” of a 

phenomenon or a concept. The purpose of hermeneutic phenomenology as a research 

methodology is to derive a “universal” from the shared experience. 

As a research method, hermeneutic phenomenology enjoys broad currency in the social 

sciences and is especially prominent in the domains of nursing and education research. It is 

less common , though not unknown, in management literature. 

An important parameter for research behaviour by those of us using a hermeneutic 

phenomenological approach is disclosure of our own assumptions and predispositions. This 

means that as researchers we have an obligation to make clear to the reader what baggage we 

bring to the research in terms of our own history, bias, and contextual understanding of the 

phenomenon. The disclosure of my own hermeneutic dispositions is offered later in this 

paper. 

My central interest in this paper is situated in the strategic orientation of TMTs. My purpose 

in bringing hermeneutic phenomenology into this sub-domain of the management literature is 

threefold:  

 firstly, to derive deeper understanding of the phenomenon of strategic orientation of 

TMTs;  
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 secondly, to open up for researchers the possibilities within hermeneutic 

phenomenology to explore phenomena in the fields of family and entrepreneurial 

business, and to expand disciplinary boundaries;  

 thirdly, to provide practitioners with a useful framework for (i) reaching an 

understanding of a phenomenon - such understanding being perhaps beyond their 

current reach, and (ii) imagining a range of possibilities from which they might design 

and manage appropriate intervention strategies.  

I imagine that for practitioners, the emergent framework might be useful in the following 

ways:  

 by introducing them to the phronesis (“practical wisdom”) discovered in 

conversations with TMT members, practitioners will enjoy the freedom to follow the 

theory-building principles established by Argyris and Schön (1974). Practitioners 

will be able to extend their espoused theories of strategy-creation to theories-of-

practice which will equip them for designing and implementing interventions for 

their clients (if consultants) or their firms (if stakeholders). According to Argyris and 

Schön (1974, p. 6) “theories-of-practice usually contain theories-of-intervention – 

that is, theories of action aimed at enhancing effectiveness; these may be 

differentiated according to the roles in which intervention is attempted – for example, 

consulting…” 

 by providing them with sufficient additional data to help them achieve enhancements 

to practice which help narrow the gap between abstracted strategy creation and 

TMTs’ lived reality of practice 

 by giving them the language and conversation tools to create meaning for TMTs and 

underpin their orientation to strategy.  

I do not seek to replace either quantitative or qualitative methodologies (such as ethnography) 

in entrepreneurship research or in the research of leadership in family and entrepreneurial 

firms. Rather, I seek to move hermeneutic phenomenology further into the space of legitimate 

management research methodology.  

I will situate hermeneutic phenomenology at the centre of research into a range of phenomena 

including the “lived experience” of strategic orientation. I suggest that the legitimacy of 

hermeneutic phenomenology will be affirmed through its co-existence with extant 
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methodologies used in the entrepreneurship and family business domains. And, its legitimacy 

will be enhanced by the rich insight it brings to developing a more complete, intimate 

understanding to practitioners and to researchers of the phenomena being researched. 

Strategic orientation 

Miles and Snow (1978) established a typology of firms’ strategic orientation which has been 

described as unique (Aragón-Sánchez & Sánchez-Marín, 2005). The phrase (though not the 

typology) is also suitable for the purposes of this paper whose focus is on the behaviours of 

TMTs and their engagement with and execution of firm strategy. It is therefore in the context 

of TMTs that I propose a further definition of strategic orientation:  

strategic orientation is the Top Management Team’s disposition towards the 

integration of strategy creation, strategic planning, and strategy execution.  

In practice, this comes together in a cohesive, functional sense as strategic management 

which has been described as: 

the process through which organizations analyse and learn from their internal and 

external environments, establish strategic direction, create strategies that are 

intended to help achieve established goals, and execute those strategies, all in an 

effort to satisfy key organizational stakeholders 

  (Harrison & St John, 2010, 2008, p. 4).  

Strategic management is a TMT’s key function and is critical to firm growth and performance 

(Carmeli, 2008; Daily, et al., 2002; Elenkov, et al., 2005; Ensley, et al., 2006; Ireland. & Hitt, 

1999; Nicholls-Nixon, 2005; Rowe, 2001). I argue that the efficacy of its strategic 

management and the successful navigation of a firm’s created strategy is dependent on the 

strength of its TMT’s strategic orientation . 

I explore the “lived experience” of TMTs’ strategic orientation in family and entrepreneurial 

firms.  By using hermeneutic phenomenology, I can hear the “voice” of TMT members speak 

about their discovery of meaning in, and possibilities for, strategic orientation in their 

business. In particular, their ”voice” describes their experience of the inter-relationship 

between strategic decision-making - a key element of strategic practice – and their strategic 

orientation.  



 

 10 

Gudmundson et al, (1999) found no difference between family and non-family firms in their 

approach to strategic orientation. This followed Daily and Thompson’s (1994) finding that 

the ownership structures of firms were not related to their strategic postures. However, Daily 

and Thompson (1994) found that there was a difference between family and non-family firms 

in relation to strategic decisions, and this might be explained by the influence of family (in 

family firms) and of the founder (in entrepreneurial firms). Family/founder influence on the 

“lived experience” of strategic orientation is discussed as a part of this paper. 

A TMT’s effective leverage of a firm’s strategic orientation derives from the firm’s strategic 

decisions. We provide two case studies to illustrate the impact of the strategic decision-

making environment and the influence of the family/founder upon TMTs’ strategic 

orientation. 

Strategic decisions are critically important in family and entrepreneurial firms (Escribá-

Esteve, et al., 2009; Lyon, et al., 2000). The quality of TMTs’ strategic decision-making 

influences a firm’s engagement in strategic entrepreneurship – the combination of strategy 

and entrepreneurship which are critical elements working together to promote sustained 

wealth creation (Webb, et al., 2010). I suggest that a measure of that quality is the loudness of 

the TMT’s ““voice” “ in decision-making and strategy creation.  

I hear the TMTs’ “voice”s as they explore the possibilities and implications of strategic 

decisions about firm growth, budgets, capital investment, marketing, and succession. I also 

hear their description  of  the impact of this influence on  TMTs’ engagement with, and their 

orientation to, strategy in the firm. 

I consider whether TMTs’ strategic orientation is potentially compromised by family or 

entrepreneurial influence on a firm’s strategic decision-making. LITERATURE REVIEW 

I briefly review the literature of five areas of theory and epistemology of TMTs in 

entrepreneurial and family-owned business: 

 definitional issues  of entrepreneurial and family-owned business  

 top management teams and strategic decision making 

 creating strategy in entrepreneurial and family-owned business 

 extending the boundaries of entrepreneurship and family business research  

 hermeneutic phenomenology.  
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Entrepreneurial and Family-Owned Business – Definitional Issues 

Cerrato and Piva (2010) argue that ownership/management is not enough to define a firm 

unambiguously as a family business. The authors observe that  

One can point out that a precise definition of family business would require 

identification of threshold values, in terms of quota of ownership of the family or 

number of managers belonging to the family. The difficulty of assessing the family 

versus nonfamily nature of a business is widely acknowledged in the literature (Daily 

and Dollinger 1993). Klein et al. (2005) emphasize the drawbacks associated with 

artificially categorising firms as either family or nonfamily. Similarly, Chua et al. 

(2004) suggest the need to focus on the extent of family influence on a business, rather 

than just distinguishing family and nonfamily firms as discrete types of businesses. 

(Cerrato & Piva, 2010) 

Following the lead of Daily et al (2002) and Sharma and Chrisman (1999) I define 

entrepreneurial and family-owned businesses as those which, though different by virtue of 

ownership structure, involve an individual or group of individuals participating in 

independent entrepreneurship.  

For the purposes of this research, the definition is confined to small-to-medium enterprises 

(SMEs) whose shares are which are not publicly traded.  

Top Management Teams and Strategic Decision Making 

The nature and role of TMTs in entrepreneurial and family-owned business has been 

described by van Gils (2005) in a study of 110 Dutch small-to-medium enterprises. These 

firms shared many characteristics. They had successfully passed the start-up stage; the CEO 

is the main decision-taker, although sixty per cent of them established top-management teams 

to strengthen the strategic decision-making process; the TMTs are small (on average 1.32 

members), but the executives strengthen the know-how of the company. Amongst the 

important selection criteria for new TMT members are knowledge/experience in strategic 

decision making and knowledge/experience of the business/industry. The study also 

illustrates the rather static composition of the SMEs’ TMT (Van Gils, 2005).  

Carmeli et al (2009) affirm the position established by Finkelstein and Hambrick (1996) and 

Hambrick and Mason (1984) the role played by TMTs in running organizations and creating 
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and sustaining a competitive position in their respective industries. Hambrick (1994) suggests 

TMTs differ from other small groups because their members have more significant, higher-

level, organizational responsibilities both as individual executives and as members of the 

executive team which is accountable for key decision-making processes.  

Strategic decisions aim to provide competitive advantage; they are usually complex in nature 

and seek to change the overall scope and direction of a firm (Johnson, et al., 2008). Making 

effective strategic decisions is of critical importance to both large and small firms, as 

strategic decisions significantly influence organizational performance (Brouthers, et al., 

1998). It is important, however, to note the limitations on strategic decision-making in 

smaller firms which do not have the resources of larger firms (Liberman-Yaconi, et al., 

2010). 

The complexity of strategic decision making of TMTs has been described as playing a major 

role in the organizational capacity to effectively manage opposing demands such as 

exploration and exploitation. (Carmeli & Halevi, 2009) 

Carmeli et al (2009) further note the daily routine of  TMTs includes placing a focus on 

issues and resolving a range of strategy, structure, and work flow problems. Of particular 

importance are those strategic decisions which Carmeli et al (2009) point to the work Ireland 

and Miller (2004) and Nutt, (2004) in describing TMTs strategic decisions as “big bet” 

choices which involve a host of variables and hence are highly complex. 

Ireland and Miller (2004) have described the internal dynamics of TMTs and their 

relationship with strategic decision making which they note typically involves a team of 

individuals working together. Important factors related to strategic decision-making include 

the presence of divergent views and the way TMT members handle them (Nugent, 2002). 

Ireland and Miller (2004) also raise the possibility divergent views existing between TMT 

members and question how they handle such views and their assumptions about factors 

related to the making of decisions (Thompson, 2003). A further important element is the 

existence of dialectical inquiry and devil’s advocacy as two commonly recognized methods 

for formally structuring debate over different views, (Schweiger, et al., 1989) and these 

techniques can channel conflict in ways that avoid distrust and suspicion. 

I suggest that the strategic orientation of TMTs is significantly influenced by their capacity to 

participate in strategic decision making of the sort described above. The picture painted by 
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Carmeli et al (2009), by Ireland and Miller (2004), and by Nutt (2004) is of an important, 

dynamic, and somewhat optimistic approach to strategic decision-making. I argue that the 

subjective reality of strategic decision making is potentially somewhat less attractive. This is 

because of the role and influence of the entrepreneurial owner/founder/founder’s family on 

the firm’s strategic decision making. I propose that this influence can exert a negative impact 

on the strategic orientation of TMTs.  

Of interest here is the work of Fauchart and Gruber (2011) on three pure types of founder 

identities which they demonstrate systematically shape key decisions in the creation of new 

firms, thereby “imprinting” the start-ups with the founders’ distinct self-concepts. That 

“imprint” can operate as a source of constraint if, as observed by Buyl et al  (2011), CEO 

founders are probably not aware of the less obvious implications of their formal power on 

TMT functioning. This means that although such CEOs are generally highly committed to the 

organizations they established, their very position and status might refrain subordinate 

executives from freely sharing information and opinions. 

Whilst the literature has positioned the CEO/entrepreneur as the main decision-maker in 

small-to-medium businesses, Gartner et al (1994) argues that it is a shared effort in an 

environment marked by complexity, unpredictability and instability (Sadler-Smith, 2004). In 

such an environment, the CEO’s decision-making process seems to be characterized by 

intuitive decision making (Sadler-Smith, 2004), overconfidence and representativeness 

(Busenitz & Barney, 1997). One positive impact of a CEO’s ”imprint” is that whilst CEO 

dominance inside the organization, and especially within the TMT, is likely to be higher for 

family CEOs than for external appointees (Minichilli, et al., 2010), family CEOs undertake  

fewer short-sighted acquisitions and downsizing decisions, and commit to more long-term 

R&D and capital expenditures, and thus develop more distinctive capabilities that produce 

higher financial results (Le Breton-Miller & Miller, 2006). 

We discuss the implications of the founders’ “imprint” and decision making in the context of 

our consideration of TMT members’ “voice”.  

 

 

Creating Strategy in Entrepreneurial and Family-owned Firms 
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Strategic planning is thought to be one of the factors which contributes to the performance of 

small-to-medium enterprises (Kraus, et al., 2006). 

Creating strategy in entrepreneurial and family-owned firms is often an outcome of a 

planning process (Tapinos, et al., 2005). Storey (2010) defines strategy as the actions which 

are taken up by the small business owner once in business. Storey (2010) also argues that 

formal planning is a characteristic of both larger firms and of faster-growing firms, but claims 

that the evidence is ambivalent as “to whether planning is a factor which encourages growth 

or whether it is merely associated with a movement towards greater size and formality” 

(Storey, 2010, p. 149). 

The notion of strategy creation in smaller businesses has been taken up by Lee (1995) and by 

Wiesner and Millett (2012). Lee (1995) argued that whilst formal strategic planning, as 

advocated in the classical mode as a means of arriving at decisions, does not take place in 

smaller organizations, they have clear goals and have thought through their strategy for 

achieving them. Kotey (2005) discovered that only a minority of small- or medium-sized 

family businesses had a strategic or business plan and that family businesses were far less 

likely to have these than non-family businesses.  

Peters and Buhalis (2004) reported that family businesses often exhibit informal business 

practices and a lack of planning. Garcia et al. (2007) assert that the use of strategic planning 

in family firms is uncommon. The latter finding was also observed by Smith (2007). This 

might be explained by small family businesses having a tendency to concentrate on tactics 

rather than strategy (Allio, 2004), although the same author observed that the healthiest 

family firms committed to strategy development in a formal, systematic way.  

Ibrahim et al (2004) offer a different explanation of this phenomenon and suggest that the 

strategic decision-making process in family firms is different from non-family firms as a 

result of the dual identity of these firms and the alignment of both ownership and 

management.  

Wiesner and Millett found that a high number of small-to-medium businesses view strategic 

planning as important but that medium-size firms were significantly more likely than their 

smaller counterparts to engage in strategic/business planning, establish a business/operational 

plan, and ensure resulting plans are either all written or some are written (Wiesner & Millett, 

2012). 
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Astrachan suggests that whilst there is much strategy research occurring amongst larger 

companies, there is the open question as to the applicability of research results from large, 

primarily non-family businesses to family business, private business, and smaller business 

(Astrachan, 2010). This means that the possibilities for classic strategy creation and the 

achievement of TMT strategic orientation in the sort of business described by Astrachan may 

be significantly constrained.  

The objective truth of strategy appears from the literature to be something which is formal, 

deliberate, performance focused, and documented. The subjective truth of strategy creation, 

experienced in real-time conditions, is represented in Jack Welch’s memoir, Jack - Straight 

From the Gut (Welch & Byrne, 2001). Welch says “strategy is less a function of grandiose 

predictions than it is of being able to respond rapidly to real changes as they occur. That’s 

why strategy has to be dynamic and anticipatory”  (ibid, p. 390).  

Later, Welch compares classic business strategy creation to classic military strategy. Welch 

refers to “a letter written by a Bendix planning manager to the editor of Fortune magazine. 

The letter reads: 

Through your excellent series on the current practice of strategic planning runs a 

common thread: the endless quest for a paint-by-numbers approach, which 

automatically gives answers. Yet that pursuit continually fails. 

Von Clausewitz summed up what it had all been about in his classic On War. Men 

could not reduce strategy to a formula. Detailed planning necessarily failed, due to 

the inevitable frictions encountered: chance events, imperfections in execution, and 

the independent will of the opposition. Instead, the human elements were paramount: 

leadership, morale, and the almost instinctive savvy of the best generals. 

The Prussian general staff, under the elder Von Moltke, perfected these concepts in 

practice. They did not expect a plan of operations to survive beyond the first contact 

with the enemy. They set only the broadest of objectives and emphasized seizing 

unforseen opportunities as they arose. . . Strategy was not a length action plan. It was 

the evolution of a central idea through continually changing circumstances. 

Business and war may differ in objectives and codes of conduct. But, both involve 

facing the independent will of other parties. Any cookbook approach is powerless to 

cope with independent will, or with the unfolding situations of the real world. 



 

 16 

(Welch & Byrne, 2001, p. 448) 

As noted above, Welch’s military analogy and definition have emerged from the subjective 

truth of everyday reality. The result is a level of clarity and meaning which, it is argued, is 

more likely to underpin TMTs’ strategic orientation than any objective, abstracted definition.  

And, I suggest that SME owners/founders and TMTs will be drawn to the uncluttered 

simplicity of Welch’s definition.  

Equally simple – and also attractive to practitioners, entrepreneurial and family-business 

owners and TMT members – is Jim Collins’ notion that strategy sits inside the “Hedgehog 

Concept”. Collins showed that “the good-to-great companies…founded their strategies on 

deep understanding along three key dimensions…and they  translated that understanding into 

a simple crystalline concept that guided all their efforts…” (Collins, 2001, p. 95). “More 

precisely, a Hedgehog Concept is a simple, crystalline concept that flows from deep 

understanding about the intersection of the following three circles: 

 what you can be the best in the world at 

 what drives your economic engine 

 what you are deeply passionate about (Collins, 2001, p. 95).  

Collins’ more extended argument reveals a strong feel for strategy as action when he 

describes “a cumulative process – step by step, action by action, decision by decision, turn by 

turn of the flywheel” (Collins, 2001, p. 165). Welch’s definition is far more immediately 

explicit. Both Welch and Collins offer clear frameworks on which a TMT might create 

strategy and support become oriented to it. Each approach is embedded in instrumental 

rationality. But, I suggest, neither Collins’ nor Welch’s framework will prepare TMTs well 

enough for the everyday subjective reality which will disrupt even the most fluid strategy.  

This means that the instrumental rationality of strategy as action (Storey, 2010) (objective 

truth) stands opposite the existential and subjective dimensions of TMTs’ experience of 

strategic actions. Andy Grove, the one-time CEO of Intel, said that strategic actions were 

“underpinned by the belief that our way of thinking changes when the practices and habits in 

which we engaged are changed.” (Grove, 1996, p. 147) This expresses an important concept 

that notion that strategic action creates disruption and anxiety for managers who are 

challenged by strategy which demands a change of mindset (Segal, 2004). This also emerges 

in my conversations with TMTs. 
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I propose that whilst there is some merit in underpinning the creation of strategy with 

formality and process (the instrumental rationality of objectivism) my TMT conversations 

and subsequent interpretation indicates their preference for simple and unambiguous strategy, 

which is fluid enough to allow the business to respond quickly to environmental changes. 

This suggests that TMTs’ orientation to strategy may be best suited to a hybrid drawn from 

the Collins and Welch models. 

Entrepreneurship and Family Business Research – Extending the Boundaries 

For Gartner (2007),  theory development in entrepreneurship can admit many methods, but  

critical insights might be lost when researchers depend on certain ones (Gartner, 2010). 

Gartner thus opens up entrepreneurship research to the possibilities of different 

methodological approaches.  

I accept Sharma’s invitation (2010) to build boundaries across disciplines and to engage in 

scholarship at the “undeveloped interfaces which exist between disciplines”. This creates an 

opportunity to stretch the boundaries of family business and entrepreneurship research by 

reaching across to the methods of other domains: for example, in anthropology (Miner 2010; 

Rutherford, 2010), kinship and gender (Rutherford, 2010; Scheffler, 2010), and social capital 

(Sorenson et al, 2010).  

Gartner (2010) sees boundary-stretching as a response to “the limitations of the paradigmatic 

mode of thought” in entrepreneurship research. This is also questioned by Cope who 

proposes hermeneutic phenomenological inquiry as a methodological basis for 

entrepreneurship research (Cope, 2005, 2011) The outcome, according to Cope, is that 

“interpretative phenomenological analysis (adds) empirical weight to predominant conceptual 

discussions” (Cope, 2011). 

Heck at al (2008) invite boundary stretching when calling for the use of alternative research 

methodologies (for example, case study research and ethnography,) the possibilities of which 

are opened up by Czarniawska (2007). Others who make “stretch” suggestions include Frank 

et al who suggest that objective hermeneutics assists in understanding behaviours and social 

structure, and Nilsson et al (2012) who point to Flybjerg’s (2001) framework for social 

science research which has a focus on phenomena that are particular, concrete, and holistic.   

Jones and Spicer (2009) present a recent example of boundary-stretching in an interesting 

contribution to the development of a critical theory of entrepreneurship as they rely on 
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philosophical and ethical positioning of their arguments about the different roles 

entrepreneurs play and the processes which engage them 

Hermeneutics, existentialism, and ontology, as branches of philosophy, all find a place inside 

stretched boundaries. This is because they all deal with the “human-ness” of “being”. Their 

extension to entrepreneurial and family-business seems logical since neither entrepreneurship 

nor family business is separated from those concepts. This is evident in the argument of 

Brundin and Melin (2012) who suggest an extension of the research into family business (and 

other SMEs) to include research on emotions which, in the family business context, provide 

the glue in human interactions.  

Philosophy can open up new possibilities of understanding the phenomena of entrepreneurial 

and family-owned business, the strength of the glue, and the phenomena which occur within 

those businesses – such as TMTs’ strategic orientation.  

Hermeneutic Phenomenology – An Extended Discussion 

This paper draws on the canon of hermeneutic phenomenology established by Heidegger 

(most particularly in Being and Time (1953, 2010) and refined in Gadamer’s Truth and 

Method (1989, 2004).  

Seymour (2006) offers a useful premise (accepted in this paper) for the use of hermeneutic 

phenomenology in entrepreneurial research: 

It is not uncommon for entrepreneurship researchers to avoid the mire of philosophy 

of science and to ‘skip’ straight to discussion of methodology or method…and that a 

dichotomy between objective and subjective meaning is manifestly inadequate for the 

study of (many)…problems of international entrepreneurship research. In response, 

hermeneutic phenomenology …is an underutilized, misunderstood, yet highly relevant 

research paradigm. 

Hermeneutic phenomenology provides a key to unlocking the experience of TMTs and “the 

fullness of living” (van Manen, 1990) the phenomena of strategic orientation and strategic 

decision-making. By giving “voice” to TMTs about their “fullness of living” these 

phenomena, hermeneutic phenomenology enables TMT members and researchers to 

interpret, take meaning from, and reach an understanding of the subjective reality of the 

world in which they live. This happens by allowing the TMTs’ “voice”s to provide, and the 
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researcher, to interpret, take meaning from, and reach an understanding of the world in which 

they live. Hermeneutic phenomenology allows for an exploration of the “lived experience” of 

the place at which strategy creation, strategic orientation, and strategic decision-making 

intersect.  

Giving “voice” to the TMTs in my conversations with them prompted my awareness of what 

Heidegger (2010) described as “listening being constitutive for discourse”. And “discourse 

has a strong connection with understanding and intelligibility which becomes clear through 

an existential possibility which belongs to discourse itself, listening”. In other words, the 

conversations with them needed to be built on the principles of mutual exchange into which  I 

brought a commitment to listen as well as ask. Without listening, the interpretation is likely to 

be flawed. 

The notion that the “lived experience” of entrepreneurship might create a basis for research is 

relatively new in western, non-European management and entrepreneurship literature. So, 

too, is the premise that hermeneutic phenomenology might have a place as an epistemological 

building block in management and entrepreneurial research.  

Interdisciplinary boundary-stretching opens the door to a range of possibilities: firstly, to 

admit the use of hermeneutic phenomenology to entrepreneurship and family business 

research; secondly, to allow those domains to join nursing, health, teaching, and educational 

administration where hermeneutic phenomenology is well accepted as a legitimate research 

methodology. Like the “lived experience” of entrepreneurship and family business, these are 

domains where understanding emerges though the researcher’s interpretation of the text and 

language of the participants. Further, a rich meaning of the phenomena being researched is 

created by reaching an understanding of the subjective reality of the everyday existence of 

those experiencing the phenomena.   

Morris et al (2012) have more recently established the claim of researchers to discovering the 

possibilities for understanding which can be found by approaching the phenomenon of 

entrepreneurship as a “lived experience”. They argue that experience in a 

entrepreneurial/family firm context is temporal and that “business decisions are outgrowths 

of the highs and lows, negative and positive affect, and engagement levels woven into the 

fabric of temporal experiences” (Morris, et al., 2012, pp. 1079-1080). The philosophical 



 

 20 

approach used by the authors here is situated in pragmatism – but the experiences they are 

researching as just as open to a hermeneutic phenomenological method.  

Further, hermeneutic phenomenology might help remove both the ambiguity and the mask  of 

family business described by Irava and Moores (2010) in their discussion of the dimensions 

of famliness.   

Hermeneutic phenomenology sits outside the positivist traditions of family and 

entrepreneurial business theory. However, I do not suggest that it displaces extant 

epistemology. Rather, hermeneutic phenomenology sits alongside that epistemology and 

takes its place nicely within the theory-building possibilities described by Oxford quantum 

physicist, David Deutsch: 

…in reality, scientific theories are not ‘derived’ from anything... Experience is indeed 

essential to science, but its role is different from that supposed by empiricism. It is not the 

source from which theories are derived. Its main use is to choose between theories that have 

already been guessed. That is what ‘learning from experience’ is. (2011, p. 4) 

This means that hermeneutic phenomenology can co-exist with the positivist traditions whilst 

adding a further dimension of understanding. 

Reaching a hermeneutic phenomenological understanding of a problem or issue requires the 

adoption of method and rigor. There are at least three dimensions that are central to 

hermeneutic phenomenology.  

The first is that it is concerned with the relationship between the parts and the whole such that 

the parts can only be understood through the whole; yet it is only by working through the 

parts that the whole emerges.  

It is like a jig saw puzzle but one in which one is imagining the whole through the parts and 

only as one begins to connect the parts does the whole emerge 
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Figure 3: The interplay between the main elements in hermeneutics (Ödman, 2007) 

. Figure 3 provides an image of the jigsaw puzzle and the interplay between all of the parts. 

Originally hermeneutics was practiced in terms of biblical interpretation in which the parts 

made sense through the whole, and the whole through the parts. However, Heidegger took 

hermeneutics out of a biblical context and applied it to everyday life which is concerned with 

the relationship between the parts and the whole of a lived experience.  

Central to hermeneutic methodology is the relationship between the parts and the whole: how 

do the parts of the narrative that emerges from a participant’s discourse bind together such 

that they form a whole?  It is the rigour of binding the parts together to form a whole that 

underpins the hermeneutic methodology. It is this that is forms the basis of a hermeneutic 

account of explanation.  

 

Figure 4: The hermeneutic circle (Ödman, 2007) 

Interpretation 

Explanation Owner 

Pre-understanding  
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This also means that hermeneutic phenomenological methodology is a circular process. For 

the researcher is continuously spiralling from the whole to the parts. Ödman (2007) draws on 

Radnitzky (1970) who suggested that this spiral is situated in a helix which suggestively 

catches interpretation and understanding as a process:  

 

Figure 5: The hermeneutic helix (Ödman, 2007) 

The circularity (whether in a circle or in a helix) is circular in another, more crucial way. 

Whereas positivism operates in terms of a distinction between the subject and object such that 

the subject focuses on the object of research, in hermeneutic phenomenology, the researcher 

is always themselves part of the researched. As Moran paraphrasing Gadamer says: 

“Understanding understanding requires coming to self-understanding, shedding light on 

assumptions that otherwise work behind our backs.” (Moran, 2000, p. 252).   

The second dimension of hermeneutics is that we understand and interpret the world in terms 

of assumptions that operate from behind our back. Part of hermeneutic phenomenology is to 

make these assumptions explicit so that we can challenge and explore them. Moustakas calls 

this process of making our assumptions explicit, the epoche by (1994).  Moustakas notes that 

“the challenge of the epoche is to be transparent to ourselves” (1994, p. 86) 

Horizons of the researcher are expanded not simply by collecting, analyzing, synthesizing 

and interpreting data out there in the world but by questioning one’s own research pre-

judgments or assumptions in the context of active participation in the unfamiliar cultural 

context.  
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The more that we can explore our own assumptions, the greater becomes  the scope of our 

horizon. Hermeneutics includes the exploring of our assumptions as an essential part of its 

methodology. Gadamer (2004) sees hermeneutics as essentially a conversational method. 

Whilst exploring the interpretations of the researcher’s subject matter, the researcher 

simultaneously explores and elaborates the preconceptions in terms of which they are doing 

research. Instead of suspending preconceptions, as is the case in positivist research, the topic 

of research becomes more clearly refined and defined as the investigation of the research 

subject takes place.  

The third point to note is a response to the question: how does one break into the hermeneutic 

circle? It is through disruptions, or in the context of this paper where there are gaps in the 

circle that the researcher breaks into the circle. Thus the hermeneutic researcher is always 

looking for the gaps: where are the parts not fitting together to form a whole? It is by 

following the gaps that the researcher seeks to relate the parts to the whole. In this sense it is 

a paradoxical method: for many methods are trying to iron out the gaps whereas hermeneutics 

is always looking for the gaps, like a detective looking for clues; for where things are not 

quite right.  

RESEARCH METHOD 

Two TMTs were chosen for this study. One TMT (6 Members) works in a family-owned 

manufacturing firm. The other (4 Members) works in an entrepreneur-owned professional 

services consulting firm.   

Each firm is of  similar size in terms of staff head-count and revenue. Profitability is far 

greater in the consulting firm. This is a function of the sectors in which they operate, and this 

is a reflection that the consulting firm has been able to position itself at the “premium” end of 

its market where high margins can be achieved. 

In the manufacturing firm, each TMT member was interviewed. In the case of the 

professional services consulting firm, only 3 members of the TMT were interviewed – the 

fourth being overseas on vacation at the time the interviews were scheduled.  

The Questions can be found in the right-hand column of Figure 6.. 
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There were 16 questions asked. All participants received a copy of the questions 3 business 

days prior to their interview. Preceding the Questions which were sent to participants was the 

following quotation which appears elsewhere in this paper at page 9: 

(Strategic Management is) the process through which organizations analyse and 

learn from their internal and external environments, establish strategic direction, 

create strategies that are intended to help achieve established goals, and execute 

those strategies, all in an effort to satisfy key organizational stakeholders”  

(Harrison & St John, 2010, 2008, p. 4).  

The questions asked of Owners/majority shareholders differed from those asked of TMT 

members in one minor respect. Four questions were changed syntactically. This was to allow 

for the fact that Owners/majority shareholders were asked to reflect on and self asesthat their 

own behaviour at questions 3, 11, 12, and 13.  

The interviews were conducted as conversations with each participant. The questions 

provided general guidance and structure. Whilst each question was asked of each participant, 

room was made for interviewer and participants to go beyond the questions in order to pick 

up on nuances. 

The average duration of the interviews was 45-minutes. This meant that there was just over 

6.5 hours of conversation. 

The interviews were recorded and 120 pages of transcript were produced. NVivo 9 initially 

was used as an aid to coding the data and in preparing it for analysis. Each question formed 

one of 16 categories or sub-categories. As I became more familiar with the data, I further 

separated the categories into eight emergent themes.  

These themes and their relationship to the questions are detailed in Figure 6:  

Figure 6: Emergent Themes and their Relationship to the Interview Questions 

Theme 

# 

Theme 

Description 

Questions 

Clustered 

by Theme 

Question 

# 

Questions 

 

1 Making sense  

from theory 

1 1 In what ways does this theoretical 

description (Harrison and St John) of 



 

 25 

Theme 

# 

Theme 

Description 

Questions 

Clustered 

by Theme 

Question 

# 

Questions 

 

strategic management “speak “ to you? 

2 The practice 

of strategic 

management 

2 2 How would you describe strategic 

management as it is practiced in this firm? 

3 
Owner and 

TMT attitudes 

to strategic 

management 

3, 4 3 What is the picture that emerges for you 

about the attitude and behavior of the 

founder/Owner of the business to strategic 

management? (Owners were asked to self-

reflect.) 

   4 What observations would you make about 

the attitude and behavior of the TMT to 

strategic management? How do you feel 

about that? 

4 Theory and 

practice 

divide 

5 5 If there is a gap between the theoretical 

description of strategic management and 

its practice in this business, can you 

describe the main factors which have 

created that gap? 

5 The meaning 

of strategy  

creation in 

the firm 

6, 7, 8, 9, 

10 

6 The process of strategy development most 

often draws on a theoretical framework 

informed by the reality of the business’s 

current (and future) context. This usually 

occurs within some sort of strategic 

planning process which often involves a 

planning workshop or retreat.  

a. Can you say why this outline fits (or 

does not fit) your understanding of  the 

steps taken in this business to develop 

strategy?  
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Theme 

# 

Theme 

Description 

Questions 

Clustered 

by Theme 

Question 

# 

Questions 

 

b. Can you describe the most recent 

strategic planning event in this 

business? 

c. How did you feel about that process? 

Can you now describe in what ways the 

process of strategic planning  and the 

emergence of strategy creates meaning for 

you as (i) an executive and (ii) as a person 

in the business? 

   7 How do you “feel” about the emergence of 

strategy? Can you build on your answer? 

   8 You have painted a picture of the steps to 

develop the business’s strategy. Can you 

describe how engaged  you are with the 

process? 

   9 In what ways do you sense – or feel – that 

you are aligned with the business’s 

strategy? What is it that permits you to 

have (or not have) that sense of alignment? 

   10 In what ways do you sense – or feel – that 

the top management team is aligned with 

the business’s strategy? What is it that 

permits you to have (or not have) that 

sense of the TMTs alignment? 
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Theme 

# 

Theme 

Description 

Questions 

Clustered 

by Theme 

Question 

# 

Questions 

 

6 
The Owner’s 

role and  

influence on 

strategy 

creation  

11,12,13 11 What is the role of the 

founder/Owner/family shareholder/s in 

setting the strategic direction of the 

business – including the allocation of 

resources? (Owners were asked to self-

assess.) 

   12 Can you describe the influence the 

founder/Owner/family shareholder/s has 

on setting the strategic direction of the 

business – including the allocation of 

resources? 

   13 What do you feel is the impact of the 

Owner’s strategic influence (including the 

allocation of resources)on the TMTs 

a. alignment with strategy,  

b. performance and effectiveness,   

c. morale and behavior?  

(Owners were asked to self-assess) 

7 
TMT 

““voice”” 

14, 15 14 How much of a ““voice”” do you feel the 

TMT has in the process of setting the 

strategic direction of the business? 

   15 How much of a ““voice”” do you feel you 

have in the process of setting the strategic 

direction for the business? 
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Theme 

# 

Theme 

Description 

Questions 

Clustered 

by Theme 

Question 

# 

Questions 

 

8 
Succession 

and  

Strategic 

Orientation 

16 16 Do management and Ownership 

succession currently have a place in the 

business’s strategy? What does the 

business’s strategic approach to succession 

mean to your sense of alignment with the 

business’s strategy? 

 

The research findings are introduced by two short profiles of the businesses in which the 

research was conducted. My intention was to present my findings and analysis in two 

sequentially linked case studies. However, it became clear as I moved in and out of the data 

and was exposed to the fluidity of the hermeneutic helix (Ödman, 2007)  that the themes were 

unifying factors for both businesses. This meant that a separation of the analysis and 

discussion by business would lead to unnecessary duplication and to confusion.  

I had supposed that the separation of the data by business would allow me to look over my 

research horizon to see where patterns might be emerging and where differences might be 

occurring in businesses representing different sectors. The deeper became my relationship 

with the data, the more my understanding developed that the “lived experience” of strategic 

orientation was fundamentally similar in each business even if the shape of the jigsaw part 

was different. This gave me a sense of the parts of the parts, from which I could form a view 

of the whole of the parts.  

The “voices” of the participants are heard, key words and phrases are drawn from the data, 

and I make my own observations of the meaning of the words and language we are hearing.  

In all of this, it is important that I retained a distance from the data (Lowes & Prowse, 2001). 

I could do that by remaining clear about the hermeneutic dispositions (my pre-

understandings) which I brought to the research. This meant that I could isolate those 

predispositions from the data and yet question them when I was synthesising my arguments. 
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This means that, in relationship with the conversations I am having, I will be looking to 

create a whole from the parts so that I can answer the key purpose of our paper: how can we 

understand the strategic orientation of TMTs? 

HERMENEUTIC DISPOSITIONS OF THE RESEARCHER 

As author of this paper, I bring my own background, history, and dispositions to this 

research. 

I have been a consultant in private practice for fifteen years. A significant part of my work 

involves family business succession. Equally significant is the work I facilitate with client 

firms on their strategy creation – to which I bring significant knowledge, expertise and 

experience. I have facilitated strategy creation with over 300 client firms (85% of which are 

private family-  entrepreneurially –owned). 

My strategy practice has a strong theoretical foundation (drawing on the work Drucker, 

Porter, Prahalad, Hammer and Champy, Kaplan and Norton, and Reichheld). It is informed 

by my own phronesis gathered from client interaction and my own in-field exposure (as a 

client in my corporate life) to strategy creation by the world’s leading strategy consultancies 

(e.g., Bain and Co, McKinsey, Boston Consulting Group, Booz Allen and Hamilton).  

This significant exposure to theory and practice has provided me with a set of understandings 

and beliefs about: 

 the theory which informs strategy 

 the importance of strategy and planning  

 the way in which strategy can be created 

 the possibilities for strategy creation in a variety of settings 

 the value and importance of strategy creation 

 the importance of “cutting-the-cloth” of strategy creation to suit the size and 

sophistication of the family- or entrepreneurial business 

 almost “universal” anticipatory understandings of the challenges, obstacles, 

prejudices, and hurdles which are likely to be met whilst creating strategy.  

I have a consulting/client relationship with each of the firms whose Owners and TMTs 

participated in the interviews. 
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As the director of another company (not my own) I am also a current client of the 

professional services consulting firm. 

Each of these relationships contains their own bundle of dispositions – which potentially 

could influence my interpretation of the data and taint my narrative unless the necessary 

checks and balances are in place. 

So, the understandings and beliefs about strategy, and the relationship I have with the 

participant firms, together form the dispositions which I bring to this research must be kept at 

a distance – well outside the hermeneutic circle – so that I am free of influence when I am 

undertaking my data analysis, embarking on interpretation, deriving meaning, and writing my 

narrative.  

It has been important to (i) undertake a reflective audit (epoche) of my dispositions to ensure 

that they did not influence the direction or substance of the interviews (Moustakas, 1994) or 

my analysis, and (ii)  have Dr Steven Segal – my doctoral supervisor – check the transcribed 

interviews for accuracy and ensure that by his acting as an “expert on the experience or the 

method, to check analytic steps, such as the reduction of categories to themes…(and) to 

identify and reduce investigator bias” (Cohen, et al., 2000, pp. 90-91) then I am “opening up 

inquiry”. This is an important step. As Cohen et al have observed, “Opening up inquiry in the 

hermeneutic phenomenological approach refers to efforts that are made to conform to an 

understanding of science as a systematic and human activity” (2000, p. 90) 

INTERPRETATIVE ANALYSIS AND FINDINGS 

Business 1 – Manufacturing Business  

The firm is a manufacturer and distributor of premium products to dentists. It is one of the 

few remaining Australian-owned product manufacturing businesses. It was founded 65 years 

ago by the father of the current Managing Director. 

The Managing Director has been employed in the business for over 40 years. He is nearing 

retirement. Whilst he is tertiary-educated in his own discipline of engineering, he does not 

have any formal business discipline (e.g., an MBA). 

Two sons, representing the third generation of the family, work in the firm and are being 

groomed for senior management roles. 
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The members of the Top Management Team are non-family members and are led by a 

General Manager. The TMT is a stable group with long tenure. 

There are currently six members of the TMT – including the Managing Director. 

The business employs over 30 people. Its culture is marked by a sense of “famliness” – which 

makes it a pleasant place to work. This is reflected in the average staff tenure of nearly eight 

years. 

The General Manager has been in their role for three years – having been in the business for a 

total of eight years. He enjoys a very high level of trust from his peers, the 3
rd

 generation 

family members in the business, and the Managing Director. 

The General Manager has been innovative in the introduction of a range of policies, 

technologies, and process improvements. A recent round of strategy creation through a five-

day strategic planning retreat was initiated by the General Manager who is searching for ways 

in which the business can compete in, survive, and prosper in a fluid and complex 

competitive environment. The General Manager is currently completing an MBA. 

The business is currently under some stress. Its traditional market is now being eroded with 

multi-national competitors meeting the market with predatory pricing. In addition, the 

business has traditionally won government and private tenders. However, decision-making in 

the tender government and private tender market has slowed, and the business’s pricing 

strategy is under threat because the strength of the Australian dollar is brining another layer 

of complexity to the marketplace.   

Business 2 – Professional Services Consulting Firm 

The firm is one of Australia’s leading public relations and corporate communications 

agencies. 

The firm was founded over 12 years ago – and the founder is still the CEO. 

There are currently 4 members of the TMT – including the CEO/founder. 

The CEO/founder has TMT-level experience running complex business units for multi-

national public relations firms. She enjoys a broad and deep reputation for the quality of her 

work and that of her team. She is generous and well-known for support of and contribution to 

her profession. 
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The CEO/founder also enjoys an excellent reputation for her skills as a negotiator and as a 

business person. Whilst she is tertiary-educated in her own discipline of communications and 

public relations, she does not have any formal business discipline (e.g., an MBA). 

The firm’s client list is populated by blue-chip corporations, and is the envy of many in the 

PR profession. 

Five years ago, the founder moved to secure her three key staff by providing them with a 

tranche of equity. One of the three has since left the firm. Their place as a shareholder is 

likely to be taken by an Associate Director who was one of the TMT members interviewed 

for this research.  

The firm employs just over 20 people – has grown every year since it started, with a 

noticeable uplift in revenue and in profit since CEO/founder divested of some of her equity in 

favour of her key people. The firm’s continued growth was undisturbed by the global 

financial crisis. 

This firm has a professional, balanced and happy culture whose employees describe as 

creating a very nice place to be. 

Emergent Themes and Interpretative Analysis 

The verbatims in this section are unattributed because attribution brings little value or insight 

to this analysis. An exception is made where attributions are made of the Owners’ comments.  

Theme 1: Making sense from theory 

Harrison and St John’s definition of strategic management was put to each participant 

because so as to test the sense of meaning each took from it – an introduction to hermeneutic  

discovery. The definition “speaks” to the participants in a way that shows a connectedness to 

their subjective truth. That support comes from a number of different perspectives. 

The conversations revealed engagement with the definition which was described as “wordy”; 

“a reasonable statement”; “very common sense”; “academic”; “really comprehensive”, 

“an accurate expression”. 

The definition was positioned as theory – a fact which drew approval: “it speaks volumes to 

have theory behind it”. But the use of theory also prompted a caution (“sometimes theory is 

difficult to bring to businesses because other people don’t understand the basis behind that”) 
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as did the use of language which might be ”one of those catch-all sort of terms that gets so 

used so often [that] you know, [tend to lose its] sort of meaning”. 

This indicates that TMT members will pay their respects to theory – but the subjective truth 

of these businesses suggests that if theory is to be admitted into the TMTs’ circle, then it 

should perhaps find that space alongside the phronesis of the TMT. This is prompted by the 

observation that “you’ve got to learn from the environment in which we work”.  

The prospect of introducing the objective truth of strategy management to those in the 

business can prompt the sort of anxiety and disruption that emerges in Owner 1 who observes 

that  “…the business has just grown at a very slow, steady pace for some number of years and 

there hasn't been a lot of academics, …, in the business to analyse these bits and pieces or the 

direction in which we're going”.  

Here, Owner 1 is implicitly defending the disciplines inside his business and is questioning 

the need for “academics and analysis” when phronesis has served it so well for 65 years. ( 

Owner 2 draws a dynamic picture of her own theory-in-practice: “a living and breathing 

document and thought process … adapting the strategy if you need to….(and) be able to 

adapt to different business and economic realities if you need to. 

How did the Owners acquire the knowledge to form and express their own strategic 

management theory-in-practice? Phronesis is a hidden contributor to Owner 2’s theory-in-

practice. If it was not there at all, then, what is it that has brought Owner 2 to such a clear 

understanding of what are the elements of strategic management?   

Each Owner acknowledges important influences in the formation of their theory-in-practice. 

For Owner 1, it was the presence of his father (and mother) who worked for over 50 years in 

the business. Owner 1’s theory-in-practice was influenced by his father, who did not spend   

“an awful lot of time sitting down working out key performance indicators” instead passing 

on the practical wisdom of a business whose foundations were quality manufacturing and 

high-value service. 

Owner 2’s theory-in-practice has been informed by her experience and by “significant 

mentors”. She noted that experience before her own business influences her theory-in-

practice a “huge amount. … including 12 years at a multinational, [where} I had two 

incredible mentors…. my own experiences on the job and the learnings from my mentors are 
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what mostly drives my strategic thinking. And then overlaid with that, something I read in 

BRW or the Harvard Business Review or the Booz & Company Strategy in Business”. 

By creating space to reflect, Owner 2 sometimes “hears” her mentors and allows herself to 

“receive” their counsel. “It’s when I really get to crunch time…a crunch decision. His 

“voice” - his American-Chicago accent will be there to guide me”. 

Participants fashioned their own meaning of strategic management and strategic orientation 

by reflecting on Harrison and St John’s definition. The language of management emerges 

with participants emphasizing the process of strategic management: “a very essential 

process”, “a process of setting and achieving goals”; “a process of joining up the dots and 

… seeing patterns”; “a planning process”; “a process to uncover accountabilities and 

measurements such as kpi’s”. 

Their language also revealed an interest in goals and direction. I  heard that strategy creation 

with/for the TMT might“come up with better goals or to refine what has already been 

established”, help understand more clearly “where we come from, [and] … where we’re 

going to” and clarify “our purpose”. 

Theme 2: The experience of strategic management in practice 

The approach taken by each business to strategic management differs markedly. These 

differences speak loudly and directly to the TMTs’ “lived experience” of strategic 

management.  

Strategic management creates anxiety for Business 1’s TMT. The language of anxiety speaks 

of “rudderless ships”, “powerlessness”, and “barriers” that “no matter how many times you 

push, push, push, the same result keeps coming back”. The business once had a three-year 

operating plan, which was abandoned, stunted, shortly after starting. The TMT observed that 

“it wasn’t really a strategy to manage; it was just day-by-day”. 

Owner 1 remains scarred from an earlier exercise which “rather unpleasant … a little bit too 

fast, too high-powered … It wasn't achievable and just wasn't going to work”. Therefore, it 

was not surprising to hear that “probably the strategic management just happened by itself”. 

The TMT criticises the business for a “lack of leadership”, “ad hoc strategic plans”, “many 

gaps to be filled” and involving “bits and pieces of data and advice”.  
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The practical wisdom (phronesis) of the Owner means that strategic management in the early 

days of the business happened “almost intuitively” with no KPIs (“Didn't know what it was in 

those days. No, we were more interested in doing”).  

Business 2 presents a relatively unsophisticated strategic management framework. The 

CEO/founder’s approach is informal and instinctive: “it was all in my head and my gut feel”.  

Business 2’s TMT describes strategic management in their business as “opportunistic” 

whose approach is “less structured and more fluid” and which enables the firm to be “nimble 

and responsive”. Its informality is acknowledged by the CEO/founder who notes: “It’s very 

much needs driven. I have the big strategic plan in my head”. 

The CEO/founder’s centrality to strategic management is seen by the TMT as key to leading 

“an ongoing process that involves her setting the framework [where] her views count for 

quite a lot, but the TMT also contributes to the process”. The CEO/founder has not shifted 

far from her early approach when “I didn’t invite a lot of input to it, because at that stage I 

was the sole Owner of the company. 

Owner centrality does not obscure the TMT’s view of “obvious strategy,and very clear 

direction”.  

Business 2’s informal approach becomes more formal when the CEO/founder presents her 

strategy, results, and direction, at an annual staff conference. She describes this as “the only 

discipline which forced me to sit down and write a business plan”.  There are two risks to the 

business, here: firstly, having the “big strategic plan” in the Owner’s head, and secondly, the 

longer-term risk that a lack of significant input by the key people could result in their  

becoming disenfranchised,  disengaged, and strategically  inert. 

Business 2’s TMT is confident in the CEO, in the firm’s future, and in their own direction . I 

heard them say that that the CEO/founder is “rarely wrong in strategic decisions because she 

makes decisions based on her instincts, her experience, and her feeling of what’s required”,  

TMT members are “quite happy to defer to her”.  

Theme 3: Owner and TMT attitudes to strategic management 

Owners and TMTs bring individual and collective attitudes to strategic management which 

influence the objective-subjective gap in strategic orientation. Each Owner was asked to self-
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assess their attitude, and all participants in this research were asked to assess the TMTs’ 

attitude. This attitude is their “strategic demeanour”. 

Owner 1 was anxious about the meaning for him of a more disciplined approach to strategic 

management. This was expressed in his view that “we have to be very, very careful that we're 

not over-managing”. Over-management is not a managerial substitute for poor 

communication even if  he agrees that “there has to be a certain amount [of communication] 

and I know that I'm a very bad communicator, but it's not going to change now”.  

Owner 1 admits to visible signs of discomfort: “I suppose I wear it on my sleeve,… But 

they've got to understand that I'm on the way out, not on the way in …  they should have a bit 

of compassion for me … [I’m saying] hey, be careful you're not going too far…. we can't 

afford to spend too much time, too many people, getting involved in something that is really 

quite simple”.  

The simplicity he describes indicates that he is relying on his phronesis which says that, 

historically, the business has coped without managerial complexity and strategy. 

TMT 1 sees Owner 1 having “a very soft nature” without “an emphasis on strategy [and] 

happy just to tinker in what he loves.  He's an engineer”.  

Owner 1 explains he is “on the way out [to retirement]” and has asked for “compassion”. 

His strategic demeanour has been described as ambivalent – he’ll “see how it goes but is still 

not sold on the idea”. This creates a mixed image for the TMT who see that he “loves the 

business but he doesn't have the interest in how to get [it] to another level”  and, “he’s not 

really proactive”. 

Compassion comes to Owner 1 from his TMT who saw that his commitment to the business 

changed with “the death of his mother after which there was a sudden change in [him], on 

the downward spiral, because [his] general attitude was I really don’t care about this 

anymore; I just want to move on”. Empathy also emerges when the TMT observes that 

“[he’s] at the stage of his life where he just wants to slide into semi-retirement but still have 

a finger in the mix”. 

Owner 1’s strategic demeanour had clearly shifted. It was informed by his phronesis and 

influenced by his stage of life and the loss of the two founders. Together, these brought 

disruption to the TMT and a constraint on its effectiveness. The language of disruption and 
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constraint is apparent: “de-motivating”, “no challenge”, and “frustrated”.  Images emerged 

of “brick walls [which] keep on coming”, a history of resistance to change (“it hasn’t 

changed for 20 years”), and a lack of will on the part of the Owner and his family (“they 

won’t stick with this because it takes them to accountability they don’t want”). 

An important consequence is the creation of “uncertainties”. These can escalate because 

“when things get tough people look to the Owner and touch him to feel the temperature of 

what’s happening. If he doesn’t display the right temperature, there’s a little bit of panicky 

feeling in the business”. 

Unchecked, uncertainty and panic amongst the TMT undermines strategic orientation, 

impedes implementation, and constrains firm performance. This is evident in the firm’s 

performance over the past two or three years. 

The consequences of this disturbance for the TMT 1 is that failure to “implement some 

strategies and some clear thinking and direction, means probably [the business] will just go 

along and one day go away”. 

The sort of issues and gaps arising from the strategic demeanour of Owner 1, are almost non-

existent in Business 2. 

Owner 2’s self-assessed strategic demeanour reflects a self-effacing confidence in her 

approach and in her capacity to achieve her strategic goals:  “I don’t know that I’m 

particularly good at it … I don’t have a highly disciplined approach to it [but] … I guess I’ve 

just been incredibly lucky. But I don’t think it can all be luck. There’s got to be a lot of good 

management there, and I think also that I am naturally entrepreneurial”.  

Her strategic demeanour is accompanied by self-awareness: “I’m usually pretty sure of what 

I want, and I’m really getting their input to reaffirm that I’m on the right path”.  

Owner 2’s self-assessment is synchronous with her TMT 2’s view: “entrepreneurial and 

opportunistic…taking a real risk to grasp an opportunity… and willing to make a strategic 

decision”.  

The TMT sees her leadership as strong, determined and inclusive and complementing her 

strategic demeanour. This allows her to “take our opinions on board. She has the final 

say…but she is open to our opinions, preferences, and what we think”. She listens. She uses a 

thermometer to test the temperature of the TMT. Members like the fact that “she is genuinely 
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consultative, but also decisive”. The TMT enjoys its engagement with her approach: “I’m 

quite comfortable with her, actually”. 

The strategic demeanour of each TMT is also key to their strategic orientation. Of his own 

TMT, Owner 1 observed that its strategic demeanour now reveals “a much better idea now of 

how all the pieces fit together”.  

An outcome of its recent exercise into strategy creation has been the emergence of  a “new” 

language for TMT 1. They are now speaking about a sense of “enjoyment [balanced by] a 

sense of risk” to them as they become more accountable. They recognize their having set in 

train “a significant culture change [full of] complexities and challenges”. 

The mood of the TMT is positive and its members are “craving for some good changes and 

directions and strategies”, and are “enjoying the move forward” with “everyone keen to 

implement”. However, their optimism is offset by the feeling that the team’s operational 

“busyness” might mean that “sometimes they’re a bit reluctant to get on with any changes” 

and they are disturbed by the question of “whether the family is going to stick with the 

strategic plan at all”. 

The TMT see Owner 1’s strategic demeanour placing a brake on its execution and strategic 

orientation. However, the generally optimistic view of itself, and Owner 1’s positive view of 

the TMT’s strategic demeanour, opens up some hope for a positive shift to disciplined 

strategic management. 

The uncertainty and mixed views in Business 1 contrast with the overall experience of 

strategic demeanour in Business 2. 

Thus, Owner 2 described a TMT in which “we’re all pretty much aligned with our thinking”. 

She observes that the TMT comprises a mix of “emotive” and “logical and analytical” 

members “[which brings] a great balance because I think you need both - the heart and the 

mind in deciding strategy”. Agreement and alignment are never far apart for Owner 2: “I 

can’t think of a situation where someone would have gone out of the room thinking, I wasn’t 

heard, or I’m not happy with that decision”. 

TMT 2 said of itself “we’re all open to new thinking and new opportunities which [the 

Owner] explores for the company. Most of the time we’re all pretty much on the same page.”. 
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This sense of strong TMT-Owner alignment is supported by the TMT’s great faith in the 

Owner who “is rarely wrong in those [strategic] decisions”.  

This expression of alignment and faith do much to prepare the way for enhancing the TMT’s 

strategic orientation in Business 2. 

Theme 4: Theory and practice divide 

The gap between the theory and practice of strategic management is linked to the centrality of 

the Owner and is best illustrated in Business 1 where its TMT members explained: “the gap 

is the Owner… the Owner and his two sons weren’t engaged, just do what they like pretty 

much, how they like”.  

This hides behind the firm’s history where it “worked for so long - it's like historical stuff. It's 

worked now for so long…why would it change?”. 

The discomfort which accompanies change is the disruptive source of the gap between theory 

and practice in Business 1. Its TMT believes that the Owner is disturbed by the introduction 

of new levels of accountability. The TMT is wary that the Owner’s “discomfort which comes 

from being dragged kicking and screaming into something that’s making us all accountable” 

may be the cause of disruption to their own strategic execution and a diminution in TMT 

strategic orientation.  

Owner 2 observes that the definition wasn’t “dynamic enough [and[ felt very static, but she 

would have just felt more comfortable if there was one phrase in there indicating adaptability 

and flexibility”. 

Theme 5: The meaning of strategy creation in the firm 

The experience of strategy creation in Business 1 prompted a sense of wonder for the Owner 

who “started to understand the people more… some of the guys have some more potential 

than I had seen previously”.  

Owner 2’s experience evokes a sense of achievement and excitement. She feels “really 

proud… developing your strategy and sharing it is an exciting thing to do, because it’s 

focusing your mind on the long-term aspects of your business, and we don’t do enough of 

that”.  
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She takes a sense of balance and perspective from strategy creation by “looking at the big 

picture and at your place in the world” through a process that is “inclusive and outward-

looking”.  

Earlier it was noted that she wanted nimbleness in her firm’s strategy.  However, “sometimes 

strategy is imposed upon us”which creates some discomfort for Owner 2. That  discomfort 

comes from reacting to strategic shifts: “ when you’re driving the strategy, you’re calling the 

shots … when strategy is forced on you, you’re feeling anxious, uncertain, under the gun; 

[when you’re in control] you’re feeling confident, and positive, and excited, and proud - very 

different. 

For TMT 1, strategy creation is challenging for each individual because it delivers both 

disruption and satisfaction to them:“it’s been difficult; … a difficult process”. Conversely, 

meaning and satisfaction came from a sense of contribution: “How lucky am I? How many 

people get the opportunity to either build a company from scratch or rebuild a company 

that’s been around for a long, long time? How fortunate am I? I can look back - when I do 

look back, I can say hey shit, you’ve done well”.   

Individual meaning is drawn from a number of experiences. For example, one TMT member 

said: “What do I enjoy? The uncertainty - the uncertainty of where we’re going to get”. For 

another, it was the chance to be creative, to draw on his own phronesis and to learn: “Where 

do I find the creative - from my past. I’m bringing in what I did before. Each day, wherever 

you work or wherever you live, you learn something new, so that’s yours.”. 

The subjective reality of everyday life in the business prompts a sense of potential tension 

between the objective truth of their strategy and the competing operational interests within 

the business. After all, “The be all and end all of the business is to get the job done”.  

Individual engagement with strategy creation has a rich language marked by metaphors.  

Strategy creation is “a rebirth” and a process of “creating something [based on] … the 

truth”. An evocative description was offered: “it was like taking a block of granite and the 

strategy was always inside that granite so when I got the chisel to it, I didn’t create the 

strategy, it was there waiting for me to knock all the rough edges off and find it”. 

Strength of alignment to the strategy sits underneath the view that “I don't want this place to 

be in a weak position on my watch”. 
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Some of the TMT’s caution arises from a sense that their strategy may be “too big” – risking 

failure. This is reflected in language which describes their plans as: “very ambitious”, 

“trying to bite too much off”, “and doing too much too quickly”, at the risk of losing 

“interest because we won’t achieve it”. If too much is attempted too quickly, then “You’ll 

destroy everything you’re working towards”. 

The TMT’s sense of caution comes from the owning-family’s commitment to it. The TMT 

doubts “their willingness actually to carry it out”. This is reinforced by the sense of the TMT 

that the family “don't want to be here”. 

Strategy creation in Business 2 follows a different path. For the Owner, “90 per cent of the 

strategy  is driven and led by me, and the other 10 per cent would be shared.”  

Having an equity position in the business is an indicator of stronger alignment with strategy. 

One TMT member, who is about to be offered equity in their business, thought “it would 

probably make me feel a little stronger in my alignment or more forthright”.  A colleague, 

already an equity shareholder, said that alignment with strategy was linked to having equity: 

“Yes, I think shareholding’s a big thing. You feel much more personally aligned”. 

Strategy creation is both a learning experience and a satisfying intellectual journey for TMT 2 

who find a lot of the “patterns of leadership and strategic thinking, [and this] helps me learn 

how the business operates”.  

Strategy emerges in different ways. In Business 1, it has emerged from a recently held 

strategic planning retreat. In Business 2, strategy creation  was described by a TMT member 

as “sometimes it’s a case of revelation. It’s fluid, evolving, adapting, it is quite pragmatic 

and kind of adaptive and a malleable sort of thing.” 

The question of alignment seems simple: “if you aren’t aligned you just feel that you aren’t 

engaged and you feel like a shag on a rock. But so as long I feel like it’s going in the general 

direction that I’m comfortable with, then I’m happy”. 

Theme 6: The Owner’s role and influence on strategy creation 

Owner 1 sees his role and influence revolving around the fact that “There’s lots of capital 

required…. the company has to stand on its own two feet. …I just want it to be a nice, happy 

little business that turns a bit of a profit”.   
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The TMT’s assessment of his role and influence reflect a pragmatic position which respects 

the financial risk that he takes: “He is really influential if he wanted to be. He is the Owner, 

he carries the risks. He needs to be able to have enough capital or retain earnings to be able 

to allocate the financial resources into the business”. 

The TMT’s broader view of the Owner’s influence on strategy creation is somewhat mixed. 

Whilst I heard that “I know the money becomes available when it’s required”, this view was 

balanced by less optimistic outlooks: “I'm disappointed that they're not investing in the 

business”, or that “business cases for more money and more expenditure is a no go zone”   

The knock-on effect of the tight, if not disinterested budgetary control is a negative impact on 

the management team’s alignment and orientation to strategy: “I'm not enjoying it now”.  

Further, “Some of them have come to a point now where they know just not to ask.  So their 

self-motivation has now stopped because they know it's going to go nowhere”. 

This also impacts on the performance or capability of the business:  “We spend an enormous 

amount of our time and resources planning and then reporting on execution of ‘our’ strategy. 

We are judged and paid on our performance. But, we cannot make the decisions which really 

count and make a difference to this business. We are not the Owners. So, you do have to ask 

yourself, ‘Whose strategy is it anyway?’” 

This is a particularly significant comment. The decisions referred to are primarily financial 

one with a direct bearing on the creation and execution of strategy. It highlights the mood of a 

TMT when financial and other commitments which are made by the Owner are then not kept, 

and illustrates the impact on the capability and performance of the business. There is an 

underlying despair which is likely to surprise Owner 1. 

Once again, we see a contrast between Owner 1 and Owner 2 when the latter acknowledges 

her impact and the outcome: “Hundred per cent - 100 per cent influence, yeah…Look, my 

sense is that they’re very comfortable with it. I could be wrong, but I don’t think so”. This 

represents another example of Owner 2’s self confidence in her leadership and her capacity to 

shape strategy. Her TMT agrees that her role is “[Pivotal] central. Like, she’ll have a pretty 

strong opinion about where she thinks things should be allocated and she’ll canvass it with 

us.”  
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Theme 7: TMT “voice” 

Of the opportunity for his TMT to have a “voice” during the strategy creation process, Owner 

1 was clear: “I think everybody got a really fair chance”. His affirmation was then thrown 

off-balance by his next observation that “Again, a lot of this stuff's not my cup of tea, so - 

there are other things I want to do” Whilst on the one hand this may seem curious, it reflects 

that fact that Owner 1 has a GM and a Management Team to ensure that “voice” is listened to 

appropriately. 

This is in contrast to the lack of any overall strong sense of alignment \which has emerged for 

TMT 1 as the other themes have been developed. Suddenly, we see the removal of barriers 

and the appearance of a sense of optimism and respect. So, I heard that “if you’re on the 

outside looking in, we’ve got a very big “voice”; I’ve got a very big “voice”. My “voice” is 

as loud as I want to put it”, and “I’ve got as much scope as I want”. 

This strong sense of “voice” in TMT 1 reflects the growing maturity of the management team 

and the way it conducts itself at its monthly management meetings. It is also an outcome of 

the recent strategy creation workshop which saw the key people of the business engaged in a 

five-day strategy creation retreat at which they all had a “voice”. The  

Owner 2’s self- assessment of the “voice” which she gave to her TMT is consistent with her 

confidence and self-belief, and with her self-awareness: “I pretty much know the direction I 

want to take the business strategically, but I do highly value their opinion, and I want to be 

sure that they are comfortable with things”. 

This is generally consistent with the way that TMT 2 sees and senses their relationship with 

the Owner. Thus, it is no surprise to hear members of her TMT say of their ”voice” I think we 

have a good “voice” actually. I think she does value our input …. So yes, I think we actually 

are an important sounding board for her and source of ideas and strategic input”.  

And, “Yes, … actually, on reflection I wouldn’t have a problem going back and saying yes, 

look, I’ve had a chance to think about it further… my opinion is valid; I don’t feel that it’s 

any more or less valuable 

This disclosure by the TMT displays a level of comfort that is consistent throughout – that the 

TMT feels comfortable with and aligned to the strategy, and that the strategic and operational 
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environments in the business seem to reflect team confidence in their goals and a consistent 

level of harmony. 

Theme 8: Succession 

The question of succession as a part of the firm’s strategy received predictable responses. 

Owner 1who elsewhere has described himself as being on the “way out” is impatient for a 

transition into semi-retirement (where he will shift from the CEO’s role into a R&D 

function): 

“I think everybody understands that what I want to do is get on with my R and D department 

and go and play with the toys and give them something to sell. But that's my only frustration 

really” 

Owner 2 commenced her won succession process in 2007 by selling down portions of the 

equity in her firm to key people: “not only did I gift the five per cent equity, but I’m now 

selling some…what we’re doing is we’re starting to sell equity to the three senior people,”. 

For both Owners, the succession arrangements they have (or think they have) in place are 

well-known to themselves. But, the interest here is whether their plans should be a part of the 

firm strategy and, therefore, accessible and known to the TMT. 

TMT 1 thought that there should be some level of connection with the strategy: ”it needs to 

be connected but also disconnected ….   It needs to sit above.  We need to give the business 

and the management some direction as to what we're going to do and how we're going to do 

it from a family's perspective.”.  

The risk of not sharing the succession plan as a part of firm strategy is that “the business is 

being held back… we need a little bit of young blood and some more influence to lead the 

business”. Further, there is an air of expectancy and uncertainty: “If it's not clear, then your 

hands are going to be tied because you'll be wondering, or “that if you knew what was 

happening moving forward, that makes sense”.  

Finally, it was suggested that “This does have an impact on the TMT because I think nothing 

is forever - indefinite. We have to have Plan A, Plan B, sometimes Plan C as well….and if we 

had that, I would feel closer to the strategy”. 
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There is an eagerness to know and an anxiety about what the succession might mean to the 

business, its strategy, and by implication, to the TMT. Those things when taken together will 

not enhance the TMT’s orientation to strategy . 

For the TMT in Business 2, the matter is all but settled – it is already underway with the 

equity sharing plan – and may be an implied part of the firm’s strategy but there is no 

formality about it from that point of view – and that matches the approach which I have 

discussed throughout this paper in relation to Business 2. That is, it is informal. It may not be 

totally clear in the minds of the TMT – “the long term succession is kind of linked, I guess, 

in a way with the holdings we have in that it’s kind of like the next step is to increase those 

[unclear] buy her out” - but it is there. And, the fact that it is linked to the performance of 

the business, and the beneficiaries are the members of the TMT, it will underpin, no doubt 

through a mix of altruism and self-interest)  a stronger sense of alignment with strategy. 

DISCUSSION 

The literature  suggests that small-to-medium enterprises do not engage all that readily with 

the sense of a formalised approach to strategy creation. Our paper commenced with the 

proposition that there was a gap between the objective truth of strategy creation and the 

subjective truth of strategy execution. We suggested that the existence of that gap was 

significant enough to disrupt the strategic orientation of TMT members. 

We defined strategic orientation as “management’s disposition towards the integration of 

strategy creation, strategic planning, and strategy execution”. We then examined the state of 

the entrepreneurial and family business literature in the following contexts: 

 entrepreneurial and family-owned business – definitional issues 

 top management teams and strategic decision making 

 creating strategy in entrepreneurial and family-owned business 

 extending the boundaries of entrepreneurship and family business research. 

We have written an extended discussion of hermeneutic phenomenology and its suitability as 

a methodological orientation for researchers in the domain of entrepreneurial and family-

owned business. As a part of the methodological and scientific rigor attached to hermeneutic 

phenomenology, we disclosed our hermeneutic dispositions – or the baggage which might 
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otherwise get in the way of our interpretive analysis of the phenomenon of strategic 

orientation. We believe that we have been faithful to good hermeneutic practice of “staying 

outside” the interviews. 

The data collected through seven interviews of TMT members within two firms has provided 

the foundations for looking at the jigsaw of the “lived experience” of the phenomenon. We 

identified a number of themes within which we have identified from the data analysis a 

number of issues key to understanding strategic orientation.   

These key issues are the parts, and the missing parts of the whole – which, when put together, 

create a whole understanding of our phenomenon. These parts provide strong clues and cues 

to practitioners in relation to creation of strategy in firms and to the ways in strategic 

orientation can be established, maintained, leveraged, and optimised.  

The parts which might then make up the whole of strategic orientation of TMTs include: 

1. there is a gap between the objective truth of abstracted theory and strategy creation 

and the subjective reality of everyday experience  in which strategy execution takes 

place 

2. the gap is almost closed in Business 2 whose approach to strategy creation is 

informal, fluid and adaptive; yet, a significant gap exists in Business 1which, for the 

first time in a number of years is creating its strategy in the form of a strategic plan 

3. a key difference between TMT 1 and TMT 2 is that the latter hold equity in their 

business – alignment and strategic orientation appears to be stronger in TMT 2 

4. the strategic demeanour of the owner has an important and influential role – TMT 1 

works with an owner ready for retirement; TMT 2 works with an owner who is more  

entrepreneurial  and who is still in growth phase 

5. strategic orientation is enhanced by strategy creation which derives greater meaning 

for its participants and where creativity and learning can take place 

6. strategic orientation is enhanced when TMT members have a “voice” which is heard. 

CONTRIBUTION OF THIS RESEARCH TO PRACTICE AND TO RESEARCH 

I have attempted in this paper to develop an understanding of the strategic orientation of 

TMTs in family and entrepreneur-owned businesses. I have examined their strategic 

orientation through the lens of hermeneutic phenomenology. In doing so, I have also 

attempted to extend a bridge between theory and practice – between the objective truth of the 
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epistemology of TMTs and their strategic contribution to their firms, and the subjective 

reality of everyday life in their firms.  

This paper brings out the collective “voice” of TMT members, and makes a contribution to 

the literature by developing a clearer understanding of the strategic orientation of TMTs in 

family and entrepreneurial firms. In particular, this paper allows that “voice” to describe the 

effect of strategic decision-making on TMTs’ strategic orientation. 

This paper makes a contribution to practice by proposing a framework for managing the 

inter-relationship between TMTs’ strategic orientation and strategic decision-making. It does 

so by opening up the possibilities for TMTs to interpret their  “lived experience”, make sense 

of their being in the TMT, and learn how to work effectively within the possibilities and 

constraints set by strategic decision-making in their firm.  

It provides a way in which TMTs and practitioners might, in hermeneutic terms extend the 

horizons of their strategic situation (Gadamer, 2004) so that they can “see” and then “close” 

the gap between the objective truth of abstracted strategy and the subjective truth of everyday 

reality in which their strategy is to be executed.  

This means that from the hermeneutic understandings and interpretations which appear in this 

paper, the following list of suggestions is offered to practitioners about the sorts of 

interventions and approaches they might take to close the gap between strategy creation and 

strategy execution. This will help them to minimize disruption to the strategic orientation of 

their TMTs: 

1. Strategy in SMEs need not be formalized to match an abstracted theoretical model 

2. Strategy creation might occur within a context of conversation which provides 

opportunity for creativity and learning 

3. Strategy execution takes place in the context of the subjective reality of everyday 

experience – which means that participants should be prepared to experience a 

certain amount of fluidity  

4. Strategy creation and strategic orientation are often accompanied by existential 

disturbance which occurs when changes of behaviour are called for as a part of 

strategic action – which means that organizational change principles, mediation, and 

socratic conversation might be introduced into the TMT in order to facilitate and 

manage sustainable change 
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5. Undertaking interviews with TMT members, taping and transcribing them, using the 

questions which appear in Figure 6 will, if then examined through a hermeneutic 

lens, provide practitioners with a rich store of cues and clues with which they might 

be able to solve the jigsaw puzzle 

6. Hear the “voices” in your interviews and draw on the phronesis (i.e., “practical 

knowledge”) which they disclose.  

This paper makes a contribution to research by accessing hermeneutic phenomenology – a 

methodology which has not been widely embraced by researchers because it sits outside the 

discipline’s boundaries.  

Two following papers will open up further the possibilities that a firm’s holistic strategy and 

Owner/founder control in family and entrepreneurial-owned businesses are discrete, though 

perhaps inter-related, phenomena. These are elements in the current study which prompt 

further attention as they add to the complexities and possibilities of TMTs’ strategic 

orientation. 

This paper adds further strength to the call for researchers to cross those boundaries. The 

answer to that call means that future research into family and entrepreneurial business can be 

“Leading from the Edge”, creatively extending its epistemological boundaries, admitting into 

the research “tent” collaborators and methodologies from other disciplines, and bringing 

richer insight to the domain’s theory and practice. 
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SUMMARY 

 

Tax is a core issue for all businesses. Small businesses (SMEs) especially are challenged with 

allocating limited resources to meet their compliance obligations, while still running a 

successful operation. Younger businesses and those with few or no employees are more likely 

to be at risk, with systems to maintain and new obligations to meet. Tax return data confirms 

they are less likely to meet their compliance obligations on time.  

 

Issues arise with all SMEs when they are unable to meet their obligations, and are faced with 

allocating limited financial resources across their operations and tax payment obligations. 

 

This paper looks at how SMEs deal with regulation, especially tax, the cost and the 

associated stress created as part of the process. It identifies those SMEs more likely to be 

challenged, the issues they face and what can be done to help them. It adds to current 

thinking by bringing together the knowledge gained from four major pieces of SME research 

undertaken between 2009 and 2011.  It aims to create an improved understanding of the 

issues SMEs face, and suggests solutions to help SMEs meet their compliance obligations. 
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INTRODUCTION 

 

New Zealand is one of the easiest nations in the world to start a new business (World Bank, 

2010), but small business owners must still manage a range of regulations affecting their 

business; the most important being tax, employment and work and safety regulations 

(Battisti, Deakin and Perry, 2011). 

 

The contribution of SMEs to New Zealand’s economy is significant, with 40% of the total 

business output in 2009 coming from businesses with 19 or less employees (MED, 2011). 

SMEs are also significant employers, employing 580,680 (31%) of New Zealand’s 

employees in 2009 (MED, 2011).  Despite their contribution to the economy, SMEs also have 

their challenges. A large proportion of the total tax debt is owed by SMEs, with the sector 

making up about a third of tax debtors within New Zealand (Poppelwell, Kelly and Wang, 

2012). 

 

Changes in the economy can affect SME business practices and their ability to comply with 

tax regulation. New Zealand has experienced challenging times, with the real GDP growth 

rate declining from 3% in 2007 to -1.7% in 2009, and then recovering somewhat to 1.5% in 

2010. (Index Mundi, 2012). This resulted in fewer New Zealanders setting up their own 

businesses in 2009/2010 compared to previous years.  More SMEs ceased than were 

established in the year ending February 2010 (MED, 2011), with the overall number of SMEs 

dropping by 1.7%.  The decline in the overall number of SMEs was across almost all sectors, 

confirming the difficult times experienced by business recently in the New Zealand economy.  

 

Tax law and tax administrative process changes can also impact on SMEs ability to comply.  

Tax policy and administration in New Zealand has been aimed at reducing and limiting the 

cost of complying for taxpayers.  However, tax changes can impact in the opposite direction, 

and add costs.  Tax areas undergoing simplification in recent years include Goods and 

Services Tax (GST), income tax and pay as you earn (PAYE), fringe benefit tax (FBT) and 

KiwiSaver. A selection of the important changes between 2006 and April 2010 are presented 

in a timeline in Appendix 2.   
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Significant changes affecting SMEs occurred in October 2010, with GST increasing from 

12.5% to 15% and with changes to PAYE, ACC, and FBT rates. Further changes in April 

2011 included the removal of depreciation on buildings, changes to depreciation on newly 

acquired assets, and the reduction in the company tax rate from 30% to 28%.  

 

In order to better understand this important taxpayer group, Inland Revenue New Zealand 

commissioned and collaborated on a range of SME research projects between 2009 and 2011. 

This paper focuses on four of them. The projects were undertaken independently of each 

other, and each focused on a different area of the SME regulation compliance environment.  

They include an in-depth assessment of SMEs’ attitudes and behaviours relating to tax debt; 

SMEs’ ability to deal with government regulation; an assessment of SME tax compliance 

costs (including superannuation); and a profile of SMEs that are routinely late at meeting 

their tax obligations. 

 

The objective of this paper is to bring together the key findings from the four research 

projects to gain a better understanding of the challenges small businesses face in regard to 

dealing with tax regulation. In addition, the paper aims to identify the implications of these 

challenges for SMEs arising out of the research findings, and discuss ways the tax 

administration can assist. 

   

 

METHODOLOGY 

 

This paper draws together the findings of four projects which used a variety of methods 

including both quantitative and qualitative research. Some findings in the analysis are highly 

significant, especially those emerging from the analysis of Inland Revenue administrative 

data, where sample sizes are large and include most small businesses in New Zealand. Other 

findings in the analyses may be less significant, for example, differences between group 

comparisons based on the results of small surveys.  As previously stated, some findings are 

based on qualitative methods, of which the results are not driven by statistical significance, 

but instead on the strength of themes emerging from in-depth interviews and focus groups. 

   

 

Quantitative results are used to support themes or conclusions emerging from the qualitative 

research. Likewise qualitative research has been used to give some understanding to patterns 

which have emerged in the survey or administrative data. 
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In analysing the findings from the research projects, we searched for consistent trends and 

patterns in results occurring within the research pieces.  In addition, references are also made 

to other relevant research, which are congruent with findings of the four projects.  

 

At the time of the writing of this paper, the analysis of the findings from the four projects is 

still on going and uses the following approach: 

 Collating a summary of findings from the four different projects, and identifying and 

documenting where the findings from the projects support each other. The process  

involves integrating the results gained through analyses of administrative data, 

telephone and mail surveys, in-depth interviews, and an online tax experiment.  

 

 Highlighting areas of disagreement/contradiction from the projects findings, and 

identifying gaps in knowledge. 

 

 Conducting interviews with the researchers and staff who conducted the four research  

projects, to discuss links between the project findings, identify and discuss the 

implications arising for SMES, discuss greatest challenges SMEs face and possible 

solutions/assistance the tax administration and other government agencies can 

provide. 

 

 

Research methods used by the four projects 

 

A range of research methods were used by the four projects.  These included in-depth 

interviews, a quantitative telephone survey, quantitative mail surveys, assessments of tax 

administrative data including trend analysis over an extended time period, and an assessment 

of factors affecting SME bill payment behaviour using an online tax experiment.  A brief 

summary of methods used in the four projects is given below. 
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SME tax debt research project 

 

Sixty in-depth interviews with SMEs were conducted by an independent research company. 

Findings were supported by results from a quantitative phone survey of 450 SMEs and 50 tax 

agents. An analysis of small business debt was also undertaken using tax administration data. 

In addition, 527 SME’s participated in an online tax experiment, investigating how business 

owners/financial decision makers prioritise bill and tax payments in times of cash-flow stress. 

The online tax experiment was a collaboration between Victoria University and Inland 

Revenue.  

 

SME compliance cost research 

 

Two quantitative mail surveys were undertaken in 2004 and 2009, with over 1,700 SME 

responses in each year.  The survey established SME tax compliance costs and stress levels in 

the base year (2004), and then assessed whether SME costs and stress levels had changed (a 

repeat survey was undertaken in 2009).  The 2004 survey was undertaken by an independent 

research company, and the 2009 survey was undertaken by Inland Revenue’s Research and 

Evaluation Unit. 

 

Profile of SMEs habitually late at meeting their compliance obligations 

 

An assessment of late filing and payment patterns among businesses was undertaken by the 

National Research & Evaluation Unit, using Inland Revenue data spanning up to seven tax 

years (from 2003 to 2009). Customers were classified as habitually late if they were late 75% 

or more of the time.  This piece of work focused on Income tax, GST and PAYE.  Additional 

qualitative information regarding at risk SMEs and their ability to deal with compliance 

obligations was obtained indirectly through a small number of in-depth interviews facilitated 

by an independent research provider. 
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SME capability to manage regulation project 

 

In-depth interviews were undertaken with 111 SMEs employing less than 100 staff, exploring 

how owner-managers manage regulation. The research was augmented by a further 12 face-

to- face interviews with key industry informants.  Qualitative research was considered the 

best approach given the limited understanding of small business owners’ capability to 

manage regulation.  A qualitative approach allowed exploration of the business context and 

the dynamic nature of the business owners’ responses to regulation.  This project was a 

collaboration between the Ministry of Economic Development, Inland Revenue and Massey 

University. 

KEY FINDINGS 

 

This section synthesises the findings from the four different projects and discusses the 

challenges SMEs face with tax regulation and meeting their tax obligations. The findings are 

examined around three main themes; the size of the business, the effect economic conditions 

have on SME’s ability to meet tax obligations, and SME knowledge of the tax system and 

ability to deal with tax obligations. 

 

Theme 1: The size of the business 

 

Over 90% of New Zealand firms employ five or less employees (MED, 2011) and these small 

firms in particular have limited resources. Consequently understanding the ability of these 

small businesses to deal with the demands of tax regulation is important.  Findings from the 

research projects suggest a number of challenges that relate to the size of the business. These 

are discussed below. 

 

Firm size and resource capacity  

 

The SME capability research concluded that a critical firm size of approximately six to ten 

staff exists, above which the firm’s resource capacity allows the owner-manager to employ 

expertise to manage the administrative, regulatory and/or financial side of the business.  
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The researchers noted that employee numbers below this threshold, often result in ‘silent’ 

personnel, such as a wife or family members helping with those tasks, but they were often not 

suitably qualified (Battisti et al, 2011).  However, findings from the SME compliance cost 

survey suggest the extent of family and friends involvement in assisting the business may be 

less. Approximately only five percent of the time required to meet tax obligations in 2009 

was undertaken by family and friends (among businesses with no employees), compared with 

95% by the business owner. Family and friend involvement figures appear to be similar 

among businesses with one to five employees (Evaluation Services, 2009).   

 

While the findings on the extent of family involvement differ between studies, it is important 

to note there is clear agreement that a large amount of the regulation responsibility in 

businesses with five or fewer employees lies with the business owner. This creates a 

challenge for small business owners in terms of his/her capacity and capability to deal with a 

variety of regulation obligations, while simultaneously providing the product or service that 

is core to the business. 

 

 Firm size and ability to meet tax obligations  

 

Inland Revenue’s tax administration data confirms small businesses are more likely to have 

issues meeting their tax obligations. An analysis of SMEs who were habitually late
1
 (NaRU, 

2011) confirmed self employed business people with no employees and no formal business 

structure were more likely to be habitually late compared to those employing staff. The 

situation was similar among SMEs with some business structure, but with no employees (i.e. 

a company). While, the administrative data does not explain why smaller businesses are more 

likely to be habitually late, the SME capability findings suggest it may be related to a 

combination of resource availability and lack of effective systems and processes. 

 

Small businesses that have set up a company or partnership structure performed better on 

GST and PAYE compliance compared to the self employed group.  This suggests that having  

a formal business structure, even for the smallest businesses, indicates a planned approach to 

business management. 

 

 

 

                                                            
1 Habitually  late customers were IR customers who were late at filing and paying their tax returns 75% or more of the time 
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Small businesses that employ on an occasional basis were also more likely to be habitually 

late with PAYE returns. One possible explanation for this is that these businesses do not have 

the systems and processes or resources to deal with periodic additional regulatory 

requirements. While the number of businesses in New Zealand employing staff is reasonably 

constant
2
, there is considerable churn in terms of businesses employing occasionally over 

time. When analysing trends over a three year time period, only 66%
3
 of the businesses in 

2006 were still employing three years later in 2009.    

 

Research findings from the KPMG and Business NZ Compliance Cost survey (KPMG, Bus 

NZ, 2007) confirm that tax is the biggest compliance cost priority for businesses with five or 

less employees. Tax is a much higher priority for this group, when compared with larger 

SMEs. Yet results suggest SMEs within this group (especially those with no employees) are 

the ones who find it most challenging dealing with tax obligations.   

Firm size and  stress associated with tax regulation. 

 

Findings from the SME capability work suggest the smaller the firm, the more likely the 

owner-manager is responsible for dealing with all aspects of the business (including 

regulation) which was often described as “debilitating” and “tiring”.   

 

The SME compliance cost research concluded that all businesses have some degree of stress 

dealing with their tax obligations, but findings did not confirm that smaller firms found it 

much more stressful dealing with tax requirements than firms with more employees. Stress 

levels among firms employing five or less employees were only marginally higher than firms 

with more than five staff, and stress levels among all SME sizes were only moderate.  Tax 

stress levels were also marginally lower among SMEs with no employees, which could 

suggest PAYE adds to the total compliance stress.   

 

The SME compliance cost findings suggest that stress may not be a key issue in regard to 

SME’s ability to deal with, and manage tax regulation. 

 

 

 

                                                            
2 IR Business Trends, http://www.ird.govt.nz/aboutir/external-stats/tax-returns/customers-by-returns/tax-returns-customers-

by-returns.html 

 
3 This calculation is based on whether businesses had submitted  PAYE returns to Inland Revenue  in both the 2006 and 

2009 tax years 

http://www.ird.govt.nz/aboutir/external-stats/tax-returns/customers-by-returns/tax-returns-customers-by-returns.html
http://www.ird.govt.nz/aboutir/external-stats/tax-returns/customers-by-returns/tax-returns-customers-by-returns.html
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Firm size and external support  
 

Findings from an analysis of Inland Revenue tax administrative data indicate tax agent 

support improves a business’s ability to meet their tax obligations, with SMEs being less 

likely to file late (NaRU, 2009) and much less likely to be habitually late when filing tax 

returns (NaRU, 2011). An analysis of SMEs with tax debt also confirmed SMEs with an 

agent are less likely to have tax debt compared to those businesses without an agent (NaRU, 

2011a).   The findings suggest tax agent support can provide SMEs with both administrative  

benefits (filing on time) and financial benefits (less debt). 

 

Cost savings are considered to be a motivator for businesses to complete tax returns without 

tax agent support. A problem of self-completion is that SME owners may not always have the 

capability to deal with their tax regulation themselves, especially if their tax affairs are 

complex. 

  

Tax agent usage is lowest among businesses with no employees, whether self employed with 

no business structure, or registered as a company or partnership (NaRU, 2011). This group in 

particular is likely to be the most resource constrained, given that no additional support is 

available within the business to deal with tax regulation requirements. They are also the 

group most likely to find it challenging to fulfil their obligations. 

 

Firm size and sources of  information and advice  
 

With few exceptions, the SME capability research found that SMEs do not have a problem 

accessing information and advice in relation to regulation and changes of regulation. The 

majority of business owners felt that there was enough information available, and believed 

they were able to access information and advice using a variety of channels – at least in 

regard to general business regulation (Battisti et al, 2011).   

 

Main sources of information and advice for SMEs were trade associations, industry bodies, 

chambers of commerce, accountants, lawyers, banks, government departments, and fellow 

business people. Most trade associations provided seminars to deal with one-off issues and 

concerns with regulation changes and new regulations.  

 

However, business capability issues remain, and the findings suggest SMEs have issues 

implementing changes and setting up processes  rather than being aware of changes and 

requirements, and sourcing the relevant information.   
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Firm size, systems and processes 

 

A key factor determining SMEs ability to deal successfully with regulation is the extent to 

which owner-managers can implement management systems and processes in the business 

(Battisti et all, 2011). In general this work found that a good business manager put in place 

appropriate systems leading to better overall ability to meet their regulation obligations 

 

Findings from the SME debt research confirm that systems and process failures are directly 

linked to lateness and tax debt.  For example, almost half (46%) of those SMEs who had no 

tax debt but had been late, said they had forgotten or were not aware of the due date, and a 

further 30% cited administration error. This suggests the majority of errors in this group were 

attributable to systems and process issues. A third of SMEs (35%) with some tax debt history 

had also forgotten the due date, again pointing to issues with systems and processes.   

 

Theme 2: The effect economic conditions have on SME’s ability to meet tax obligations  

 

Exploratory work undertaken by Inland Revenue suggests tough economic times may 

influence tax compliance rates. GST filing compliance rates
4
 tend to be higher when New 

Zealand’s average economic growth rate is higher, and filing compliance rates tend to be 

lower as the average economic growth rate
5
 declines. Similarly, GST filing and payment 

compliance rates tend to be higher with decreases in the Consumer Price Index (CPI) 

tradable, non tradable, and all group indexes (NaRU, 2010). These indexes are a measure of 

inflationary pressure, so declines in index ratings mean less inflation in New Zealand’s 

economy. The findings suggest decreases in inflation are associated with higher compliance 

rates.  

 

 

 

 

 

 

 

 

                                                            
4 Submitting returns within 1 week of the required date. 
5 Average economic growth figures are calculated from Gross Domestic Product (GDP) and Gross National Product (GNP). 

Consequently, GDP and GNP have a similar relationship with SME compliance rates as the average economic growth rate. 
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In the broader context in which SMEs operate, adjusting to economic trends (like the recent 

recession) can have a more significant impact on businesses than individual regulations 

(Battisti et al, 2011).  Findings from the SME capability research concluded that the most 

important incident affecting businesses has been the recent recession. The recession impacted 

on businesses through reduced customer demand, fluctuating workload, increased 

competition, and as a result, constrained cash flow. Constrained cash flow as the result of the 

recession also significantly impacts on SMEs ability to comply with regulation, especially tax 

obligations.  

 

Consequently, while SME owners might have a high level of capability to manage regulation, 

change in the economy means they might become non-compliant due to temporary changes 

in business circumstances. 

 

Effect of the economy on business cash flow 

 

Findings from qualitative work undertaken with SMEs in debt adds further insight into the 

effect of economic downturn on cash flow and their ability to meet their tax obligations.  

SMEs with significant or long-term tax debt attributed their debt to the downturn in the 

economy, reduced income and debtors being slow to pay (or defaulting), all culminating in 

poor business cash flow (Colmar Brunton, 2011a).   

 

Generally, SMEs with tax debt were ‘hanging on’ or getting deeper into debt while they wait 

for the economy to improve. They felt that repayment of debt was out of their control, but  

most wanted to avoid bankruptcy due to embarrassment and/or inability to find other 

employment and income for themselves and staff.  SMEs with tax debt caused by cash flow 

difficulties are likely to be more restricted in the changes they can make to avoid tax debt in 

the future.  Options for them include setting aside funds to ensure payments can be made, 

generating more revenue, and improving debtor management.  The potential for some of 

these changes depends on the economy, overall debt level of the business, and whether they 

can realistically trade out of difficulties.  

 

The economic downturn may also have some impact on SME’s decisions to invest in systems 

and processes, like accounting packages which can positively affect business capability. 

Likewise cash flow constraints may influence the level of investment in external advice and 

tax agent support. 
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Debt prioritisation in times of cash flow difficulty 
 

The online tax experiment, which was a component of the SME debt project, assessed how 

SME owners and financial decision makers prioritised bill and tax payments in times of cash 

flow shortage. Arguably, the experiment is also simulating the possible negative effect of an 

economic recession on SMEs ability to meet tax obligations.  Results from the tax experiment 

study concluded that when faced with a cash flow shortage and resource allocation decisions, 

businesses were most likely to put salary and wage payments ahead of tax, supplier and 

interest payments.  Payments for tax rated second overall, ahead of supplier and interest 

payments.  When businesses were made aware they would need to pay penalties and interest 

on unpaid tax debt in the experiment, they tended to allocate more funds to tax payments. 

However salaries and wages remained the key priority.  Smaller businesses were more likely 

to reallocate supplier payments, and channel these towards their tax obligations. 

 

The experiment results highlight how cash flow shortages and an economic downturn can 

impact on tax obligation payments, as businesses struggle to balance payment priorities.  

However the existence of financial and non financial sanctions will encourage them to make 

tax repayment one of their key priorities.  That said, it is unlikely tax obligations will become 

the top payment priority for all cash flow stretched small enterprises.  A more likely scenario 

is ensuring a commitment from SMEs to address unpaid tax debt through instalment 

arrangements with the tax administration.  

 

Theme 3: SME knowledge of the tax system and ability to deal with tax obligations. 

 

Research results suggest SMEs knowledge of the tax system is less than ideal, and this could 

be compromising their ability to survive in difficult circumstances.  

 

The purpose of tax system sanctions is to encourage taxpayers to comply voluntarily with 

their tax obligations, and ensure breaches of tax obligations are imposed fairly and 

consistently. Inland Revenue’s financial sanctions are applied when a business has not met 

their obligation on time, after allowing for a seven day grace period.  An additional factor to 

consider in having a well-designed penalty system is the need to ensure that sanctions are 

within reach of those who the system is intended for. Systems need to be well-informed and 

designed to encourage, and not deter SMEs from meeting their obligations (Colmar Brunton, 

2011).  
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This section provides insights into SMEs awareness of the sanction system (i.e. penalties and 

interest), and their experiences with the sanctions when they have been unsuccessful at 

meeting their obligations. It provides insights into how SMEs can be helped to meet their 

obligations through support and early intervention.  The section also looks at how business 

owner aptitude affects their ability to deal with regulation and issue arising in the start up 

phase. 

 

SME awareness of penalties and interest for late payment of tax obligations 

 

An objective of the SME debt research was establishing their level of awareness of the tax 

penalty system, and the ramifications for not meeting tax obligations. 

 

Almost all participants (99%) in the telephone survey of 450 SMEs
6
 were aware financial 

penalties are incurred for the late payment of business tax. However, most lacked a good 

understanding of the late penalty process, and the rates at which late penalties and interest are 

applied.  Consequently, most SMEs were also unaware at how quickly unpaid taxes, penalties 

and interest could accumulate, and the potential negative effect it could have on their 

business.   

 

For the vast majority, penalties and interest were an effective encouragement to pay on time, 

with 90% of SMEs surveyed saying penalties were very/quite influential in making sure they 

pay by the due dates. The fact that penalties existed appeared to be the key motivation for 

most SMEs paying tax on time, rather than the structure, penalty size, or the interest charges. 

Most wanted to avoid any unnecessary cost to their business (Colmar Brunton, 2011). 

Penalties, while not improving SME ability to deal with tax regulation, are a key motivator 

for dealing with tax regulation in a timely manner. 

 

Another key finding from the research has been that increased knowledge of the penalty 

system can increase compliance for SMEs in the early stages of the tax debt. For those who 

were late or who had been in tax debt before, increasing their knowledge of the penalties and 

their effect was likely to have a positive impact on their repayment behaviour.  

 

                                                            
  6 The research sampled three customer groups; those who had never had tax debt, customers with past tax debt, and 

customers who were currently in tax debt.  
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For SMEs in debt for some time, receiving additional information from Inland Revenue about 

the sanctions is unlikely to make a difference to repayment behaviour.  At this later debt 

stage, SMEs thought there was little they could do, and further information could be 

detrimental to repayment behaviour (Poppelwell et al, 2012).  

 

Lack of awareness of debt payment instalment options  
 

SMEs with overdue tax debt were not always aware they could contact Inland Revenue to 

discuss payment options. More than two thirds of SMEs who had been late with a tax 

payment, and who weren’t aware they could have contacted Inland Revenue before the due 

date, said they would have contacted Inland Revenue if they had known they could avoid 

some penalties.  

 

These results suggest that providing SMEs with information in the early stages of debt, 

discussing with them payment options, and the possibility of avoiding penalties is likely to 

encourage them to contact Inland Revenue.  This could prevent some SMEs from incurring 

debt (Poppelwell et al 2012).  The result would be a better outcome for the tax administration 

in terms of improved revenue collection. The benefit for businesses is that by adopting a 

planned approach to managing their debt, less of their income will be wasted on non 

productive penalties and interest. This should enable them to focus instead on business 

recovery. 

 

Changes in behaviour as the result of making a late payment  
 

The majority of SMEs stated they had made changes to practices and processes as a result of 

interacting with Inland Revenue’s late payment process. The research also found that the simpler 

the cause of the debt, the more likely SMEs were able to change their behaviour, thus improving 

their regulation capability. 

 

SMEs with tax debt caused by administrative errors said they made straightforward changes to 

business practices and processes to ensure it doesn’t happen again, for example, reminders of due 

dates and improved administrative practices (Poppelwell et al, 2012).  SMEs currently in debt 

(for whom short-term cash flow was the main reason for late payment) are most likely to say they 

now set funds aside to make payments, or they keep a closer eye on their obligations and 

finances.  
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The findings indicate SMEs with tax debt caused by long-term cash flow difficulties are more 

restricted in the immediate, straightforward changes they can make. They need to make more 

substantial changes to avoid this situation in the future, (e.g., generating more revenue, improving 

debtors’ management and better management of finances).  

 

Using non-monetary sanctions to improve business capability 

 

A key objective of the debt and penalty research was to assess the impact non-financial 

sanctions and incentives have on improving payment of tax debt. Research participants were 

asked their views on five proposed non-monetary sanctions and incentives and whether they 

thought they would be effective in encouraging SMEs to pay their outstanding tax. The non 

monetary sanctions tested were;  

 

 “Improved notification” from Inland Revenue,  

 “Credit reporting” for non payers,  

 An “annual practising certificate” from Inland Revenue for SMEs with no tax debt, 

 “Travel restrictions” on the SME owners with tax debt, 

 And “information on statements to show how penalties and interest build up”. 

 

SMEs in debt or with a history of debt considered the most effective non-monetary initiatives 

to be improved notification and information on statements to show how penalties and interest 

accumulate.  It is worth noting that SMEs chose non-monetary initiatives which provided 

support to their businesses, as opposed to sanctions. These non monetary initiatives 

effectively reinforce the large negative impact of cumulative penalties and interest on their 

business, and remind them to deal with the issue before the debt become unmanageable.  

 

When these sanctions were explored in-depth, interviewees thought that notification in itself 

would only be partly effective. The findings indicate that full leverage comes from the 

dialogue and Inland Revenue’s ability to waive penalties in return for a payment 

arrangement.  The optimal compliance system may need to strike a balance between 

corrective elements (penalties and interest charges for late payment) and assistance from 

Inland Revenue to help ensure payments are made by the due dates.  
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The link between aptitude and ability to deal with tax obligations  

 

Findings from the SME qualitative debt research concluded that financial and business 

aptitude makes the difference between SMEs who have never been in tax debt and SMEs 

with an experience of tax debt.  Other Inland Revenue research by both Research New 

Zealand (2011) and Colmar Brunton (2004) with customers at the top of the compliance 

pyramid (i.e. often not meeting their obligations) identified that business owners do not 

always have the business skills to meet their tax obligations.   

 

On a similar theme, the SME capability work concluded an important aspect of SME’s ability 

to deal with regulation effectively, was the manager/owner(s) capability and longer-term 

approach to business planning (i.e. business aptitude). 

 

Challenges in the business start up phase 
 

A theme emerging from interviews with SMEs starting up businesses was the feeling of 

uncertainty, and owners not knowing whether they were complying or not. This suggests a 

lack of clarity among SMEs in regard to their obligations in the early phases of business 

development (Battisti et al, 2011).   

 

While based on a small number of interviews, SME capability findings suggest that some 

owners operating a business for less than 12 months do not recognise the full impact of tax 

regulation on their business. This may be due to the income tax deferral system in the first 

year of business, with the impact of provisional tax on the business, yet to be felt (Battisti et 

all, 2011).   

 

Some SMEs interviewed in the debt research (Colmar Brunton, 2011a) emphasised the need 

for information and education in the business set up phase.  They suggested preventative 

education for new businesses could be effective, ensuring new owners understand tax 

requirements and have the appropriate systems and processes in place. They also recognised 

the benefits tax agents could provide, in terms of support and managing the business 

accounts. No supporting analysis of administrative tax data was undertaken in these projects, 

looking at the effect of tax agent support on SMEs ability to deal with regulation during the 

businesses in the start up phase, or the effect of tax agent support on business survivability.  
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Work by the UK tax office (House of Commons, 2007) indicates proactive support by the tax 

administration (in terms of phone contact or workshop attendance) does result in an increase 

in tax compliance rates for newly registered businesses. Inland Revenue currently offers 

newly registered businesses the opportunity to attend free workshops or seminars (please 

refer to the letter invite example in appendix 1), but measures of their impact on management 

capability and compliance are not currently available. 

 

DISCUSSION 

 

New Zealand is one of the easiest nations to start a new business. However, small business 

resource capacity, effective business systems, and the effects of the economy remain issues 

irrespective of the regulatory environment in which New Zealand’s smallest businesses 

operate. 

 

Whether or not family, friends or employees help, most of the regulation responsibility lies 

with the small business owner. Administrative data supports observations that smaller 

businesses (with few or no employees) are more challenged meeting their tax obligations. 

This group is more likely to be at risk, even though tax is a higher compliance priority for 

them compared to larger businesses (Business NZ & KPMG, 2007).   Findings suggest the 

stress associated with meeting tax obligations is not a key issue affecting SME’s ability to 

deal with tax regulation. Rather, issues remain with systems and processes, economic 

conditions, and resource capacity. 

 

Awareness and access to regulation information and advice 

 

Firms in general think there is enough general regulation information available and they are 

able to access information and advice from a wide variety of sources. Government is also 

considering expanding its support to small businesses through the development of a one stop 

shop for businesses.  

 

However the SME debt research exposes gaps in detailed knowledge in regard to the late 

payment system. The effects of these sanctions impact on all SMEs who are unable to meet 

their tax regulatory requirements within the required timeframes. The potential impact of 

penalties and interest on business resources is significant.  
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Opportunities exist for “at-risk” SMEs to benefit from an improved understanding of tax debt 

repayment options, through early dialogue with the tax administration.  Potential outcomes 

are a more planned approach to managing their tax debt, providing SMEs with more 

certainty, and minimising the exposure of their business to unproductive penalties and 

interest. This should enable SMEs to focus instead on improving business systems and where 

possible, improvement of the businesses cash flow position.  Findings also suggest that an 

improved understanding of the cumulative impact of penalties and interest early in the debt 

cycle is important, and will motivate businesses to address their tax debt sooner. 

 

Translating information and advice into improved business capability  

 

The SME capability research suggests SMEs have issues translating information and advice 

into improving business systems, processes and capability.  Characteristics of some SMEs 

who struggled to implement changes in practice were those who relied on few external 

sources and had limited access to professional advice (Battisti et al, 2011).  

 

The SME debt research shows businesses do make simple changes to their systems and 

processes as the result of interaction with the late payment system (e.g. when forgetting or 

missing the due date). However, these systems and process improvements are not made as the 

result of using available information and advice on tax regulation to improve business 

systems and capability.    

 

A range of organisations provide information and advice to small businesses (e.g. Trade 

associations, government business.govt.nz, Chambers of Commerce).  It is difficult to 

establish how much of this information and advice available to businesses is translated into 

improved systems and processes, as a proportion of businesses continue to have challenges 

meeting their tax obligations.  

 

Benefits of external support 

 

Inland Revenue’s administrative data shows tax agent usage improves small business ability 

to deal with regulation. Benefits can be both administrative and financial (i.e. more likely to 

be on time and less likely to have tax debt).  The benefits of support by other providers (i.e. 

business coaches, industry associations, government agencies) has not been measured directly 

in these four pieces of work. 
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Tax agent support is lowest among businesses with no employees. This group in particular is 

the most resource constrained and challenged, given that no additional support is available 

within the business to deal with tax regulation requirements. With lower levels of external 

support, it is likely systems and process issues and capacity are a significant challenge among 

this large customer group.  

 

The effect of the economy on business capability 

 

The research indicates that recession affects SME ability to meet tax obligations. Slow debtor 

repayments, reduced customer demand, fluctuating workload and lower income impact on 

business’s cash flow, and consequently their ability to meet tax payments.  While SME 

owners might have a high level of capability to manage regulation, a significant change in the 

economy means some become non-compliant due to temporary changes in business 

circumstances.  Recession effects are also likely to have a follow-on impact on ability to 

invest in systems (like accounting and tax software) and professional advice.  

 

The positive effect of sanctions on tax regulation 

 

While penalties and interest do not improve SMEs ability to deal with tax regulation, they do 

motivate small businesses to meet their obligations in a timely manner.  For the vast majority, 

penalties and interest are an effective encouragement to pay on time.  Penalties and interest 

also bring about behaviour change for those with simple non-compliance reasons (e.g.  

forgetting or missing the due date), with SMEs reporting changes to business practice as a 

result. 

 

In regard to non financial sanctions tested in the research, SMEs in debt chose non-monetary 

initiatives which provided support to their businesses, as opposed to further corrective action. 

These non monetary initiatives effectively reinforce the large cumulative impact of penalties 

and interest on their business, and remind SMEs to deal with the issue before the debt 

situation becomes unmanageable. 
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Financial ability to meet regulatory requirements 

 

Both the SME debt, SME capability and the wider Habitual non-complier qualitative work 

identified the effect that cash flow problems have on SMEs meeting their tax obligations.  

Some issues can be resolved through better business planning, by putting aside funds to meet 

obligations. However, business cash flow is likely to remain an on-going issue with changes 

in economic climate, and with the fact that new business take time to establish themselves 

and improve profitability. It is also likely that a proportion of businesses will experience cash 

flow difficulties at any one time.  An achievable and likely overall business capability goal 

would be reducing the proportion of SMEs who have cash flow issues dealing with tax 

regulation and compliance, through improving business planning. 

 

CONCLUSIONS 

 

The combined findings of the four pieces of research have highlighted the resource, and 

systems and process issues some SMEs face in regard to dealing with tax regulation. The 

smallest businesses (i.e. no employees) in particular are most likely to be challenged, with no 

additional internal support and being less likely to use external resources, like tax agents.  

 

At-risk SMEs are likely to benefit from improved systems and processes, but initial 

observations suggest SMEs who struggle to implement system and process changes in 

practice are those who relied on few external sources and had limited access to professional 

advice.  Providing businesses with practical support to implement systems in the business 

may be one key to improving capability, as well as educating small businesses on the cost 

benefits of adoption of electronic systems (e.g. established system, less late tax payments, 

support from provider, and an established system).   

 

The research has confirmed that tax administration interventions can play an important role in 

improving outcomes for businesses who have difficulties meeting tax requirements. Proactive 

reminders and contact at the early stages of tax debt are likely to prompt businesses to deal 

with their debt before it becomes unmanageable.  The outcome should be positive for both 

SMEs and Inland Revenue. SMEs in tax debt should be able to adopt a more manageable 

approach to tax debt by minimising their exposure to penalties and interest via installment 

arrangements, or through paying off debt earlier.  The positive outcome for the tax 

administration should be an improvement in revenue collection.  
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While tax administration support can help improve compliance capability through proactive 

intervention and early education, it is important to note much of the onus to improve systems 

and processes still lies with the small business operators themselves. 
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Appendix 1: Inland Revenue invite to new GST registrants to attend a free 

                                                        workshop/seminar 

 

 

Date…………        Inland Revenue 

         P O Box…. 

         Office Postcode 

 

Mr/Mrs……… 

Address…… 

Post code 

 

Dear…………. 

 

FREE Business Tax Seminars and Workshops - Get it right from the start 

 

Now that you are registered for GST we would like to invite you to attend one of our free 

seminars or workshops in [insert location from contact table]. 

 

This will help you understand: 

 

 What records you need to keep 

 When/what expenses are deductible 

 What free online tools are available on our website 

 When and how to file returns 

 

To find dates and more details about the various seminars and workshops near you, please 

visit www.ird.govt.nz and enter the keyword “workshops” into the search box. 

 

Booking is essential due to room capacity. To register your interest in a particular session 

please provide your name, business IRD number, contact details and preferred dates by: 

 

Email:  [insert from contact table]       

 

 Or 

 

Telephone:  [insert from contact table] 

 

 

We hope you are able to take advantage of this opportunity to have a better understanding of 

business taxes. 

 

Yours sincerely 

 

James Smith 

Manager 

Customer Services 

http://www.doingbusiness.org/
http://www.ird.govt/
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Appendix 2: 

 

Figure 1: Selection of key tax changes relating to SME compliance costs 
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INTRODUCTION 

There is a large body of literature that deals with the meaning of strategy (Bhalla, Lampel, 

Henderson and Watkins, 2009). Strategy has been described as a set of actions (Hill and Jones, 

2012), as management’s competitive moves and approaches (Thompson, Peteraf, Gamble and 

Strickland, 2012), and as the direction and scope of an organization over the long term 

(Johnson, Scholes and Whittington, 2008) that guide managers to compete successfully and 

to grow and improve the organization. Through its strategy, an organization is able to 

configure its resources and competencies to gain competitive advantage and achieve above 

average return in the changing environment in which it operates.  Henry Mintzberg, an 

influential management scholar defined strategy as a plan, ploy, pattern, position and 

perspective (1987). He also argued that none of these descriptions takes precedence over the 

others. However, the two descriptions often used include a pattern of interrelated activities 

and a ploy for outwitting competitors which in the strategic management literature have given 

rise to various strategy archetypes or postures. Common among these are Miles and Snow’s 

(1978) four strategy types: analyzers, prospectors, defenders, and reactors; and Porter’s 

(1980) generic strategies of cost leadership, differentiation, focused cost leadership, and 

focused differentiation.  

 

In the entrepreneurial and small business literatures, proactive or entrepreneurial strategies 

and reactive or conservative strategies have received a lot of attention (Miller and Friesen, 

1983; Covin, 1991; Chenhall and Morris, 1995; Kotey and Meredith, 1997; Gray, 1997; 

Covin, Green and Slevin, 2006). Entrepreneurial strategy, defined as comprising innovation, 

risk-taking and proactiveness, result in superior performance to conservative strategies 

(Miller and Friesen, 1983; Covin and Slevin, 1989; Covin, Green and Slevin, 2006; Rauch, 

Wiklund, Lumpkin and Frese, 2009), the latter characterized by risk avoidance, imitation and 

reactive responses to opportunities and threats (Kotey and Meredith, 1997). Despite these 

general descriptions, the configuration of activities that lead to realization of each of the two 

strategy-types are likely to differ in various macro-economic and industry settings (Porter, 

1980; 1990). The focus of this paper is on entrepreneurial strategy because of its growing 

importance in achieving the organization’s purpose, sustaining its vision and creating 

competitive advantage (Rauch et al. 2009: 763).  

 

The indicators of innovation, risk-taking and pro-activeness are consistently evident for 

entrepreneurial strategy in established market economies (Dess, Lumpkin and Covin, 1997; 



2 

 

Gray, 1997; Morris and Jones, 1999) because they are derived from internally developed 

competences and firms are free to choose and develop the relevant competences (Peng and 

Heath, 1996). Firms operating in a transition environment without complete strategic choice 

will not have the same opportunities and resources to develop individual competences 

(Uhlenbruck, Meyer and Hitt, 2003). In many cases, the required resources are in short 

supply and not readily accessible or affordable (Peng and Heath, 1996; Davies and Walters, 

2004). In transitional economies like China, another setback to developing internal 

competences is the culturally-based social system that promotes cooperation and alignment of 

business and personal relationships and discourages self-centeredness and pursuit of 

individual outcomes (Lin and Si, 2010). Despite these barriers, firms pursuing entrepreneurial 

strategies in a transition setting will find the means to develop competences that provide 

competitive advantage by accessing the required resources at lower cost and risk through 

various cooperative or networking arrangements (Peng and Luo, 2000). Business and 

personal networks are, therefore, important to pursuit of entrepreneurial strategies in 

transition situations and require entrepreneurs to be adept at balancing cooperative and 

competitive positions, knowing what resources and business activities to share and which to 

leave out of their business relationships (Dollinger and Golden, 1992). We examine the 

pattern of associations between networking and other functional area activities in determining 

entrepreneurial strategy. Specifically, we identify which activities are directly associated with 

entrepreneurial strategies and which are mediated by others such as networking in their 

relationship to entrepreneurial strategy. This study contributes to the extant literature by 

demonstrating how the activities that form the business strategy are configured to realize 

entrepreneurial strategy for businesses in transition settings.   

 

A discussion of the relevant literature follows from which hypotheses are formulated for 

testing. The research design is described in the third section and results from the statistical 

analyses presented in the fourth section and discussed in the fifth. The findings are 

summarized in the last section where implications are drawn, limitations acknowledged and 

areas for future research delineated. 

 

LITERATURE REVIEW 

Strategy as Interrelated Activities  

The concept of strategy was introduced into the literature and advanced in the fifties by faculty 

members at the Harvard Business School (Snow and Hambrick, 1980). The strategy literature 
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suggests that organizations need strategies that are simple, clear and implementable (Collis and 

Rukstad, 2008) to deal with changing environments (Chaffee, 1985, Hill and Jones, 2012). A 

firm’s relative position within its industry is determined by its strategy which in turn defines its 

product range and image, cost structure, management and marketing strengths, and distribution 

channel (Bradley, 1991).  The firm’s activities in these areas then determine its market position, 

market share and profitability.   

 

Porter (1991) portrayed the firm as a set of discrete but interrelated economic activities, with 

the configuration and interrelationships among the activities defined by the firm’s strategy. 

The discrete activities are part of an interdependent system in which the cost and 

effectiveness of an activity is affected by the way other activities are performed. Similarly, 

Galbraith and Schendel (1983) cautioned against independent examination of the activities 

that make up a strategy, a process they perceived as studying only part of the whole. Covin 

(1991) described strategy as a collection of individual business-related decisions, explaining 

that a pattern can be identified among the decisions that depict a firm’s overall strategy.  

 

The concept of strategy as interrelated activities applies equally to small and large firms 

because effective business operation, irrespective of firm size, requires consistency among 

decisions and actions. However, decisions and actions are rarely documented in small firms 

as they are informal and inferable from realized actions (Pearce and Robinson, 2007). 

Therefore, realized or implemented activities provide a more accurate picture of a small 

firm’s strategy than intended activities or plans. Mintzberg et al.’s (1995) suggestion that 

strategy evolves over time as a blend of planned (intended) activities and unplanned 

(emergent) responses to new developments (Mintzberg and Waters, 1985) is widely shared in 

the strategy literature (Hill and Jones, 2012; Dess, Lumpkin and Eisner, 2008). It is held that 

plans and strategies are altered frequently to conform to the dynamism and partial 

unpredictability of competition and the surrounding environment, as well as the forever 

changing trends in consumer needs and expectations. Similarly, Sashittal and Tankersley 

(1997) contended that contrary to the static and predetermined process portrayed in the 

literature, strategy formulation, particularly in small firms, follows an unpredictable and ad 

hoc process with decisions often based on owner-managers’ gut feel and subjective 

interpretations of their day-to-day situation. Therefore, examination of strategies ‘ex post’ 

rather than ‘ex-ante’ presents a more realistic portrayal of an SME strategy. Realized actions 

are examined in this study in relation to entrepreneurial strategy. 
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Business and Functional Strategies 

The activities that constitute a strategy can be grouped into functional areas such as planning, 

marketing, finance, research and development, production, technology and networking, 

logistics, human resources, so that business strategy can be thought of as comprising 

functional strategies (Hill and Jones, 2012; Galbraith and Schendel, 1983) and ultimately the 

activities, actions and decisions that make up these functional strategies. Functional strategies 

add relevant details to and support the business strategy (Thompson and Strickland, 2003; 

Odgers, 2002) and an effective business strategy has functional strategies that integrate into a 

cohesive whole (de Wit and Meyer, 1998). The major functional areas of a business are: 

planning, operations, finance, human resources management, marketing, technology and 

networking. Although functional strategies are not as explicitly delineated in SMEs as in 

large firms, the activities and decisions of SMEs can be grouped into the above functional 

areas for analytical purposes (Kotey and Harker, 1998).  

 

Strategies as Competitive Tools and Strategy-types 

The focus of the functional strategies is to improve efficiency, quality, innovation, customer 

responsiveness or a combination of these for enhanced competitive advantage at the business 

level (Thompson et al., 2012; Hill and Jones, 2012; Odgers, 2002). Therefore, there is a 

pattern within the functional area activities that makes up the business strategy which in turn 

defines the business’s position in relation to competitors. The concept of strategy as a 

competitive tool has given rise to the term ‘strategic posture’ referring to a firm’s overall 

competitive orientation that directs or constraints the options available to its future 

competitive activity (Covin and Slevin, 1989). Strategic posture describes a consistent pattern 

in management’s decisions regarding scope, resource deployment, competitive advantage and 

changes in these variables over time that spell the way a firm intends to compete (Galbraith 

and Schendel, 1983). Two classifications of strategy most referred to in the management 

literature are those of Miles and Snow (1978) and Porter (1980).  

 

The most common strategic postures delineated in the entrepreneurship literature are 

proactive or entrepreneurial strategy and reactive or conservative strategy (Covin and Slevin 

1989, Gray 1997, Dess, Lumpkin and Covin 1997). This study focuses on entrepreneurial 

strategy because of its positive association with innovation, pro-activeness and ultimately 

performance (Kotey and Meredith 1997). It is proposed as the appropriate strategy for 
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dynamic environments (Covin and Slevin 1989). In the following section, we discuss the 

activities in the various functional areas that are associated with entrepreneurial strategy. 

 

 Entrepreneurial Strategy and Related Functional Area Activities 

We identified above that strategy comprises activities in the functional areas of planning, 

production, marketing, research and development, finance, human resource management, 

technology and networking. Planning involves developing an overall picture of how the 

business will be positioned in the market and identifying actions for achieving this overall 

position (Scarborough, Wilson and Zimmerer, 2009; Georgellis, Joyce, and Woods 2000; 

Woods and Joyce, 2003). Therefore, plans define functional area activities that will place the 

business in its desired market position. During implementation, the activities are monitored 

by comparing their outcomes with planned targets. In this way, revisions can be made to the 

plan to address deviations. Planning has been shown to be beneficial to SME performance 

(Brinckman, Grichnik and Kapsa, 2010). Patrick and O’Connor (2005) reported that SMEs 

pursuing entrepreneurial strategy undertake more formal planning than those with 

conservative strategies. They demonstrated that planning enables firms to be informed of 

their environments and capabilities and to use such information to improve competitive 

advantage. Similarly, Perry (2001) found that despite the overall low levels of planning in 

SMEs, successful firms undertake more systematic planning than failed firms.  

 

In the marketing functional area, firms pursuing entrepreneurial strategies strive to achieve 

large market shares, influence market trends and even create new demand (Lumpkin and 

Dess, 1996). Marketing activities include market research, target market identification, 

gathering information about customers and competitors, improving existing products and/or 

developing new ones to meet customer needs and to beat the competition in order to retain 

existing customers and acquire new customers (Hill and Jones, 2012). Activities in the 

marketing area also cover identification with brand names and use of appropriate media to 

promote products (Scarborough, Wilson and Zimmerer, 2009; Paige and Littrell, 2002; 

Pelham and Lieb, 2004). Businesses pursuing an entrepreneurial strategy pay attention to 

building competitive advantage through customer relationship management (CRM), good 

customer service, enhanced product benefits, efficient distribution networks, analysis of 

market intelligence and effective pricing (Kotey and Harker, 1998). CRM emerged in the 

mid-1990s as technology-based system used to collect and organize information about 

customers and sales force (Payne and Frow, 2005). It is important for attracting and retaining 
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customers and it integrates marketing, sales, customer service and the supply chain functions 

of the organization (Ngai, Xiu and Chau 2009; Parvityar and Sheth, 2001).  

 

Activities in the operations functional area are aimed at making products that meet the needs 

of target customers. Smallbone et al (1995) asserted that operation is best described in three 

ways: increasing control over and reducing production cost; seeking increased efficiency in 

the use of labour which may involve investment in new production technologies; and 

improving quality standards in production. Effective operations therefore concerns labour 

productivity, minimising wastage, product quality, timely delivery of sales and customization 

of products to consumer needs (Aranda, 2002). Customization requires building volume and 

product flexibilities through the range and quantities of products carried. However, flexibility 

without attention to cost will leave businesses vulnerable to competitors offering lower prices 

(Kotey and Harker, 1998). Effective operations also require attention to location, layout, 

acquisition and management of physical resources (buildings, machinery, fixtures and so on), 

and supply chain and inventory management (Hodgetts and Kuratko, 2008). 

 

Stable external funding sources and an effective mix of equity and debt (Kotey and Harker, 

1998) are important to pursuit of entrepreneurial strategy. Relevant activities in the finance 

area include efficient operations; cash flow monitoring; effective management of debtors, 

creditors and inventory; and managing relationships with debt and equity providers. Assets 

must be matched with their source of funding (Scarborough et al., 2009). Appropriate human 

capital is required to achieve production targets and perform in the other functional areas. 

Effective human resource management (HRM) calls for attention to acquisition, 

development, retention and rewarding of human resource. Proactive HRM promotes 

employee creativity and encourages their participation in decision-making (Hodgetts and 

Kuratko, 2008). In developing organizational HR programs to improve employee 

performance, the importance of competency-based human resource strategy focusing on 

staffing and selection, education and training, organization development and performance 

management has been discussed (Gangani, McLean and Braden, 2006). Competencies 

include motivation, traits, skills, abilities, values, beliefs, knowledge and attitudes. 

 

Activities associated with the technology functional area deal with systems and processes 

aimed at operating efficiency and product quality enhancement as well as managing 

information for performance monitoring in other functional areas. Technology can be used to 
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gather and analyze information on customer behavior, demand, production quality, employee 

productivity and financial performance (Pollard and Hayne, 1998). Technology also provides 

access to information about the immediate and wider environment of the business, enabling it 

to assess its strengths and weaknesses against opportunities and threats. Information 

technology (IT) provides access to global markets and allows administrative functions to be 

performed efficiently. While SMEs lack the financial resources to invest in attaining first 

mover positions in their industries, they keep up with new trends in technology through their 

networks and strategic alliances (Lumpkin and Dess, 1996).  

 

Networks and alliances with other organisations such as suppliers, customers, competitors, or 

other entities are of strategic importance to the business (Gulati, Nohria and Zaheers, 2000; 

Andersson, Forsgren and Holm, 2002) as they enable access to resources and opportunities 

(financial, physical, human, markets and information) otherwise beyond the reach of the 

business (Hakansson, 1989; Julien, Andriambeloson and Ramangalahy, 2004). Networks can 

be used to improve product quality and production efficiency and shorten learning curves 

(Dollinger and Golden, 1992; Hamel, Doz and Prahalad, 1998). Network effects created by 

new organizational arrangements are helpful in improving global market access, innovation 

capacities, and business performance (Damaskopoulos, Gatautis and Vitauskaite, 2008). 

However, there are challenges for managers in developing a networking ability and in 

managing relationships between firms (Ritter, Wilkinson and Johnston, 2004). Firms 

pursuing entrepreneurial strategies must be skilled at building, maintaining, reviewing and 

renewing business relationships at minimum possible cost. Since the main aim of networking 

is to build competitive advantage, proactive networking requires careful consideration of the 

business resources to leave out of networking activities in order to balance competition and 

cooperation (Dollinger and Golden, 1992). Therefore the key challenge in networking is 

gaining control over critical resources against the costs and complexity of managing 

agreements in the relationships and loss of autonomy (Dollinger and Golden, 1992). The 

benefits to individual firms in the network rest on their control over resources (Hakansson 

and Johanson, 1992) so that entrepreneurial strategy should aim at increasing business control 

over resources through access to relevant knowledge from the networks. 

 

The marketing function is most critical to businesses as there is no business without 

customers (Scarborough 2011). Goods must be produced and services delivered to meet 

customer needs, the operation function is therefore also vital and is the raison d’etre for the 
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business. Innovation and therefore the technology function are essential to pursuit of 

entrepreneurial strategy. In a market environment the three functional areas have direct 

associations with entrepreneurial strategy and are supported by the quality of human 

resources and networks of the business. Human resources and networks therefore directly 

determine performance on the three functional areas and indirectly influence entrepreneurial 

strategy through their association with the three functional strategy. The business financial 

capability determines the quality of resources available to the business and performance in all 

the five functional areas of marketing, operations, technology, human resources and 

networking. Finally, planning will strengthen performance in all the five functional areas as 

well as the finance function. The planning and finance functions therefore indirectly 

determine entrepreneurial strategy through their direct impact on the other functional areas 

including those with direct association with entrepreneurial strategy. While the above 

portrays the pattern by which the various functional area activities are associated with 

entrepreneurial strategy in a market economy where resources are generally available to 

businesses and business are free to develop individual competencies, the same cannot be said 

for SMEs operating in transition environments under resource constraints. The context or 

environment in which SMEs examined in this paper operate is presented next and provide a 

basis for developing hypotheses for the pattern by which functional areas will relate to 

entrepreneurial strategy in a transition context. 

 

The Shaoxing Textile Industry  

To the extent that strategies must be aligned with the environment in which they are 

executed, the activities that comprise entrepreneurial strategy will vary by industry and wider 

macro-economic setting (North, 1990; Porter, 1990; Oliver, 1991; White and Liu, 2001). This 

section provides an overview of the Shaoxing textile industry on which this study is based. A 

brief description of the Chinese business environment is also provided to enhance 

understanding of the context in which the firms examined operate.  

 

Textile is a major export earner for China and Zhejiang province where Shaoxing is located is 

one of the ten national textile industry bases. Consistently ranked first in export earnings for 

textile products since 1999 (CTIY, 2003), Zhejiang has become the leading province in China 

for textile manufacturing. The textile industry in Shaoxing is dynamic, having evolved 

through several stages in the last four decades. Through government support, it became the 

first textile industry in China to introduce chemical fibres in the 1970s. It was subsequently 
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transformed into a world fiber market with the largest textile distribution centers in China in 

the 1980s (Liu, 2004). Again with government assistance, the industry was opened to foreign 

trade in the 1990s and foreign direct investment (FDI) was promoted, encouraging firms to 

upgrade their production processes and ultimately raise the competitive capacity of their 

products in terms of quality and technology. At the same time, government efforts at 

strengthening research and development capacity in the industry enabled firms to upgrade 

their production systems, adopt the latest technologies and enhance quality of their products 

to gain leading positions in medium to high-end international markets (Wang, 2005). More 

recently, an ownership revolution has transferred ownership of several SMEs in the industry 

from local government to private individuals (Liu, 2004). These processes have been enabled 

by new legislation that protect private property, regulate private enterprise, and recognize 

management independence.  

 

The government’s privatization policies have motivated entrepreneurial initiatives (Liu, 

2004), positioning the Shaoxing textile industry as one of the earliest to embrace competition 

and free-market operations (Liu, 2004). The industry is portrayed as dynamic and complex, 

so that an entrepreneurial orientation is required for successful performance. The changes that 

transformed the Shaoxing textile industry into a competitive market are now characteristic of 

several industries in China so that the business environment in general is considered complex, 

dynamic, hostile and uncertain (Luo, 1999; Luo and Park, 2001; Tan and Litschert, 1994). 

Tan and Tan (2005) suggested that such environments induce pockets of opportunities for 

differentiation, rewarding entrepreneurs able to recognize and take advantage of them.  

 

Business Strategies in China  

According to Mason (2007) and Conner (1998), in a transition setting characterized by rapid 

changes in rules of the game, decision windows are shortened, speeding obsolescence of 

strategies and rendering long-term business control impossible. Business success in such 

environments calls for continuous innovation, constant replacement of products ahead of 

competitors and malleable strategies that allow quick response to changes. Operating in such 

environments requires quick learning, risk taking and use of strategic alliances to access 

necessary competences and specialized resources (Chakravarthy, 1997). 

 

Tan (1996) reported that Chinese owner-managers adopt conservative and reactive strategies 

when they perceive the environment as beyond their control. According to Tan and Litschert 
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(1994), high levels of uncertainty in the Chinese transition environment forces owner-

managers to pursue defensive, safeguarding and short-term strategies to minimize risks. 

Lukas, Tan and Hult (2001) also noted that Chinese owner-managers favor more risky 

strategic positions over secured strategies when they perceive their environment as stable. 

Despite the above general observations, Tan and Tan (2005) argued that the increasing rate of 

transition in China has improved the environment’s conduciveness to entrepreneurship, 

encouraging greater future orientation, innovation, risk taking and proactiveness among 

business owners.  

 

In addition to the above, networks and relationship-based strategies (guanxi) feature 

prominently in Chinese businesses (Chow, 1997; Tan, 1996; Li, Li and Tan, 1998). Guanxi 

enables firms to gain competitive advantage outside the market system through privileged 

access to knowledge and resources, lower transaction cost and reduced risks (Davies, Leung, 

Luk and Wong, 2003; Tan and Litschert, 1994; Li et al 1998; Tan, 1996; Li and Matlay, 

2006). It is used to build social capital for business growth (Liao and Sohmen, 2001; Carlisle 

and Flynn, 2005). However, Park and Luo (2001) observed that guanxi improves sales 

growth, market share and competitive position but does not enhance internal operations and 

profits. Moreover, the cost of maintaining multiple and complex relationships rise with firm 

growth, requiring careful management of guanxi for benefits to exceed costs (Peng, 2003).  

 

HYPOTHESES DEVELOPMENT 

In a market-oriented industry located within a transition economy, we expect entrepreneurial 

strategy to be realized through resources and competences developed both internally and 

through networking. We investigate the pattern of functional area activities that determine 

entrepreneurial strategies of small business in the Shaoxing textile industry, analysing which 

functional area activities relate directly to entrepreneurial strategy and which are associated 

indirectly through the functional area activities directly linked to entrepreneurial strategy. 

 

We contend that activities in the planning and finance area will determine activities in the 

other functional areas that predict entrepreneurial strategy directly or indirectly. As such, 

indirect relationships are suggested between planning and finance activities and 

entrepreneurial strategy. As discussed above, strong and weak network ties play critical roles 

in pursuit of entrepreneurial strategy in Chinese businesses, so that networking activities 

should directly determine entrepreneurial strategy in addition to marketing, operations and 
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technology functional areas as explained above. Since human resources support the activities 

of marketing, operations, technology and networking, we anticipate indirect associations 

between activities in the HRM functional area and entrepreneurial strategy, with technology, 

marketing, operations and/or networking acting as mediators. We therefore test the following 

hypotheses: 

1. Activities in the networking, marketing, operations and technology functional areas will 

directly predict entrepreneurial strategy 

2. HRM activities indirectly determine entrepreneurial strategy through their association 

with one or more of the functional areas in hypothesis 1 

3. Planning and finance activities determine activities in all the other functional areas and 

are indirectly associated with entrepreneurial strategy through activities in one or more 

of the functional areas in hypothesis 1.  

 

(Insert Figure 1 about here) 

 

METHODS 

Sampling, Data Collection and Measurement of Variables 

The study was restricted to the textile manufacturing industry in Shaoxing to control for 

exogenous factors that impact strategy. Following the definition of small manufacturing 

enterprises in China by the National Bureau of Statistics (2003), we examined businesses 

employing up to 300 workers with up to $US3million of sales. While employee numbers 

exceed those for small businesses in many established market economies, we argued that in a 

country with abundant human resources, labor was used in place of physical capital to 

achieve similar output levels to those of small businesses in market economies. As such, the 

findings from this study should be comparable to those based on established market 

economies.  Assistance was sought from the Shaoxing Textile Engineering Association 

(STEA) to collect data from a representative sample of its members, the majority of small 

businesses. In all, 532 structured questionnaires were provided to entrepreneurs at a STEA 

conference and 381 were completed and returned, a response rate of about 72%. 

Questionnaires with incomplete responses and those which did not meet the definition of 

small firms were excluded, leaving 248 responses that were analyzed. Only conference 

delegates who owned and managed their businesses were asked to complete the questionnaire 
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and anonymity was maintained by not including any questions that identified respondents 

with their responses.  

 

There were three sections to the questionnaire: a) business and owner-manager details, b) 

functional area activities and c) entrepreneurial strategy. A comparison of the sample 

characteristics with those of Chinese small businesses in the textile industry in general 

showed similarities in age range, education levels and gender (CTIY, 2003). About 75% of 

the sample had no family members involved in management of the business. The functional 

strategies and entrepreneurial strategy constructs were measured by the indicators detailed 

above. 

 

Analytical Technique 

Partial Least Squares (PLS), a structural equation modeling (SEM) technique, was used to 

test the structural equations denoted by the hypotheses. PLS has been applied in a wide range 

of research areas such as business (Hulland and Kleinmunttz, 1994; Smith and Barclay, 

1997), strategic management (Hulland, 1999), SME performance (Raymond, 2002), customer 

satisfaction (Hsu, Chen and Hsieh, 2006) and global strategy (Johansson and Yip, 1994). 

 

The PLS analysis generally provides two inter-related models, the measurement (outer) 

model and the structural (inner) model. The results for inner and outer models were analyzed 

in two sequential stages: the validity and reliability of the measurement model were assessed 

in the first stage and then the relationships depicted in the theoretical framework were 

analyzed from the structural model in the second stage. A number of criteria were used to 

evaluate the measurement model. They include individual item reliabilities (factor loadings), 

composite reliabilities (internal consistency), convergent validity (average variance extracted, 

AVE) and the discriminant validity associated with individual constructs (Chin, 1998). In this 

study, the cut-off values adopted for these tests were: 0.5 for factor loadings, 0.7 for a 

satisfactory composite reliability (Nunnally, 1978), and 0.38 for AVE (Hulland, 1999). 

Generally, a model has discriminant validity where the square root of the AVE for each 

construct is greater than the variance shared between the construct and the other constructs in 

the model (Gefen and Straub, 2005). Constructs and indicators that did not satisfy the cut-off 

values were eliminated from the model. The predictiveness of the structural model was 

assessed by R-squares and the bootstrapping re-sampling procedure used to stabilize the 

measures (Chin, Marcolin and Newsted, 2003; Chin, 1998). As a rule of thumb, the value of 
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the average variance accounted for (AVA), which is simply the mean R
2
s of the dependent 

variables, should be greater than 10 percent (Falk and Miller, 1992). Estimates of the path 

coefficients for the relationships tested were provided with their standard errors and t 

statistics which were used to ascertain the level of significance for each path coefficient. A 

principal component analysis was carried out with all the indicators to test for common 

method bias (Podsakoff, MacKenzie, Lee and Podsakoff, 2003). There were multiple factors 

and none accounted for the majority of co-variance among the indicators. 

 

RESULTS 

The measurement models for the constructs and their scores on the various assessment 

criteria are presented in Appendix I. The table shows that the constructs and their indicators 

met the reliability and validity cut-off points specified above. Further, the square root of the 

AVE for each construct was greater than the variance shared between the construct and the 

other constructs in the model, denoting discriminant validity. The average of the coefficient 

of determination (R
2 

)values for the dependent constructs was 40 percent, indicating that the 

model explained a large proportion of the variations among the dependent variables. 

 

Constructs and their Indicators 

The planning construct comprised the activities of goal setting; delineation of actions to 

achieve goals; monitoring performance, reviewing and revising plans; analysis of financial 

reports and comparisons between actual and planned performance targets. Family members 

were included in the planning process.  There were two constructs for the marketing strategy. 

The first, labeled customer retention (CR), covered building and maintaining relationships 

with customers, attending to customer quality requirements and product distribution, and 

appropriate price setting (in relation to production cost and competition). The second 

marketing construct concerned building new demand through promotion, internet sales, 

analysis of market intelligence, and target marketing. The operations construct centered on 

managing quality throughout the value chain (from suppliers through in-house operations to 

customers) and on production efficiency. The technology construct focused on automation 

and upgrading of production systems, availability of resources (inventory) for efficient 

operations, and use of the internet for information relevant to production. The HRM construct 

comprised efforts to attract and retain good employees by offering above market pay rates; 

employee motivation (bonuses and bonding activities); internal and external training; 

maintaining safe, healthy and family-like work environment; inviting employees’ opinions 
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for certain decisions; and requiring and rewarding loyalty and obedience. The finance 

construct dealt with managing working capital (debtors, creditors and inventory) and with 

sources of funding including banks and reinvestment of profits. The networking construct 

emphasized alliances with larger more resourced organizations, government officials, 

industry associations and peers in the local industry. These networks provide information and 

resources and assist with effective management of the business. Firms also liaised with large 

firms and universities for product development, although this was not frequent. Finally, 

indicators for the entrepreneurial strategy construct covered industry leadership based on 

aggressive competition and involving new product development and moderate risk-taking. 

 

(Insert Figure 2 about here) 

 

Structural Relationships 

Activities in the networking functional area were the strongest direct predictors of 

entrepreneurial strategy and were followed by the activities associated with customer 

retention (CR) and then technology (table 1), providing partial support for hypothesis 1 which 

contended that networking, technology, operations and marketing activities will directly 

determine entrepreneurial strategy. The constructs of building new demand, operations, and 

HRM, had indirect and positive correlations with entrepreneurial strategy through one or 

more of the three functional area activities with direct links to entrepreneurial strategy (table 

2), so that hypothesis 2 which predicted indirect links between activities in HRM and 

entrepreneurial strategy was also partly supported. It was predicted that all of operations and 

marketing activities will have direct and not indirect links with entrepreneurial strategy. 

Planning and finance positively predicted activities in the majority but not all functional 

areas, but were indirectly correlated with entrepreneurial strategy through the customer 

retention (CR) construct, therefore hypotheses 3 was also partly supported. 

 

(Insert Tables 1 and 2 about here) 

 

DISCUSSION AND IMPLICATIONS 

The study ascertained the pattern among functional area activities that lead to realization of 

entrepreneurial strategy. The findings showed that market-based activities associated with 

customer retention and technology, along-side networking, are critical to successful 
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entrepreneurial strategy in a progressive industry located in a transition environment where 

personal relationships are important to all aspects of life. Firms unable to develop the 

relationships necessary for accessing relevant resources and opportunities are unlikely to be 

as successful in their pursuit of entrepreneurial strategy as those firms which invest in 

developing and managing relationships.  

 

The findings of this study indicate that while entrepreneurial strategy has global application, 

the interrelationships among functional areas activities that lead to its realization will vary 

with the micro and macro settings in which the business operates. In a transition environment 

where business resources are relatively scarce and personal relationships important, both 

market- and social-based activities become essential for accessing resources and developing 

the competencies required to realize entrepreneurial strategy.  It is therefore not surprising 

that networking activities are strongly related to entrepreneurial strategy. These findings are 

consistent with a string of research that have demonstrated positive links between networking 

and business performance for Chinese businesses (Li, 2005; Wu and Leung, 2005; Zhang and 

Li, 2008). Gao, Xu and Yang’s (2008) work revealed a positive correlation between networks 

and innovation. Xin and Pearce (1996) and Peng and Heath (1996) noted that effective 

networks boost capacity for information generation and transmission and provide access to 

supplementary assets, advanced technology and entrepreneurial energy, enabling SMEs to 

pursue growth opportunities. The pooling and coordination of resources in a network also 

facilitates economies of scale, scope and organizational learning that reduce uncertainties 

(Hoskisson, Eden, Lau and Wright, 2000). Despite China’s growing wealth and global 

economic position, relationships continue to dominate business activities due to the enduring 

social system that permeates all endeavors. In effect, in a less than perfect competitive market 

environment, building social capital through network ties is critical to entrepreneurial 

strategies that enhance performance (Peng and Luo, 2000). 

 

The direct positive links between activities associated with customer retention (CR) and 

technology functions and entrepreneurial strategy emphasize the key positions of customers 

and innovation to successful performance in competitive markets (Davies and Walters, 2004). 

These associations are consistent with progress towards a market economy where social 

capital alone is insufficient for pursuing entrepreneurial strategy. According to Scarborough 

(2011:305) ‘loyal, long-term customers are the bedrock of every business’ and ‘high 

customer retention rates translate into superior financial performance’. Developing 
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relationships with existing customers and attending to the mix of benefits required to meet 

their needs (pricing, product quality and distribution) are critical to successful pursuit of 

entrepreneurial strategy. It is likely that products are sold to business customers so that 

building and maintaining relationships with them are vital to realizing entrepreneurial 

strategy. 

 

In an industry where success depends on high and consistent product quality, new product 

development and efficient operations, technology is another functional area of direct 

importance to entrepreneurial strategy. Proactive Chinese firms in the textile industry 

automate and update their production systems to keep up with new developments in the 

global industry. Firms unable to individually acquire the relevant technologies do so through 

their networks. White and Liu (2001) noted that despite increasing autonomy to develop or 

acquire their own technologies, Chinese manufacturing firms continue to rely on technology 

from network partners and research institutions. The findings also demonstrate that 

technology in the industry is generally associated with automation of production processes 

and involves relationships with suppliers for uninterrupted access to inventory and efficient 

operations. As part of information technology, the internet is used to stay up to date on issues 

relevant to the business.  

 

In summary, pursuit of entrepreneurial strategy calls for internal competencies for building 

social capital, managing relationships with customers and accessing relevant technology to 

meet global product quality standards and to stay in touch with developments in the industry. 

 

While networking, customer retention and technology are the core functional area activities 

with direct links to entrepreneurial strategy in the Chinese textile industry, they are 

themselves made effective by their association with other activities that indirectly determine 

entrepreneurial strategy. For example, loyal, well trained and motivated employees are 

critical to building lasting business relationships and for effective use of technology. In the 

family environment that characterizes Chinese small businesses (Lin and Si, 2010), 

employees, their families and close connections become part of the business networks and are 

essential to achieving the goals of innovation and industry leadership. Employees are trained 

for effective use of production technology. 
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An entrepreneurial strategic orientation also requires building new demand for growth and 

developing an efficient production process that meets the needs of target customers 

(Scarborough, Wilson and Zimmerer, 2009). Therefore, the activities that comprise the 

operations and building demand constructs also indirectly determine entrepreneurial strategy 

through their direct associations with networking, customer retention and/or technology. The 

findings suggest efforts to target customers with similar profiles and needs to existing 

customers, as indicated by the direct association between building new demand and customer 

retention (CR), technology and networking. New customers are included in the customer 

retention function, ensuring that all customer needs are met by the same marketing mix. 

Reducing heterogeneity among customers enables small businesses to direct efforts towards a 

limited set of strategic dimensions (Davies and Walters, 2004). Although building new 

demand is a market-based activity, its association with networking is worth noting. New 

customers become part of the firm’s network and assist in attracting other customers. It was 

expected that operations will be directly associated with entrepreneurial strategy, however, 

the results show that it has an indirect association through networking and technology. The 

operations system determines the type of technology required and network ties that need to be 

developed for access to relevant resources.  

 

Activities in several functional areas; building demand, HRM, operations and finance, are 

planned, monitored and reviewed. The positive correlations between planning and these 

functional area activities are consistent with the literature review above. The planning process 

also indirectly determines entrepreneurial strategy through its link with customer retention. 

For a holistic and cohesive system that supports entrepreneurial strategy and ensures targets 

are met, it is important that activities in the various functional areas are planned, monitored 

and reviewed over time. That planning has no link with networking may indicate that 

business relations are spontaneous; the business develops relationships with persons or 

organizations important to achieving its goals, and these are likely to be family and other 

close associates (Fukuyama, 1995). 

 

Sources and availability of funding determine activities associated with building demand, 

HRM and operations, all of which must be financed. Activities in the finance area also 

indirectly determine pursuit of entrepreneurial strategy through their association with 

customer retention activities which also require finance. Customer retention covers pricing 
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which is a basis of income for the business. The absence of a link between finance and 

networking is consistent with the spontaneity of relationships as mentioned above. 

 

The findings indicate that market-based activities become important to pursuit of 

entrepreneurial strategy as the country moves to an established market system with prices and 

sales determined by the market system rather than by government controlled prices. 

However, the market system operates side by side an enduring social system based on 

families, kinships, and clans that extend to business transactions and cannot be ignored in 

pursuit of entrepreneurial strategy. As Fukuyama (1995) noted, the social system with ethical 

rules and norms as the basis of trust may result in more efficient transaction cost than a 

bureaucratic regulatory system based on rules, contracts and litigation. Nonetheless, reliance 

on the social system has its downside and the net effect may be more costly than beneficial to 

the business (Peng, 2003; Yang and Li, 2008; Tan and Tan, 2005). Effective management of 

relationships in the networks is critical to successful pursuit of entrepreneurial strategy. Firms 

must be cognizant of and attend to the risks of depending on network partners, particularly 

the risks of collaborators with divergent economic interests exploiting the trust and mutual 

agreements negotiated (Peng, 2002). 

 

It is not clear as to whether Chinese businesses will fully embrace the market system and 

develop their own individual competences for direct competition. It will be interesting to 

compare findings from this study with the patterns by which functional area activities lead to 

realization of entrepreneurial strategies in other economic and industry settings. Further, an 

investigation into the characteristics of firms that pursue entrepreneurial strategies will add to 

the extant literature. The limitations of the study include the small sample size and restriction 

to one industry sector in one town, so that the findings cannot be generalized.   
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Table 1 

      Functional and Entrepreneurial Strategies: Direct Relationships 
Paths between Constructs Hypothesized 

Relationship 

Actual 

Relationshi

p 

Path 

Coefficient 

(β) 

t-value 

Networking → Entrepreneurial Strategy 

CR → Entrepreneurial Strategy (ES) 

Technology→ ES 

Operations →ES 

 

Build demand → Networking 

HRM → Networking 

Operations → Networking 

Build demand → CR 

Planning → CR 

HRM → CR 

Finance → CR 

 

Build demand →Technology 

Operations →Technology 

HRM → Technology 

Planning → Demand 

Planning → HRM 

Planning → Finance 

Planning → Operations 

Finance → Demand 

Finance → HRM 

Finance → Operations 

Direct + 

Direct + 

Direct + 

Direct + 

 

- 

Direct + 

- 

- 

Direct + 

Direct + 

Direct + 

 

- 

- 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 
 

Direct + 

Direct + 

Direct + 

Indirect + 

 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

Direct + 

0.461**** 

0.187**** 

0.142* 

See table 2 

 

0.246**** 

0.281**** 

0.236*** 

0.209**** 

0.171** 

0.122* 

0.331**** 

 

0.259**** 

0.146* 

0.435**** 

0.340**** 

0.534**** 

0.695**** 

0.419**** 

0.279*** 

0.290**** 

0.391**** 

7.16 

3.87 

1.82 

 

 

4.19 

3.84 

3.39 

4.36 

2.39 

1.66 

5.43 

 

4.04 

1.96 

6.41 

4.10 

9.74 

12.22 

7.59 

3.28 

4.78 

7.33 

* p<0.05, ** p<0.01, *** p<0.001, ****p<0.0001one tailed    

 

Table 2 

       Functional and Entrepreneurial Strategies: Indirect Relationships 
Paths between Constructs Hypothesized 

Relationships 

Empirical  

Links 

Path 

Coefficien

t (β) 

P-value 

Operations →Network→ ES 

Build demand →Network→ ES 

HRM→ Network→ ES 

Build demand  → CR → ES 

- 

- 

Indirect + 

- 

Indirect + 

Indirect + 

Indirect + 

Indirect + 

 

3.06*** 

3.62**** 

3.38**** 

2.89*** 

0.002 

0.0003 

0.0007 

0.0038 

 

HRM→ CR → ES 

Planning → CR → ES 

Finance → CR→ ES 

 

Indirect + 

Indirect + 

Indirect + 

Indirect + 

Indirect + 

Indirect + 

 

1.53 

2.04** 

3.15*** 

0.126 

0.042 

0.002 

Operations →Technology→ ES 

Build demand →Technology→ ES 

HRM →Technology→ ES 

- 

- 

Indirect + 

Indirect + 

Indirect + 

Indirect + 

1.34 

1.66* 

1.76* 

0.18 

0.09 

0.08 

     

*p<0.10, ** p<0.05, *** p<0.01, **** p<0.001, one tailed  
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Figure 1 Proposed Relationships 
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Figure 2: Actual Pattern of Relationships
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Appendix I 

 Results of Reliability and Validity for Strategy Measurement 
Constructs and Measures Mean Std 

Dev 

Factor 

Loadings 

Planning (PL): Composite Reliability = 0.85  AVE = 0.49 

Set business goals 

Make plans and decisions on how to achieve goals  

Monitor performance, review & revise initial plans if necessary  

Analyze financial reports  

Compare actual financial performance with business goal  

Involve family members  in business decisions and goals 
 

Customer Retention Composite Reliability =0.83 AVE =0.4 

Set price in relation to competitors’ prices  

Set price in relation to production costs  

Obtain feedback for improving quality 

Build long term relationship with customers  

Develop a sale distribution network  

Work on relationship with trading partners  

Building Demand Composite Reliability =0.81 AVE =0.45 

Search for new customers  

Use internet to sell products to new customers  

Regularly obtain & analyze market information  

Sell to specific target groups  

Advertise products  

Operation (OP): Composite Reliability = 0.85  AVE =0.53 

Attention to quality in production  

Attention to cost of operations  

Provide feedback to suppliers for improving quality  

Draw up a set of written rules for quality control  

Routinely get feedback from customers for improving quality  

Technology (IT) Composite Reliability = 0.79 AVE =0.44 

Ensure adequate inventory to meet production  

Highly automate production process  

Keep up with changing production technology  

Adopt computer systems for improving production  

Search for information relevant to business from the internet  

Human Resource (HR): Composite Reliability = 0.87  AVE =0.41 

Explain the enterprise goals and policies to staff  

Pay employees above the average rate to attract staff  

Maintain a family environment  

Provide on-the-job training  

Pay for employees’ external training 

Pay bonuses to employees based on performance  

Sponsor entertainment activities for staff  

Promote loyal and obedient staff 

Value opinions of employees on improving performance  

Emphasize safe and healthy working conditions  

Finance (FIN): Composite Reliability = 0.84  AVE =0.47 

Ensure that credit customers pay on time  

Pay suppliers on time  

Keep good credit standing with the banks  

Keep low inventory by producing to actual client orders  

Have a stable channel for raising capital  

Reinvest profit into the business annually  

 

3.33 

3.55 

3.46 

3.73 

3.72 

3.00 
 

 

3.50 

3.42 

3.57 

3.55 

3.44 

3.59 

 

3.47 

3.07 

3.14 

3.47 

3.19 

 

3.59 

3.47 

3.47 

3.59 

3.55 

 

3.06 

3.06 

3.26 

3.62 

2.71 

 

3.38 

3.35 

3.55 

3.42 

3.34 

3.54 

3.33 

3.40 

3.49 

3.43 

 

3.53 

3.61 

3.82 

3.55 

3.50 

3.32 

 

1.15 

0.96 

0.93 

1.04 

1.04 

1.11 
 

 

0.95 

0.94 

0.89 

1.05 

1.08 

1.13 

 

1.05 

1.21 

1.24 

1.05 

1.09 

 

1.07 

1.03 

1.01 

1.07 

1.03 

 

1.16 

1.19 

1.08 

1.11 

1.10 

 

1.08 

1.11 

0.95 

1.14 

1.10 

1.07 

1.10 

1.09 

1.08 

1.13 

 

0.97 

0.96 

1.01 

0.96 

1.02 

1.08 

 

0.72 

0.74 

0.66 

0.70 

0.71 

0.68 
 

 

0.63 

0.63 

0.70 

0.76 

0.64 

0.62 

 

0.68 

0.70 

0.68 

0.64 

0.66 

 

0.78 

0.71 

0.71 

0.72 

0.73 

 

0.58 

0.68 

0.76 

0.72 

0.57 

 

0.67 

0.60 

0.62 

0.63 

0.57 

0.68 

0.67 

0.64 

0.69 

0.63 

 

0.62 

0.74 

0.73 

0.71 

0.60 

0.69 
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Appendix I Continued  

Results of Reliability and Validity for Strategy Measurement  
Constructs and Measures Mean Std Dev Factor 

Loadings 

Network Strategy (NS): Composite Reliability = 0. 83 AVE =0.41 

Cooperate with large companies to improve management  

Develop relationships with large firms for information  

Cooperate with large firms in new products R&D  

Cooperate with universities for R&D  

Build good relationships with the government for information  

Build  effective alliances with other businesses  

Build networks with local industry association  

 

Entrepreneurial Strategy: Composite Reliability = 0.80  AVE =0.50 

Adopt a very competitive, ‘undo-the-competitor posture 

Introduce new products more often than competitors  

Have a strong propensity to undertake high-risk projects  

Aim at leading changes in the industry  

 

3.42 

3.41 

2.71 

2.78 

3.20 

3.35 

3.28 

 

 

3.33 

3.28 

2.90 

3.39 

 

 

1.06 

1.10 

1.17 

1.27 

1.12 

1.01 

1.11 

 

 

0.96 

0.99 

1.08 

1.04 

 

0.63 

0.67 

0.69 

0.63 

0.73 

0.55 

0.59 

 

 

0.74 

0.74 

0.56 

0.76 
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SUMMARY  

Preliminary evidence shows that entrepreneurs strategically use property throughout the life-

cycle (e.g. pre-venture, operational life and post-venture) of their ventures. Depending on which 

stage the venture is at, property may be used for business accommodation or as core part of a 

business, to generate income and accumulate profit, and/or as a long-term investment with a 

view toward retirement income. We extend these findings by investigating the financial 

considerations of entrepreneurs operating small to medium enterprises when making decisions 

relating to property and real estate. We conducted a two-part study consisting of a survey of 194 

entrepreneurs followed by in-depth interviews with SME owners of a variety of businesses 

around New Zealand.  We find a range of views relating to strategic use of property depending 

on the type and life cycle stage of the business and the views of the business owner towards 

property ownership. 
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INTRODUCTION 

Previous research has found that property decisions of entrepreneurs are impacted by personal 

and lifestyle issues, business operations and financial considerations (Levy and Morrish, 2011) 

with property often used strategically to pursue other aspirations. Framed against these findings, 

this paper investigates entrepreneurial decisions relating to property and the financial 

considerations of small to medium enterprises (SMEs) when making such decisions. SMEs often 

start operations from the family home (i.e. the kitchen table or garage) until the business grows 

or is established enough to be moved to an independent location. Nevertheless, businesses need 

premises and the decision as to location, ownership and expansion will often depend on the 

circumstances surrounding the business and the entrepreneur’s pre-disposition to property. A 

study by Morrish, Levy and Dong (2009) found that portfolio entrepreneurs use property 

strategically in business decision making. These decisions relate to finance, building space and 

business operations-related issues. They also found evidence that portfolio entrepreneurs 

incorporate both business and personal wealth strategies in their approach to property ownership.  

Property related decisions can affect the profitability of an enterprise and therefore are some of 

the most important decisions that businesses have to make. Generally, property is one of, if not 

the most valuable asset in many business operations. The recent disasters that hit many parts of 

the world such as the Christchurch and Japan earthquakes and the riots in the UK have shown 

how businesses are significantly affected when their properties are out of action. The speed by 

which businesses are able to recover largely depends on how soon they can start operating again 

and often this is reliant on finding suitable premises. Many of these businesses are small to 

medium enterprises (SMEs) and may be the catalyst to a quick recovery in affected economies.  

Although regarded as the engine of many economies, SMEs are generally financially constrained 

and their ability to raise financing is largely affected by whether or not they have property or 

“bricks and mortar” that they can leverage against any borrowing. In New Zealand, there are 

currently approximately 350,000 SMEs compared to 1,600 enterprises employing 100 FTEs or 

more. The most recent Statistics New Zealand report shows that approximately 90% of 

enterprises employ 5 or fewer people and, SMEs account for approximately 60% of all new net 

jobs in the economy thus their importance cannot be underestimated yet our understanding of 

property issues affecting SMEs is very limited. 
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Moreover, a number of studies have been undertaken in the extant property finance and 

investment literature relating to the optimal allocation of real estate in institutional investment 

portfolios that highlight the importance of property for a number of reasons: as a tangible asset 

which serves as collateral for loan purposes; to assist in the diversification of a mixed-asset 

portfolio, to assist in the optimal allocation of an institutional portfolio consisting of property and 

stocks, as a hedge against inflation, as a production resource and as a strategy for enhancing 

competitiveness. 

These studies help us understand the benefits and the role of property within a large investment 

portfolio or corporation and may help to explain the role of property in the context of SME 

investment since few academic studies have investigated this directly (Morrish, et al., 2009). The 

present study contributes to our understanding of how property might affect the success or 

otherwise of SME operations. In particular, this study focuses on how SMEs utilise property 

strategically as they relate to financial considerations and how their decisions change over the 

life time of the business and the owner. These findings have managerial and policy implications 

and advance our understanding of the interface between SMEs and property. 

 

BACKGROUND LITERATURE 

A quick review of extant entrepreneurship literature reveals a broad range of topics from small 

business and firm-level management, innovation and new product development, strategic 

management, marketing developments in information technology to cognition and behavioural 

studies. As a young and changing field of research (Sarasvathy 2004), it is not surprising that this 

phenomenon has attracted researchers from various academic disciplines and has led to 

tremendous growth in entrepreneurship research and education in recent times. Shane and 

Verkataraman (2000) argue that it is “an important and relevant field of study” and that the 

contribution of scholars from different disciplines and the use of different methodologies would 

hopefully create a “systematic body of information about entrepreneurship.” This paper is an 

attempt to add to this knowledge by investigating the behaviour of SME entrepreneurs relating to 

their property holdings and their role within the business structure and how it affects decisions. 

  

While there may not be a clear consensus on what constitutes entrepreneurship (Gartner, 1989; 
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Shane and Verkataraman, 2000), Bygrave and Hofer (1991) suggest that entrepreneurship 

involves all the functions, activities and actions associated with perceiving opportunities and the 

creation of organisations.  A crucial function of entrepreneurship relates to property and real 

estate decisions as they affect business operations.  Different types of entrepreneurs have been 

identified in the literature, but property related literature has only been so far linked to portfolio 

entrepreneurs (Morrish, et al. 2009), a sub-type of the “habitual entrepreneur,” an individual that 

can and may engage in repeated entrepreneurial behaviour both within the context of an existing 

organisation or in creating and/or acquiring another (MacMillan, 1986; Katz, 1995). Although 

habitual entrepreneurs are distinct from other types of entrepreneurs, there are also differences 

within this group of which two types have emerged:  the serial entrepreneur, who own one 

business after another, but only one business at a time, and the portfolio entrepreneur who own 

more than one business at a time (Hall 1995; Carter, Tagg and Dimitratos, 2004; Morrish 2009).  

 

Research shows that portfolio entrepreneurs start to acquire new businesses not solely for wealth 

generation or creation. Reasons tend to vary from one entrepreneur to another and according to 

location and may also change over time. For example, Westhead and Wright (1998) found that 

the reasons for  starting up businesses for rural portfolio founders was more likely to be related 

to the instrumentality of wealth and to have influence in their local community compared to 

urban portfolio founders who cited reasons linked to the need for independence and taking 

advantage of an opportunity. Portfolio entrepreneurs cite the following reasons for the creation 

and development of business clusters: positive diversification into a new market; plan forced 

diversification into new markets to spread risk or to overcome potential adversity; unplanned 

(opportunistic) diversification into new markets; business creation as a challenge or a hobby; 

ownership of additional businesses to protect a new area or brand name; ring fence a 

geographical diversification; ring fence risk; add value to existing ventures owned by 

entrepreneur; assist a friend or relative; launder money, profits or family assets; avoid paying 

taxes and cut costs and enhance internal efficiencies (Rosa 1998; Rosa and Scott 1999). In many 

cases, property is used as an instrument for carrying out these strategies especially for those 

operating in the SME sector. 
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Despite the popular belief that SMEs are instrumental in the growth of many economies, they are 

generally constrained by the scarcity of resources, thus often rely on the entrepreneur’s personal 

assets to support their business operations. In this setting, property remains a valuable currency 

that could potentially assist SMEs in ensuring the growth, development and in extreme cases, the 

survival of their business. The 2010 New Zealand Ministry of Economic Development report 

shows that SMEs account for 97.2% of total enterprises a figure that compares well to most 

countries (e.g. 99.9% in the UK). Many of these small businesses are owned by what can be 

classified as habitual entrepreneurs, individuals that have multiple business interests at any given 

time.  

A review of studies on property finance and investment literature relating to the optimal 

allocation of real estate in institutional investment portfolios show the importance of property as 

a tangible asset which serves as collateral for loan purposes (e.g. (Bradley, Jarrell and Kim, 

1984; Titman and Wessel, 1988; Rajan and Zingales, 1995); to assist in the diversification of a 

mixed-asset portfolio (e.g. Hartzell, Hekman and Miles, 1986; Webb, Curcio and Rubens, 1988; 

Kallberg, Liu and Greig, 1996), to assist in the optimal allocation of an institutional portfolio 

consisting of property, stocks and bonds (Webb, Curico and Rubens, 1988; Kallberg, Liu, Greig, 

1996);  as a hedge against inflation (Hartzell, Hekman and Miles,1986); as a production 

resource (Singer, Bossink and Putte, 2007; Heywood and Kenley, 2008) and as a strategy for 

enhancing competitiveness (Wills, 2008). 

When combining these literatures it is evident that large investment portfolios and corporations 

utilise property strategically to increase profitability.  It is anticipated therefore that this use of 

property may be translated into financial and business benefits within the context of SMEs. Little 

academic work, has investigated this directly and this study provides an opportunity to begin to 

understand the role of property and strategic property decisions within the SME context.  

Morrish et al., (2009) investigated the role of property within a portfolio entrepreneur’s group of 

businesses from an analysis of interviews undertaken in Morrish (2009). They found three 

primary motivations as to why portfolio entrepreneurs invest in property assets. These are 

categorised as finance and investment, business-related and personal motivations; and included 

such factors as the raising of capital, accumulation of profits, diversification and risk reduction, 
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taxation motives, income protection, business accommodation, an exit strategy, assisting family 

members, acquiring the family home and retirement (See Table 1).   

Table 1.  Role of property in an entrepreneur’s business portfolio 

Finance and investment 

purposes 

Business related purposes Personal reasons 

Raising capital Real estate asset to run the 

business from 

Assist family member to 

enter a business 

Accumulating profit As a core business Acquiring the family home 

(family assets) 

Diversification and risk 

reduction 

Exit strategy Keep property assets for 

retirement income 

Taxation reasons Providing space for other 

business activities 

 

Income production Entry into business  

Source: Morrish, Levy and Dong (2009) 

In addition, they found that the role of property changed through the life cycle of the business 

portfolio; whereby as an entry strategy, property is used for wealth creation and collateral for 

loan purposes; at mid strategy it is complementary to the core business and on exit it may be 

used as providing retirement income and family inheritance (See Table 2.)  

Table 2. Role of property in the mixed portfolio life cycle 

Entry strategy Mid strategy Exit strategy 

Wealth creation Complementary to core 

business 

Retirement income 

Collateral for loan purposes  Family inheritance 

Source: Morrish, Levy and Dong (2009) 

This study, although important in highlighting the strategic importance of property to portfolio 

entrepreneurs was however based on interviews designed to collect information on a broader 

range of topics. The participants were also limited to a specific area of the South Island of New 

Zealand. The present study builds on these findings by extending the methodology designed 

specifically for this purpose and to widen the sample of interviewees. 
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METHOD 

The main aim of the research is to capture the views and perceptions of owners/founders of 

SMEs relating to the strategic role of property in their business focussing on finance and 

investment. The study employs a multi-method approach comprising both quantitative (survey) 

and qualitative approaches (multiple case studies) to best explain the phenomenon being studied 

(Gartner and Birley, 2002). This two-part study included a survey of entrepreneurs followed by 

in-depth semi-structured interviews with targeted entrepreneurs from the North and South islands 

of New Zealand. 

Part one involved an online survey of 194 New Zealand SME entrepreneurs designed to assess 

the influence of property on their business and to validate some of the results found in previous 

studies.  The participants’ commercial interests covered a wide range of business activities as 

classified by the Standard Industrial Code (SIC) of Australia and New Zealand (see Figure 1) 

with a majority involved in manufacturing. 

Figure 1:  Industry classification of survey participants’ businesses 

 

The survey was followed by a qualitative investigation into targeted cases using semi-structured 

interviews. The focus of this investigation is to gain an in-depth understanding of how SME 

0% 
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entrepreneurs perceive their strategic use of property in terms of finance and investment.   In-

depth, one-to-one interviews with 12 entrepreneurs from both the North and South Island of New 

Zealand were carried out. These entrepreneurs were all experienced and have owned or currently 

own, two or more businesses. The range of businesses include: medical centre, farm, property 

investment company, IT and web design company, food importing and distribution business, 

mobile phone retailer and importer, manufacturer of bulk water purifiers and coolers, office chair 

wholesaler, property development company, and small electrical goods manufacturer.  

Qualitative methodology is deemed appropriate for this phase of the research as our goal is to 

provide a rich and depth of understanding of the issues around property decisions.  It allowed the 

researchers to work closely with participants and collect information pertaining to their personal 

thoughts and experiences (Bonoma, 1985; Yin, 2003). One-to-one in-depth interviews also 

encourage participants to speak openly and frankly (Anastas, 1988). An interpretive approach is 

adopted as the research seeks to understand the complex nature of reality (Levy and Lee, 2006). 

The goal is not to test relationships, but to understand behaviour through the experiences of 

entrepreneurs as the researchers converse with them about their different experiences. Thus, 

through a construction of their understanding of reality, a deeper appreciation of the factors taken 

into consideration by entrepreneurs when making strategic property decisions is formed. 

A purposive sampling strategy was used to recruit the participants. All the 12 participants are 

SME entrepreneurs from a range of businesses from both the North and South Island of New 

Zealand. As the founder/owner, they are therefore able to clearly articulate their perceptions of 

property from a strategic viewpoint (Eisenhardt, 1989; Miles and Huberman, 1994). Ten of the 

entrepreneurs interviewed were male and two female.  

All interviews followed a common framework but were relatively unstructured; each interview 

lasting approximately 60 minutes. The collection and analysis of these interviews were designed 

to reveal the way in which entrepreneurs perceive property from a strategic perspective. 

Participants were initially asked to provide an outline of their business/es and their role within 

it/them. This was then followed by discussion of their past and current property interests to map 

out their activities relating to property over their entrepreneurial career up to the time of the 

interviews. Other factors such as whether they had been involved in property investment, 

development or leasing were also examined and how this related to the business lifecycle. The 
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number of participants was governed by “sampling to exhaustion”, the point where no new 

themes emerged from each additional interview (Carson et al, 2001; Levy & Lee, 2006; Strauss 

& Corbin, 1998). 

The interviews were taped with the consent of the participant and transcribed.  The results of this 

research are based on a thematic analysis which was conducted by both authors.  Thematic 

analysis is the encoding of the interviews, resulting in the development of categories and themes 

or patterns about the phenomenon (Miles and Huberman, 1994). The goal of the analysis was not 

to find identical themes, but for each coder to contest and supplement each other’s analysis 

thereby strengthening the interpretation (Levy and Lee, 2006).  Thus, one author provided her 

interpretation of the themes, and the other commented on their plausibility.  The goal is to ensure 

trustworthiness and the adequacy of the data for addressing the research objectives (Lincoln and 

Guba, 1985; Strauss and Corbin, 1998).  Any differences were debated, leading to the discovery 

of themes that had not been identified by either coder.  Each coder then re-read the transcripts to 

verify the themes discovered in the first iteration (Levy and Lee 2011).   

 

RESULTS AND IMPLICATIONS 

The importance of property ownership for many SMEs was evidenced in the survey where 

results show approximately 50% of respondents owned property related to their business.  A 

significant majority of the survey respondents (65%) agree that owning property has had an 

impact on their business decision making (see Figure 2).  

 

Figure 2: Property impact on business decisions 

   

 

Property ownership has had an impact on my business decision 
making. 

1 - Strongly agree 
2 
3 
4 
5 
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In addition, over 87% of those owning business-related properties see this as a sound strategic 

decision as shown in Figure 3. These findings emphasise the prominence of property decision 

making within the SME experience and therefore the opportunity to understand more about the 

strategic use of property as one of the most valuable assets in a business operation from both a 

capital asset and a strategic perspective. 

 

Figure 3: Property ownership as sound strategy 

   

 

The survey provided further insight into how SME entrepreneurs use property throughout the life 

cycle of their ventures. From a financial perspective the perception of entrepreneurs that property 

can be utilised effectively for accumulating profit and for long-term investment and therefore is 

important not only at the pre-venture stage but also during the operational life and at the post-

venture stages of a business are highlighted in Figure 4. 

These survey insights again indicate a variety of views which were further explored in the 

interviews that bring to light the complexity of decision making surrounding property within a 

business context and the unique needs and perceptions of business owners in the area of risk 

management. An example of the array of opinions can be observed from the following quotes: 

“… yes they certainly put the valuation as strength on our balance sheet.”  

“... it’s tough enough building businesses, internationally competitive businesses from 

New Zealand without tying up big chunks of capital in, you know, dead assets...”  

 

 

Property ownership has been a sound strategic business decision. 
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Figure 4: Role of property in the business life cycle 

 

 

Overall the results confirmed those highlighted in Morrish et al., (2009), that property decisions 

are influenced by personal/family issues, business opportunities and financial considerations and 

the strength of each of these considerations vary over the stages of the business and 

entrepreneur’s life cycle. Strategic property decisions of SME owners may be influenced by a 

combination of business and personal aspirations. These decision makers not only assess 

property in terms of a financing and investment vehicle but also its relationship to their personal 

life and business operations. Many of these issues overlap and may also change in relation to the 

business life cycle. We however, focus on the financial implications of these considerations (see 

Fig. 5) 

We investigated the survey results in depth with interviews. Overall, six main themes emerged 

from the interviews all relating to financial considerations affecting business decisions. These 

relate to: i) raising capital and bank lending policy; ii) tax considerations; iii) effects on business 
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operations, iv) respondents’ view of property as an investment versus a wasted resource; v) 

diversification and risk reduction and as vi) a source funding of retirement and succession plans. 

Figure 5:  Focus on major factors financial considerations affecting property decisions for 

SMEs 

 

 

 

 

 

 

 

 

 

 

 

 

 

Raising Capital and Bank Lending Policy 

Raising capital and bank lending policy were seen as among the major issues facing all new 

businesses and become a major issue for small business starting up without access to alternative 

capital investment. In order to borrow from a bank in New Zealand, small business owners are 

generally required to give a personal guarantee and first priority over a property (often the family 

home) to the bank. Ownership of property was also critical in reducing the cost of capital with 

evidence of reduced interest rates for asset backed securities. This position is seen by many SME 

owners as inequitable as it incentivises the purchasing of property rather than investing directly 

into a business. Many therefore believe that banks should be more open to take risks and lend 

against cash flow resulting in more investment into businesses.  

 “Without owning property, I don’t think, to be honest, there would have been a business, 

when I started off” 
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Tax Considerations 

The effect of tax incentives were also seen as instrumental in the decision to own real estate, for 

example in New Zealand (at the time of the interviews), tax incentives were perceived by 

respondents as favouring property as an investment. This was reflected in our participants 

demanding a level playing field to encourage more business investment. 

“So the first one was for investment and the second one I bought it was going to be my own, 

but it was cheaper to rent and rent that one out and run it at a tax loss so I did that for a few 

years ...”  

These views were reflected in the New Zealand Government’s Budget of 2010 where they 

introduced the Taxation (Budget Measures) Act 2010. This Act included the removal of the 

allowance on the depreciation on “long-lived buildings”.
1
  

Effects on Business Operations 

The attitude of businesses to owning their own commercial building was clearly divided between 

entrepreneurs that perceived their property as being complementary to their business and 

required the stability of a specific location and those that perceived their business operations as 

independent to their building and could work “anywhere”. An example of land and building 

ownership being important were farms where certainty of location affected the productivity of 

the business as farmers renting their land would not want to invest in fertilisers or other 

improvements.  

“That is what I mean it is far less reliable, someone could take it away. Because you put 

a lot into the land with farming, you are not likely to do that for someone else. Whereas 

in town you can pick up a business and take it to Africa if you wanted to couldn’t you? So 

it is a little bit different.”  

Another example was an entrepreneur who had built a medical centre which accommodated her 

husband’s practice and a variety of other tenants. The specific location of the practice was crucial 

to its success as it relied on clients living around the vicinity. Therefore for businesses where 

location, control and long term stability are paramount, the benefits of property ownership were 

clear.  

                                                            
1 For more information see http://www.ird.govt.nz/technical-tax/legislation/2010/2010-27/leg-2010-27-building-depreciation. 

http://www.ird.govt.nz/technical-tax/legislation/2010/2010-27/leg-2010-27-building-depreciation
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 “your tenancy comes to an end, well where does your medical practice go.. .. when 

location is actually really really important because your patient base come generally 

within a five kilometre radius of where you practice, so every time if you move, you 

significantly, or you can significantly affect your patient base” 

The business needs of SMEs not surprisingly have a major effect on strategic property decisions. 

In general, these can be divided into two categories; operational and business strategy. 

Operationally, the importance of the location and visibility of the business and its attractiveness 

for staff and clients are essential considerations whether renting or purchasing property.  

“Having  good premises is important to me as far as making a good impression to the 

customers, but that’s all that matters to me.”  

“Everything’s about our staff, and so being outside of the CBD does give us the 

advantages of car parking”. 

The decision to own or lease property to accommodate a business operation is complex. There 

are numerous factors relating to the business from an operational and strategy perspective that 

business owners take into account when making these decisions. Our investigation identified two 

primary issues: the first of these is the proximity of a business operation to its market, in general 

terms the closer a business is to its market then the more likely they are to own their own 

property, however if their market is remote, (e.g. overseas) then there is less pressure to be 

located in a specific location and thus a lesser likelihood of the need for ownership. The second 

is the length of time a business anticipates that the business should be located on a specific site. 

If they need to be situated there for a considerable period of time, then property ownership 

makes good sense even if that means creating a property holding company that leases the 

property to other businesses in the portfolio. The importance of a business to have control over 

its operations by way of expansion and growth led a number of our participants to conclude that 

ownership of their own premises was attractive. Ownership gave them the flexibility they need to 

make changes and provide flexibility. 

“... what you’ve got for the business is you’ve got a certainty and assurance and you’ve 

got control over, over what you can do with it, whether you can expand and how 

configure it.”  

Whether a company’s underlying motivations are primarily for mobility or stability seems to 

influence their choice of whether to own or lease their premises. For companies that require the 
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long term stability as alluded to previously ownership is seen as a bonus, however for businesses 

that require being mobile, then leasing is seen as the tenure of choice. 

“...it enabled a lot more sleep at night, knowing you’re in control of both your business, and 

you’re making it, having it fit to the expectations of future developments... entrepreneurial, 

but not high risk.  

 

Property: Investment vs. Wasted Resource  

A number of business owners confirmed a preference to investing in their own building rather 

than to “...spend money that would go straight to the landlord”. Conversely, business owners 

whose operations were perceived as independent of their building tended to have an 

unfavourable view to owning their own commercial building, this seemed particularly important 

in the case of the two information technology (IT) related businesses where both entrepreneurs 

argue they do not need property to carry out business.  

The purchase of a residential property at a young age is a common practice among the 

entrepreneurs interviewed; coming from either a passion for property or an opportunistic 

viewpoint. These properties allowed them to raise the initial capital either from the bank or from 

the sale of the property to invest in a business.  

 “Initially the house supported the business, then the business supported the house.” 

 

Diversification and Risk Reduction  

The capital gain from property ownership can act as a vehicle for diversification and risk 

reduction and considered as major attractions by a number of business owners. The preference 

for property ownership was also seen to be affected by the life cycle stage (e.g. maturity) and 

type of business (agriculture-based) and the attitude (favourable/unfavourable towards property) 

of the business owner. As business grows and matures the attitude towards investment property 

and risk may also change and for many businesses the requirement to own a property for 

borrowing purposes and lowering the cost of capital diminishes as the ability to borrow against 

cash flow increases. However, this may not necessarily occur especially when another large 

injection of capital is required which may be over and above the value of assets owned by the 

company.  
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“…we sold the original building which we had bought off Westpac which we paid 

$300,000 for and sold for $1.3m, which was more money than we made into the company 

to that date!” 

 

Funding Retirement and Succession Plans 

Property ownership is also widely considered as a fall back option in retirement and for 

succession planning. This is often in the ownership structure of business assets whereby, the 

business is owned separately from the premises.  

“We see this as our retirement fund ... as being quite distinct and in having it as a 

retirement fund and wanting to hold it a lengthy period of time...”  

Unlike institutional corporate real estate investment decisions in property, personal attitudes, 

attributes, expertise, personal requirements and perceptions of SME owners have a major effect 

on strategic property decision making.  Some business owners have a passion for property 

investment and/or development. These business owners had from a young age generally chosen 

to invest in a residential property and had thus gained expertise and confidence in the property 

area which they utilised to inform their business later in their entrepreneurial career. It is not 

uncommon amongst these business owners for property to be viewed holistically as providing a 

secure income or asset for succession and retirement planning. In so doing, the business can be 

sold but they retain separate ownership of the property and can still derive income after they 

have exited the business. 

“Property’s somewhere to live, it’s an asset that can be liquidated reasonably, given 

you’ve got a good equity position and you’ve held the property for a decade or so, you 

might not make top dollar, but you’re not going to be disappointed , so you’re basically 

translating those assets to cash to fund retirement.” 

Despite their views on property ownership within the business context, all our participants 

however owned their own home which in most cases formed part of a family trust to safeguard 

the family if the business gets into difficulties. Finally, there is evidence that a number of SME 

owners invest in property or property developments to assist other family members. 

“My structure is that I have a family trust for the family home, and I have another for all 

my commercial activities”. 

 “We invested in the residential development company to focus my brother...” 
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Overall the study highlights a number of financial considerations that may influence the type of 

strategic property decisions made by SMEs. The question of whether business should own, rent 

or lease is fundamental to most of these choices and is influenced by many factors which can be 

categorised under financial requirements. These factors often merge with each other and can 

change in importance over the term of the business life cycle whereby property plays a 

significant role in strategic decision making from venture entry to exit. 

 

CONCLUSION 

This study advances theoretical and practical understanding of the interface between SME 

operations/processes and strategic property management and development, enhancing our 

understanding of the value property brings to business. It is important to note that there is clearly 

a divide between entrepreneurs wanting mobility, who tend to be averse to property ownership, 

and those who value property as an important component of growth or stability for their 

businesses. Additionally, it is also important to recognise that property ownership decisions are 

not only influenced by business strategy but also by external factors such as lifestyle, financial 

and personal considerations. 

With regards to property ownership, many SMEs reluctantly become property owners to secure 

funds for growth as banks only lend on tangible assets. Stakeholders therefore need a solid 

understanding of property because it involves strategic decisions with huge implications and for 

many enterprises it represents a cost second only to the payroll and in some cases constitutes a 

major investment. 

 

Understanding the dynamics that exist within this context has practical implications for theory 

and practice. The study involved in-depth interviews with a number of entrepreneurs where 

information was collected directly from the person responsible for making property related 

decisions. We have gained in-depth insights into their motivations, apprehension and personal 

and professional views on property. Applying a combination of finance literature and research 

studies relating to entrepreneurial behaviour adds to our understanding of the strategic value of 

property in entrepreneurial SME ventures. The study also highlights the importance of 

understanding the life cycle effects of property investment as well as the importance of the 
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influence of personal requirements in business decisions. In addition, the results of this study 

provide practitioners with a deeper insight into the way SMEs view, acquire, manage and dispose 

of property and have implications for banking and fiscal policy to enhance economic growth and 

challenges relating to the education of small business owners to make more informed strategic 

property decisions. 
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UNDERSTANDING ENTREPRENEURSHIP AND THE CHALLENGES OF   

       SMALL ENTERPRISE MANAGEMENT IN MOPANI:  2003-2008. 

  Aaron Ramodumo, South Africa (Limpopo Province- Giyani) 

 

Abstract 

The public reforms that began immediately after 1990 in South Africa had laid foundation for an 

increased number of small businesses enterprises. With millions of South Africans unemployed, it 

became essential that every opportunity for job creation and the generation of sustainable jobs 

was natured.  However, Mopani small business growth and development has remained slow and 

suspect. This is becoming a threat that leads the country teetering on the brink of becoming a net 

importer of food. The research on Understanding Entrepreneurship and the Challenges of Small 

Enterprise Management in Mopani: 2003-2008 comes at an important time of need to reflect on 

the success, challenges, growth and sustainability of small enterprises in Mopani as case study. 

The study employed the qualitative study to understand how entrepreneurs conduct their 

businesses.  A multiple case study method was undertaken with 30 entrepreneurs to pursue this 

research in the Mopani District Municipality of Limpopo Province. The study revealed that the 

entrepreneurial practices and procedures of running small agricultural enterprises were 

multidimensional and diverse. The research concludes that business success is a consequence of 

embracing a mix of strategies, which may be both formal and informal. Given the challenges that 

agricultural small enterprises experienced, government and policy makers need to consider 

poverty reduction strategies that would ensure sustainable agricultural small enterprises.    

 

 

Key words: entrepreneurship, challenges, small enterprises, management, development 
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INTRODUCTION AND BACKGROUND 

Small enterprises have become the backbone of many economies around the globe and the 

importance of small and medium-sized enterprises (SMEs) to economies around the world had 

begun to be beyond dispute. Throughout the world, small enterprises are hailed as drivers of 

economic growth and development, a seedbed for future development and that they provide 

employment and to a great extent, promote the standards of living of communities. Survey has 

shown that, on a global scale, more than 90 % of all businesses are SMEs (Massey, 2005). In 

most developing countries in the Southern Africa, small enterprises contribute significantly to 

job creation and to the overall gross domestic product (GDP) of their countries (Herrington, 

2011), and employs 22 % on average of the adult population in five Southern African countries, 

compared with only 15 % of the adult population employed in the formal sector (Brink, Ligthelm 

and Cant, 2001). Clearly, owning and running a small enterprise in South Africa has become a 

dream to which people aspire. Many revere and envy the brave and successful entrepreneurs who 

have taken the leap into small enterprise and enjoy independence and the fruits of a self-made 

fortune. However, the idyllic picture only holds true for two of every ten enterprises. 
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In South Africa, the public reforms that began immediately after 1990 had laid foundation for an 

increased number of small businesses enterprises. The South African government had identified 

growth and economic empowerment as key to the sustainable growth of the economy. With 

millions of South Africans unemployed, it became essential that every opportunity for job 

creation and the generation of sustainable jobs is natured.  More income generating programmes 

and projects such as small enterprises begun as a way to address widespread poverty, 

unemployment as small enterprise were perceived to have an important role in job creation and 

income generation.   

 

With the help from various organisations and state organs, some new and previously 

disadvantaged business individuals began to test business opportunities and profit. A whole 

range of self-employed small business (agricultural small enterprises) began and gained speed as 

a consequence of the reforms and support that took place with the dawn of democracy for the 

first time in decades. Government’s idea was to encourage people doing it for one-selves to 

reduce poverty and create jobs for South Africans.  This further contributed to a growth in the 

number of self-employed individuals and an increasing recognition of importance of small 

enterprises in the South African economy.  

 

However, the Mopani small business growth and development has remained slow and suspect, 

and has become a threat that is leading the area teetering on the brink of becoming a net importer 

of basic food. Simply put, there are less successful small and medium enterprises in Mopani, a 

clear indication that such revered creators of wealth are not escapists of poverty. Despite the 

sector’s contribution to Gross Domestic Product (GDP) and employment in the locale, the rate of 

business failure has shown an increased in Mopani. In this area, small business growth and 

development has remained slow and suspect. For every ten new small enterprise ventures in 

Mopani, seven survive their first year, three will still be going after three years, and only two 

remain after five years (Klein, 2002). Most of these small enterprises are often plagued by 

challenges that often lead to business collapse. In most cases, the collapse is attributed to 

venturing into small enterprises without prior knowledge of the demands of an enterprise and 
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how business has to be conducted, or venturing into small business not out of perceived 

opportunity, but out of an opportunity made available to start a new business.  Most importantly, 

the circumstance under which small enterprises were conceived has had an effect on the 

likelihood of its survival.  

 

Despite the increased attention paid to accelerated small business development, there is much 

that is unknown about processes and practices in conducting successful small business. Little is 

known about the practices, procedures and context within which individuals who own and 

manage such businesses operate. The research on understanding entrepreneurship and the 

challenges of small enterprise management, seeks to understand and identify practices and 

patterns of successful agricultural entrepreneurs in Mopani District Municipality of Limpopo 

Province. In a nutshell, the researcher seeks to understand how successful small enterprise 

managers run their businesses (understanding the business of doing business). The researcher 

aims to identify patterns in successful small enterprise agricultural business so as to inform an 

understanding of the success and failure variables that impact on entrepreneurs.  

 

SMALL ENTERPRISE DEVELOPMENT IN MOPANI  

 

The research study takes place within Mopani district municipality, a rural municipality and a 

home to 1, 2 million people of which 77% live below poverty line (Mopani District Municipality 

Revised Integrated Development Plan, 2007). Mopani (figure 1) is a predominantly agricultural 

and tourism district municipality in the North East of Limpopo Province with abundant land for 

farming opportunities in its five local municipalities. The district municipality borders one of the 

world’s premier wildlife parks, the renowned Kruger National Park in the east.  

 

Figure1. Map of the five district municipalities in Mopani 
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Source: http://demo.demarcation.org.za.info  

 

Mopani district is a rural municipality mainly characterized by rural conditions with high 

unemployment, low levels of economic activity, extreme poverty, service delivery challenges 

and capacity constraints. As a result of these conditions, many people in Mopani have become 

entrepreneurs, with others becoming successful and others not. In the small town and network 

points, hawkers ply their trade in vegetables, thanks to successful entrepreneurs from whom 

hawkers stock. Faced with prohibitive transportation costs to reach Gauteng markets and with no 

formal fresh produce market in Mopani, these entrepreneurs and emergent farmers rely mainly 

on local supermarkets and informal traders to sell their produce. Other potential customers to 

these entrepreneurs are established fruit and vegetable traders, general dealers, grocers, 

supermarkets, caterers and restaurants. Primary agricultural activities in the area include small-
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scale farming, livestock farming, poultry, beef and goats. Furthermore, the area is known for the 

production of citrus, tomatoes and other subtropical fruits and vegetables.  

 

Mopani has 60, 4% unemployment rate, low levels of economic activity, and extreme conditions 

of abject poverty. Almost 80% of people in Mopani live in rural villages and the majority 

struggle to survive. About 39 % of the working population is farm workers (Mopani District 

Municipality Integrated Development Plan, 2007). Most people in the district rely heavily on 

government social transfers for their livelihoods and any other assistance that either comes in the 

form of grants to encourage the exploitation of opportunities, creation and development of small 

enterprises, or money from relatives working in other major South African towns.  

 

The area is good is an important agricultural are. The soil is good for farming and is productive. 

The district and local municipality, together with private organizations such as commercial banks 

had provided grants to individuals and organized groups of people (mostly poor women) to start 

some business. The aim of the municipality though, was to assist some ailing enterprises and to 

create conditions which would allow small enterprises contribute to small scale employment 

generation and in profit making. In 2003, a total of 105 small scale farmers received funding as 

assistance to either improve their ailing conditions or kick them into entrepreneurial action. The 

money came handy from those that had already started. 

 

 

Furthermore, the municipalities established links with department of agriculture to provide 

regular assistance that the farmers needed. The initiative by the Municipality was not only aimed 

at encouraging small agricultural enterprises, but improving the quality of people’s lives and 

creating better lives for entrepreneurs and others. Most of the businesses that received financial 

support from the district municipality have had some potential challenges that led to their 

demise. In some places, and particularly in Mopani, only few small enterprises still remained 

operating.  
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The problem for Mopani district has however remained the development of successful and 

sustainable small enterprise agricultural sector that addresses the high levels of poverty and 

unemployment, thereby creating profit and stimulating the local economy. Most of the 

established farming businesses, which include amongst others, fruit and vegetable producers, 

have collapsed. There are few successful agricultural small enterprises amid the increasing 

numbers of entrepreneurs who are falling by the wayside of small enterprise development. This 

has become a worrying phenomenon considering the amount pumped into small enterprises to 

jerk them up. On the basis of the above, it is therefore required to identify and understand 

practices and patterns of how developing agricultural entrepreneurs run their business in the 

Mopani District Municipality of Limpopo Province.  

 

The study would hopefully generate innovative ideas and activities, distinct approaches to 

entrepreneurship based on successful practice and will inform sustainable small business 

development and how others can develop and succeed. The study further generates and expands 

academic knowledge and understanding in the nature of and success of small enterprises in rural 

and disadvantaged communities.  Hopefully, small enterprise managers may use the study to 

reflect on their practices, review or assess what works for them or does not and thus develop a 

panacea to improve their business effectiveness.  

 

THE SIGNIFICANCE OF THE PERIOD 2003-2008 

 

The period of study, which is between 2003 and 2008 is important in the sense that the first 8 

years from 1994 (the birth of a new South Africa), government was busy with policy 

formulation, legislation and strategies on small enterprise development. Such policies, strategies 

and legislations were effective from 2003, and there was a huge capital investment on the 

skilling and the development of small enterprises. The area of Mopani was not left out. It was 

therefore important to look at the period under reviews so that the research is able to unravel the 

potential success stories, developments and challenges so that this would inform the kind of 

interventions in the development of small enterprises in the rural areas going forward. 
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PROBLEM STATEMENT                                                                                                                                                   

 

Much of a study on entrepreneurship and small enterprise management has largely been on how 

to start and succeed in a small business. Whilst voluminous literature and extensive research 

studies have been conducted on the requirements for successful small enterprise, little attention 

was paid on the practices and procedures for successful small entrepreneurs. There is not enough 

information from which lessons can be drawn with regard to how successful entrepreneurs make 

decisions and what influences such decisions. There is few and far between literature on an 

entrepreneur’s conduct, behaviour and how these factors influence the decision that leads to the 

success of an individual entrepreneur. Therefore, it is of outmost importance to understand how 

and what contributes to the development, success and challenges that small enterprise 

experience.  

 

 

 

 

PURPOSE STATEMENT 

 

The purpose of the study was to identify, understand practices and procedure of how 

entrepreneurs run their business as leaders of their businesses in the Mopani District 

Municipality of Limpopo Province. The study presents the business of doing business by Mopani 

entrepreneurs, their success stories, as well as the specific challenges facing the area as a rural 

and disadvantaged community of business persons. The study further sought to understand how 

an entrepreneur arrived at making certain business decisions, understand traits, effects and other 

characteristics that may have had an influence in the success of an individual entrepreneur.  

 

 

RESEARCH QUESTIONS  

 

The research was guided by the following three overarching research questions: 
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 What factors, both practical and procedural may be relevant to small enterprise success? 

 What effect does business management practice have on the success of small enterprise? 

 How should entrepreneurs manage their business and relations with customers if they are 

to succeed? 

 

REVIEW OF LITERATURE.  

 

I an attempt to understand the procedure and practices of small enterprises management, the 

review of literature focused on theories of entrepreneurship (discovery and creation) as a basis 

for understanding entrepreneurial practice and procedure of doing business, the effects of such 

practices, challenges and breakthrough moments that informs how other businesses can develop 

and succeed. But first, understanding of some concepts was necessary.  

 

 

 

CONCEPTS AND DEFINITIONS 

 

The concept of entrepreneurship relates to starting a new venture from limited resources. The 

term entrepreneurship originally derives from the French ‘entreprende’, meaning to undertake 

(Kuratko and Hodgetss, 2001) or a person who undertakes (Massey, 2005).  It refers to capacity 

and willingness to undertake organization, and management of a productive venture with all 

attendant risks, while seeking profit as a reward.  It is defined as “an activity that involves the 

discovery and exploitation of opportunities to introduce new goods and to make profit (Shane, 

2003, p.6).  

 

In an attempt to situate the research within relevant literature and the current knowledge base, 

concepts of small enterprise, which is statistically defined (Table 1), management and the 

relationships between them were explored to provide a better understanding and relevancy to 

research study.  

 



 

10 

 

Table 1: Definitions of small, micro, medium and large enterprises 

Category EU USA Australia UK RSA 

Micro 0 to 10 0 to 9 0 to 5 0 to 9 0 to 4 

Small  11 to 50 10 to 99 6 to 19 10 to 49 5 to 50 

Medium 51 to 250 100 to 499 20 to 200 50 to 249 51 to 199 

Large 250+ 500+ 200+ 250+ 200+ 

Bolton Committee (1971)  

Although there is no universally accepted definition of small enterprise, South African small 

enterprise is defined according to staff headcount and turnover.  The country has adopted the 

Bolton Committee (1971) and the International Labour Organisation (ILO)’s definition which 

has formulated an economic and statistical definition of a small enterprise wherein under the 

economic definition, an enterprise was regarded as small if it has a relatively small share of their 

market place, is tax registered and meets other formal tax registration requirements, it is 

managed by owner in a personalized way. In this study, small enterprise was regarded, or rather 

defined as a business which is independently owned and personally managed by its owner and 

which employs not more than 50 regular employees.  

Whereas the concept of management was perceived as a rational process of getting things done, 

with the help of other people, by performing tasks such as planning, organising, leading and 

controlling, aimed at achieving the goals of a business enterprise, management was defined as “a 

practice of utilizing all available resources to obtain a desired result” (Gupta, McMillan, & Surie, 

2004, p. 241).  

 

THEORETICAL BASIS 

 

Entrepreneurship research focused on two basic dimensions: individual (trait) approach and firm 

(behavioural) approach, mainly concluding on the outcome as a new value creation that fuels 

economic growth. For many years academic debate have performed in the origins of 
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entrepreneurship and the skills required to run business. Although many studies tried to identify 

an entrepreneurial personality as a specific set of traits that distinguished entrepreneurs from 

general population, there has been a substantial amount of disagreement concerning the concept 

of the entrepreneurial personality. Whereas scholars such as Drucker (1985) assert that 

individuals can be taught to be entrepreneurs, others consider this as impossible. However, Zahra 

and Dess (2001) are to the contrary. While he [Drucker] is probably right that the nuts and bolts 

of entrepreneurship can be studied and learned, the soul of an entrepreneur is something else 

altogether Zahra and Dess (2001). Zahra and Dess (2001) further indicate that entrepreneur can 

be a professional manager, but not every manager can be an entrepreneur. Whether 

entrepreneurial tendencies exits at birth or are developed as a person matures, certain traits 

(which are not necessarily a product of classrooom learning) are usually evident in those who 

enjoy success. From the above theoretical framework on entrepreneurship, what remains of 

interest is an understanding of practices and procedure of how successful entrepreneurs run their 

business as leaders of their businesses in an environment with high mortality rates of such 

enterprises.  

    THEORIES OF ENTREPRENURSHIP   

 

Two particular theories, which are the discovery and creation theories, have come to dominate 

the scope of entrepreneurship and discussions on small enterprise activities. The two theories 

have adopted different theoretical assumptions, most of which concern three central features of 

entrepreneurial phenomenon: the nature of entrepreneurial opportunities, the nature of 

individuals as entrepreneurs and the nature of decision making context within which 

entrepreneurs operate. The two theories are complementary, constitute the logically consistent 

assumptions about entrepreneurship and provide sets of assumptions which can be applied to a 

widely studied entrepreneurial and small enterprise management phenomenon. Bull and Willard 

(1993) suggest that a successful small enterprise is a product of not either the creation or 

discovery theory, but the application of both such theories of entrepreneurship.  

 

The Discovery theory/ Individual/ Opportunity nexus view 
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The theoretical view in the discovery theory, which is often called the Individual / Opportunity 

(IO) nexus, provides three theoretical assumptions of entrepreneurship, that opportunities are 

objective, individuals are unique and that entrepreneurs are risk bearing. 

 

The first assumption of discovery theory is that opportunities are objective. The discovery theory 

assumes that opportunities have an objective component and that these opportunities exist 

whether or not an individual recognises them (Shane, 2003). These opportunities are derived 

from the attributes of the market within which an entrepreneur is contemplating action. Thus, if 

an entrepreneur understands the attributes or structure of a market, he or she will be able to 

exploit economies of scale in order to seize the opportunities. The individual opportunity nexus 

theory contends that understanding entrepreneurial opportunities is important because the 

characteristic of an opportunity influence the very value that opportunity might create.   

 

 

The second assumption of the discovery theory assumes that entrepreneurship requires 

differences in people and these differences manifest themselves in the ability to recognise 

opportunities - that individuals are entrepreneurial alert to existing opportunities (Kirzner, 1973). 

Entrepreneurial alertness is an attitude (emotional state with a pre-disposition for action) of 

receptiveness to available opportunities which may be currently overlooked by others in the 

market. Entrepreneurial alertness is not a deliberate search, but a constant scanning of an 

environment by an entrepreneur who notices market imperfections. From Kirzner (1973), this 

assumption recognises that the entrepreneurial nature  of human action refers to more than just 

the action taken, but additionally refers to the human agent that is at all times spontaneously on 

the lookout for unnoticed market imperfections that might inspire new activity. The recognition 

of these market imperfections is accompanied by a sense of ‘surprise’, that the imperfection had 

not previously been recognized, such that it would make an eager entrepreneur to act 

economically on the opportunities to earn profit derived out of the value of an established 

business. 
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The third assumption of discovery theory is that entrepreneurs are risk bearing. Risk bearing is a 

necessary part of the individual entrepreneurial process (Shane, 2003). Starting a business 

ventures is in itself a risk because the outcome is not known but hoped. The decision making 

context within which entrepreneurs choose to exploit an opportunity is assumed, by discovery 

theory, to be risky, rather than uncertain. A decision making context is risky if, at the time a 

decision is being made, decision makers can collect enough information about a decision to 

anticipate possible outcomes associated with that decision, and the probability of each of those 

possible outcomes. A decision making context is uncertain if, at the time a decision is being 

made, decision makers cannot collect the information needed to anticipate either the possible 

outcomes associated with a decision nor the probability of those outcomes. The decision making 

context in discovery theory is risky because it assumes that opportunities are objective in nature. 

As objective phenomena, entrepreneurs can use a variety of data collection and analysis 

understand the possible outcomes associated with an opportunity, along with the probability of 

those outcomes.  

 

 

It may take some time and effort to complete these analyses, but, in principle, they can be done 

when an opportunity is objective in nature. Accordingly, an entrepreneur pursues business 

opportunities with knowledge that it can either succeed or fails-such a decision an entrepreneur 

takes in a discovery theory.  

 

Analyses of the first two assumptions also support the idea that the individual opportunity nexus 

assumes conditions of risk. The notion that opportunities are objective by definition assumes 

risk. While it is not known with certainty at the time an opportunity is discovered, whether or not 

an enterprise will be successful (as it is dependent on the nature of discoverer and the resources 

he/she has), what remains central to the discovery theory is the individual discoverer of 

opportunities pursue an opportunity which has a risk and uncertainty in it. 

 

The Creation theory 
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Similar to the Individual or Opportunity nexus views, there are three major theoretical 

assumptions in the creation theory. First, those opportunities are subjective, secondly, that 

individuals are ordinary and thirdly, that entrepreneurs are uncertainty-bearing. Creation explains 

the actions that entrepreneurs take to form and exploit opportunities. In this theory, entrepreneurs 

do not search. They act, and observe how consumers and markets respond to their actions. 

Opportunities are created, endogenously, by the actions, reactions, and enactment of 

entrepreneurs exploring ways to produce new products or services. (Venkataraman, 2003, 

Loasby, 2002 and Cason, 1982).  

 

The assumptions underlying discovery and creation theory are both internally consistent. 

However, debates about which of these sets of assumptions, per se, most accurately represents 

reality are not likely to be resolvable. In principle, it will always be possible to interpret the 

formation of a particular opportunity as either a discovery or creation process. Rather, these sets 

of assumptions only have empirical implications when they are linked with specific 

entrepreneurial actions such as leadership or management, decision making, human resources 

strategy and practice, financial management, marketing and sustaining competitive advantage. In 

this sense, the actions that entrepreneurs actually take can be thought of as a manifestation of the 

assumptions they make about the nature of the context within which they are operating, whether 

discovery context or a creation context. Understanding the implications of these theories and 

their set assumptions lies in their effective entrepreneurial actions cited above as important 

considerations for all types of entrepreneurs seeking to form and exploit opportunities, whether 

operating in a discovery or creation context. 

 

APPROACHES TO ENTREPRENEURSHIP 

 

Within the entrepreneurship theories lies perspectives or approaches such as the trait and 

behavioural perspectives, which have a bearing on small enterprise development. Whilst the 

traits theorists focuses on the characteristics of entrepreneurs and personality traits that 

distinguishes successful entrepreneurs from the unsuccessful ones, behavioural approach focused 

on the entrepreneur’s function in a newly created organisation, or simply put-will and action. It is 
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assumed developing and successful businesses do not need one approach, but both. A synthesis 

of these broad approaches suggest entrepreneurship as a  process of intentional acts of new value 

creation in which opportunities are created and realised through various modes of organising 

(Fig 2) 

 

Fig.2. Approaches to Entrepreneurship  

 

Intention 

 

 

 

(Starting condition)                (Process)                                     (Functional endpoint) 

 

 

 

 

The Individual (Trait) approach 

 

The trait approach sees an individual entrepreneur as the key unit of analysis to explain 

entrepreneurship phenomenon. The trait approach proposition is that an entrepreneur will 

probably have strong internal belief in his or her capabilities to commence and complete things 

and events through his or her own actions. This suggests that successful
 
entrepreneur is 

distinguished by a projection of his or her internal stock of productive skills and technical 

knowledge embodied in labour. Therefore, individual traits and attributes predispose 

entrepreneurs to have within themselves some special enterprising or entrepreneurial fashion and 

characteristics.  

 

Behavioural (Organisational) approach 
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The focus of behavioural approach is in the organisation being created (motives and incentives to 

take actions), not who is the entrepreneur. The behavioural view stresses the contextual nature of 

the creating process and the outcome of a complex processes with any influences. In behavioural 

approach, the role of an individual boils down to a series of actions or behaviour undertaken to 

enable the creation of an organisation and business development. Personal characteristics are 

considered secondary and ancillary to the behaviour. Focusing on an enterprise as the unit of 

analysis, the underlying idea in behaviour approach is the organisation that stimulates 

entrepreneurship.  

 

   KEY INGREDIENTS FOR SUCESSFUL SMALL ENTERPRISES 

 

Effective management is essential if small businesses are to prosper and succeed. Successful 

entrepreneurs have particular skills, expertise and aptitude that are applied profitably in an 

enterprise. According to Beaver and Jennings, (1995), the development of a successful small 

business has to be planned and managed from the top against a seemingly endless array of 

internal and external constrains. An entrepreneur who wants to succeed would also have to study 

the success of others, identify business role models network with other business professionals 

and should have characteristics such as commitment, determination, leadership, opportunity 

orientation, tolerance of risk, ambiguity, creativity, self-confidence and adaptability, motivation 

to excel and develop (Kroon, 1998) and many other functions, both intrinsic and acquired. 

Commitment and determination are seen as more important factors as these enable entrepreneurs 

to overcome incredible obstacles and also compensate enormously for other weaknesses.  

 

CONSTRAINTS TO SMALL ENTEPRISE DEVELOPMENT. 

 

Business constraints, challenges and failure have been defined in many ways. Business failure is 

defined “as the loss of capital in an enterprise, a loss to investors” Cochran (1998). These are 

enterprises that are failing to make satisfactory return on investment. Internationally, small 

enterprises are responsible for economic development and in employing 65% of workforce. 

Despite their major role in economic development, small enterprises encounter numerous constraints 
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and challenges. The following are mostly perceived reasons for small business failure: poor 

management, poor record keeping, poor money management, poor human and customer 

management, too little to market the business, poor planning, poor pricing practices and the 

business’s inability to adapt to the changing demands of a business (Van Aardt, Van Aardt and 

Buzuidenhoud, 2002)   

 

 

METHODOLOGICAL BACKGROUND 

 

The study employed the qualitative or naturalistic research paradigm. According to Straus and 

Corbin (1998), qualitative research is a research about persons’ live experiences, behaviours, 

emotions, feelings as well as organizational functions. The qualitative research approach 

understands and interprets situations in terms of their actors (focuses on meaning in context and 

is sensitive to underlying meanings) and consequently may be described as interpretive and 

subjective.   

 

A multiple case study method was undertaken to pursue this research in the Mopani District 

Municipality of Limpopo Province. In-depth, open ended interviews, observations and secondary 

sources were used to collect data from 30 agricultural small enterprises  The goal was to discover 

patterns which emerged after interviews, close observation, careful documentation, 

interpretations and thoughtful analysis of the research through contextual findings.  

 

CASE STUDY RESEARCH 

 

A selected number of cases were examined in their situated contextual complexities. According to 

Sayer (1992), an intensive qualitative case research strategy has shown to be useful to understanding 

change processes and the role of individual actors in the process. Case study has been a useful 

method for gathering and disseminating information on practical issues of concern in small 

enterprises. A Case study was well suited to understanding entrepreneurs in a real life context when 
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seeking to answer the ‘how’ and ‘why’ questions (Yin, 2003). The choice of case study was 

influenced by the underlying assumptions on grounded theory, critical realism and the need to 

understand the practices and procedure of conducting business. 

 

SAMPLING STREATEGY 

 

Data was purposefully collected from municipal database of active small enterprises which had 

received financial assistance from the municipality. Purposeful sampling was based on the 

assumption that the researcher wanted to discover, understand and gain insight from those who 

received funding and hence a selection of a sample from which most could be learnt. These 

enterprises were interviewed; their activities were observed, and some of their documents were 

viewed and read. 

 

 

 

 

DATA COLLECTION METHODS  

 

The research problem and purpose warranted three broad sources to gather evidence in order to 

satisfy the purpose of the study, leads to understanding the case and answers the research 

questions posed. The methods of collecting data were interviews, observations and documents 

such as municipal documents outlining support programmes to small enterprises, business 

income statements and receipts of payment. Thus a multiple sources of data were considered 

(Leedy and Ormrod, 2001; Tellis, 1997). Thus, by using a combination of observations, 

interviews and documents as triangulating sources of information, the researcher was able to 

enhance validity through cross-check findings.  

 

DATA ANALYSIS  
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Qualitative data analysis, which is a process of making sense out of data (Merriam, 1998) was 

used to transform qualitative data into meaningful accounts, interpret and draw conclusions from 

the mass of collected data so that data could make sense. Data collected was organised and 

classified into categories or themes, categories inductively derived from data and was coded to 

identify emerging critical themes emerging from raw data, broad patterns, linkages and 

relationships that characterise the case more broadly than a single piece of information.  

 

 

VALIDITY  / TRUSTWORTHINESS. 

 

Validity was critical in evaluating findings to whether the results of the research were consistent 

with the purpose of the study. For the purpose to establish a credible study, the used multiple 

data collection method and multiple data sources was used to triangulate and mirror reality and 

confirm emerging findings. According to Denzin, (1970), Jack and Raturi (2006), triangulation 

combines several research methodologies to study the same phenomenon in order for the 

methods to complement each other, to cover for the weaknesses inherent in one approach and to 

confirm the validity of the processes.  

 

DATA PRESENTATION  

 

A thick, rich description was presented to convey findings. Data was presented in categories, 

themes, explanations, commentaries and in a sufficient descriptive narrative form, under 

differing subject headings. Data was presented narratively in order to best relate the particulars 

of the story. According to Merriam (2002, p.5) “the quotes and experts contributed to the thick 

descriptive nature of qualitative research”. Data was presented in such a way that a lot regarding 

small business management practices was learnt from the research findings. 

 

FINDINGS : WHAT THE RESEARCH REVEALED  
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The findings of the respondents are in relation to experience with regards to understanding 

practices and procedure of how successful entrepreneurs run their business. Data was gathered 

from a population of small entrepreneurs of which owners or managers had received assistance 

in their business. Their demographic factors provide some information about business persons 

involved. 

 

Table 2. Respondents Characteristics  

 

  Entrepreneurs Percentage 
     (%) 

Respondents Total number of respondents 30 100 
Gender Male 23 77 

Female 7 23 
Entrepreneur Age 35 or less 1 3 

36 – 45 years 4 13 
46 – 55 years 17 57 
56 years or older 8 27 

Highest formal 

education 
School certificate or less 21 70 
Technical or trade certificate 1 3 
Graduate or postgraduate degree 8 27 

Previous business 

experience 
Yes 14 47 

No 16 53 
Entry mode Own start up 12 40 

Inherited 3 10 
Funded 15 50 

Farm Age   5 years or younger 27 90 
6 to 10 years 3 10 
11 to 15 years 0 0 

Ownership Sole ownership / sole trader 25 83 
Family owned 3 10 
Partnership/shareholder 2 7 

 

 

PERCEPTIONS OF SMALL ENTERPRISE SUCESS 

 

 

There were various perceptions about how entrepreneurs considered themselves to have been 

developing and moving towards successful business (Figure 3).  A set of indicators were used to 

determine the identified successful enterprises. By examining their answers, it was then possible 
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to determine whether or not they were sustaining themselves. The findings provided fascinating 

insight into the experiences of owning and managing small enterprises. 

 

Figure3. Entrepreneur perception of their businesses (expressed in percentages %) 

 
 

 

STARTING THE ENTERPRISE 

 

Some of these entrepreneurs started as subsistence farmers, and had financed themselves from 

their own personal savings before funding from municipality was given to them as a grant in 

2003. Few others started as small scale vegetable farmers or as family gardens and were aiming 

to feed their families. They began to increase their farming practices when they had learned 

enough about the business of farming and that the demands for their crops were growing. Asked 

how it all started, various entrepreneurs responded as follows:  

 

When I was laid off in 1998 at ZZ2 where I was a foreman for 30 years, I had nothing except the 

farming knowledge I have gathered during my time of service on the tomato farm. I never 

worked somewhere except on the farm. The only thing I knew was a tomato. I had no option 

84 86 88 90 92 94 96 98 100 

my business has employed more people now 
than three years ago 

I have had huge profit margings over the last 
four years 

my business has grown over the last four years 

my business has been profitable in the last 
financial year 
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except start something out of which I could feed my family.  You do not need a business plan 

when you are desperate to find something for survival. These things would come later when you 

are already in action. What do you do when you live by the river and you have no work to do? 

The little you plant and sell is enough (Samuel Mangena).  

 

For some, the size of their farming space was determined by the amount of water available to 

water their garden. With some financial help from the municipalities, they managed to increase 

their farming space. On average, each of the entrepreneurs had between 10 and 30 employees. 

Although the majority of those interviewed had neither secondary education nor any formal 

agricultural knowledge, they showed to have experiential knowledge about what they produced.  

 

There were few others who had started the crop production business because they were 

previously on the other businesses before their new ventures.  

 

It is often difficult to start another business and succeed when your first one had failed. It was a 

difficult start for me but had to move on. When finances were made available, I then thought of 

what everyone needs-vegetables”, said Mabunda who once owned a driving school.   

 

Desire, self-conviction and drive have been the driving factors that made these farmers pursue 

farming. Generally, entrepreneurs started their businesses to ease the burden within their families 

or augment the little that they had to depend on. This is contrary to what Mckillup (1998) 

advocates, that before one starts any business, he or she must conduct needs analysis to establish 

if there is a need for such a business.  

 

MARKETING AND SALES 

 

Entrepreneurs considered marketing as the basic objective of their business survival, profitability 

and growth, a prerequisite for income generation, a pivot of sustainable business development 

and a nerve center of successful small enterprise. Because of their fame and having established 

themselves in their business, some of these entrepreneurs feature in the local Community Radio 
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Station (Sekgosese FM) programs wherein they marketed their business and also shared their 

experiences relating to their business. Each entrepreneur had targeted a particular niche market 

and had his or her regular customer base that they served. Because these entrepreneurs were 

producing various crops right through the year, they were able to establish an ongoing 

relationship with local customers, distributed and kept most of their customers. Their businesses 

were mainly focused on serving their communities and the surrounding areas and less to national 

market due to competition with big business. However, some had begun to market themselves 

even beyond their municipal borders. Entrepreneurs sold their produce at a more reasonable and 

affordable market price for the consumer. Entrepreneurs had also indicated that prices depended 

mostly on season. One respondent said the following:  

 

The price of tomato is higher in winter as it is cold. The produce lasts longer than in summer. 

The price of tomatoes is lower in summer as they ripen quickly due to heat factor.  

 

Entrepreneurs prefer to let their produce go quickly as heat may damage their produce as they 

have no coolers. They would sell second graded products locally and at a cheaper price even 

though such produce were perhaps damaged as a result of rain. In this way, they would have less 

to lose and nothing to through away. 

 

 

 

Many entrepreneurs had a close contact with customers and could call them and were willing to 

deliver their produce. Most of these entrepreneurs had established close relationships with 

customers and well-known brands in their areas. Some were marketed in the municipal 

newsletters as a way of showing the fruits of municipal initiatives on the promotion of successful 

small enterprises initiatives. Although this may hold true to Maliwichi (1996)’s assertion that 

entrepreneurs trained marketing have a chance of an increased sales and profit, and that those 

that did not receive such training are likely to remain either stable or decline, the respondents 

entrepreneurs did not seem to have a rigor of marketing except that they seemed to know few 

hawkers, supermarkets and ordinary people that they could introduce their produce to them. 
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CUSTOMER AND EMPLOYEE RELATIONSHIP MANAGEMENT 

 

The most important key to successful small enterprises is a superior customer service, care and 

continuous employer-employee relationship, a deep belief in the dignity, worth and potential of 

every person in a business (Acs & Audretsch, 2005). Some entrepreneurs indicated that they 

have good relationship with their customers (Fig 4). One entrepreneur explained:  

 

Customers are bosses and should be taken care of. Women are productive, easy to manage, 

mentor and make better farmers. One needs to recognize their strengths and talents and use them 

in a maximizing manner so that they will rise to the occasion and push production higher. 

 

Few people employed were permanent and many were seasonal or casual workers. Although the 

management style of business owners differed from person to person, there was a clear line 

between employer and employee. However, most entrepreneurs observed showed to have good 

relations with their employees. According to some business owners, this made some employees 

feel most valued. One entrepreneur said the following:  

 

I believe in my employees and they believe in me. They know that their performance means 

advancement in their payments.  

 

Of all the factors affecting production, relational approach in interactions with employees and 

clients, labor relations and people management is one important factor that brings about 

successful small enterprise (Davis, 1973). This was alluded to by many entrepreneurs who 

strongly believed that without good relationships with customers and employees, they would not 

have achieved what many entrepreneurs failed to achieve.   

 

Fig 4.Perceptions of customer and employee relationship 
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As for regular customers, entrepreneurs often sell their produce and collect money a week 

thereafter.  Regular customers who buy from them were also given a crate or more for free, 

depending on how much they buy. This, according to entrepreneurs, makes customers remember 

a good gesture and then foster relations to such an extent that they would prefer such 

entrepreneurs over everyone else.   

 

The entrepreneurs’ customer relationship style is confirmed by Davis (1973) whose emphasis is 

on attracting and winning new clients, nurture and retaining those the business has already, 

entice former clients back into the fold. With regards to employees, entrepreneurs indicated that 

their achievement is a result of working together with customers and that they try by all means to 

take care of employees and regularly communicate every other important issue that affects them. 

Financial and Management accounting  
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Most entrepreneurs interviewed had indicated that they had an opportunity to be skilled through 

training on financial management. Such training was mostly conducted by the Limpopo Small 

Business Development Agency and the Centre for Excellence in Agriculture for Emerging 

Farmers (CEAEF). Although such training was conducted to most of these farmers, they 

continued with their old ways of recording their finances. They used note books within which 

they would write some notes on sales. Although no consolidated and comprehensive financial 

statement was provided by any farmer, entrepreneurs produced receipt issued to customers who 

bought goods and bank statements of money deposited into their bank accounts. As for one 

entrepreneurs:  

 

Documenting business transactions provides me with an idea of where my business is going, 

whether I am making profit of not. I record information of my business sales in my note book 

because I understand it much better 

 

The main records they kept were handwritten notes of debtors. Some have also indicated on their 

little notes their income or sales and total costs incurred for the month, something which had 

enabled them to see what profit and expenditure they made. Although some have been trained on 

book keeping, which had become an important tool to understand the financial effects of some 

decisions and activities they engage in, these people rarely showed an application of knowledge 

acquired, but rather preferred their own methods of financial and management accounting. 

Perhaps this says a lot about the training received.  

 

 

 

SUCCESS FACTORS  

 

Entrepreneurs considered various factors as indicators of success in their businesses. Most 

businesses have experienced growth in the last four to five years. With some of their profit, 

entrepreneurs increased the number of employees and bought the necessary tools for their 

business. This was indicated as follows: 
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I started my business with 7 employees and now I have 18 permanent ones and 10 casual 

workers. I bought a van and a water pump machine at a government auction. My son is now at a 

university student, doing Agricultural course. 

 

Others have indicated that their kids have decent school uniform. Most attribute success to 

experience gained over time, commitment to the business, a high level of motivation that borders 

on obsession, endurance and assistance from others. To many, the most success factor was in 

winning community’s unwavering support, establishing good relations with customers, regular 

base that sustained sustainable business. One farmer summed it up by stating the following:   

 

Customers feel emotionally drawn to my business’s innate sense of integrity and my way of doing 

business. My positive association with clients has been a key to successful business. Above all, I 

never underrated the people with whom I live and work with. I am what I am because of them. I 

can now feed my family like any other government employee. I have some savings at the bank. 

 

 

 

 

CHALLENGES  

 

As most businesses do have their fair share of challenges, entrepreneurs interviewed were no 

exception.  Most entrepreneurs’ biggest challenge in the water stressed region was the climatic 

conditions as well as scarcity of water.  

 

Water had remained a problem on my farm and that is why I cannot form the entire land 

 

Entrepreneurs were continuously looking for additional borehole to supplement the already 

strained wells of water. Most areas were prone to heat which resulted in high humidity and too 
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much evaporation when entrepreneurs water their crops during the day. Most of the farmers 

relied on water from the permanent rivers such as the Groot Letaba River.  

 

For some, their water pumping machines are forever broken and required regular fixing. To 

some, diesel had become expensive, their pipes burst due to high temperature. Those without 

electricity connections relied on generator to pump water. Although power lines run a few meters 

from the farms, some business persons reported that Eskom (electricity power supply) claim it 

couls put up a transformer for only few farmers, and that farmers should pop out huge amounts 

for a transformer installation. One entrepreneur explained: 

 

We are suffering as small farmers. Eskom is refusing to put up a transformer up there because 

they say there are no many farmers here and that I only plant on a few hectors. They want money 

that I cannot afford a transformer alone. I would appreciate it if government can help those of us 

who need electric power so that we can extend our farming business. If government cannot help 

us in this regard, then they do not want us to continue with the business 

 

Other challenges that entrepreneurs experience include amongst others, lack of business support 

by big businesses such as Shoprite, stiff competition amongst entrepreneurs and falling prices 

due to heat and oversupply of similar products.  Others have expressed their frustration with 

regards to market linkages:  

 

It is difficult to get regular customers such as the local Spar and Shoprite. Those that have 

established this relationship are winners. I also would like to supply one major supermarket one 

day, said one entrepreneur.  

 

Some entrepreneurs complained that sometimes their produce take time before they were sold 

and some get obsolete. In such instances, entrepreneurs would reduce the price for their produce. 

This meant they would not make any profit nor recover their operation cost. Asked what they do 

in such circumstances, one entrepreneur said:  
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I would rather lose a little than my entire produce. If my tomatoes do not sell quickly, I reduce 

the price or give for free.  

 

Heat, water and the market remained the major threat to business success.  Although some of the 

entrepreneurs were so lucky to secure clients such as Spar and Shoprite, the most complaint still 

remained that their production does not have a market. Although some entrepreneurs had decided 

to sell their produce on credit, they were still challenged by those hawkers who do not make 

payments as per agreements.   

 

MOVING FORWARD 

 

Most entrepreneurs had high hopes for the future of their businesses. Their dreams were to sell 

their produce nationally, which could open doors for bigger market and internationally. Most 

entrepreneurs dream was to continue farming and also helping the community through job 

creation and donating their produce to their local schools and funerals as part of their social 

responsibility. This in their view would create relationships between their locals and their 

businesses. Some believed that: 

 

When one gives for free, those that get something for free would always think of you when they 

want to buy. As Africans with a sense of Ubuntu (humanity), we cannot seat back and say 

poverty does not concern us as farmers. We need to also open our hearts and provide the little 

that we can offer. 

 

Besides their plans to solidify relationships with customers, their future plans related to farm 

expansions, doing additional boreholes or putting enough money to afford power installation and 

a constant engagement with government on matters pertaining to their businesses.  

 

WORD OF ADVICE 
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Most entrepreneurs advised that agriculture is the backbone of sustenance in rural communities 

and a painful job at the start, but rewarding and requires endurance and resilience before one 

could eat the fruits of his or her labor. To many, before one venture into a farming business, one 

should have the love for business. They also advised that one needs patience as it takes time 

before one could see the fruits of his or her investment. Other farmers advised there is no need to 

investigate business viability as that does not guarantee success. In their view, they learnt that 

there is no budget that is satisfactory and can make business success unless one does something 

to attract customers.  As for one other farmer, the advice to potential farmers was: 

 

It is tough out there on the farm, you have to stand your ground, stop complaining as people do 

not listen much to complaints. A farmer should be in his khaki clothes and between the furrows. 

There are no short cuts to successful agricultural business. What is required is a hand on 

approach, dedication and setting realistic business goals. 

 

Others advised that farmers should not lose hope, but should rather ask themselves why others 

have been in the business for long and never thought of abandoning the business. They further 

encourage strengthening of an association in which they can discuss issues related to their 

businesses and also share some vital information (they prefer that farmers should help one 

another at all times). One advised that profit made from farming should rather be re-invested on 

the farm than buying the ‘bling bling’ items (cars) that attracts women whose aims is to ‘milk’. 

This was explained as follows:  

 

Don’t chase women when you are doing business. When you are up there, never look down upon 

others. Fame should not change you, treat everyone with respect (particularly your customers) 

and never change your personality.  

 

One reminded that employees need to be told that there is no other profit that shall come 

elsewhere to pay them, but that which shall be derived from their effort in their production effort. 

They further advised fellow entrepreneurs to stick to the basics, and make sure one understands 

what makes business work - work hard and pay attention to detail. Perhaps the most important 
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advice was that people should not rush to venture into agricultural business because they would 

like to make some quick cash, but should rather gradually develop the love for the business 

which is at times stressful. Betty’s profound words of courage, which were pasted in her study 

room  were perhaps very encouraging: 

 

As a business person, do not expect to get quick reward, be a hard worker, and always be there 

for your employees and customers. It is when thighs are tough that one should rather gain 

momentum than giving up.  

 

OBSERVATIONS AND DOCUMENTATIONS 

 

 

Upon arrival at the farms, the workers were found busy with their daily work. Some were 

weeding while others are between tomato rows doing some propping. The researcher’s abrupt 

availability on the farm did distract workers from doing their work. In some farms, there was an 

aura of joy whilst other wanted to know the purpose of a visit. In most farms that one visited for 

observation, there was harvesting. There were also some bakkies or vans that had come for what 

entrepreneurs would sell, ranging from tomatoes, cabbage and onions. Whilst harvesting 

continued, some would wash/ clean such produce (tomatoes, onions, etc) before they were sorted 

according to categories. The good ones were put into cases (pack boxes) made of wooden planks 

with labels.  

 

“This is grade one tomatoes and are sent to the market”, one woman said upon enquiry.  

 

The only available documentations that the researcher could lay hands on were amongst others 

the invoices which provided details of the purchase and payments made by clients. These 

documents were kept by entrepreneurs in no particular order(Fig 5).  

 

Fig 5. Atchar sales at Ditubatse 
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CHARACTERISTICS OF THE CASES STUDIED 

 

 

The study revealed that the entrepreneurial practices and procedures of running small agricultural 

enterprises were multidimensional and diverse. There was more to be successful business than 

the actual way of doing business. The study revealed that business was not done according to 

‘conventional wisdom’, but that the practice of business was in accordance with how 

entrepreneurs deemed it fit. Therefore there was something unique to successful entrepreneurs in 
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Mopani, which makes them remain successful. The uniqueness of their business was that besides 

all the circumstances around their businesses, they did not allow themselves to be guided by 

what they may have been taught but that social entrepreneurial ‘spirit’ dictated how they should 

conduct their business. Small entrepreneurs did not do business according to the book and yet 

they remained successful. The report further revealed the following findings – that the business 

performance depended on the management style, that entrepreneur behaviour and practices 

played an important role in successful business, that education level and training received was 

not a guarantee for successful small enterprise. The findings of this research serve as a guideline 

for entrepreneurs to succeed in their attempts to sustainable small enterprise. Business 

management and marketing skills remained the main constraint. The study further revealed 

various strategies employed by entrepreneurs to overcome some challenges, which includes the 

creation of marketing cooperative, regular financial management training, fair pricing, discounts 

and special offers, superior customer service and continuously improving quality of service 

delivery. The research concludes that business success is a consequence of embracing a mix of 

strategies, which may be both formal and informal.  

 

Given the challenges that agricultural small enterprises experienced, government and policy 

makers need to consider poverty reduction strategies that would ensure sustainable agricultural 

small enterprises. The policy implications for the study were that as much as governments follow 

normal public development management theory, it should note that this does not always work. If 

it does, why would we continue to have the mortality of small enterprises in an area of need? It is 

not that finance and training would ensure sustainable small enterprise, but that government need 

to allow people to fail before they could provide support. In that way, entrepreneurs would tell 

what works and what does not. 

 

ANALYSIS OF FINDINGS  

The results of this study suggest that a careful analysis of which types of services are currently 

being provided and why, would be a good start to an effort to design alternative strategies 
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support. That said, the extent to which small enterprise development is necessary requires further 

exploration as business success in rural areas remain farfetched 

 

The findings in this study revealed that the uniqueness of doing business by these entrepreneurs 

indicated that there is more to successful business than the actual way of doing business as 

prescribed by literature and preferred by many scholars.  SME manager approach to managing 

business was a result of a wider socio-economic context.  Although managerial weakness could be 

corrected and supplemented, nothing could make up for the lack of will to achieve success.   The 

analyses of these findings have implications for policy makers and those who work with owner-

managers of small enterprise on how effective and efficient ways to manage and sustain small 

enterprises can be found. Despite the importance of both internal and external factors, the study 

found that internal factors were more dominant than the external ones in contributing to the 

business success or failure in small enterprises. All the internal factors extracted by factor 

analysis narrowed down to the important role of the business owner and less of government 

providing assistance and favorable conditions conducive to small entrepreneurship success in 

these rural areas.  

 

Although continuing education has an effect on sustainable business practices, the education 

level has not been a critical factor and an effect of the farmer’s ability to coordinate the operation 

of various enterprises in order to search for alternatives and avoiding excessive losses. Lack of 

formal and business education is often quoted as a factor limiting the development of 

entrepreneurs and contributing to an enterprise failure. The levels of entrepreneurs ranged from 

those who had never been to school to those with post graduate qualifications. To be precise, 

only one entrepreneur had a postgraduate qualification. Interestingly, most successful 

entrepreneurs withered the storm and have become successful in their business without any 

formal education. Thus, an An individual’s decision to launch a new venture is affected by both 

the environment and an entrepreneur’s personal characteristics and skills. The two elements 

determine whether a particular opportunity has potential for growth in the eyes of a potential 

entrepreneur.  
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Several reasons for starting a business have been cited. Some include, being to be one’s own 

boss, with more control over one’s own work and life, to obtain alternative routes for 

advancement from dead end jobs and to obtain additional money. Generally, entrepreneurs go 

into business out of economic necessity or need to survive, or out of failure to find productive 

use of their energy and initiatives in other avenues. The researcher clearly indicated that almost 

all entrepreneurs interviewed cited socio-economic problems such as lack of employment, the 

need to supplement household income, unemployment, poverty and the need to accumulate 

wealth as the major reasons for starting the business. In the minds of these entrepreneurs, the 

economic challenges may have been dealt with, but not entirely. The biggest challenge, which 

some may have grappled with was that of promoting entrepreneurship as a genuine alternative 

way to achieve greater financial reward and work satisfaction rather than focusing on self-

employment as a way to escape the negative circumstances of unemployment and poverty. What 

is important therefore is that business should be established to surpass survival-orientated 

poverty alleviation enterprises to sustainable business growth and development.   

 

 

There were many enterprises that did not have documented management practices. Almost all 

business owners interviewed in this study operated their businesses using informal management 

practices. It is important to note upfront, that this does not imply a lack of focus on, or attention 

to management issues. In fact, it signals knowledge on the part of the owner of what works best 

for them, and an appreciation of how important it is to run their businesses that way. If it works 

for them like it is, then, it must be continued. Many managers justified their management 

practices as being appropriate and most congruent with the characteristics of the practices in their 

small enterprise environment. 

 

The purchase of products or goods in many small enterprises is embedded in social kinship and 

social capital networks that influences the facets of operations of the business. These forged 

social bonds between an entrepreneur and clients. The reality is that, although the social 
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environment of small enterprises can either strengthen or undermine the sustainability of small 

enterprises, these businesses cannot be understood independently of their social environments. 

Observing the social aspect of entrepreneurship, one could arrive at a situation that says 

entrepreneurs showed ability to read situations, understand such situations and apply their minds 

to such situations.  

 

Village entrepreneurship, which takes place in a predominantly poor rural and economic 

environment, provides a good example of an environment within which business takes place. 

While these enterprises might appear to be the forerunners of an emerging rural capitalism in a 

predominantly rural economy, these businesses remain very much embedded in social business 

relations indigenous to their economic practices. The important point emergent in the 

entrepreneur customer relationships has to do with social relationships, group identify and status. 

For example, an entrepreneur is morally obliged to give something to the villager on credit. 

Some of these investments are often not in anticipation of future profits, but rather are 

investment in social relationships. 

 

The information provided by entrepreneurs revealed that a particular link between people 

management (human resources) and successful small enterprise. Most successful entrepreneurs 

have shown to have a varied amount of social intelligence, which they have used to energize 

their employees. These business owners have shown some element of social competence and 

have been able to create positive behaviors and emotions in their employees. This has enabled 

their employees to be productive. Such is a result of employer’s ability to understand what 

motivates employees, listen attentively, attune to others moods and think about how other feel, 

persuade employees by engaging then in discussion with the hope of bringing out cooperation, 

support for business and the best out of all members.  

Successful entrepreneurs have shown some exuberant personality traits of independent thinking, 

confidence creativity, ambition, high propensity for risk and innovative abilities as opposed to 
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some unsuccessful ones who failed to even recognize their own lack of knowledge, experience 

and skill and disinclination to seek outside expertise. The traits displayed by successful 

entrepreneurs have enabled owners to identify opportunities in the marketplace and strategies 

that benefits them in their exploitation of such opportunities.  

 

CONCLUSIONS AND RECOMMENDATIONS  

 

Conclusions 

 

Having presented the key findings from different entrepreneurs, this section presents the 

conclusions from the research as important lessons from the experiences of entrepreneurs. The 

most important finding is that small farming enterprises are vital for poverty reduction, profit 

making helpful in understanding small enterprises and that there are entrepreneurs in Mopani 

who are successfully running their businesses, building their competencies and contributing to 

the incomes and wellbeing of themselves, their households and their communities. Their 

commercially orientated production base has enabled some rural families to find a secure income 

and satisfying “self-employment”. Increased income at the household level has enabled families 

to build better houses, and cloth and educate their children. Their success did not just come on a 

plate, but was a result of management style. The most important aspect to take note was that 

farming has again showed a potential for job creation, spurred and stimulated rural development.  

Attracting more small entrepreneurs to farming is essential for the country’s economic future. 

The way to do this is to catch entrepreneurs whilst they are still young.  However, one of the 

most challenging problems currently facing Mopani entrepreneurs is how the large number of 

entrepreneurs could be assisted in establishing viable rural business.  

 

FUTURE OPTIONS FOR DEVELOPING SUCESSFUL SMALL ENTERPRISES IN 

DISADVANTAGED COMMUNITIES  
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Conventional wisdom indicates that successful entrepreneurs and production is as a result of 

farmer’s determination, awareness of the available support and information, farmer’s capacity to 

mobilize investment resources through their own assets and networks. Local policy and 

programs on entrepreneurship need to be evidence based by developing contemporary lesson-

learning systems that integrate the concept of sustainability, social capital and lessons learnt into 

entrepreneurship and business management programs. 

 

Conclusion 

 

Successful entrepreneurs seem to have developed an enduring belief and culture which pushed 

them to do well at on their farms, something which can be claimed as mainly responsible for 

much of their success. These persons have always tried to be diligent in pursuit to surpass their 

own expectations. Blame may be heaped upon the governments for inadequate funding, on 

bureaucracies processes and for lack of proper direction. That alone would take entrepreneurs 

nowhere 
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SUMMARY 

This paper is concerned with SMEs in developing economies. The principle topic focuses 

on the development as well as financing for micro, small and medium enterprises in 

Poland - one of the fastest growing EU economies and the 9th largest country in Europe. 

The issue of growth and development perspectives of small businesses, their role in 

growth creation in Poland, as well as the access to financial resources are discussed. 

Special emphasis is put on direct funding to SMEs and their access to bank loans. 

Moreover, macro- and microeconomic determinants influencing the development of 

SMEs, influence of the recent financial crisis on the growth of enterprises as well as 

factors conditioning business activity in Poland are taken into consideration. Poland is 

seeing positive rates of development despite the economic downturn and its high level of 

competitiveness, strong economic fundamentals and high flexibility will allow to benefit 

from the global recovery over the next few years. 
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INTRODUCTION 

 

The financing of small and medium enterprises (SMEs) has been a subject of great 

interest both to researchers and policy makers due to the significance of SMEs in free 

market economies around the word. They constitute the dominant form of business 

organization, accounting for 95-99% of enterprises depending on the country. Small 

businesses are particularly important for bringing innovative products or techniques to the 

market. They play a vital role in both developing and well-developed economies and are 

perceived as those creating new jobs and enhancing competition. They are recognized as 

an engine of economic growth and a source of sustainable development. Within this 

sector micro and small-enterprises are of special importance and they are considered as 

the cradle of entrepreneurship, particularly in environments facing high unemployment. 

Stable and fast development of SME’s is not possible without relatively easy access to 

financial sources. Their small turnover does not allow to self-finance their activity by 

reinvesting profits. Therefore, SME’s are forced to use alternative financial instruments 

provided by financial intermediaries (8). 

 

In an analysis of the access to external sources of financing one may use the concept 

adopted by the World Bank (22), according to which a wide access to external sources of 

financing means there are no price and quality barriers in the use of financial services, 

while funds are awarded on the basis of a real credit rating of a business entity and it is 

done in a strictly competitive environment with the application of the highest financial 

standards and available technologies.  

 

The problem of access to external sources of financing for enterprises can be presented as 

follows (1,2): 

 physical lack of financial products offered by markets, or their limited number, 

 complicated bureaucratic procedures, resulting from the multiplicity of documents 

required by financial institutions, 

 high costs of obtaining financial support, disproportional to the actual degree of 

risks that enterprises represent, 
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 infrastructural deficiencies causing uneven distribution of capital, concentrating 

its activity only in capital urban centers, 

 inadequate legal solutions limiting financial markets development.  

 

A correct diagnosis and removal of barriers that enterprises face in acquiring external 

sources of financing constitute a major challenge for state authorities and other 

organizations supporting the sector. It is of particular significance in developing 

countries, where the practices in use sometimes differ from the standards and norms 

adopted by developed countries, and where access to funds is a problem with which 

enterprises need to struggle in their everyday operations. 

 

 

THE ROLE, STRUCTURE AND DEVELOPMENT PERSPECTIVES                     

OF THE POLISH SMEs 

 

SMEs have a special place in Polish history. Transformation of political and economic 

system of Poland in the late 80’ heavily influenced the formation of private sector. At the 

time of restructuring the national economy the importance of small businesses grew 

significantly(9). The process of restructuring included the transformation of centrally 

planned economy into free market economy accompanied with macroeconomic changes 

related to economic growth, replacement of the command mechanism with market 

mechanism and privatization. Many changes and processes that took place in large 

companies would not be possible without fast development of SMEs. A fast development 

of private small business sector was conducive to the development of competition and to 

the process of dynamic privatization. SMEs brought the benefits of flexibility and 

responsiveness as well as innovation and stability to the local economy.  Entities of that 

size became one of the key elements of the new Polish economy and are currently a 

driving force and a key part of the entrepreneurial landscape in Poland. Moreover, the EU 

accession has brought more stability, greater market access and an unprecedented level of 

financial assistance for development of Polish SMEs.  
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At the end of 2009 the number of non-financial enterprises in Poland amounted to 1.674 

m. In relation to 2008 the figure demonstrated a decrease by 6,4%. SME’s constitute a 

great majority of that number, i.e. 98.9% of the total. Microenterprises form the most 

numerous group among them, constituting 95.9% of the entire population. The biggest 

number of companies in Poland represents a commercial sector (30%), followed by 

construction companies – 13.5%, industrial ones – 11.1%, companies conducting 

scientific and technical activities – 10.9%, transportation enterprises – 7.9%, companies 

providing medical care and social aid – 7%. The remaining sectors do not exceed 5% of 

the share in the total number of enterprises. 52% of the total number of the employed 

work in small enterprises, out of which 40% in microenterprises. Whereas medium 

enterprises provide employment for less than 19% of the total number of the employed 

(12,16).  

 

The structure of enterprises in Poland is very similar to the entire population of 

companies in the EU, where the share of SME’s amounts to 99%. However, Poland 

differs in that it features a higher share of microenterprises, i.e. 95.9% in relation to the 

EU index of 91.8%. The market share of SMEs is very similar in Poland and in the entire 

EU. The importance of micro-enterprises in Poland is slightly higher than in the EU states 

– a statistical enterprise in Poland employs 2,2 people, while in the EU – 2,0. Micro- 

enterprises have a slightly higher share in the number of companies and gross added 

value of enterprises and a markedly higher share in turnover and the number of 

employees. Despite this, the productivity of micro-enterprises in Poland – measured with 

a gross added value generated by one worker – constitutes approximately one third (31%) 

of the results achieved by the EU companies and slightly more (41%) acc. to turnover 

figures (revenue) per person. The pace of changes has improved – all of the above-

mentioned figures for micro-enterprises in Poland, except remuneration, are growing 

faster than the average in the EU (16). 

 

Comparing companies on account of the length of their existence, one may conclude that 

two thirds of them have been operating for longer than five years. In late 2009 

approximately 13% had been in business for no longer than one year. A majority of 
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newly-established entities (99%) were microenterprises. Out of all the enterprises it is 

small companies that most frequently decided to switch their business profile in order to 

maintain and strengthen their market position.  

 

The economic slowdown in 2009 resulted in decreased investment dynamics in SME’s by 

over 6%. Companies based in large urban agglomerations of the northern, central and 

south-western parts of Poland (the voivodeships of Mazovia, Silesia and Pomerania) 

made the largest investment outlays (14,17). In the course of 2006-2009 the significance 

of own funds had been growing in SME’s investment financing (a rise in the share of that 

source of financing from 63,4% to 64,8%), the significance of budget funds (from 1,9% 

to 3,3%) as well as foreign funds (from 7,5% to 8,2%) and other sources (from 2,8% to 

3,8%) recorded an increase as well, whereas the participation of national credits and loans 

was decreasing (from 21,8% to 18,5%). Own funds are committed to an investment 

financing on the grounds of an economic potential which correlates to the size of an 

enterprise. The larger the enterprise, the higher the committed funds. SME’s allocate the 

most funds to investments, as well as buildings and structures (51,6%). The smaller the 

enterprise, the larger the share of outlays on buildings and structures (small: 57,1%, 

micro: 52,6%, medium: 48,2%) and on means of transport (micro: 26,6%, small: 13,9%, 

medium: 12,2%). It results from a lower economic potential of small entities and the 

scale of costs involved in investments in this investment category (14,16).  

Diagram. SMEs Investment Breakdown in 2009 

 
Source: based on the Central Statistical Office (GUS) data 

http://www.stat.gov.pl/gus/index_ENG_HTML.htm 
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In the course of 2010-2011 entrepreneurs refrained from undertaking any major 

investments, which was the reason of, inter alia, the concerns for the economic future of 

Poland and of the euro zone. In the meantime companies are economizing, and their 

credit rating and liquidity are improving. It was observed that enterprises were also 

unwilling to take advantage of external sources of investment financing, which was 

manifested by their allocating first of all their own funds for that purpose – 92%. The 

second source of financing that companies preferred were bank loans – 46%, the third 

one was leasing – 32% (14,16). The Polish SMEs sector is still growing relatively fast. It 

may be expected, that the trend of development of SMEs will be similar to the one which 

can be observed in more developed countries. 

 

 

THE GLOBAL CRISIS AND THE POLISH ECONOMY 
 

The recent global crisis has hit practically all countries in the world - both developed 

economies and high-growth emerging economies alike. It has affected all areas of 

economic life due to the complexity of the current financial systems and strong links 

between their particular elements as well as their role in stimulating demand and 

economic activity. 

 

In 2008 the financial crises began to affect rapidly growing Poland’s economy. It 

reflected in deteriorating GDP growth prospects (substantial slowdown of the economic 

growth), reduced bank lending activity and limited access to external financing. It has 

become the key reason for the economic slowdown observed in Poland since mid 2008. 

After Poland’s GDP increased by almost 3% in the fourth quarter of  2008, there was a 

further slowdown of the Polish economy during the first quarters of 2009. This slowdown 

mostly stemmed from waning demand and the decline of domestic demand was alleviated 

by the inflow of EU funds stimulating investment and by the depreciation of the Polish 

currency (PLN) against the EUR. In 2009 investment and domestic demand decreased by 

0,3% and 0,9% respectively (15). Nevertheless, according to the national Central 

Statistical Office data (3), Poland was the only EU Member State that recorded a positive 
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GDP growth at a rate of 1,7% in 2009 (compared to a considerably higher economic 

growth rate in 2008 which amounted to 5.1%) (16).  

 

The Polish economy has faced a challenging external environment, in terms of both 

prospects for exports and external funding. The impact of the slowdown in global and 

European trade on the Polish economy has been fairly limited. The reason is that Poland 

is much more reliant on its domestic market than other countries in the region. That 

significantly helped in sustaining growth in the crisis. The Polish market is as large as the 

rest of the Central European countries together. The biggest threat for Poland was a 

possible withdrawal of foreign capital and problems with liquidity of the financial sector. 

 

In 2010 there was a GDP growth of 3,9% and in 2011 – 4,3% (26). Despite this 

challenging environment, Polish SMEs started to bounce back. In terms of economic 

growth, unemployment, inflation, consumption, the exchange rate and exports, the 

prospects for the next 2 or 3 years look good, although the growth rate will continue to be 

below the potential. An increase in the budget deficit and public debt has eventually 

forced the government to take definite budget restructuring and financial measures.  

 

In December 2011, there were initial signs of a new credit crunch within the eurozone, 

with growth in credit falling and bank funding being withdrawn from central Europe. 

Real GDP growth in 2012 - 2013 will depend largely on the economic situation in other 

EU Member States and will differ significantly between Member States, but the Polish 

economy is set to grow at a high rate, despite many problems that may still appear.  

 

 

 

FACTORS CONDITIONING BUSINESS ACTIVITY IN POLAND 

 

Nearly 70% of entrepreneurs describe the conditions of conducting a business in Poland 

as being difficult or very difficult. They chiefly complain about exceedingly complicated 

administrative procedures, vague regulations of the law and complicated fiscal system. 

They are reluctant to take advantage of external means of financing for their investments. 

In their view the easiest way is to use leasing, whereas obtaining EU funds can be a 
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highly difficult feat. It is worth pointing out that small and medium entrepreneurs have 

trust in financial institutions and it is chiefly from those institutions that entrepreneurs 

obtain all the necessary information with respect to acquiring adequate financing. A great 

majority of companies expects financial institutions to assist them in going through the 

procedures required to obtain financing, as well as consulting services with respect to 

choosing the form of financing (14).   

 

Diagram.  The Evaluation of Conducting Business Activity by SMEs in Poland (%) 
 

 
 

Source: based on TNS Pentor Report for Europejski Fundusz Leasingowy S.A. Warsaw 

2011 

 

The data presented above constitute a confirmation of reports prepared both by the 

organizations associating entrepreneurs in Poland, as well as by international institutions 

conducting research on enterprise operation in the world. “Doing business” drawn up by 

the World Bank (27) can serve as an example of such a report. Its last edition ranked 

Poland at the 70
th

 place out of 183 countries surveyed with regard to evaluating the 

conditions created to entrepreneurs. The result must be seen as very poor. Apart from a 

few countries in Western Europe, countries of Central and Eastern Europe rank high in 

that listing, namely Lithuania (23
rd

 place), Latvia (24
th

 place), Slovakia (41
st
 place), 

Slovenia (42
nd

 place). Poland’s low position results from a general evaluation of the 

conditions carried out by the World Bank, however it is worth scrutinizing what the 

evaluation comprises. What is important is that out of all the categories the possibility of 
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Polish entrepreneurs to acquire external financing was deemed to be high (Poland ranked 

15
th

 globally). The World Bank very highly evaluated the transparency of the law 

regulating contracting of obligations by companies as well as the accessibility of 

information on financing. 

 

Poland fared much worse in other categories. While evaluating the difficulties in setting 

up a business the focus was on lengthy procedures at offices, while the assessment of 

fiscal policy towards entrepreneurs concentrated on the scale of various types of tax the 

companies pay into the state coffers (tax obligations amount to 42% of companies’ profits 

per annum). 

 

Despite such serious obstacles entrepreneurs manage to overcome the difficulties and 

develop their businesses. A large proportion of entrepreneurs (42%) describe economic 

standing of their companies as good, or very good. A significant percentage (39%) 

recognizes the situation as being average. 14% claim that the situation in their companies 

is bad, while 4% perceive it as very bad. The largest percentage of businesses which 

favorably assess their economic standing were medium enterprises. Among micro-

entrepreneurs the percentage of those recognizing the situation to be very good was the 

lowest (14). 

 

Among the most serious barriers that small and medium entrepreneurs have to battle three 

fundamental areas emerge (4): 

1) complicated administrative procedures (35% of responses), 

2) vague and non-cohesive regulations of the law (33%), 

3) high taxes and insufficient transparency of the state’s fiscal system (29%). 
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Diagram. SMEs Financing Barriers in Poland 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: based on data derived from Centrum Badań Marketingowych INDICATOR, 

Finansowanie przedsiębiorców przez banki w 2010 i 2011r. (Report 2011) 

 

High labor costs in Poland were a significant barrier that SME’s mentioned (16%). Other 

factors listed included costs of financing that are high in SME’s view (14%), as well as 

lack of access to the sources of investment and operations financing (ever tenth 

respondent). 

 

It needs to be pointed out that the evaluation of barriers differed depending on the size of 

an enterprise. The larger the company, the more problems it encounters with unclear and 

non-cohesive regulations of the law. Every fourth micro-entrepreneur mentioned this 

barrier, while in case of small and medium enterprises the figure reaches 40% (4, 28). 

 

 

FINANCING SMEs DEVELOPMENT IN POLAND 

 

There is a large interest in understanding the access of SMEs to finance, particularly in 

the process of financing small entities. The financing patterns across countries are 

sometimes vague. The issues related to the process of SMEs’ external financing as well 
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as their influence on capital structure are extremely important to small, fast developing 

firms. 

 

Commercial banks are one of the most important financial capital providers to SMEs 

among different financial intermediaries offering capital for development. Small firms 

tend to be bank-dependent for external funds. The overwhelming majority of external 

financing for the SMEs sector within the European Union (including Poland) is provided 

by banks (19). The banking system for the financing of small enterprises has always been 

characterized by a short-term approach to secure lending and minimize risk. The bank 

relationship is extremely important – both for enterprises and banks (7). The proper and 

smooth financial cooperation between small firms and banks is a key element of their 

corporate financial management. Banks generally show lower interest in appraising 

projects and lending to start-ups and small businesses (6). 

 

The confidence in the banking system has recently been undermined due to the world 

financial crisis. The main threats to the Polish economy were the following: 

 dependence of the exchange rate of the national currency on short-term 

speculative investment,  

 high public debt,  

 a major dependence of production on imports. 

 

As crisis developed, other factors gained importance, e.g. reduced bank lending, 

depreciation of the PLN and financial problems encountered by SMEs. Nonetheless, the 

situation of the Polish economy was relatively positive, as compared to other European 

countries. The mild influence of the crises on the Polish economy, in comparison with 

other Central and Eastern European countries, is related to the following developments 

(22,25):  

 lack of problems in the banking sector, 

 weakening of the PLN, 

 relatively flexible labor market,  

 significant inflow of the EU funds. 
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As a result of the crisis the system of financing SME’s collapsed, on top of that, 

companies had to struggle with a serious deterioration of market conditions. Whereas 

currently they need to battle the consequences of the crisis, namely, inter alia: lower 

purchasing power of money, restructuring, decreased ability of innovating and reduced 

financial outlays on R&D. A limited access to financial sources, which also results from 

the agreements made in Basel (Basel III), constitutes a major obstacle for SME’s to 

emerge from the crisis (21). These arrangements – inter alia, a decision on tightening 

credit money distribution – caused the implementation of stricter procedures of granting 

credits by banks. The problem of financing SME’s is in the focus of attention of both 

organizations associated with the EU, OECD, as well as those functioning in Poland. 

Those organizations are also considering whom an investment risk ought to be imposed 

on. 

 

Despite the fact that interest rates fell in relation to last year, banks demand a larger 

number of documents ascertaining a borrower’s credibility, a higher borrower’s own 

contribution and a higher collateral, and not all the companies are able to fulfill those new 

conditions. Consequently, both banks and entrepreneurs lose customers and profits, 

because financial institutions could provide credits, if it were not for Basel III. 

 

SME’s in Poland utilize external sources of financing investments only to a limited 

degree. They mostly finance investments from own sources (52% of companies). When 

defining reasons for this state of affairs, 11% of entrepreneurs from that sector point out 

to their fears of high demands posed by financial institutions, 9% mention complicated 

and time-consuming procedures, while another 7% - high costs of obtaining capital. The 

structure of the sources of SME’s financing is undergoing certain dynamics. To compare, 

in 2009 (similarly to previous year) two thirds of SME’s investment outlays were 

financed with own funds (64.8%), nearly one fifth was financed with national credits and 

loans (18.5%), and 4.6% from foreign ones (16).  
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Diagram. Sources of Financing in Poland - Small Enterprises 

 
Source: based on data derived from Centrum Badań Marketingowych INDICATOR, 

Finansowanie przedsiębiorców przez banki w 2010 i 2011r. (Report 2011) 

 

Small enterprises chiefly finance their operations with own funds (94%), a PLN credit is 

used to a smaller degree (48%) as are family loans (35%). The situation is similar in case 

of medium enterprises, where own sources remain the main source of financing 

operations (87%), along with PLN credit (63%). Leasing constitutes the next most 

popular source of financing (40%). 

 

Diagram. Sources of Financing in Poland - Medium Enterprises 

 
Source: based on data derived from Centrum Badań Marketingowych INDICATOR, 

Finansowanie przedsiębiorców przez banki w 2010 i 2011r. (Report 2011) 
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If companies decide to make use of external financing of their development, they 

consider leasing and bank loans to be the most easily accessible sources. With regard to 

bank loans, 49% of enterprises express such an opinion (14,16). 

 

As the diagram demonstrates, the use of the EU funds constitutes a relatively small share 

as one of the methods of financing business activity (development). In case of small 

enterprises, 7,7% of the population selects this form of financing, whereas nearly 22% of 

medium enterprises chose it (5). 

 

Diagram. The Use of EU Funds by SMEs in Poland 

 
Source: based on data derived from Centrum Badań Marketingowych INDICATOR, 

Finansowanie przedsiębiorców przez banki w 2010 i 2011r. (Report 2011)  

 

  

Considering the form of financing most frequently used by companies – bank loan – it is 

worth noting that in 2010, just like in 2009, a decrease in the value of credits to 

businesses was recorded. Despite banks gradually softening their crediting policy towards 

enterprises, any increase in crediting activity was limited by a low demand for this form 

of financing, which resulted from the insecurity of business operations. Consequently, the 

value of credits for SME’s fell in 2010 by 1,2% in comparison to a drop of 3,3% in 2009 

(in 2010 the value of credits in this category decreased by twice less than in the previous 

year). The value of credits in the banking sector at the end of 2010 amounted to 248,9 m 

PLN, i.e. 15,4% GDP (vis-à-vis 16,5% GDP at the end of 2009) (16,17). 
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On the one hand, banks have implemented stricter crediting procedures, while on the 

other hand SME’s want to make up for the losses incurred in the previous lean years. In 

spite of the obstacles described here, the Polish sector of SME’s is slowly being restored. 

Nearly three quarters of small companies recorded a profit in 2010 – it is a better balance 

than the one recorded in 2009. Every sixth company experienced payment backlog. In 

2011 nearly a half of small enterprises expect to have generated a profit at the same level 

as in 2010. The fact that one third of the companies anticipate a decrease of their profits 

this year instills less optimism. 

 

In the first quarter of 2011 a large drop was observed in the use of loans offered by banks, 

however, forecasts for the next half of the year are auspicious (23). Own funds continue 

to be a dominant form of financing. Loans denominated in the zloty (PLN), family loans, 

leasing schemes and personal credit lines are popular as well. Currently nearly two fifths 

of small enterprises take advantage of an overdraft in a vista (current) account or a debit 

balance, while nearly one sixth makes use of operating credits. 

 

Banks constitute the most important source of external financing for Polish entrepreneurs. 

No external source of financing exists in Poland - also a public one - that would offer 

them larger support. However, there is a series of threats which may limit that stream. 

 

A choice of a bank by small entrepreneurs depends chiefly on: recognition of individual 

needs and preferences of a client, speed and form of settlements, service quality and 

flexibility, offer range as well as amounts of commission and charges. 

 

The facts that have the greatest impact on the selection of a bank by companies include: 

functionality of electronic banking system, quality and competence of a bank’s personnel, 

service quality and flexibility, as well as the quality and availably of a credit offer. 

 

Two fifths of small enterprises keep free resources in an account instead of depositing 

them; an identical percentage of companies do not possess any free resources. Whereas 

over one quarter of small enterprises deposits their free financial resources, which 
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constitutes a significant fall in relation to the last year’s figures. This year the most 

popular forms of allocating free financial resources are: medium-term bank deposits 

denominated in PLN (1 to 6 months), as well as short-term bank deposits denominated in 

PLN (up to 30 days) (16). 

 

Financial surpluses are allocated in a majority of cases at the company’s main bank, but a 

quarter of the companies also allocate their free cash at other financial institutions. More 

than two fifths of those surveyed admitted that at their companies free cash is kept in a 

current account, whereas nearly one third of those surveyed claim that a company has no 

free financial resources at all. 

 

The most popular channel of communication and settlements with banks is the Internet, 

including home banking facility, which enables using a computer system for direct 

banking transactions. 

 

 

Credit Policy Towards SMEs – Current and Future Perspective 

 

All the indications are that the policy adopted by banks vis-à-vis SME’s in 2012 will aim 

towards tightening crediting conditions and raising credit margin. No significant changes 

in demand for credit have recently been observed, however an upsurge of demand for 

short-term loans is anticipated. 

 

In the 4
th

 quarter of 2011 banks introduced stricter credit policy towards SME’s. 

Approximately 31% of banks gave such a reply with respect to short-term loans, and 

about 37% with respect to long-term loans. Banks described the policy of tightening as 

slight. In case of short-term loans granted to SME’s, banks were expecting a lower scale 

of tightening crediting conditions (18). For the first time since the 1
st
 quarter of 2010 

banks have increased margins on loans granted to enterprises (13). At the same time 

approximately 24% banks declared a rise of margins for high risk loans. Stricter 

conditions were also introduced with regard to a maximum loan amount as well as a 
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maximum crediting period. The remaining credit conditions for enterprises have not 

undergone any significant changes. 

 

A majority of banks justified the tightening of credit policy with an increased risk related 

to a forecasted economic situation, while about 18% of them defined the impact of that 

factor as having been significant. A percentage of banks pointing to their current or 

forecasted capital situation as the reason for the tightening of crediting policy vis-à-vis 

enterprises has grown as well. Banks additionally mentioned an increase of the risk 

related to the standing of the largest borrowers and a deterioration of the quality of their 

portfolio of loans for entrepreneurs. 

 

A small number of banks which softened their credit policy justified that step with an 

increased demand for loans for companies. The banks which recorded an upsurge in the 

demand for loans explained it with a higher demand for financing of fixed assets and 

investments by businesses. 34% of banks gave such a response, while at the same time 

defining the impact of that factor as insignificant. Banks recognized the tightening of 

crediting conditions as the only factor reducing the demand for loans. According to the 

banks surveyed, the remaining factors did not seriously affect changes in the demand for 

loans among entrepreneurs. 

 

The opinion the banks presented demonstrates that during the 1
st
 quarter of 2012 all 

categories of loans for enterprises will be subject to stricter crediting policy. The largest 

percentage of banks anticipates such a change in the SMEs segment, both for short-term 

and long-term loans. Banks expect a demand for short-term loans to grow in the 1
st
 

quarter of 2012 (20). 

 

CONCLUSIONS 

 

Poland shows tremendous dynamics in small business development. 23 years following 

the system transformation demonstrated that the Polish are a highly entrepreneurial 

nation. Companies currently operating in Poland provide employment for over 6,5 m 

people. As many as 7 out of 10 of persons are employed in the SME’s sector. Poland is 
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no different from the rest of Europe in respect of entrepreneurship, and with regard to the 

number of active enterprises it ranks the 6
th

 in the EU. 

 

The activity of SME’s plays a fundamental role in Poland’s economic development. Over 

1,6 m entities of the SME sector in Poland constitute a dominant force in the Polish 

economy and a source of growth, innovation, employment and social integration. The 

smallest entities, i.e. micro-enterprises – usually have a limited scope of operations and 

small impact on the business environment, however, their sheer number means that the 

sector plays a significant role in shaping the economy. In Poland, as in the entire EU, they 

generate approximately 1/5 of the added value of enterprises, while at the same time 

constituting over 9 in 10 of all enterprises (96%), providing employment to 40% of 

workers and to 20% of those employed in enterprises.  

 

The characteristic feature of the Polish SME sector is a relatively low growth rate in 

comparison to the EU states. Polish micro-enterprises are smaller than their foreign 

partners, they employ fewer workers, obtain lower turnover and balance value. They are 

growing quite quickly in comparison to the EU states, yet taking into account 

considerable delays, their growth rate could be quicker and more noticeable. 

 

SMEs depend critically on external sources of finance. Most of enterprises in Poland 

currently use their savings as the main source of financing their investment. Among the 

other, external sources, there are bank loans and leasing. SMEs plan their future 

investments very carefully. 

 

Conducting a business activity in Poland is difficult. Entrepreneurs encounter a series of 

administrative barriers, struggling with bureaucracy and complicated, frequently 

amended tax regulations, which makes running a business activity unpredictable to a 

certain degree. Furthermore, the macroeconomic situation in the EU, fear of an economic 

slowdown and PLN exchange rate fluctuations prevent the companies from steadily 

making plans for business development and for new innovations. Apart from the 

uncertainty as to the development of the macroeconomic situation globally as well as the 



19 
 

barriers in conducting business activity, entrepreneurs also encounter limitations in 

acquiring external sources of investment financing. Those include, inter alia, complicated 

procedures of obtaining funds, fear of high costs of financing and insufficient awareness 

on the available possibilities of financing business activity development. 

 

The condition of Polish SMEs in the subsequent months will largely depend on how the 

macroeconomic situation in Europe unfolds. The debt crisis of the euro zone nations 

makes fear of another economic slowdown even stronger. Although Poland is not part of 

the euro zone, a recession in other countries of Europe may have an adverse impact on 

the Polish economy. Nevertheless, forecasts remain optimistic. 
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Summary: 

This study investigates growth in the forest machine and timber haulage sectors in Finland. The purpose was 

to clarify the impact of growth on companies in financial terms and to compare growth strategies. The main 

questions this study tried to answer were whether it is profitable to grow in these sectors, and if yes, how. 

The study consisted of two phases, the first of which focused on company financials and the second on 

management. First phase consisted of analysis of companies financial statements and in the second phase the 

entrepreneurs were interviewed. The main findings of the study were that there is a strong growth trend 

going on among the large companies of both these sectors. Another new phenomenon is increasing 

outsourcing between companies in these sectors. As a conclusion, it can be stated that profitable growth 

occurs in both of these sectors. Growth, when executed noting special features of the sector and the 

company’s own strengths, may be the answer for better profitability. 

 

Keywords: Entrepreneurship, forest machine, growth, SMEs, timber haulage. 
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INTRODUCTION 

 

Sectors 

 

The Finnish forest cluster as a whole is crucial to the Finnish economy. It employs about 200,000 

people, its share of export goods was 19% (over one-third of Finland’s net exports) and the value of 

its production was 15 billion euros in 2009 (TEM 2010). Most of the Finnish forest products are 

exported, and globalization has affected the whole industry, the profitability of the whole forest 

sector having declined in Finland in the 21
st
 century (Tilastokeskus 2010). Globalization and the 

declining trend in the consumption of paper in developed countries have influenced the forest sector 

worldwide. According to recent studies, this trend will increase and spread to other countries as 

they achieve higher economic development (Hetemäki & Obersteiner 2001, Hetemäki 2005, 

Soirinsuo 2009). The declining consumption has resulted in declining paper prices because of 

overcapacity especially in western counties. This has resulted in large new investment in pulp 

factories in South America, where labour and raw materials are relatively cheap. At the same time 

many paper and pulp factories have been run down in Finland, as well as many sawmills. This 

means that the whole Finnish forest sector must operate more and more efficiently in order to 

survive in the global forest industry battle. This affects every forest company in Finland and as a 

result the pressure for efficiency also affects every step of the chain from acquiring timber to 

manufacturing – including forest machine and timber haulage entrepreneurs. 

 

Finnish forestry, along with the whole Finnish economy, is driven by small entrepreneurs. 

According to TEM (2009), there were 262,000 companies in Finland in 2008 of which 99.7% were 

small and medium sized. In addition, small companies are the most important employers in Finland. 

Their success will reflect directly on the entire economy. If every company listed on the Helsinki 

Stock Exchange hired 1,000 people more, this would provide jobs for about 150,000 people. Every 

small company that employs fewer than 50 persons hiring one person more would give jobs to 

nearly 250,000 people. 

 

According to Rieppo et al. (2008) there were 850 timber haulage companies and 1,650 forest 

machine companies in Finland in 2008. Both sectors are dominated by small entrepreneurs, most of 

the companies in both sectors being family-owned. According to MetsäTrans (2008), 78% of timber 

haulage entrepreneurs own less than 3 trucks and 88% of the forest machine entrepreneurs own less 

than four forest machines. In both sectors, entrepreneurs with just one forest machine chain 
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(harvester and forwarder) or one timber haulage truck is the most common set-up. As forest 

machine companies employ about 5,650 drivers and timber haulage companies 3,510 drivers, these 

sectors employ over 9,000 people combined (Rieppo et al. 2008) and directly affect the well-being 

of tens of thousands of lives. It should also be remembered that forest machine entrepreneurs are the 

largest employers in the Finnish forest sector (excluding processing; pulp, paper and sawmills). The 

forest machine sector turnover is over EUR 500 million and timber haulage sector around EUR 300 

million (Rieppo et al. 2008). In addition, these companies operate mainly in the rural areas of 

Finland where jobs are generally hard to find. This emphasizes their significance as very important 

employers in Finland and the livelihood of the rural areas of Finland. These jobs are much harder to 

replace than jobs in larger cities. 

 

Timber haulage as we know it today started developing soon after World War II, especially in the 

1950s when timber started to be delivered directly to mills in trucks. The first forest machine 

entrepreneurs appeared in the 1960s. Nowadays, trucks are the most important means of timber 

transportation (Figure 1). Nearly all of the roundwood used by these industries spends some time on 

wheels during transportation. The development of timber harvesting is quite similar, nearly all 

logging being done mechanically nowadays using harvesters and forwarders (Figure 2). This has 

increased the efficiency of transportation and logging as truck transportation and mechanical 

logging demands much less labour than hand saws and horse transportation. 

 

 

Figure 1. Timber haulage truck. 
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Figure 2. The Finnish company Ponsse was the market leader in harvesters in Finland in 2008. 

 

Both of these sectors are crucial from the point of view of Finnish forestry, forming the basis of the 

whole forest sector in Finland, which covers several industries from paper production to making 

xylitol – not forgetting the high level of education, research, and development as well. No matter 

where or for what purpose the roundwood is used – manufacturing paper or paperboard, timber or 

plywood, power production, xylitol, construction or other forest products – it must be first harvested 

and then delivered on-site (Figure 3). This logistic chain needs many skilful professionals from 

many different sectors in order to maintain its competitiveness on a global scale. 
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Figure 3. From forest to paper. 

 

Growth itself is important for the economy and its growth, employment and competitiveness. 

Growth is a very important field to study because much of the growth of industry comes from the 

growth of existing establishments rather than from new ones (Kumar et al. 2001, Mäkinen et al. 

2002, Arenius et al. 2005, TEM 2009). The same applies to new job creation (North et al. 1992, 

Davidsson et al. 1993, Wiklund 1998). After the economic decline in the 1990s, many of the new 

jobs in the forest industries were created by growing businesses in small and medium sized 

companies (Mäkinen et al. 2002). The importance of growth companies has also been noted by 

government. Prime Minister Matti Vanhanen’s government started to support growing companies 

more through new policy programs. In 2008, there were approximately 262,000 companies in 

Finland, of which 11,102 or 4.38% were considered as “growth firms
1
” (TEM 2009). Only 0.75% 

of all the companies grew over 30% a year for at least three years (Table 1). It is important for the 

economy that there be companies which are growth-oriented and growing, developing, 

modernizing, employing and increasing well-being. The dynamics of our national economics 

require innovations and productivity, i.e., growth firms (Rainio 2009). Entrepreneurship and growth 

are now central concerns of policy-makers around the world. 

 

 

                                                            
1 A growth firm is defined as a firm that has increased its turnover at least by 10% annually. 
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Table 1. Growth firms based on their turnover growth and their ratio of all firms in 2007 (EK, 

Statistics Finland, Business register) 

  

Number of 

growth firms 

Ratio of 

firms, % 

Over 10% growth 11,102 4.38 

- Turnover over EUR 1.7 million 909 0.36 

- Turnover EUR 1.7 million or less 10,193 4.02 

Over 30% growth 1,908 0.75 

- Turnover over EUR 1.7 million 95 0.04 

- Turnover EUR 1.7 million or less 1,811 0.71 

 

There are many reasons why growth is such a current topic at the moment in the forest machine and 

timber haulage sectors. The growth trend in these sectors results partly from a similar reason for the 

large timber procurement companies in Finland beginning to outsource more of their activities to 

so-called key, area or star entrepreneurs,
2
 which have taken on increasingly larger segments of the 

business in Finland. The workload of entrepreneurs has been rising in the 21
st
 century and they also 

have the opportunity to create larger and more versatile contracts. The contracts were smaller 

decades ago and customers did not support growth, preferring smaller entrepreneurs. The situation 

has almost reversed since which is changing the structures of these sectors. Large companies are no 

longer considered a threat by large timber procurement companies, but effective and time saving 

options as larger (and fewer) contracts can be negotiated. This situation is quite new for 

entrepreneurs in these sectors. Many of whom are facing the question which they might have never 

thought before: should I expand my business? 

 

The forest machine and timber haulage sectors have some similarities and their businesses are 

clearly related to each other in terms of roundwood from the forests to customers. Both these 

sectors are driven by small entrepreneurs, are both involved with roundwood primary production, 

have the same customers, and relatively large investments are needed for machinery
3
. However, the 

operating environments within these sectors are completely different. Information from one sector 

cannot be applied to another. Therefore, in studying growth, it is essential to treat these sectors 

                                                            
2 Key, area and star entrepreneurs mean practically the same thing. The terms vary according to company practice. 

Metsäliitto Group uses “area entrepreneur”, UPM uses “key entrepreneurs” and Stora Enso uses the term “star 

entrepreneur”. 
3 Harvesters can cost up to EUR 400,000 and forwarders and timber haulage trucks hundreds of thousands of euros with 

all necessary equipment. 
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separately as is done here. This also brings some synergy advantages to studying growth; there are 

entrepreneurs who operate in both sectors at the same time and entrepreneurs in both have growth 

opportunities at the same time. Moreover, growth in these sectors has been never studied before, 

which increases the relevance of this study. The question of whether one should expand a business 

is very complex. There are many aspects that should be taken into account but, most importantly, 

growth must be profitable. In other words, if growth cannot produce profit, one should not grow. 

 

The purpose of the study 

 

The purpose of this study was to study growth-oriented enterprises in the timber haulage and forest 

machine sectors, the main focus being growth and profitability. In addition, another main aim was 

to provide information for researchers, policy-makers and actual practitioners, i.e., entrepreneurs, 

about growth and its implications. The idea was to determine how companies grow in these sectors, 

what results different growth strategies bring and what the entrepreneur’s role in it is. As the 

entrepreneur is naturally the head of his/her company, the entrepreneur’s role in growth was also 

investigated. Other essential questions this study aimed to answer were: 

 

 What kind of growth occurs in these sectors? 

 Is it profitable to grow? 

 If so, how? 

 Why do some entrepreneurs grow more profitably than others? 

 What are the key factors in growth? 

 What should be taken into account in matter to grow? 

 What are the key entrepreneurial traits? 

 What is the practical advice for entrepreneurs who are considering growth? 

 How can different growth theories be applied to these sectors? 

 What special characteristics do these sectors have that should be taken into 

account in considering growth? 
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Literature review 

The forest machine sector 

 

Mäkinen (1988, 1993) has investigated the profitability of forest machine entrepreneurs, while at 

Metsäteho Ltd profitability from a customer perspective was analysed by Rajamäki and Heikka 

(1990) and Kärhä (2004). Mäkinen (1988, 1993) also investigated the effects of strategy and 

competitiveness on success, as well as forest machine entrepreneur profitability, finding that 

customer relations play quite a large role, but the role of growth was not studied. Rajamäki and 

Heikka (1990) analysed the size of the companies and factors affecting profitability, but not the 

effect of growth. The study by Kärhä (2004) was based on OKO bank records (Yritystutkimuksen 

toimialatilasto 2000) for the 1990–1999 period derived from statistics from the forest machine 

sector. This dealt with the whole sector, including external factors that influence the development of 

profitability. Penttinen et al. (2008) compared business models in the wood harvesting business. 

The focus of the study was profitability, but growth was not studied. Penttinen et al. (2009) studied 

the economic development prerequisites of forest machine companies in Finland, but again growth 

itself was not looked at. 

 

Outside Finland, the forest machine sector has been researched by Lidén (1995), Mattsson (1997), 

Lundberg (2000), Hultåker and Bohlin (2004) and Hultåker (2006), all of whom concentrated on the 

finance and business development of forest machine entrepreneurs in Sweden. Growth itself was 

not studied. LeBel and Stuart (1998) investigated the causes of efficiency variations in forest 

machine companies in North America, finding that there was an optimum size for a forest 

harvesting company at which it can operate efficiently. They also found that most of the larger 

contractors were experiencing decreasing returns to scale. LeBel and Drolet (2010) studied the 

business status of forest machine entrepreneurs and its influence on performance evaluation. St-Jean 

et al. (2010) compared entrepreneurial orientation and performance among forest industry SMEs 

from a population ecology perspective in Canada, identifying the role of SMEs as subcontractors in 

Canadian forestry. St-Jean et al. found that larger companies desire to expand in the forestry sector 

and diversify into other sectors, whereas the smaller companies are more focused and search for 

ways to promote their business. They found no indication that the profit margins of one of the two 

groups (small and large companies) were superior to the other. In addition, growth was either 

ignored or just mentioned in passing in all of these studies. 

 

 



 
 

8 
 

Timber haulage sector 

 

Mäkinen (1993, 1997, 2001) investigated the profitability and competitive strategies of timber 

haulage companies examining the relationship between strategy and competiveness, as well as 

success and profitability. Mäkinen found that customer relations and strategy have played a large 

role, but growth was ignored in his studies. At Metsäteho Ltd, Väkevä (2004) looked at factors 

affecting the productivity of the timber haulage sector. The study was based on OKO bank records 

(Yritystutkimuksen toimialatilasto 2000) and encompassed the whole sector in addition to external 

factors that affect the development of the sector’s profitability. Högnäs (2001) compared timber 

haulage costs in Great Britain and Finland in his dissertation, the purpose being to determine the 

key reasons for efficiency variations. 

 

Outside Finland, Corsi et al. (1991) conducted a study of the strategies employed by haulage 

companies engaged in the general freight sector before and after deregulation. The study is 

intrinsically interesting because it observed that in the United States aiming at cost leadership was 

the weakest strategy in 1987. Scheraga (2005) conducted an extensive study on the blending of 

strategic dimensions and customer satisfaction in the LTL (less-than-truckload) motor carrier 

industry in United States. A study by Armstrong (2006) discusses profitability in the timber haulage 

sector in the United Kingdom, suggesting that minimising costs, a wider range of services, and 

offering a niche or specialised service are key factors in increasing profitability. Devlin et al. (2008) 

studied the GIS based routing system in the timber haulage sector in Ireland. Again, none of these 

studies focused on growth. At most, growth was only alluded to or simply noted as an interesting 

field to study. 

 

Growth and growth-orientation 

 

According to Wiklund (1998) growth is a process of changing size. Growth, a normal process for a 

company, which occurs whenever conditions are favourable, according to Penrose (1959) in whose 

view, one main focus in growth is the company’s resources and their multifunctionality. Resource 

allocation made by the company management can provide growth, but at the same time 

management also provides the limits to growth. Moreover, Davidsson (1989) argued that to the 

extent that an owner-manager has a choice, opting for growth is more entrepreneurial than not doing 

so when both alternatives are feasible, just as starting a firm is considered more entrepreneurial than 
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not starting one. This, from the point of view of this study, was an obvious distinction between 

entrepreneurs and contractors in the sectors under investigation. Although growth is important and a 

key factor of entrepreneurship, it should be noted that only a minority of small companies grow – 

the majority do not. Penrose (1959) characterized the growth of a firm as follows: 

 

The term ‘growth’ is used in ordinary discourse with two different connotations. It 

sometimes denotes merely an increase in amount; for example, when one speaks of 

‘growth’ in output, export, and sales. At other times, however, it is used in its primary 

meaning implying an increase in size or improvement in quality as a result of a 

process of development, akin to natural biological processes in which an interacting 

series of internal changes leads to increases in size accompanied by changes in the 

characteristics of the growing object. 

 

Growth is a big decision for the entrepreneur. Growth is a process of change in which management 

and leadership must be converted to be appropriate for the future growth strategy. Converting the 

company management and its culture is always difficult and needs a lot of effort, especially in 

companies that are older and have settled systems, policies and hierarchy. Strategic, organizational 

and human resource decisions made by management, which lie at the heart of enterprise 

performance (Teece 2009), are also key factors in growth. Inappropriate resource allocation in 

growth is something small companies especially cannot afford as they usually do not have large 

financial reserves to back them up. 

 

Growth orientation refers to company’s management (i.e., the entrepreneur) and their motivation 

and abilities to expand the business. Laukkanen (2007) states simply that growth oriented 

entrepreneurship is business which is driven by a conscious aspiration to grow quantitatively and to 

create wealth. According to the Finnish Limited Liability Companies Act
4
 (624/2006), “The 

purpose of a company is to generate profits for the shareholders, unless otherwise provided in the 

Articles of Association.” Since companies and entrepreneurship exist only to identify opportunities 

to make money. Growth oriented entrepreneurs can be defined as entrepreneurs who are running 

their businesses expansively. Sometimes the best way to identify such companies is based on their 

actual historical growth (Laukkanen 2007). This method was used to determine growth oriented 

companies in this study. 

                                                            
4 Osakeyhtiölaki. 
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Why do firms grow? 

 

According to some authors, "growth is the very essence of entrepreneurship," and commitment to 

growth is what primarily distinguishes small business owners and entrepreneurs (Carland et al. 

1984, Papadaki & Chami 2002 cited in Sexton and Smilor 1997). Beyond the start-up and survival 

phases of an enterprise’s life lies the potential for enterprise growth, but not all enterprises move 

along the growth and expansion path. One factor explaining the presence or absence of growth is 

the entrepreneur (Liang et al. 2007). As mentioned in Chapter 1.1, the growth of firms is important 

for the economy. However, this does not explain why firms grow. The question that needs to be 

answered is “What is in it for them (entrepreneurs)?” 

 

In itself, the word “growth” refers to change in size or magnitude from one period of time to 

another (Wiklund 1998). Growth occurs when 1) motivation exists, 2) profitable opportunity exists 

and is discovered, and 3) adequate strategies and resources exist. Growth is organizing resources so 

that a profitable opportunity can be exploited. Although an opportunity for entrepreneurial profit 

might exist, an individual can earn this profit only if he or she recognises that the opportunity exists 

and has value (Shane and Venkataraman 2000). Wiklund (1998) emphasizes the significance of 

abilities, available resources and motivation in growth. If an entrepreneur has no motivation and no 

resources, growth has no prospects (Figure 4). In addition, Wiklund (1998) has stated that 

motivation is “more important than any personal abilities” in terms of small business growth. 

 

 

Figure 4. Wiklund’s four types of firms in relation to the entrepreneur’s ability and motivation to 

grow (1998). 
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According to Wiklund (1998), there in a strong relation between financial performance and growth. 

In other words, growth means more money in most cases, which is naturally a possible motivator 

for any entrepreneur to grow his or her firm. “As firm size and age increase, the adverse impact of 

lack of growth on firm survival is reduced” (Gilbert et al. 2006). This is one of the strongest 

motivational factors for small business managers (entrepreneurs) to seek growth. Additionally, for 

larger firms, it is easier to divest resources such as employees, and thus survive crises (Wiklund 

1998). 

 

Moreover, growth is an important precondition for a firm’s longevity. Negative growth of an SME 

is often a sign of problems, while stagnation, the situation in which growth has stopped, is usually 

indicative of problems that a firm will face in the future. Achieving a higher net value for the firm 

can be regarded as a motive for growth (Pasanen 2006). Moreover, the financial theory suggests 

that maximizing wealth is every company’s ultimate aim. Indeed, if growth can reduce risk it will 

also raise the company’s net value by reducing its risks. This naturally demands that growth be well 

planned and executed on a long term basis. 

 

Beside the entrepreneur himself, markets also have an influence on how firms behave. Companies 

drive markets as well as markets drive companies (O´Gorman 2001). Organizational structure and 

resource qualities might well explain why other firms perform better than others (O’Gorman 2001). 

The industry position of a firm has certain driving effects on the growth of a firm (Autio et al. 

2007). If a particular industry sector happens to grow, a firm in that industry is likely to feel the 

pulling effect as the industry “makes” the firm grow with it (Miettinen 2009). In other words, the 

industry may pull firms into growth but firms still do not grow automatically. If the entrepreneur 

himself “feels” the pull and sees profit opportunities in it, the growth process begins by reallocating 

resources towards growth. 

 

Of course, the simple way of explaining why entrepreneurs grow is the neoclassical theory 

according to which profit maximization is the only reason to grow. Still, not every entrepreneur 

decides to grow and not every entrepreneur recognizes the same profit opportunities. Davidsson 

(1989) noted that it is assumed as an axiom in economic theories that profit maximization is the 

only reason for growth. Economic theory is mainly based on rationalism, but individual 

entrepreneurs can make even large decisions based on their “hunch” or feeling or just take a chance. 

In fact, there are many reasons for an entrepreneur to run and grow a business (e.g., Davidsson 

1989, Jennings & Beaver 1997, Brush 1992, Bakkenes & Snijders 2006) which emerge from the 
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entrepreneur’s own personal goals many which of may have nothing to do with money and which 

are usually not discussed much in the literature. It could be stated that of course everybody acts 

rationally – it just means very different things to different individuals and results in different actions 

and outcomes. In static economic theories, the shape of cost functions and the principal idea of 

profit maximization are the main assumptions affecting growth. A firm will grow until it has 

reached the size at which long-run marginal costs equal price, which is assessed as the "optimum" 

size of the firm (Papadaki & Chami 2002). Products and services require different kinds of skills, 

knowhow, labour and other resources. These who can manage these most effectively can produce 

the greatest output. Papadaki and Chami (2002) remind us that company expansion will be limited 

by decreasing effectiveness of the entrepreneur as the scale of the firm increases. In other words, the 

entrepreneur is not able to control everything in a large company on the same scale as in a smaller 

company. In conclusion, the reason why entrepreneurs decide to grow is not straightforward. There 

are many factors behind the growth decision, of which the six most commonly used in the literature 

are profit maximization, survival, markets, willingness to grow (growth motivation), the 

entrepreneur’s (managers) abilities and the need for achievement.
5
 The real reason for an 

entrepreneur to grow a business varies greatly between individuals. 

 

MATERIALS AND METHODS 

 

The study focused on the largest limited forest machine companies and timber haulage companies 

which have had growth in turnover from 2001 to 2006, and which supplied financial statements for 

the period in question. The growth of a company can be measured in many ways, but it is generally 

agreed that growth in sales is the one most universally applicable (Davidsson et al. 2005). The 

research focuses on the largest limited companies because they often have more easily accessible 

material and because small one-machine companies are not necessarily even interested in growth. 

The sample includes 32 of the largest forest machine companies and 30 of the largest timber 

haulage companies in Finland. The study included two steps, the first of which focused on the 

financials and the second combined these with strategies and other internal company resources. 

 

The first phase of the study focused on companies’ financial resources. Financial statements from 

2001 to 2006 from the selected companies were retrieved from the National Board of Patents and 
                                                            
5 According to McClelland’s need for achievement theory (1961), individuals differ in the degree to 

which they strive for achievement satisfaction. In other words, entrepreneurs strive for personal 

satisfaction rather than profits or rewards. 
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Registration of Finland (Patentti- ja rekisterihallitus). Only a few of the entrepreneurs, however, 

were not able to supply financial statements for one or two years. Financial statements were run 

through the Navita program, which calculated various financial figures from them such as growth-

rate, equity ratio and net profits
6
. 

 

In the second phase of the study, more material from the selected companies was collected by 

entrepreneur-interviews. A total of 23 forest machine entrepreneurs and 23 timber haulage 

entrepreneurs agreed to be interviewed. This meant a response percentage of 72 and 77 respectively. 

Not all the entrepreneurs wanted to be interviewed or the time. The entrepreneurs were interviewed 

personally in autumn 2008. The questionnaire included about 85 questions (depending on how this 

is calculated) and nine different sections which covered company resources, entrepreneurial abilities 

and motivation, business and competition environment, strategy, growth and future plans. Most of 

the questions were open-ended. Questionnaires for the entrepreneurs in both sectors were quite 

similar. However, some modifications were included that made the questionnaires more appropriate 

for each. Company financial statements of the 23 forest machine entrepreneurs and 23 timber 

haulage entrepreneurs interviewed from the years 2001 to 2007 were also taken into account to 

determine the financial success of the growth. Financial statements from 2007 were added to the 

second phase as they were available. Those companies whose entrepreneurs were not interviewed 

were not included in the second phase of the study. 

 

The period selected was rather challenging for companies in these sectors in Finland but at the same 

time it offered opportunities. In the middle of 2000, the whole Finnish economy was shaken by the 

burst of the so called “IT-bubble”. After this, the Finnish economy grew strongly during the whole 

period from 2001 to 2007 and total commercial felling stayed at a quite steady level of 54 million 

cubic metres per year (Figure 5). In 2005, there was a 1.5 month long paper mill strike, which 

naturally reduced the workload of forest machine and timber haulage sectors for that period. Such 

special situations are challenging time for entrepreneurs as, naturally, wages must be paid while 

machinery remains underemployed. 

 

                                                            
6 Navita Yritysmalli, Version 2.0.563. Teemuaho Oy 2008. 
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Figure 5. Total commercial fellings in Finland, 2000-2008 (Mäki-Simola & Suihkonen 2010). 

 

The whole research sample is rather small as is the number of entrepreneurs compared to the 

number of entrepreneurs in these sectors. In addition, both forest machine companies and timber 

haulage companies are located at great distances all over Finland and personal interviewing is quite 

expensive and time consuming (Figure 6 and 7). However, despite the 32 forest machine 

entrepreneurs in this study representing only about 2% of the total, they represent over 12% of the 

total market turnover. The 30 timber haulage entrepreneurs represent about 3.5% of the number of 

entrepreneurs, but over 20% of the total market turnover.
7
 In this way, the sample included a 

significant number of the largest growth-oriented companies in the sectors, which was the main 

focus of the study. 

 

The research method was qualitative with a heuristic approach, the methods apparently being 

successful in terms of combining and processing a mass of qualitative data. This is partly because of 

the large number of open-ended questions asked. The challenge is to find those most important 

variables influencing company success in growth. Wiklund’s model was considered as the most 

appropriate option from those available theories as it combines many relevant perspectives in a 

form suited to empirical material. According to Wiklund (1998), the difficulty of choosing the 

model arises partly from the fact that models are usually too advanced and sophisticated for 

empirical material and research. 

                                                            
7 These market shares are only rough estimates and probably over-estimate the actual situation as some of the 
entrepreneurs also operate in other sectors which increase their calculated turnover. High level of subcontracting 
might also fudge these figures. 
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Figure 6. Location of the forest machine entrepreneurs in the study. 

 

 

Figure 7. Location of the timber haulage entrepreneurs in the study. 
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FINDINGS 

 

Growth is full of decisions and uncertainly – but so is choosing to not grow. Every decision that an 

entrepreneur makes must be considered from the point of view of running a business and making a 

profit. An important aspect of these decisions is that entrepreneurs do not feel the same degree of 

risk or see the same kind of opportunity when facing similar decisions. Many reasons account for 

this, which makes each entrepreneur unique. Still, a willingness to take risks is at the very heart of 

entrepreneurship.  

 

Forest machine entrepreneurs 

 

Companies which have a sound financial basis, grow profitably. Trying to grow from a poor 

financial situation usually results in an even poorer outcome. The present results show that 

companies that are not doing well should not finance growth with loans because this often does not 

improve their financial position. Weaker companies should first concentrate on improving their 

financial situation and management and only consider growing when the situation has improved. A 

key finding was that growth does not correct the fundamental reason for a company’s poor 

performance. The results also show that financially weak companies have very little latitude in 

business development and that little consideration is given to strategies for the future. Entrepreneurs 

should seek new opportunities and develop their existing businesses. The fundamental reasons why 

some companies are doing poorly are incapacity to develop their business model and a lack of 

adaptability in the changing business environment. 

 

One key finding was that outsourcing seems to be quite a profitable means of growth in the forest 

machine sector. However, the advantages that outsourcing bring to a company are purely up to the 

management. Management must first consider whether to use subcontractors and then negotiate 

every subcontract with a reliable partner so that it is profitable for both parties. This emphasizes the 

importance of networking in growth. Those companies which grew mainly organically were not 

able to improve their financial situation or increase profitability. 

 

The study revealed that entrepreneurs who grew profitably considered growth less risky, perceived 

themselves as more innovative than others, and had greater achievement motivation. These findings 

indicate that growth options that entrepreneurs consider themselves less risky are probably so 

because they most likely know what these options actually involve and what their efficient 
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execution requires. In this study, it seemed apparent that highly successful entrepreneurs had made 

the decision to grow before actually growing. This means that they were just waiting for the right 

growth opportunity – passively. In other words, if the perceived risk was high the entrepreneur 

probably did not entirely see the full potential impact of that option and it became a risk for that 

entrepreneur. 

 

The goals of growth varied between companies and it was found that the companies which grew 

most profitably had a financial goal for growth more often. In fact, goal of growth was found to be 

crucial as it draws the strategic lines as well up to a point. Those companies which used growth to 

defend their market position probably succeeded in that, but it was done to the detriment of 

profitability. However, when the company’s financial situation was poor and the goal of growth was 

to increase profitability, the result was usually a larger but less profitable company. This is in line 

with the findings in Publication I – profitable growth needs a sound financial position and a 

working strategy in the background since this study suggest that it is very risky in terms of 

profitability for entrepreneurs to pursue growth and improve strategy at the same time. 

 

One major obstacle to growth found in the forest machine sector as well as timber haulage was 

labour shortage. This is not a new problem but a continuing one as companies in those rural areas 

do not seem to attract labour. In some cases, this was one of the many significant factors limiting 

growth. Entrepreneurs can have little influence on this factor. 

 

These findings should not be interpreted as being that valuable separately, but as an entirety or set 

of guidelines which should be taken into account in considering whether to grow. The research 

sample consisted of large limited companies, but there is no reason to assume that these finding are 

not useful at some level or should not be noted in smaller growth-oriented smaller forest machine 

companies or companies that are not limited liability companies. The findings suggest that the 

following claims can be made about growth in the forest machine sector: 

 

 Unprofitable companies rarely can become highly profitable when growing. 

 Growing by taking large loans seems not to produce a good outcome. Entrepreneurs should 

always remember that leverage works both ways. 

 Use subcontracting. Networking with other entrepreneurs can offer new opportunities. 
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 When setting up a growth strategy, every option should be evaluated. The results shows that 

companies which grew only organically grew less profitably than those which pursued 

growth through various growth strategies. 

 Listen to customers. Customers ask good partners to grow when they need more services. 

 Grow in terms of your environment. 

 If growth is perceived as risky, it probably is. Entrepreneurs who are doing well do not 

perceive the risk involved in growth as much as entrepreneurs who are doing poorly. 

 Entrepreneurial orientation is a must. 

 Be innovative and seek new and more efficient ways to run the business. 

 Growth should have financial goals. 

 Family-owned businesses seem to be more profitable than others. 

 The sector is more labour intensive than capital intensive. Good employees are a powerful 

asset. 

 

Timber haulage entrepreneurs 

 

In timber haulage companies, the role of management (the entrepreneur) seemed more important the 

deeper the analysis went. It was found that one main problem in growth in the timber haulage sector 

is that economies of scale do not exist or are very limited. This means that at some point of growth, 

for example, a 10% increase in output (timber delivery volume) demands more than a 10% increase 

in input (costs). In other words, at some point it is not possible to increase haulage capacity by 

simply increasing the number of trucks and employees. This means that new investments in 

maintenance, office work and infrastructure are needed to keep up the new production levels. This 

emphasizes planning and re-evaluation of resource usage. Publication II showed that when a 

company reaches about EUR 1-1.5 million in turnover it can operate very efficiently, but beyond 

that size its costs start to rise and new growth strategies must be considered. 

 

Another issue in timber haulage sector growth was the unprofitability of outsourcing. Outsourcing 

here seems to be quite the reverse of that of forest machine entrepreneurs, where it was found to be 

quite a profitable means of growing. In the timber haulage sector, where profit margins are slimmer, 

outsourcing seems to bring in less money than doing the same work with one’s own resources. This 

also means that it is hard to negotiate better contracts with larger capacity (this finding confirms that 

the opportunity for scale economics is very limited). In order to use subcontracting profitably, a 
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larger contract must be more valuable than a smaller one (in terms of euros per cubic metre) for 

commissions to the subcontractor (or, conversely the deal with the subcontractor must be very 

advantageous for the company). 

 

This study indicated that it is possible to grow profitably in the timber haulage sector. The results 

show that entrepreneurs who grew profitably 1) used little or no outsourcing, 2) put more effort into 

optimizing the balance between workload, machinery and employees, 3) grew organically, as well 

as through diversification, 4) used more time in establishing strategic objectives and identifying 

problems. 

 

This study demonstrated that growth through diversification can compensate for the seasonality of 

timber haulage business as altering a timber haulage truck to deliver other goods is relatively 

inexpensive (as the prime mover of the truck is clearly more expensive than the trailers). This does 

not mean that profitability is achieved in the other sector, but in this way it is easier to optimise 

adaptable machinery and skilled employees. It was also found that highly successful entrepreneurs 

put more effort into identifying problems in growth and setting strategic objectives. It is generally 

hard to try to develop a business or improve its profitability if the problems are not identified. 

Another obvious difference between successful and less successful entrepreneurs was that in setting 

financial and strategic objectives, more focus are put on strategic growth objectives. Setting up 

financial objectives is relatively easy, but implementing them is another matter. Financial objectives 

were quite similar in the companies studied, but strategic objectives, which determine financial 

objectives and the ways to achieve them to some point, varied more in terms of successful 

companies having one and less successful companies having none. 

 

The major conclusion to be drawn is that timber haulage companies do have skilled employees and 

good machinery and the key to profitable growth is their optimal use. The timber haulage sector is 

subject to seasonality, but it runs on forest industry terms (economic and market situation) and the 

environment (rospuutto
8
 season). Timber haulage companies (as well as forest machine companies) 

are dependent on the varying need for timber of mills and road conditions. Based on this study the 

following claims can be made about growth in the timber haulage sectors: 

 

 Increasing turnover to about EUR 1-1.5 million seemed to produce good outcomes... 

                                                            
8 The word Finnish ”rospuutto” means bad road conditions during spring, when unsealed roads turn into mud. 
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 ...as smaller and larger companies seemed to be less profitable. The sector may be polarised. 

 The role of management (the entrepreneur) is crucial to growth. Poor management can erode 

many years work in poorly planned growth. 

 Growing through large loans seems not to produce to good outcomes. Entrepreneurs should 

be able to finance growth with their own capital to some extent and remember that leverage 

works both ways. 

 One key element in successful growth seemed to be optimising resources (machinery, labour 

and workload). 

 Grow in terms of your environment. 

 Aiming for growing sales from the point of view of profitability seems to be more profitable 

than taking market share from competitors. 

 While growing, more focus should be put on monitoring cost. 

 When considering subcontracting, exact calculations should be made. Subcontracting is 

increasing in the sector, but it might not improve profitability. 

 Growth through diversification can reduce the impact of seasonality as other sectors can 

provide alternative work when slushy conditions limit timber haulage work. 

 Set financial and strategic objectives for growth. Strategic objectives are important in 

developing a growth strategy. 

 The sector is more labour intensive than capital intensive. Good employees are powerful 

asset. 

 

CONCLUSIONS 

 

To start with, it could be stated that this study managed to achieve most of its aims. New ideas, 

viewpoints and questions also arose during the research process and were answered to some degree. 

In addition, the questions that this study was not able to answer were recognised and opened up for 

follow-up research. The research method was qualitative with a heuristic approach, the methods 

apparently being successful in terms of combining and processing a mass of qualitative data. The 

decision to select two sectors instead of just one also paid off as companies from both sectors 

revealed both similarities and differences in growth. From the entrepreneur point of view, this study 

also managed to produce some concrete information about growth in both of these sectors for 

entrepreneurs. 
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This study showed that growth is an ongoing trend in both the forest machine and timber haulage 

sectors. The variation in company size is increasing as well as the structure of the business 

environments of these sectors. Subcontracting is another obvious and increasing trend. It seems that 

small companies make contracts with larger companies in the sector more often (situation B) and 

not with the customer who actually purchases the timber, which has been the traditional pattern 

earlier (situation A) (Figure 8). This means that new operational chains are forming within these 

sectors and that networking is becoming a necessity for the entrepreneurs. This new business 

environment is also partly driven by large forest corporations who have large deals with so-called 

key, area, or star entrepreneurs. It is possible that after a period of time there will be a large local 

leader in every part of Finland who has subcontracting deals with the other smaller entrepreneurs. 

This kind of development is re-shaping the old business environment, but it is also offering new 

opportunities for growth. 

 

 

Figure 8. The ongoing trend toward increasing subcontracting (B) in these both sectors compared to 

the previous situation (A) where every company had a direct deal with a timber purchasing 

customer. 

 

Despite the fact that both of these sectors represent low-profit, small business driven sectors 

historically, it is possible to grow profitably in both. There were many companies in both sectors 

which had healthy balance sheets and created clearly above-average profits during their growth. In 

addition, despite these sectors both being involved with primary roundwood production and looking 

to be quite similar from the outside, their economies of growth are different, with only few 

similarities. In the forest machine sector, a sound financial situation seemed to be one key factor in 
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profitable growth. In the timber haulage sector, the role of management (the entrepreneur) seemed 

to become increasingly meaningful. 

 

One key conclusion of this study is that growth demands a clear and active strategy that takes into 

account the speciality of the sector, the unique resources of the company and, most importantly, the 

changes that are shaping the sector at the moment and will do in the future. In these “traditional” 

sectors there are many “traditional” family-owned companies which do everything as it has always 

been done. Many entrepreneurs have run their businesses for ten to thirty years and have been 

influenced by it for even longer. It became clear in the study that successful growth in most cases 

needs a strategy that is different from a previous business situation (prior to growth). 

Entrepreneurial orientation, as defined by Janney and Dess (2006), seems to be a characteristic for 

successfully growing entrepreneurs. According to Janney and Dess (2006), entrepreneurial 

orientation suggests, among other things, independence of action, a willingness to explore new 

ideas and markets, and attempts to destroy the market leader’s position by discovering new markets. 

Entrepreneurial orientation seemed to be crucial in both sectors partly because they are seasonal. If 

a company has wealth, it has more opportunity to risk part of it on uncertain growth. 

 

The findings are also in line with those of Wiseman and Bromiley (1996), who found that 

organizational decline influences risk-taking positively and that increasing profitability influences 

risk taking negatively. It was found among timber haulage entrepreneurs that those who were 

weaker in financial terms perceived growth as more risky. In other words, financially weaker 

companies tried to grow out of their difficulties without fully realizing the impact of that decision. 

This also contributes the results of Hambrick & D’Aveni (1988) and Pasanen (2003). It was 

observed in many cases in this study that companies which were previously doing well also grew 

quite successfully, while companies which were trying to grow out of their difficulties were on the 

brink of bankruptcy. During growth, both success and difficulty seemed to generate self-reinforcing 

spirals. Pasanen (2003) stated that factors affecting SME success generate positive upward spirals. 

Similarly, factors affecting SME failure generate vicious downward spirals. 

 

Aside from the similarities in these two sectors, the economies of growth seemed to be quite 

different. It was found in the timber haulage sector that a U-shaped curve might exist between size 

and profitability. This means that growing from an optimum size decreases profitability until a very 

large size has been achieved. However this might not be unproblematic. The curve seemed to be 

much lower at the larger end and most profitable companies were smaller and had offered a quite 
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diversified range of services. In this case, growth must be planned more and opportunities must be 

sought beyond the traditional business model. It was also found that in the timber haulage sector 

economies of scope seemed to exist rather than economies of scale. Economies of scope are cost 

advantages that result when firms provide a variety of products or services rather than focusing on a 

single output (Kass 1998). Among the timber haulage companies, the most profitable growth 

coincided with a larger range of services offered. A growth model in which part of the growth was 

diversified in another business (which supports the main business), part in outsourcing and part in 

the main business seemed to bring good results. These findings are similar to those of Farsi et al. 

(2007) who found that economies of scope can provide significant advantages, especially for small 

companies. However, their study did not focus on growth, but mainly allured to it. Based on these 

findings, it is possible in low profit service sectors where variable costs are large and fixed costs are 

low to achieve profitable growth and improve profitability by broadening the range of services 

offered, i.e., through economies of scope rather than economies of scale. In this kind of growth, the 

role of the management (the entrepreneur) is crucial and new thinking is required when the 

company is reaching a new larger size. 

 

In the forest machine sector, it was noted that larger companies were more profitable than smaller, 

but larger companies used outsourcing significantly. In fact, it was found that the more a company 

used outsourcing the more profitable it became. However, a business model in which a company’s 

main business is purely outsourcing is not traditionally accepted. This means that the more a 

company wants to outsource activities, the more it must also manage services itself. This kind of 

growth seemed to be profitable, a finding in line with Barney (2002), who claimed that economy of 

scope between two firms is best realized through an alliance, not an acquisition. In the forest 

machine sector, it was found that a sound financial situation is important in profitable growth. 

Growth and strict monitoring of the financial situation seemed to create a positive upward spiral as 

Pasanen (2003) also pointed out. In the case of forest machine company growth, the entrepreneurs’ 

networks with other actors in the sector seemed to be crucial. With good networks and 

relationships, the entrepreneur is able to negotiate larger contracts knowing that he or she can 

outsource part of the workload to partners and therefore improve market situation from the 

customers’ point of view. 

 

Profitable growth in both these sectors (and sectors similar to these) is difficult partly because of the 

lack of direct economies of scale. As stated in many previous studies, low fixed costs and high 
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variable costs eliminate the economies of scale (see Jackson et al. 2008). This is the case with both 

of these sectors, which must be taken into account in considering whether to grow. 

 

It was found that in studying small business growth the environment and a company’s relationship 

to it should be considered more. This study found that economies of scale are limited in the timber 

haulage sector and subcontracting seems to be quite a profitable means of growth in the forest 

machine sector. There is no reason to assume that these are isolated cases, similar unique factors 

being found in other small business driven sectors as well. These factors and their identification are 

crucial from the point of view of growth and strategy formulation. In other words, small companies 

are strongly linked to their environment, which can offer opportunities to those who are familiar 

with it. Naturally this does not exclude the view of Hamel and Prahalad (1990), who claimed that 

opportunities can be created within the firm, but should be taken as an important addition. 

Companies can generate good profits and growth by selecting an appropriate strategy for the 

company’s environment and by creating new opportunities using their own strengths and 

innovativeness. 

 

One important finding of this study was that a majority of companies suffered from a labour 

shortage at some level. It should be alarming to decision-makers and politicians that as much as 

70% of all the entrepreneurs interviewed mentioned a labour shortage as a problem in growth – as 

well as at this size. The most worrying fact is that this is not new, but a situation which has 

prevailed for a long time and is becoming chronic at the same as the Finnish unemployment rate is 

at a high level. This situation can slow down or even stagnate the whole output of these sectors. Of 

course wages can be raised, but if productivity does not increase this can have serious effects on 

these entrepreneurs as well as Finnish forestry and its competitiveness. For many entrepreneurs, the 

labour shortage has and will result in loss of profitability and weakened competitiveness while for 

the Finnish government the labour shortage means higher unemployment and lost taxes. One 

solution is that the image of the jobs in forestry should be improved, especially among small 

business driven sectors, as well as education admissions being increased. The Finnish government 

should also encourage people to study those subjects and skills that can guarantee employment by 

reallocating education resources. More resources should be allocated, for example, to forest 

machine and timber haulage driver education at the same time as resources are being diverted from 

those where people end up unemployed after graduation. Some kind of active and predictive 

monitoring system could reduce this problem; in other words, monitoring education admissions by 

how many graduates get a job which corresponds to one’s education. 
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Finally, there is a note or a “discussion starter” based on how the term innovation is used. The 

Media, researchers, politicians and even business literature typically discuss innovations as large or 

revolutionary phenomena which consume much time, money and resources. Innovations are usually 

discussed as rare in any given area, but when they happen their affects are global and they bring 

tons of cash to their developers. In other words, little focus has been given to those small 

innovations that do not revolutionise whole industries, but simply make things easier for one or a 

few entrepreneurs and affect only a few people or the employees of a single company. Innovations 

can be small improvements to the end-product or service or to the production chain. Most 

innovations are like this. Innovations in general do not need to be large in order to make a 

difference. These small innovations should be discussed more and people (entrepreneurs) should be 

encouraged to make them even more. Many entrepreneurs in this study had created innovations, but 

they did not think of themselves as innovators. These small innovations are very important and 

should not be outshone by revolutionary “large” innovations. 
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This paper enhances understanding of the factors underlying professional accountants’ high 

turnover rates. Our research is pertinent for the ICSB conference, as accounting enterprises in 

New Zealand employ on average 3 - 4 employees. A representative New Zealand sample of 

professional accountants enabled us to successfully identify some of the major job design 

considerations contributing to accountants’ job satisfaction and predict planned tenure. 

Planned tenure was found to be very low, 50% of accountants expected to leave their current 

employer within 0 to 3 years of the survey date. Work life balance (WLB), in terms of access 

to flexible work arrangements, was strongly indicated as the primary consideration when 

considering remaining in present employment. This finding indicates an inverse trend 

between the ‘official’ availability of WLB initiatives on offer – which was reported to be 

adequate in a 2009 chartered accountants survey – and the actual access to accountants. 
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Introduction 

  Staff retention in the accounting profession, the majority of which are small, has 

become an issue of increasing concern. Turnover rates (and intentions) have been reported to 

be disproportionally high and have been increasing since the late 1980’s (D. W. Law, 2005). 

The turnover rate of professional accountants in New Zealand has been placed between 17 

and 18 percent (Ministry of Women's Affairs, 2010). While organizational loyalty and long-

term organizational commitment have been demonstrated to be low, recent studies have 

found professional commitment among accountants is above average (Smith & Hall, 2008; 

Snape, Lo, & Redman, 2008). It appears therefore, that the majority of accountants wish to 

remain within the accounting profession, but not with their present employer. Intentions to 

remain with the employing organization are of considerable concern for employers given the 

costs associated with employing a new accountant. Accounting is a complex job, and 

consequently has relatively high costs associated with staff turnover (Tracey & Hinkin, 2008). 

The average first year costs associated with replacing a junior accountant have been 

estimated to be up to 240% of the annual salary (Twiname, Samujh, & Rae, 2011).  

 

 Two antecedents of staff turnover have been well established in previous research: 

organizational commitment and job satisfaction (Dole & Schroeder, 2001; Parker & 

Kohlmeyer Iii, 2005; Reed, Kratchman, & Strawser, 1994; Tett & Meyer, 1993). 

Organizational commitment and job satisfaction have been shown to predict a proportion of 

the turnover rate, and intentions to quit. These do not, however, account for the 

disproportionally high turnover rate among accountants in particular. According to a study by 

Law (D. W. Law, 2005) neither accountants’ job satisfaction, nor commitment to their 

employing organization are below average, yet simultaneously turnover rates are identified as 

being comparatively high in the accounting profession. Similarly Gendron et al. (Gendron, 

Suddaby, & Qu, 2009) determined accountants professional commitment is higher than 

organizational commitment.  Thus suggesting there is an underlying issue not intrinsic in the 

work itself, yet especially relevant to accountants. This trend – high professional commitment, 

and low organizational commitment - could mean that accountants have expectations of 

attaining above average job satisfaction and that the reality of the work generally does not 

meet these expectations (Moyes, Shao, & Newsome, 2008). The study presented here 

provides insights into some of the issues underlying the high turnover rates of accountants in 

addition to methods of re-attracting accounting staff once they have left. 
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New Zealand Context 

 New Zealand is a South Pacific western nation and part of the British Commonwealth 

with a working population of 2.2 million (Ashley-Jones, 2011). A large proportion of 

businesses in New Zealand, are small to medium sized enterprises (SMEs), and the average 

accounting enterprise in New Zealand has 3-4 employees (Ministry of Economic 

Development, 2011). New Zealand has a single accounting membership body which calls 

itself the New Zealand institute of Chartered Accountants (NZICA). It has an accredited 

membership of over 35,000 accounting professionals (NZICA, 2011b). NZICA anticipates 

that a substantial 6.5% of New Zealand accountants will emigrate in 2012 (NZICA, 2011a).  

 

A recent financial employment survey conducted by Robert Half reported that there is 

a shortage of accounting professionals in New Zealand. In fact, the shortage in New Zealand  

was estimated to be almost twice that of the global average (Robert Half, 2011a). “In New 

Zealand, accountancy professionals appear to be in highest demand, with more than a third 

(41%) of employers indicating that accounting positions are the most difficult to fill, 

compared to just 22 per cent of employers globally” (Robert Half, 2011a, p. 1). This study 

also reported that losing accountants is an area of concern in most organisations. “62% of 

New Zealand managers are concerned about losing top-performing financial professionals to 

other job opportunities over the next 12 months” (Robert Half, 2011a, p. 1). In addition the 

2011 NZICA remuneration survey reported that staff retention was among the top 10 issues 

facing accounting organisations presently and in the near future. This confirms that 

recruitment and retention are recognised concerns for accounting firms.  

 

Literature Review 

 A literature review was conducted in order to determine the precursors of turnover 

intentions and behavior among accountants, as well as strategies for employers to increase 

retention. The literature indicates that turnover among professional accountants has been 

identified as an area of concern. However, there seems to be a lack of clarity as to why short 

tenure an issue particularly affecting accountants. Chatzoglau et al. (Chatzoglau, Vraimaki, 

Komsiou, Polychrou, & Diamantidis, 2011) found strong (negative) associations with both 

job satisfaction and organizational commitment in relation to turnover intentions among 
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accountants. Turnover intentions have in turn been shown to be the single best predictor of 

job turnover (Griffeth, Hom, & Gaertner, 2000).  

 

Evidence also indicates that the role expectations of accountants might be ‘unrealistic’ 

or at least their expectations are often not met when they start work (Aichinger & Barnes, 

2010; Dean, Ferris, & Konstans, 1988; Philips & Crain, 1996). In particular, accounting 

students’ expectations of their future job have been shown to be unrealistically inflated 

(Philips & Crain, 1996). Research shows that the reality shock induced by unmet 

expectations when accountants start work was negatively associated with organizational 

commitment (Dean et al., 1988). However, Ang et al. (Ang, Goh, & Koh, 1994) found that 

accountants who see sudden changes to job-demands as a necessary part of the job, reported 

lower work to life conflict, (Hackman & Oldham, 1975, p. 161) and further, were less likely 

to leave their employer. It can be argued that changes in job demands and workload are to be 

expected in accounting, and fundamental to the profession. Ang et al. argue (Ang et al., 1994) 

this trend accounts for  a proportion of the high staff turnover of accountants. In addition, a 

study by Viator (Viator, 2001) found that role conflict and ambiguity could predict 

accountants’ turnover intentions. They also point to job design being a corroborating factor. 

Law (P. Law, 2010) found role conflict to be the best predictor of turnover decisions among 

accounting professionals. Greenhaus et al. suggest, this issue may be exacerbated by the high 

expectations and job demands in accounting (Greenhaus, Collins, & Shaw, 2003), their 

research indicates that the average time accountants spent at work exceeds 47 hours a week. 

Greenhaus, et al (Greenhaus et al., 2003) research also indicated that work-family conflict 

among accountants was high. We argue, issues of job design expounded by high role 

ambiguity, and conflict, unmet role expectations and job demands may be examined in the 

light of Hackman and Oldham’s (Hackman & Oldham, 1975) job characteristics model. This 

model suggests that five core job dimensions influence three critical psychological states in 

workers, which in turn lead to personal and work outcomes (such as low turnover).  
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Figure 1. Theoretical model relating core job dimensions, the critical psychological 

states, and on-the-job outcomes (Hackman & Oldham, 1975, p. 161). 

 

Albion et al. (Albion & Chee, 2006) argued that the accounting profession has 

traditionally been associated with long working hours. Robert Half (2011c) reported that 69% 

of accountants were pressured to work longer hours, with 25% of accountants working over 

50 hours a week. Cluskey et al. (Cluskey & Vaux, 1997) relate poor role fit among 

accountants with work-related strain and found a strong association between strain and 

turnover intentions. Furthermore, Gendron et al. (Gendron et al., 2009) reported that 26% of 

accountants indicated they experienced a lack of balance between work and personal life. 

This would suggest that unsuitable job design and lack of serious attention to work-life 

‘balance’ or conflict issues may account for a large proportion of the unexplained variance in 

predicting the turnover intentions and behavior of accountants.  

 

The 2009 Randstand survey reported that for New Zealand accountants, WLB was the 

most important concern (by a considerable margin). In addition the 2011 NZICA 

remuneration survey, found that a majority 63% of respondents (n = 4608) reported work life 

balance to be the most important consideration when changing jobs (NZICA, 2011b). This 

compared with a minority (5%) of accounting firms placing a focus on WLB to retain staff, 

makes WLB and job design (including flexible work initiatives, (Albion & Chee, 2006)) 

areas of immediate concern for New Zealand accountants and organizations experiencing 

high turnover of their accountants (NZICA, 2011a). In addition to this, Robert Half (Robert 
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Half, 2011b) reported that WLB was the most important factor in work (79%) for New 

Zealand accountants. These reports suggest that there is considerable mismatch between what 

organizations are doing to attract and retain accounting staff and what accountants are 

looking for; especially given the difficulty faced by employers to attract and retain high 

performing accountants (Robert Half, 2011a).  

 

So how can organizations attract and retain accounting staff through enhanced WLB 

initiatives? Albion and Chee (Albion & Chee, 2006) found that employees with access to 

flexible workplace initiatives in an accounting firm were associated with higher work 

satisfaction, organizational commitment and intentions to remain in the organization for 

longer periods of time, as compared with employees who were not offered flexible workplace 

initiatives. It appears, however, that in spite of the introduction of WLB initiatives, 

accountants still report work-life conflict as an issue of concern (NZICA, 2009, 2011a). This 

suggests that WLB and flexible work initiatives currently available in practice do not meet 

the needs of accountants. This notion may be explained by the traditional organizational 

culture in accounting firms (Jenkins, Deis, Bedard, & Curtis, 2008). The culture of working 

long hours and meeting high job demands may be limiting access to flexible work 

arrangements implicitly pressuring accountants to not make use of WLB initiatives. 

Alternatively, or simultaneously the WLB initiatives and flexible work arrangements may not 

be deemed adequate or suitable by accounting professionals. 

 

The turnover rate of professional accountants has become an issue of increasing 

concern, especially among larger accounting firms (D. W. Law, 2005). Indeed Hall and Smith 

(Hall & Smith, 2009) reported a high average turnover intention rate among public 

accountants. Retaining accounting staff is also a particularly relevant issue for many of New 

Zealand’s small businesses, which often rely on a single internal accountant for business and 

financial advice and managing relationships with clients (Gooderham, Tobiassen, Erik, & 

Nordhaug, 2004). Losing the sole accountant in a SME, who understands the business, 

industry, and has built a relationship with its clients, could be extremely damaging to a firm’s 

operational abilities; especially if the projections of high turnover among accountants affect 

SMEs in the same way as it does larger businesses (D. W. Law, 2005; Robert Half, 2011a). 

Positioning organizations to enhance both attraction and retention of qualified, high 

performing accounting staff presently appear pressing issues.  
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 The present study investigates (a) what attracts accountants to working for a particular 

firm, (b) which job aspects can predict intentions to remain with the organization and in the 

profession, (c) determine how long accountants plan to stay with their current employer (and 

if this is an issue), and (d) what would help to re-attract accountants who have left or desire to 

leave. 

 

Method 

Participants 

The participants for this study (N = 154) were drawn from 39 small (with less than 10 

employees) to large (more than 500 employees) organizations. Seventy percent of 

respondents worked for an organization of fewer than 25 employees. These organizations 

included accounting firms and small businesses and organizations from the private and public 

sector.  Participants were recruited by means of an article published in an accounting practice 

journal with a call for accountants to participate in the study. The questionnaire was hosted 

online and accessible via a hyperlink. A demographic analysis revealed that 64.4% of 

respondents were female. 41% of respondents had less than 6 years of experience in the 

accounting profession, 30% had 7-15 years of experience, and the remaining 29% had over 

16 years of experience in accounting. Respondents’ level of positional seniority was broken 

down as follows: 25% were junior accountants, 29% chartered accountants and 46% were in 

managerial or senior accounting positions.  

 

Measures 

The measures included in the questionnaire were initially selected to measure 

accountants’ employment experiences and their views on the hiring/recruitment process. 

However, we also gained insight into their impact on WLB and job design upon their 

‘intentions to stay’ with their present employer.  

 

Job satisfaction and considerations 

 Job satisfaction was measured on a five-point scale (1 = dissatisfied – 5 = satisfied).  

Other considerations with work included: job autonomy, feedback, task identity, task 

significance, skill variety, chance of promotion, and work-life balance (as per Hackman and 

Oldham’s job characteristics model). All items were measured on a 5-point scale. Work-life 

balance was captured by a self-report measure of satisfaction with the hours of work.  
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Attraction to the organization 

 Participants were asked to indicate why they chose to work for their current employer. 

Since there can be numerous motivations to choose to work for a particular organization, a 

plain text box recorded the responses. The responses (n=104) did not vary as much as might 

be expected and were recoded to fit in to 6 distinct categories: personal experience with the 

organization or employer; name and associated reputation of the organization; work-life 

balance (including access to flexible hours); opportunities for training and professional 

development; the small size of the organization (in number of employees); aspects relating to 

job design (including workplace design)Finally a proportionally large group of respondents 

indicated that they had no preference to working for their current employer and just took the 

job offer “because it was there”. The last group was removed from further analysis as it offers 

no insight into the job attraction of high-performing accounting professionals. 

 

Re-attraction 

 Four items asked participants, if they were to leave the organization they currently 

worked for what could the organization do to make them consider returning to work for, or 

remain with, the organization. Each option was rated on a 5-point scale (1 = not at all – 5 = 

absolutely yes) and offered: leave without pay; opportunities to work in other branches; 

flexible employment arrangements (e.g. flexi-time, working from home); finally a category 

‘other’ invited participants to list anything that was not captured in the first three options.  

 

Intentions to remain 

 To assess how long participants were intending to remain within the accounting 

profession and with their current employer, two items measuring planned employment time 

in years were added.  

 

Results 

 The findings are presented in the following order: (a) frequencies and descriptive 

statistics, (b) correlations, (c) regression analyses.  
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Figure 1. Attraction to current organization. 

N = 104. 

 

 Figure 1, presents the reasons our respondents were attracted to their current 

employing organisation. Work-life balance included responses indicating that flexible hours 

was the main attraction to taking up the employment offer. Work-life balance was the most 

common consideration for working with a particular employer. Qualitative responses 

included the following:  

“My employer actively promotes work life balance by providing flexible working hours to 

employees with family or other commitments.” 

“Flexibility of hours to work, and balance of life outside the firm.” 

“Flexible hours and ability to work from home” 

“Flexibility of working times so I can work part-time to correspond with outside of office 

activities/pursuits” 

[I like working in a] “Small firm with the ability to have time off” 

 

Training opportunities and the name and reputation of the employing organisation 

were  also common considerations, followed by aspects of job design. Common examples of 

job design were the variety of the work, but also included environmental conditions including 

7% 
11% 

17% 
20% 21% 

24% 

0% 

5% 

10% 

15% 

20% 

25% 

30% 

Small Size of the 
Firm 

Personal 
Experience With 

the Firm 

Aspects of Job 
Design 

Name and 
Reputation of 

the Firm 

Training 
Opportunities 

on Offer 

Work-Life 
Balance 



Insights into turnover among professional accountants: Why are they leaving? p10  

  

the “way of working”, “Variety of jobs”, “Variety of role”, “Flexi Time” and “Variety of 

work”.  

 

 The category “personal experience with the organisation” includes individuals who 

personally knew the operator of the organisation before their employment, and those who had 

previously dealt with the organisation in a professional context. A small proportion of 

respondents preferred to work for a smaller organization, as follows “I wanted less hours than 

in an accounting firm”. 

 

 

Figure 2. Respondents’ expected planned tenure with the current organisation and the 

accounting profession. 

N = 111-115. 

 

 Figure 2 indicates that respondents typically intend to remain within the accounting 

profession rather than sidestepping to a different career path. Only 8% expect to leave 

accounting within three years, while 64% intend to spend 11 years or more in accounting. 

Conversely half of all respondents intend to leave their current place of employment within 3 

years and only 11% intend to remain with the current organisation, this includes partners of 

the firms. A one-way ANOVA did not return significant differences for the level of seniority 

(junior accountant, CA, partner/senior manager) and intentions to remain within the 

profession or with the current employer. Participants’ years of experience in accounting was 

also not relevant in determining how long they planned to stay in the organisation or the 

profession. 
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Figure 3. If staff were to leave, what would re-attract them? 

N = 124 

Figure 3 (above), indicates the majority (69%) of respondents would consider 

returning to their present place of employment, if their current employer were to provide 

more flexible work arrangements (our focus was upon hours of work, i.e. options for 

flexitime, working from home, compressed work week…). By contrast only 13% of 

respondents indicated that more flexible work arrangements would provide an incentive for 

them to return to work for their current employer if they were to leave. The remaining 18% 

were undecided. The other two options that we offered (as per Figure 3), were less relevant to 

respondents. We also ask respondents if other options would encourage them to consider 

returning to work for their current employer, if they were to leave; only 7.6% of respondents 

indicated that something else would entice them back. Most of these responses indicated that 

increased pay or a promotion would re-attract them to their current employer. 

 

Tables 1 and 2 contain descriptive information of the measures. Note that the reported 

values for Skew and kurtosis are within acceptable levels for analysis (Kline, 2005). 
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Table 1 

Descriptive Statistics for Re-attraction measures 

Consider coming back if better: Mean SD Skew Kurtosis 

     Option to take leave without pay 2.64 1.41 .22 .44 

Opportunities to work at a different branch 2.77 1.41 .22 .43 

Flexible employment agreement  3.86 1.22 .23 .46 

Note. Measures are rated on a 5-point scale; SD = standard deviation. 

N = 109-124. 

 

Table 2 

Descriptive Statistics 

Measure Mean SD Skew Kurtosis 

     Autonomy 4.01 .94 -.50 -.82 

Feedback 3.56 1.05 -.42 -.43 

Task Significance 3.91 1.00 -.76 .24 

Task Identity 3.82 1.16 -.93 .04 

Chance of Promotion 3.37 1.24 -.33 -.70 

Work-life Balance 4.06 1.03 -.94 .12 

Skill Variety 3.94 1.05 -.83 .01 

Job Satisfaction 3.79 1.06 -.81 .25 

Note. Measures are rated on a 5-point scale; SD = standard deviation. 

N = 117-128. 

Table 3 shows the relationship between respondents’ satisfaction with different 

aspects of their work, their intentions to remain with their current employer and to remain 

working within the field of accounting. Higher values indicate stronger relationships, while 

smaller p-values indicate levels of certainty that the relationships are trends in the data and 

not standard errors.   
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Correlations 

Table 3 

Correlations for variables in regard to job aspects and planned future employment. 

Measure 
Planned Empl 

Accountant 

Planned Empl 

Organization 

   Autonomy .07 .31** 

Feedback .14 .36*** 

Task Significance .17 .27** 

Task Identity .19* .35*** 

Chance of Promotion .22* .35*** 

Work-Life Balance .07 .18 

Skill Variety .15 .35*** 

Job as a whole  .26** .47*** 

Note. *p < .05, **p < .01, ***p < .001. 

 

Regression Analysis 

Tables 4, 5 and 6 present the results and supported models of the regression analyses. 

In a regression analysis, the data values are placed in a grid between two or more variables 

(the predictor(s) and outcome). The beta coefficient indicates the degree of association 

between the predictor and outcome variable data values. Specifically, this assesses changes in 

the outcomes for every unit of change in the predictor. For example, for every increase in 

promotion opportunity, planned employment as an accountant increases by .23 (Table 5). The 

t value indicates if a predictor has a statistically significant impact. R-squared values indicate 

the overall degree of ‘fit’ of the model; that is the strength of the relationship between the 

predictors and outcome. R-squared indicates how much variance in an outcome variable is 

explained. The more variance explained, the larger the influence of the predictor on the 

criterion. Ten percent (R = .10) is a reasonable amount of variance, while 30% or more is a 

lot of variance explained. The F-value indicates whether a regression model is statistically 

significant or not (only significant models are shown).  
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Table 4 shows the supported regression model for job satisfaction. Components of 

satisfaction with work and job design (see: Table 2) were regressed on job satisfaction using 

the ‘forward’ method based on the amount of additional variance explained. Feedback, skill 

variety and WLB could predict satisfaction with the job as a whole by 65%. This indicates a 

strong relationship. 

 

Table 4. Regression analysis job satisfaction.  

Criterion Variable 

Predictor 

Variables Beta t R2 F 
 

Job Satisfaction  Feedback .47*** 7.14 .65 69.56*** 
 

 Skill variety .37*** 5.89   
 

 WLB .23*** 3.80   
 

Note. R
2
 and F values are for the model as a whole. Recognition received = Satisfaction with 

the recognition received for work; Amount of variety = satisfaction with the amount of 

variety in your job; Hours of work = satisfaction with the hours of work. 

*p < .05, **p < .01, ***p < .001. 

 

Table 5. Regression analysis for planned on-going employment in accounting profession.  

Criterion Variable 

Predictor 

Variable Beta t R2 F 
 

Planned Empl as 

Accountant 

Promotion 

opportunities 
.23* 2.32 .04 5.41* 

 

Note. R
2
 and F values are for the model as a whole. 

*p < .05, **p < .01, ***p < .001. 

 

Table 6 displays the supported regression model for planned employment (in years) 

with the current employer. The levels of satisfaction with aspects of work were regressed on 

respondents’ planned employment with the current employing organization and removed with 
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the ‘forward’ method based on the amount of additional variance explained. Only job 

satisfaction could predict planned employment with the current employer while accounting 

for the other predictors. The R-squared value indicates that job satisfaction could predict 

planned employment in the current organization by 22%. 

 

Table 6. Regression analysis for planned on-going employment with the current employer 

Criterion Variable 

Predictor 

Variable Beta  t R2 F 
 

Planned Empl In 

Organization 

Job 

Satisfaction 
.48*** 5.29 .22 28.00*** 

 

Note. R
2
 and F values are for the model as a whole;  

*p < .05, **p < .01, ***p < .001. 

 

Several t-tests and ANOVAs were carried out to assess: gender differences for years 

of experience, seniority of position, satisfaction measures, intentions to remain with the 

employing organizations, and profession, and re-attraction. No significant gender differences 

were found.  

 

Discussion 

Next we discuss the main findings of our study and provide some context around the 

issue of retaining accounting staff. Our initial intention was to gain insight into what 

motivates accountants’ turnover decisions. At that point we were exploring accountants’ 

general employment experiences (including retention). However, when our data revealed that 

50% of respondents indicated they expected to leave leaving their present employer in 0-3 

years, of focus shifted to accountants’ predicted planned tenure. Further, they had a strong 

interest in WLB, in terms of flexible work arrangements, to the point that 65% of respondents 

would be ‘enticed to stay’ if appropriate flexible work arrangements were available to them. 

 

Satisfaction with two core job characteristics (feedback and skill variety) in addition 

to WLB accounted for 65% of the variance of overall job satisfaction (Table 4). This 

indicates that these three issues alone are strongly associated with accountants’ job 

satisfaction and subsequent intentions to ‘stay’. Our results indicated that 22 percent of the 
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variance in planned accountant tenure could be predicted by satisfaction with the job as a 

whole (Table 6). It appears, however, that respondents are far more focused upon remaining 

in the accounting profession (64% plan to remain within accounting for over 11 years) than 

with their employing organization (50% plan to leave between 0-3 years). This is consistent 

with previous research which also indicated low tenure among accountants (D. W. Law, 2005) 

and a high level of commitment to the accounting profession (Smith & Hall, 2008; Snape et 

al., 2008). The relationship between organizational and career commitment can be difficult to 

establish, as one does not necessitate—and may preclude—the other (Gendron et al., 2009). 

One study (Chang, 1999) found that increased career commitment is associated with higher 

intentions to quit if employees’ career needs are not met at their current place of employment. 

In our research, planned employment in accounting could not be predicted very strongly, a 

minor predictive effect of promotion opportunities was found (Table 5). However, a previous 

study by (Leong, Huang, & Hsu, 2003) was able to predict accountants’ professional 

commitment by 54% with job involvement and organizational commitment.  

 

Although Lynn et al. (Lynn, Cao, & Horn, 1996) found significant differences for 

accountants’ organizational and position tenure by career stage (more advanced stages of 

employment, i.e. partners, were associated with higher tenure), our data did not indicate 

differences based on a comparable assessment of experience or positional seniority. It seems 

intuitive to anticipate that age would play a factor in determining tenure. However, we found 

that neither experience nor seniority directly captures ‘age’; therefore, age cannot be ruled out 

as a contributing factor to the high turnover rate.  

 

There appeared to be an inconsistency in respondents’ satisfaction with their hours of 

work, and their desire for employment flexibility. Respondents indicated an overwhelming 

interest in flexibility in their respective employment agreements, yet on average respondents 

did not consistently report dissatisfaction with WLB. Perhaps this can be taken to indicate 

that overall, accountants are satisfied with their overall workweek hours, but require more 

flexibility to reduce conflicts with: 1) their personal commitments, and 2) their individual 

work preferences (Table 3). Alternatively accountants desire more flexibility in their job to 

increase their work satisfaction and meaningfulness in work, indicating this is an issue 

relating to job design.  
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Along similar lines, a notable inconsistency is present  between the 2009 Randstad  

employment trend survey (NZICA, 2009) and the 2011 NZICA report (NZICA, 2011a). The 

Randstad survey indicated that 67% of accounting employers are offered flexible work hours. 

However, he 2011 NZICA report (NZICA, 2011a) found work life balance was the most 

appealing issue to accounting employees. The study reported here returned a result consistent 

with the 2011 NZICA findings. Sixty-nine percent of our respondents indicated that enhanced 

flexible workplace arrangements would entice them to consider staying with their current 

employer. Perhaps there are inconsistencies between ‘officially’ available WLB initiatives, 

their suitability for staff, and their availability to staff. Our supposition is consistent with the 

NACEW review (NACEW, 2010), which found the “traditional culture and values” in the 

New Zealand accounting sector works against flexibility (p. 14). 

 

This suggestion may also be traced back to the 2009 Randstad survey, where there 

appears to be a similar account of mismatch (NZICA, 2009). Although 67% of accountants 

are reported to have access to WLB initiatives, to some degree, it was simultaneously 

reported that “further work is needed when it comes to wellbeing” (NZICA, 2009, p. 5). 

WLB initiatives have been argued to be extremely important precursors to meaningfulness in 

work and employee wellbeing (Grawitch, Gottschalk, & Munz, 2006). It can be inferred that 

if 69% (Figure 1) of respondents would be motivated to remain with their current employer, 

or return to work for their current employer, if better flexible work arrangements were 

available to them, that the present workplace practices are not satisfactory measures to retain 

accounting employees. It could additionally be argued that there is a degree of conflict or 

work life imbalance given the majority desire for more flexible work arrangements.  

 

Conclusion 

 This paper reviewed the antecedents and contextual issues of staff turnover among 

accountants. We identified some key issues relating to core job characteristics of job design, 

WLB and flexible work, which were particularly relevant to enhancing accountants’ tenure 

and organizational commitment. Our results indicated that job satisfaction had a relatively 

strong relationship with planned employment with the organization but also identified a large 

amount of residual variance not captured by satisfaction. This study confirmed that intentions 

to leave are a serious issue in the accounting profession. Our findings indicated that access to 

more flexible hours of work may account for a considerable portion of accountants’ decisions 
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to leave sooner rather than later. Since average accounting enterprise has 3 – 4 staff and 50% 

intend to leave in the next 0 to 3 years these findings should relate to small accounting 

enterprises in particular. This finding describes a high ratio of projected turnover and is 

associated with considerable cost to firms in terms of financial investments, loss of 

organizational knowledge, potentially damaged relationships with clients, and costs of 

replacing staff.  We further found that flexible workplace initiatives are identified as the most 

relevant area to re-attract accountants who are considering leaving or have already left.  

 

Strengths and Limitations of the study 

This study was designed for exploratory research of issues affecting accountants’ 

employment experiences, and the considerations they make, in respect to attraction and turn 

over. While the study captured some aspects of job design (as outlined by Hackman and 

Oldham, 1975) not all were included, such as growth needs, strength and meaningfulness in 

work. Furthermore this study was not able to fully identify specific flexible work options that 

are most preferred by accountants – further research in this area is recommended.  

 

Future Research 

 Additional research is also recommended to determine the accessibility of WLB 

practices and adequacy of flexible employment arrangements in organizations employing 

accountants. Such research could focus upon determination of different WLB practices, and 

flexible employment arrangements, upon tenure. Further, a careful examination of work to 

life conflict, and meaningfulness in work, as they relate to job design among accountants may 

shed light on their dissatisfaction with flexible employment arrangements. Further, a 

comparison between accountants’ tenure at SMEs, accounting firms, and other larger 

organization will give better understanding of the issue and more direction for research. 
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SUMMARY 

 

This paper explores the business models adopted by craft breweries in the state of Victoria, 

Australia. The brewing industry is undergoing dramatic changes in many countries, with 

increasing numbers of craft breweries challenging the traditional duo- or oligopolies of major 

corporations in niche markets. So far, little research has addressed the craft beer industry and this 

paper is one of the first to actually focus on the breweries and their owners. The underlying 

assumption in this study is that craft beer entrepreneurs are driven by some form of 

entrepreneurial passion. Building upon the foundation of a typology of entrepreneurial role 

identities related to passion, this paper investigates how different objects of passion influence the 

business models that craft brewers choose to operate. The paper reports initial results from an on-

going research project.  
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INTRODUCTION 

Craft breweries, or small, independent and traditional breweries, are burgeoning in the United 

Kingdom, United States of America, Northern Europe, Australia, New Zealand and parts of Asia. 

Schnell & Reese (2003) argue that one of the main reasons for this expansion, at least in the 

United States, is because consumers are breaking away from the smothering homogeneity of 

popular, national culture. Indeed, because the market for beer has become partitioned in recent 

years (Carroll & Swaminathan, 2000), with two global breweries (Anheuser-Busch InBev and 

SABMiller) dominating in many markets, most craft breweries are locally-oriented rather than 

oriented towards global markets. The sales of craft beers are increasing even when beer 

consumption as such is decreasing in some markets (Esterl, 2011). Still, very little research has 

focused on the craft beer industry. This is one of the first studies that actually look into the 

business models adopted by people who start and run craft breweries. 

 

This research examines the business models that craft breweries apply in order to overcome their 

liabilities of smallness and newness in the state of Victoria, Australia, where about 90% of the 

market share belongs to two multinational corporations (UK based SABMiller and Japanese 

based Kirin Holdings). We focused on this particular market since it is growing rapidly and 

characterised by what seems to be passionate new entrants. Since craft breweries are often 

established by people who turn a private passion into a business, we are interested in knowing 

how such lifestyle enterprises can develop into viable business ventures in a saturated fast 

moving consumer goods market, dominated by multinational corporations.  

 

The first part of this paper gives an overview of the craft beer industry from a multi-market 

perspective, comparing Australian developments with those in other countries with prominent 

beer scenes. Over the last 20 years, the industry has changed dramatically. Based on industry 

data and a review of the literature relating to the beer and beverage industry, we map the changes 

in the industry and analyse the driving forces behind these changes. Next, we discuss the concept 

of entrepreneurial passion and present a taxonomy of three entrepreneurial role identities in 

Cardon et al.’s (2009) theory of entrepreneurial passion. Building on the notion that  ‘passion for 

work could play instrumental roles in when and how entrepreneurial intentions translate into 

actual entrepreneurial behaviour’ (De Clercq et al., 2012, p. 17), we propose that entrepreneurial 
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passion may guide the form and selection of the business model. Based on this foundation, we 

examine the manifestations of entrepreneurial passion and reflect upon their influence on the 

business models chosen by five craft breweries in the state of Victoria, Australia. Building upon 

the in-depth interview data, we illustrate three different business models for viable entry into a 

saturated consumer market dominated by global companies. 

 

LITERATURE REVIEW 

Two strategic groups can be said to occupy the seller’s side of the beer market: mass brewers, 

who sell nationwide and differentiate their products primarily by advertising on television; and 

craft brewers, who sell locally or regionally and differentiate their products primarily with raw 

materials (Adams, 2006). While the dynamics of the international beer market have altered in 

recent years (Carroll & Swaminathan, 2000), with two global breweries now controlling 

approximately 40% of the global market share (Datamonitor, 2010d), beer consumers in mature 

markets, appear to be turning away from mass produced beers. 

 

The rise of craft beer 

In 2011 in the USA, the volume of craft beer consumed increased by 16% as compared with 

2010, while the total volume of beer consumed declined by 2% (Esterl, 2011). In 2009 

approximately 260 new US breweries were in the planning, and in 2011 there were over 700 

planned for opening (Esterl, 2011). These trends are also being experienced in the UK, 

Australasia, and Northern Europe, and provide some indication that many beer consumers are 

turning to the crafted beer product that is locally produced, in preference to the mainstream, 

mass-produced product offered by the multi-nationals.  

 

In Australia, the growth in the craft beer sector is also noticeable. By 1990, the centralisation of 

the industry seemed complete; three companies controlled the whole market and the country only 

had 11 breweries. However, this seems to have been the turning point rather than the end state; 

twenty years later the craft beer sector had made its entrance in Australia and the industry 

consisted of over 130 breweries in 2010. Of those breweries, about 50 (35-40%) are located in 

the state of Victoria, which makes this state the craft beer capital of Australia in some sense. 
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Figure 1 below illustrates the development of breweries in Australia from the country’s 

beginning.  

 

 

Figure 1: Development of number of breweries in Australia. Source: Deutsher (1999) and 

Kingham (2012). 

 

Underlying reasons for the nature of the brewing industry 

The surge in the growth of the Australian craft brewing industry is not dissimilar to that 

experienced in the early 1970s and 1980s in the UK and the USA respectively. While the growth 

cannot be compared to that in Germany after the second world war, there are some parallels 

among the craft brewing industries in the UK, USA, Germany and Australia that are worthy of 

consideration. In the following, we will compare and contrast these markets in order to explain 

the nature of the craft beer trend. 

 

Government policy, taxes and infrastructure  

In Australia, craft breweries are subject to taxes applied to small businesses; however, they are 

also subject to taxes in relation to the production of alcohol. Approximately 25% of all sales 
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income is paid on top of the regular expenses small businesses face based on alcohol level and 

packaging above 30,000 litres. Further, breweries must pay excise tax every 7 days, largely 

before they are actually paid themselves posing severe cash flow problems especially when 

considering excise is paid after GST (Goods and Services Tax), making excise a tax on a tax 

(Woodburn, 2011). This arguably slows down the growth of the industry and many breweries 

feel that the current policies are crippling the industry and hindering its growth. 

 

Adams (2006) compared the differences in the concentration of breweries in the USA and in 

Germany. He found that in the mid-1990s, the concentration of breweries per capita in the USA 

was much higher than in Germany. He attributed the differences to a number of factors, 

including the availability and uptake of new technologies in beer production, transportation 

costs, approaches to excise, and market structures. Importantly, Adams (2006) noted the 

increased ‘birth rate’ of small breweries in the early 1990s when the excise for small breweries 

was markedly reduced from that to which the larger brewers were subject. In contrast, however, 

during the same period, Adams noted that small brewers in Germany did not really benefit to any 

great extent from excise concessions and indeed the fact that for the first time in history, the 

USA surpassed Germany in terms of the concentration of craft breweries. 

 

The slower birth-rate in Germany compared to the USA may be related to Germany’s step-wise 

tax rebate system. In the US, only the smallest breweries are subject to the excise tax exception. 

In Germany, on the other hand, breweries receive different rates of exemptions based on their 

relative size; only the largest six percent qualified for no reduction in 2003 (Adams, 2006). The 

result is that 80% of the US beer market is controlled by three very large breweries; Anheuser-

Busch InBev 50.4%, SABMiller 18.6% and Molson Coors Brewing Company 10.8% 

(Datamonitor, 2010c). The German market is divided into medium sized regional breweries and 

the three largest breweries have less than 50% of the total market share; Oetker Gruppe 24.1%, 

Anheuser-Busch InBev 13.2% and Heineken N.V. 11.3% (Datamonitor, 2010b).  

 

Given the explosion of new small breweries in the US (Carroll & Swaminathan, 2000), excise 

tax concessions for craft breweries seem to only affect the variety of the smallest producers – it 

does not seem to have much impact on the overall structure of the industry. While a step-wise tax 
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system may lead to mid-sized regional players (Germany), having no concession at all seems to 

lead to ‘total dominance’ by the big players (e.g. Australia; over 90% controlled by two players). 

However, other factors than tax structures such as changes in consumer’s preferences are also 

likely to have an impact on the nature of the industry. 

 

Changes in consumer preferences and behaviour 

Dawes (2008) explored brand loyalty in the Australian beer market, finding that as is the case 

with other categories of goods, consumers are not necessarily loyal to one brand in particular but 

rather they buy a product some of the time and at other times they buy another product. He found 

that in 2008 consumers were loyal to an average of 2.8 beer brands. This is in contrast to the 

‘traditional’ view that consumers are loyal to their local beer. Australian beer drinkers are said to 

have demonstrated a need to monitor other’s reactions to their choice of beer brand (Pettigrew, 

2002). However, Australian beer consumers are purchasing different beers for different 

occasions (Kingham, 2008). This is similar to what has been found in the wine market when 

purchase occasion is found to influence product choice (Hall & Lockshin, 2000). Thus, beer, like 

wine, is becoming less of a generic mass produced fast moving consumer good – differentiated 

by marketing – for many consumers. Both pub managers and brewers in the craft beer sector 

suggest that rather than staying loyal towards one beer brand, consumers increasingly drink craft 

beer and choose their beers based on occasion rather than loyalty (Holden & Kingham, 2010).  

 

These factors perhaps signify a maturing of the Australian beer consumer. While beer 

consumption in Australia has decreased steadily every year since 1979, consumers are preferring 

quality beers and the consumption of craft beers is increasing (Kingham, 2008). In the USA, it is 

thought that the trend from ‘beer swilling to beer tasting’ is partly being driven by the need to 

reduce anti-social behaviours such as excessive beer drinking, and movement such as Mothers 

Against Drink Driving (MADD) (Flack, 1997). Stricter laws with regards to drink-driving and 

more focus on the harming effects of alcohol may also have contributed to the increasing 

popularity of craft beer. Coincidentally, in Victoria, the Transport Accident Commission (TAC), 

which aims to reduce death tolls via reducing alcohol consumption, may have in some way 

contributed to the emergence of craft brewers around the state. 
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Australian consumers are beginning to recognise the sensory value of beer and are responding to 

the supply of craft beers. Indeed, the interest in craft beers may be connected with the increasing 

knowledge of wines; when once most Australians would not have been able to decipher the 

difference between a Chardonnay and a Sauvignon Blanc, today Australian consumers have 

increasingly sophisticated palates (Bruwer, Li, & Reid, 2002). The swing towards premium 

drinking has prompted the two giants of the local beer market, Lion Nathan (100% owned by 

Kirin Holding) and Fosters Group (100% owned by SABMiller), to either launch their own craft 

beers or buy a stake in an existing craft brew success (Woodburn, 2011). 

 

Dawes (2008) found that the double jeopardy pattern (Ehrenberg, Goodhardt, & Barwise, 1990) 

applies to the beer industry in Australia. This means that the small brands (i.e. the craft 

breweries) have fewer consumers that are also less brand-loyal. It may be the case that craft beer 

consumers want variety rather than sticking to the product they know. According to Flack (1997) 

the craft beer drinker may also be more involved in the category compared to other beer 

consumers. It is reasonable to imagine that consumers could be highly involved in a product 

category, without necessarily being loyal to a specific brand. Some purchases are motivated by 

hedonistic or experiential reasons which may lead to variety-seeking behaviour rather than to 

loyalty to a particular brand (Amine, 1998). Thus, craft breweries may expect their consumers to 

be reasonably educated with regards to their products, but that consistent repeat purchase may be 

less likely to occur (depending on brewery location, and general availability of other craft beer 

alternatives). 

 

Partitioning of organisations  

The partitioning of organisations is another theory that can help to explain the growth of the craft 

brewing industry in the USA and Australia. A number of economists predicted that because of 

the increasing control of the USA beer industry in the 1980s by Anheuser-Busch and Coors 

when they captured the majority of market share, small brewing establishments would not be 

viable. However, nothing could have been further from the truth (Carroll & Swaminathan, 2000).  

 

Indeed, Carroll (1985) observed that in the mid-1980s the US market was ready for an upsurge 

of specialist breweries. The partitioning of organisational populations is characterised by two 



 

 

7 

signature trends (Carroll & Swaminathan, 2000): First, the market share of a small number of 

firms increases; and second, small firms proliferate despite the concentration of specialists in a 

mature industry. These signature trends applied to the USA brewing industry in the 1980s. 

(Figure 1 demonstrates that the same trend happened in Australia in the 1990s). It appears that 

when an industry becomes highly centralised (e.g. controlled by two multinational companies 

like beer in Australia), the large players can be regarded as ‘generalists’, opening up for small 

players enter the market as ‘specialists’. For craft breweries, mortality declines strongly with 

concentration because these breweries are specialists, and not generalists (Carroll & 

Swaminathan, 2000). They serve a section of the overall market that the generalists cannot serve, 

which means that being a specialist may be a highly viable and sustainable business strategy. 

 

Australia has experienced partitioning of the key players in the beer industry. Since Kirin 

Holding and SABMiller account for 89.4% of the market and Coopers a further 5.5%, the share 

of independent breweries of the beer market is only 5.1% (Datamonitor, 2010a). While the 

growth of Kirin and SABMiller is pronounced between 2002 and 2008, this has not inhibited the 

emergence of new start-ups in the Australian craft brewing industry during that same period. 

 

Carroll (1985) suggests that the mass brewers are keeping their eye on craft brewers, but that the 

markets that craft brewers are operating in are too esoteric for them to focus on. Mass marketers 

are focused on heterogeneous regional markets that are substantial in size. It remains the case, 

nonetheless, that major breweries do not want to venture too far into small esoteric markets and 

usually prefer to focus instead on the ‘emerging’ craft brew drinker whose tastes do not differ 

radically from those of their traditional customer bases (Carroll, 2011). Still, the large breweries 

tend to focus on regional or national markets while the craft breweries focus on the local market. 

Many craft breweries also see it as a vital success factor of their business to connect with the 

local community (Holden & Kingham, 2010). A well-connected craft brewery can offer a 

localised product that a large brewery would find it difficult to compete with. Thus, it seems that 

craft breweries should focus on business models the ‘generalists’ cannot compete with by either 

offering a highly diversified ‘specialist’ products or a locally connected product. In the following 

we will look at the various craft beer business models in more detail. 
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Business from passion – business models and entrepreneurial passion 

Now that we have situated craft breweries in their operating environment, the brewing industry, 

we turn our attention to the people behind these businesses. How do they compete in a highly 

competitive and saturated market and how do they choose a particular business model for this 

purpose? Before advancing to discuss how entrepreneurial passion (our theoretical viewpoint), 

influences an entrepreneur’s selection of the business model, it is useful to define what we mean 

by a business model in this paper.  

 

A business model may function as a unifying unit of analysis that captures value creation arising 

from multiple sources (Morris, Schindehutte, & Allen, 2005). While a business model may be 

seen simply as a logic of profit generation, selecting sources of revenue, cost, pricing and 

volumes (e.g. Stewart & Zhao, 2000), it may also be understood at operational and strategic 

levels. Operationally, a business model encompasses internal decision-making variables such as 

production and delivery methods, administrative processes, resource flows and logistics, or the 

design of the central interdependent systems that keep the business competitive (Mayo & Brown, 

1999). Strategically, as we approach business models in this paper, the notion of business model 

is focused on the overall direction for the firm, that is - the configuration of how the firm chooses 

its target markets, positions itself within those markets, differentiates products, and interacts with 

customers and other stakeholders (Morris, et al., 2005; Slywotzky, 1996). As always with 

strategy, the concern is about long-term sustainability, viability and performance. The integrative 

framework characterising business models captures six dimensions: 1) how value is created, 2) 

for whom the firm creates value, 3) the firm’s internal source of advantage, 4) positioning in the 

marketplace, 5) the economic model and 6) the entrepreneur’s ambitions in terms of time, scope 

and size (Morris, et al., 2005). 

 

For examining the choice of a particular business model in the craft beer industry, where the 

entrepreneurs share a passion for beer and often turn a hobby into a business, our analysis applies 

the ‘entrepreneurial passion model’ developed by Cardon et al. (2009). Cardon and colleagues 

argue that experiencing passion unleashes energy, enhances commitment and facilitates 

entrepreneurs’ efforts to adapt and deal with environmental challenges by activating heuristic 

cognitive processing. However, the authors also point out that entrepreneurial passion may result 
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in behaviour that is obsessive, blind or misdirected. For instance, an entrepreneur may persists 

with a business that they should have shut down long ago. 

 

Cardon et al. (2009) emphasise importantly that passion is not inherent in some entrepreneurs, or 

entrepreneurs are not inherently disposed to such feelings, but ‘because they are engaged in 

something that relates to a meaningful and salient self-identity for them’ (p. 516). That is, 

passionate craft brewers, may not be passionate people per se, or even passionate about the beer, 

but relate this with things that are important for them such as art and craft, being a trendsetter 

and connoisseur or gastronomy in a wider sense. 

 

Social psychologists have suggested that passion leads to an intense focus on activities at hand 

(Csikszentmihalyi, 1990), with focus on those activities that they find important (Vallerand, et 

al., 2003). In the entrepreneurial context, passion relates to the way people approach and derive 

joy from their work and how people see themselves as entrepreneurs (Baum and Locke, 2004; 

De Clercq et al., 2012, Shane et al., 2003). Cardon et al. (2009, p. 517) define entrepreneurial 

passion ‘as consciously accessible, intense positive feelings experienced by engagement in 

entrepreneurial activities associated with roles that are meaningful and salient to the self-identity 

of the entrepreneur’. This definition implies that passion is a conscious, as opposed to un- or 

subconscious, emotion that an individual feels for objects or activities that are profoundly 

meaningful to their self-identity.  

 

The concept of self-identity is central to how Cardon et al. (2009) explain the effects of passion 

in entrepreneurial contexts. The authors conceptualise three entrepreneurial role identities, which 

are organised hierarchically such that the identity at a higher level is more salient and central to 

self-identity than the other identities. Thus, entrepreneurs may have multiple identities at 

different levels of salience, where some may or may not be more dominant than others and some 

may even conflict with the others. While the hierarchical status of the different role identities can 

change over time, the authors argue that the relative importance at any given time is stable.  

 

The three entrepreneurial role identities in Cardon et al. (2009) are associated with different 

objects of passion: (1) an inventor identity directs entrepreneurial passion to identifying, 
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inventing and exploring new business opportunities; (2) a founder identity implies that the 

entrepreneur is passionate about activities related to establishing a business for exploiting 

opportunities; and (3) a developer identity channels entrepreneurial passion to nurturing, growing 

and expanding the business once it has been set up. 

 

Deriving from Cardon et al. (2009), passionate entrepreneurs with inventor identities would thus 

create business models that are characterised by creativity in products, market selection (niches) 

and operations. In addition, the ones with founder identities would be highly persistent and 

creative in finding resources to allow them to create ventures they love. The entrepreneurs with 

passion for growth and development would persist in finding distribution channels and immerse 

themselves in the critical tasks of sales and marketing their products and services. Figure 2 

illustrates the different objects of entrepreneurial passion and the associated dominant 

characteristics of entrepreneurial action.  

 

 

Figure 2: Different objects of entrepreneurial passion and the dominant characteristics of 

entrepreneurial action (based on Cardon et al., 2009). 

 

In the following, we examine the business models adopted by craft breweries and analyse what 

objects of entrepreneurial passion may have contributed to this choice. 
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METHODS 

We focus on studying the craft beer industry in the state of Victoria since it is the most 

developed craft beer scene in Australia at present. Indeed, a preliminary review of websites in 

relation to craft brewing in Australia indicates that Victoria has the highest concentration of craft 

breweries in the country. Today, about 50 craft breweries operate in Victoria – in metropolitan 

Melbourne (e.g., 3 Ravens in Thornbury, Mountain Goat in Richmond, 2 Brothers in Moorabbin, 

True South in Black Rock) and in regional destinations (e.g., White Rabbit in Healesville, Bridge 

Road Brewers in Beechworth, Flying Horse in Warrnambool, Grand Ridge in Mirboo North). 

 

Due to the lack of prior research on the craft brewing industry in Victoria (or Australia for that 

matter), this study takes an explorative approach where we combine industry data from the state 

of Victoria and primary data from five case studies of craft breweries. The selection of the cases 

follows the logic of theoretical triangulation (Yin, 2003). Thus, based on information available 

on the companies’ websites and information collected from the media, we selected breweries that 

seemed to operate different business models. We have included breweries that sell their products 

in kegs and bottles to restaurants, bars and bottle shops but do not operate a bar/restaurant 

themselves; brewing companies that do not have their own premises but operate via a contract 

brewery; and breweries/brewpubs that sell their products mainly via the venue but also to other 

bars, restaurants and bottle shops. In addition, we chose to look at central/urban as well as 

regional/rural locations. The interview data were collected in February 2012. Each of the five 

interviews lasted approximately 90 minutes and was content-analysed by all co-authors. 

 

RESULTS 

Our findings suggest that craft breweries overcome the challenges posed by the brewing industry 

environment in various ways, yet all of them share an entrepreneurial passion of some sort. As 

Cardon et al. (2009) propose, entrepreneurial passion leads to higher levels of creative problem 

solving and higher levels for persistence. In the following, we develop a typology of passion 

based business models at a strategic level and illustrate the types with craft brewery examples. 

 

Passion-based business models 
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Building further on our basic framework in figure 2; figure 3 features the same three dimensions: 

1) passion for recognising opportunities, 2) passion for venture creation and 3) passion for 

development, growth and profitability. 

 

  

Figure 3. Typology of passion based business models based on the combination of inventor and 

founder identities. Each of the four business models could also vary on the dimension of passion 

for development, growth and profitability, relating to the developer role identity. 

 

No passion – or passion for development only (Quadrant I) 

Entrepreneurs lacking passion towards any aspect of the business beyond securing employment 

for themselves in lack of suitable labour market alternatives may sometimes be so-called 

involuntary entrepreneurs (Kautonen, et al., 2010). Yet, in terms of the business model, the lack 

of passion towards various aspects of business venturing is likely to result in simply running a 

local small business with the aim of serving the local market and earning a living for the 

entrepreneur. Clearly, we would not expect to find such characters in the craft beer industry nor 

did such entrepreneurs emerge in our initial fieldwork.  
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Moving from the ‘impassionate’ local business up on the dimension of passion for development 

offers more interesting business model propositions. The strategic focus of such businesses is 

clearly on exploitation (Gupta, Smith, & Shalley, 2006): making the most out of existing 

business opportunities. Examples of such business models include the development of a brewpub 

with the intention of jumping the bandwagon of the craft beer trend, and making the most out of 

it by franchising the concept or aiming to sell the brewery to a corporate brewer at a later date. 

Here, the focus is neither on venture creation nor on developing new ground breaking beers, but 

it is solely on making money with the business. While franchising concepts are yet to emerge in 

the Australian beer scene, prominent examples of corporations buying out craft breweries do 

exist. For example, Fosters’ (now SABMiller) acquisition of the famous Matilda Bay craft 

brewery and Lion Nathan’s (now Kirin) ownership of about 40% of Little Creatures and White 

Rabbit. Thus, the business model of setting up a craft beer business with the aim of selling it on 

is a viable one. 

 

However, we did not find that any of the independent breweries we interviewed had adopted this 

model as the main focus. Although some of them hinted that they may consider selling to the one 

of the ‘big guys’ when they retire, they seemed to have other passions more salient than the 

passion for growth in this sense. This also makes sense with regards to the partitioning of 

resources theory (Swaminathan, 1998), with an industry dominated by some large generalists and 

many small specialists. The large generalist breweries are more interested in the emerging craft 

beer drinker than having a passion for the craft itself. For the large generalist, buying up 

specialists may be a good way to tap into this market. However, this is not a common strategy 

amongst the independent specialists entrepreneurs. 

 

Passion for recognising opportunities and creating innovations, new products and services 

(Quadrant II) 

The inventor identity and the associated ability for creative problem solving lead to effectiveness 

in opportunity recognition (Cardon, et al., 2009). This passion for exploring new innovations, 

new products and services links naturally with the identification of new customer groups, niche 

product development and innovative service concepts. Therefore the business models pursued by 

entrepreneurs who are driven by this kind of passion are likely to feature a focus on a continuous 
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development of new original products, creative packaging and identification of multiple small 

customer niches.  

 

The niche-product business model builds on the search for an unusual taste. From the breweries 

we interviewed, one of them followed this strategy. This brewery focused on developing beers 

with rather unusual ingredients and taste profiles. They have positioned themselves away from 

conventional brewing. Consistently, they would also give their products unusual names, 

sometimes derived from TV shows. They told us that they did not aim to sell large quantities of 

their beers in one single market. Rather, their aim was to reach a particular niche of consumers in 

a larger variety of markets. They insisted that the craft beer market has reached a level where a 

growing number of consumers are mainly driven by purchasing beers that are something they 

have not tasted before. They justified their position by mentioning international success stories 

such as Nøgne Ø from Norway, which has followed this niche strategy of diversifying the 

flavour of their products. The focus here is on market skimming rather than penetration, which is 

also reflected in a higher price per unit. 

 

On its own, such a constant exploration of new opportunities is likely to be very resource 

consuming, and may not create much of a business. Thus, economic realities may restrict the 

growth of this kind of breweries. However, combined with a passion for development, growth 

and profits, and the associated persistence in finding the distribution channels and absorption in 

sales and marketing may just create a brew leading to success at an international scale. The niche 

strategy may however, be a first mover approach and therefore most suitable in a market without 

too many craft brewers combined with a rapid growth in craft beer appreciation amongst the 

local consumers. For example, Nøgne Ø in Norway was the first craft brewery to open in that 

country in 2003, which may partly explain their popularity. 

 

Passion for venture creation, or passion for an entrepreneurial lifestyle (Quadrant III) 

The founder identity and the associated passion for running one’s own business relates to 

entrepreneurial effectiveness in the assembly of human, social and financial capital (Cardon et 

al., 2009). Setting up one’s own firm around one’s business idea is emotionally important and 

leads the entrepreneur to search for a way to realise this dream. This ‘entrepreneurial process’ is 
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often argued to be driven by affective processes, such as passion, that exert significant influence 

on the behaviour (e.g., Cohen, 2005; Zajonc, 1980). The capability and persistence in assembling 

the financial, human and social capital required for running a successful business differentiates 

these firms from ‘normal’ businesses. This positive emotional zeal leads to novel and creative 

ways to solve entrepreneurial problems (Hayton and Cholakova, 2011), which may challenge the 

conventions of the industry in terms of ownership structures, result in partnerships and alliances 

as well as innovative marketing efforts. Entrepreneurs might put their personality into play in 

finding customers and immerse themselves in sales and marketing activity, yet this effect is 

argued to be somewhat weaker than the role of creative problem solving and persistence (Cardon 

et al. 2009). As passion aids in the creation of richer, more complex schemata concerning the 

industry (Hayton and Cholakova, 2011), the entrepreneurial lifestyle may also be sought through 

collaborative arrangements in distribution, branding or production. 

 

In terms of the business model, this type of passion as the dominant driver should create 

businesses that build on the locality as well as the personality of the entrepreneur, but that may 

be fairly mainstream in their choice of target customers or the nature of their product/service 

offering. As Vallerand et al. (2003) argue, a passion leads to a focus on activity that is 

emotionally important to the entrepreneur. Applied to the craft beer industry, having your own 

business venture irrespective of the form, would override the desire to have, for example, your 

own brand or own production facilities. In essence, networked business models result in a 

situation where many brewers passionate for running their own brewery, may make a living by 

contract brewing beers for other brands, while others, who have a passion for setting up an own 

brand, conduct their business without the need for own production facilities. However, in both 

cases, the networked model of operation is related to the strong personal passion for an 

autonomous, entrepreneurial lifestyle. 

 

Small breweries dedicated solely to contract brewing are less common in Victoria. The more 

interesting variant of the networked business model in the craft beer industry is the one where the 

business operates without its own production facilities, using the excess capacity in the 

production line of another craft brewery to produce their beers. This strategy can be found 

internationally (e.g. the ‘Gipsy brewer’ Mikkeller in Denmark), but we could not identify such a 
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business in Victoria (perhaps because all our interviewees told us they were running at maximum 

capacity). Instead, the Victorian contract brewers brew their beers in various specialist breweries 

that focus on all levels of contracting; from simply creating your own label while giving the 

brewery full control over the production, to brewing your own recipes and supervising the 

brewery staff throughout the brewing process. 

 

This approach requires a more aggressive push-strategy than a business models that involve 

running a venue in addition to a brewery. Instead of focusing on pulling the customer into the 

venue or creating hype around an unusual product, a contract brewer are operating a networked 

business model and needs to convince bottle shops, bars and restaurants to carry their stock. On 

the other hand, the financial risk is lower for this strategy since it requires the lowest level of 

capital investment. 

 

We interviewed one contract brewer, with passion for having their own business and operating 

with the networked business model. While making good, high quality beer also features high on 

the agenda, the passion for innovating with niche products had to give space for having a broader 

customer base with more mainstream products befitting to consumer palate. The contract brewer 

we interviewed was educated in wine making and had worked in wine making in the US, as well 

as a brewer at various other, larger craft breweries. When we asked why one would quit a well-

paying job as a brewer at a successful craft brewery, we were told that there were a hundred 

good reasons to stay at a stable and secure job as head brewer, but only one desire to have your 

own business. 

 

While the AUD $500.000 investment in own brewing equipment has so far been too high a 

barrier, our interviewee has contracted out the brewing of their beer to a specialist contract 

brewery. However, our interviewee does not represent a traditional ‘contract brewer’, one that 

functions as a marketing company and brand holder only. The contract brewer we spoke with 

brew to their own recipes and are actively involved in and control the brewing process. This 

arrangement has provided the opportunity to focus on running the business and setting up initial 

distribution arrangements rather than looking for investors and/or running a hospitality business. 
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Hybrids of passion for venture creation and exploration – Passion for creating experiences 

(Quadrant IV) 

The passion for having one’s own venture combined with the passion for the exploration of new 

opportunities could also be described as a passion for creating experiences. These businesses 

seek competitive advantage in product uniqueness and/or in creating something unique in their 

business process that results in a uniquely valuable service for the customers. As it is well 

known, services cannot be possessed (Shostack, 1977) or removed from the customer interface, 

and in order to create value, they need to consumed. In service-dominant settings consumption 

and production processes are simultaneous, and the value is created jointly by the manufacturer 

and the customer (Grönroos, 2008; Vargo & Lusch, 2008), necessitating that the supplier 

becomes increasingly involved with the customer’s processes. 

 

Thus, creating service experiences usually requires some sort of a venue, or at least effective 

communication in which the brewer and customer co-create the valuable experience. Customer 

value is created through the application of organisational capabilities, routines, and interaction 

with the customer. However, a service offering, when combined with the capabilities of the 

organisation, becomes a valuable resource and difficult for competitors to replicate or substitute 

(Amit & Schoemaker, 1993). Essentially, adopting the experience-based business model requires 

that the entrepreneur has internalised the service logic for creating value in interaction with their 

customers. Here, the brewer and the physical product, beer, only facilitate the customer’s own 

value creation. 

 

Most often the experience business models build on the brewery experience as the creator of the 

bottle sales through retail channels. The challenge is to appeal to a large consumer group and to 

make the first experience visiting the brewery so strong that the customers actually remember the 

experience once making their purchasing choices among other alternatives in retail outlets. Three 

of the breweries we interviewed were more or less implementing this strategy, and told us very 

similar stories in terms of this type of value creation. 

 

An experience-based business model may work well locally, as three of our case companies 

exemplify all located in regional Victoria. Among the Victorian brewers, most breweries seem to 
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operate this type of a model, and they are most often located in regional areas outside of the city 

(Melbourne). However, central as well as regional experiences do exist. For example, some 

brewery experiences found in Victoria include romanticising blue-collar working class life style 

by seeking to create a ‘modern industrial feel’. This strategy is common if the brewery is located 

in an industrial estate by providing its customers good beer, live entertainment, and good food in 

a simple, relaxed manner. This ‘working-class’ experience can be found in suburban Melbourne 

as well as regional Victoria. What matters it seems, is that there is a natural connection with the 

created experience and the surroundings of the brewery. The brewery seeks to make the 

environment ‘come alive’ through the brewery; whether that is the farming country, historical 

country towns, industrial areas or wine regions just to name a few.  

 

Another example of the experience model can be found in Victoria as an addition to a winery. 

The boutique wine industry is quite well developed in Victoria and an important part of regional 

tourism. Some wineries have thus added a brewery to expand their experience, appeal to a larger 

market and make it more unique. This strategy can also be found in other wine producing regions 

in Australia such as Margaret River in Western Australia or Barossa Valley in South Australia. 

At one such brewery we visited regular live music events were arranged, as well as weddings, 

birthdays and other parties. Some breweries are additions to already existing wineries, while 

others are breweries simply situated in prominent wine regions. As opposed to many boutique 

wineries, the breweries in these regions tend to focus in ‘bums on seats’ for an extended period 

of time. They often target families with kids, with ample space for children to run around as well 

as good food and sometimes live entertainment. The idea is often to make the brewery the ideal 

place to stop for lunch or dinner while visiting the wine region. In many of these breweries, there 

appears not to be any major passion in terms of developing the size of the business, albeit, the 

passion for improving and stabilising the product quality was a challenge at the start-up phase. 

 

If the entrepreneur’s salient passions include those associated with the developer identity, the 

business model becomes a whole degree more challenging. In order to grow beyond the local 

area and the income-generation model focusing on the venue, the entrepreneur needs to secure 

distribution channels, which is a particular challenge in Australia where the major corporations 

often control these. Having a product that is entirely unique, and not in direct competition with 
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the major brands, could ease the entry into distribution channels. Thus, national or international 

growth with the experience business model might require quite hefty investments in property and 

other resources, or truly unique innovations in the product. While our investigations to the 

Victorian craft brewers did not reveal any such breweries to date, this is ought to be feasible, 

albeit rare. 

 

CONCLUDING REMARKS 

This paper discussed the factors underlying the current burgeoning of craft beer in Australia and 

examined the people behind this surge, focusing particularly on the business models that these 

passionate entrepreneurs pursue. Many of the investigated brewers share several elements of 

differing types of entrepreneurial passion. A common feature for all strategies is a passion for the 

craft – making a superior product. Although we noted in our initial conceptualisation that a ‘local 

business strategy’ was feasible, none of the Victorian breweries we interviewed were pursuing 

such a model. This finding is consistent with the partitioning of resources theory from the US 

where the large brewers are generalists and the small market entrants are specialists. 

 

Passion for venture growth is not a common feature in craft brewers. When asked where the 

interviewees see themselves in ten years, we more frequently received answers about the 

amazing beer they would brew than how big their business had grown. Instead of business 

growth as such, the development focus of the interviewed brewers was geared towards stabilising 

the current operations. Of course, some of the older brewers (typically running the experience 

business model), had developed and renewed their businesses substantially from the early days – 

but essentially, we did not identify any passion for aggressive growth into new locations or 

internationally. Rather, the focus was on a local business that would be best experienced and 

enjoyed in its specific location. 

 

Nevertheless, although not openly admitting it, some of the independent breweries in our sample 

clearly held an aspiration for achieving growth via distribution arrangements with the major 

breweries or even selling the business on to one of the ‘big guys’. At the same time, these 

individuals vehemently emphasised a passion for the artisanal aspects of their business. It may 

also be said that amongst homebrewers or craft beer lovers alike, some hold the position that this 
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is when the business ceases to be craft and that the brewery have ‘sold their soul to the devil’. 

However, the craft beer enthusiast does not represent the only consumer sector that is interested 

in the origins of their beer. Craft beer also represents a fairly easily approachable, life’s little 

luxury. The art and craft of its making, in addition to taste of course, may be the deciding factor 

for many consumers that are less bothered about the ownership structure behind the brewer.  

 

The need to be authentic and credible is paramount for craft brewers. The experience business 

model, which turned out to be the most common in our admittedly small selection of cases, is 

often built upon the idea of the customer experiencing the actual location of the brewery. This 

may hinder the prospects of growth, but at the same time makes the business difficult to 

replicate. Creating unique, valuable experiences for consumers also calls for more than just good 

products. Prior literature has argued that even industrial firms should move towards a service 

logic (e.g. Grönroos, 2008; Vargo and Lusch, 2008) in which value is co-created with the 

supplier and products and producers only act as facilitators of customers’ own value creation. 

Implementing this business logic in product-based businesses is challenging, and requires in-

depth understanding of the customer’s processes, valuations and the social context. 

 

An important challenge for all the business model is securing distribution channels, as the major 

breweries often control these. Some craft breweries compete directly with the major breweries in 

pubs and retail sales. Regardless of location, the breweries we spoke with also sought to develop 

a distribution channel through other pubs and restaurants. Although this may be feasible at 

present due to increasing consumer demand, it may be more difficult in the future: A brewery or 

brewpub that focuses on creating experiences could be in direct competition to craft beer focused 

pubs and restaurants and thus find it difficult to sell their products there. As it stands, the 

breweries we interviewed clearly found it harder to sell kegs off-premise due to exclusive 

agreements between pubs and big breweries but this may also be due to perceived competition. 

Nevertheless, Victorian consumers seem to demand more diversity and more craft beer available 

in pubs and restaurants as well as bottle shops. The breweries we spoke with were currently 

running at maximum capacity to meet the increasing demands of the consumers.  
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The ideas and tentative results reported in this paper are but a start of the stream of research that 

is required to understand the current craft beer phenomenon. For example, very little is known 

about the craft beer consumer. To investigate the consumer more closely, in particular the factors 

beyond the beer itself affecting the value creation of the craft beer consumer would be very 

important in this industry since changing the consumer’s behaviour and values, rather than the 

taste of the beer, may actually be driving the industry. Most of the breweries we interviewed told 

us they were struggling to meet the market demand. One brewer was even installing new 

fermentation tanks during our interview while another was in the process of buying the property 

next to the current location. 

 

Craft brewing and the consumption of craft beers are clearly a part of the trend of caring more 

about what and how we consume products, but it also appears to be part of an anti-consumption 

movement; moving away from mass produced generic products. Further research needs to 

investigate whether consumers of craft beer is part of a movement that is turning its back on the 

‘giants’ and seeking to consume goods and services produced by smaller companies whose 

values more closely align with excellence, local production and sustainability. This line of 

enquiry would examine both the supply and demand side of the industry with a view to 

understanding the motivations for production and consumption. 
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significantly affect future finance-seeking behaviour by SMEs. In other findings, trade-off theory appears to 15 

exhibit a slight superiority in explaining the financing-seeking behaviour of SMEs over pecking order theory. 
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1. Introduction 

Small and medium-sized enterprises (SMEs) are generally considered to lack appropriate 

finance and therefore require special attention because of their inherent informational 

opaqueness and the limited finance sources commensurately available (e.g. Beck et al., 2008; 

Beck et al., 2005; Guiso and Minetti, 2010). Consequently, a number of studies (Hamelin, 5 

2011; Psillaki and Daskalakis, 2009; Matthews et al., 1994; Romano et al., 2000 Matthews et 

al., 1994; Romano et al., 2000) show that the unique characteristics of SMEs may lead to 

divergent outcomes when applying conventional finance theory to SME financing behaviour.  

For instance, the heavy reliance on internal finance found in many SMEs may arise from 

external conditions like credit rationing that hit small firms relatively hard or a lack of 10 

secondary markets for small firm equity. It may also arise from incomplete or suboptimal 

business goal setting by SMEs (e.g. Berger et al 1998; Vos et al. 2007). For example, SMEs 

sometimes favour profit stability over profit maximization (Hamelin, 2011), may not consider 

growth as a key objective (Vos et al. 2007), or may lack the entrepreneurial or managerial 

resources necessary to develop business plans when seeking finance. More mundanely, SMEs 15 

may simply be unaware of which particular type of financing is appropriate and when (Berger 

and Schaeck, 2011). Lastly, SMEs are sometimes acutely concerned about the risk of losing 

control and decision-making power (Psillaki and Daskalakis, 2009) and the desirability of 

maintaining generational continuity and bequest ability in family businesses. These capital 

structure-determining factors differ markedly across small and large firms and this makes the 20 

financing behaviour of SMEs of considerable interest in its own right.   

One interesting factor that has also received attention in the literature on SME financing 

behaviour is the notion of the ‘discouraged borrower’. This suggests that because of 

informational opaqueness, SME borrowers may not seek finance, even if required, because 

they believe an application will be unsuccessful based on experience in the past (Kon and 25 

Storey, 2003). While this may also be in evidence in larger firms, smaller firms generally lack 

the managerial resources necessary to seek finance repeatedly in light of past rejection. 

Moreover, given that in SMEs there is often a strict correspondence between ownership and 

control (especially in sole trader and partnerships), the psychological experience of 

management regarding rejection may count more in smaller firms. This is, of course, 30 

important in that the extent of, say, credit rationing observed in the market may understate the 

actual level because SMEs effectively but potentially mistakenly screen themselves first, and 

thereby aggravate the problem with limited external finance commonly observed in this 
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sector. In fact, Levenson and Willard (2000) suggest that 4.22 percent of US SMEs have been 

discouraged from applying for debt finance alone because of expected denial. This is 

troubling, especially given the important role SMEs play in most economies, in among other 

things, production, employment, regional development, industry competition, exports, and 

social capital. 5 

Drawing on these perspectives, this paper investigates the firm-level determinants of 

financing decisions by Australian SMEs by making allowance for both the cross-sectional 

factors that affect financing-seeking behaviour and the time-series outcomes of experiences 

with finance seeking in the past. In doing so, we contribute to the literature as follows. First, 

we expand the scope of the analysis from that of discouraged borrowers (debt only) 10 

conventionally found in the literature to incorporate SME finance seeking more broadly 

(including equity). Second, this is the first analysis known in Australia to combine firm-level 

factors and the concept of discouraged finance-seekers when analysing SME finance-seeking 

behaviour. As shown in Figure 1, this helps us disentangle the impact of apparently rational 

and irrational behaviour in deciding not only which SMEs do or do not require finance but 15 

also which SMEs require finance but through experience do not apply. If this holds, then the 

number of SMEs that have unsuccessful efforts at seeking external finance through various 

stages of the economic cycle and as a rule may understate the actual, as many SMEs simply 

do not seek finance because of past (unsuccessful) experience.  

<FIGURE 1 HERE> 20 

Third, we also place considerable emphasis on not only commonly observed firm-level 

factors affecting financing-seeking behaviour, like size, profitability, export orientation and 

industry, but also the firm’s declared business strategy. This is important because business 

strategy is likely to be included in business plans given to potential providers of external 

finance, and therefore we can gauge how these factors are ‘priced’ in finance granting 25 

decisions. Once again, there is little work of this type in evidence in Australia. Finally, we 

make complete use of the large sample longitudinal data available for SMEs in Australia in 

our analysis. This helps alleviate both the problems of selection bias and endogeneity 

recurrent in the literature on finance-seeking behaviour and incorporate the temporal 

dimension of the finance-seeking decisions by discouraged and other finance-seekers. 30 
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The remainder of the paper is organized as follows. Section 2 presents the data and model 

specification. Section 3 details the explanatory variables used in this model and Section 4 

discusses the results. Section 5 provides some concluding remarks.  

2. Data and model specification 

In our analysis, we utilize the results of the survey waves included in the Business 5 

Longitudinal Database (BLD) Expanded Confidentialised Unit Record File (CURF) 

conducted by the Australian Bureau of Statistics (ABS). The ABS Business Characteristics 

Survey directly collects the data with the assistance of the Australian Taxation Office and 

Australian Customs. The BLD comprises two independent samples (referred to as panels) 

drawn from the in-scope Australian SME populations, defined in the survey as all businesses 10 

employing less than 200 persons. The panel used in this analysis contains the three most-

recent reference periods of data for financial years 2004–05, 2005–06, and 2006–07 (for 

simplicity, we refer to these by the ending calendar year, i.e. 2005, 2006, and 2007, 

respectively). The sample includes approximately 2,732 SMEs in each of the survey years 

(note that the actual sample size varies by year because of survey dropouts and missing data) 15 

as selected from a survey frame created in June 2005 of the population of 1,563,857 

Australian SMEs. As discussed, the question “who needs finance” largely depends on the 

discrimination between “who does not need” and “who needs but is discouraged from 

applying.” We deal with this question by examining the effects of the discouraged finance-

seekers phenomenon on SME financing behaviour while controlling for other firm-specific 20 

factors potentially affecting finance seeking behaviour.  

The discouraged borrower concept describes the phenomenon that a creditworthy firm does 

not apply for finance because of expected rejection or higher application costs or interest 

rates because the SME is more likely to suffer from credit rationing because of informational 

opaqueness (e.g. Beck et al., 2005; Berger and Udell, 2006). However, the concept of 25 

discouraged borrowers per se appears unclear in terms of measurement. Actual measurement 

of discouraged borrowers in fact depends on the responses to two questions. First, how do we 

distinguish between SMEs that do not need credit and SMEs that need credit but do not apply 

because of the discouraged borrower phenomenon? Second, how do we indentify which 

SMEs are creditworthy and which SMEs are not? With the first question, Kon and Storey 30 

(2003, p. 40) present a number of assumptions to narrow this concept for the purpose of 

measurement. Unfortunately, these assumptions, for example, “non-applicants caused by the 
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bank’s screening error under positive heterogeneous application costs” and “non-application 

solely caused by the high interest rates charged by bank” may diminish the actual 

interpretation of discouraged borrowers.  

The second question concerning creditworthiness is even more difficult to measure. From the 

demand side, we can observe denial but not creditworthiness (Levenson and Willard 2000). 5 

For instance, we cannot observe SMEs that do not apply for finance within the observed 

sample period but are potentially creditworthy. In addition, creditworthiness relates more to 

the subjective judgement of the moneylender than the characteristics of the borrower. Even 

worse, different lenders such as banks can have different opinions on the creditworthiness of 

a borrower, especially SMEs. Because of informational opaqueness, relationship banking 10 

based on soft information normally acts as then main channel between a SME borrower and a 

bank (e.g. Berger and Udell, 2006). Then, creditworthiness is rather a subjective judgement 

of a lending manager of a bank than an objective fact of a firm’s characteristics. Under these 

circumstances, the criteria for judgement of the creditworthiness of a given SME are almost 

impossible to observe from both the demand and supply side.  15 

To address this, we employ finance-applying denial as a proxy for a discouraged borrower. 

First, denied firms are likely in need of finance, which is the answer to the first question. If 

they receive a rejection of a finance request in the year when applying, firms are supposed to 

be more likely to need finance in the following year or so. However, there is an argument that 

a firm may need additional finance for an investment opportunity that could pass if not taken 20 

up. This is possible for a large firm but not for a small business because, as discussed earlier, 

small businesses may not be as concerned about growth and profitability. Instead, stability or 

control can be a major concern for small businesses. Furthermore, we have variables 

available to control for business objectives in the models. Second, denial itself is a major and 

obvious factor in the frustration small businesses have in seeking finance and can contribute 25 

to any perceived negative expectations. Third, we clearly and objectively observe denial. 

Finally, we assume profitability, age, business objectives, ownership, export and import, etc. 

largely control for creditworthiness.  

Consequently, the disentanglement of discouraged borrowers from those who do not need 

credit are directly associated with the investigation into effects of discouraged borrowers on 30 

SME finance seeking. Because of the assumed existence of discouraged borrowers, self-

selection can contaminate the sample of those firms applying for finance, i.e. firms that are 

more likely to have their application rejected are less likely to apply. To deal with this issue, 
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some studies employ Heckman’s two-stage approach where a selection equation is used in 

the first stage (e.g. Brown et al, 2011; Boris and Letterie, 2008). However, the effects of 

discouraged borrowers on finance seeking may violate the major assumptions of Heckman’s 

method. That is, the primary equation in the second-stage is assumed to be normally 

distributed and must be estimated using OLS (Heckman 1979). However, the dependent 5 

variable in the primary equation in our model is a binary variable not normally estimated by 

OLS (Cole, 2010). In addition, any attempt to incorporate an instrumental variable may 

invoke a problem with endogeneity (Blumberg and Letterie, 2007).   

Bearing these issues in mind, we employ a lagged regression model to investigate the 

phenomenon of discouraged borrowers. Using three-year successive data, we investigate 10 

whether a finance denial in year t0 + n–1 has an effect on finance seeking in year t0+n.  

 0 0 1( ,business objectives, control variables)t n t nAPPY f DENY      (1) 

where APPY is whether the firm applies for additional finance in the year of t0 + n, t0 is the 

starting year, i.e. 2005, and n is 1 and 2. DENY is a dummy variable that takes a value of one 

if the firm received a negative outcome to an application in year t0 + n–1 and zero otherwise.  15 

 

3. Explanatory variables 

In the survey, the question relating to business objective is “”To what extent did this business 

focus on the following when assessing overall business performance”  there are six options 

under this question; they are “finance measures (e.g. profits, sales, growth, returns on 20 

investments), cost measures ( e.g. budget, cost per unit of output, inventory cost), operational 

measures (e.g. asset utilisation, on-time delivery), quality measures (e.g. customer 

satisfaction, defect rates), innovation measures (press innovations, new value added products), 

and human resources (e.g. job satisfaction, skills development).  The questions in the survey 

concerning business focus are not mutually exclusive. For generalising purpose, according to 25 

whether to focus on profitability or growth, we group the six questions concerning business 

focus into two categories, four questions concerning whether the business is focused on 

financial, cost, operational and innovation measures, which we consider as profitability or 

growth benchmarks, and the remaining questions, including whether the business focuses on 

quality measures and human resources, which we consider as non-profitable or non-growth 30 

benchmarks.  The expectations are that firms that focus on profits or growth are more like to 

apply for additional finance compared to the firm with non-profitable or non-growth 
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benchmarks. However, we still use separate six dummy variables (FOF, FOC, FOO, FOQ, 

FOI, and FOH) to proxy for each measures, where the value of the dummy is one for firms 

that tick the focus as a major measures and zero otherwise. As discussed above, business 

objectives are proxied with six dummy variables i.e. FOF, FOC, FOO, FOQ, FOI, and FOH, 

which take the value of one for a business with the stated business focus in the category 5 

namely, financial, cost, operational, quality, innovation, and human measures, and zero 

otherwise.   

Several studies suggest the important influence of industry on firm financing patterns (e.g., 

Caneghem and Campenhout, 2010; Degryse et al., 2010). For example, Ballakishnan and Fox 

(1993) find that firm effects explain 52% of capital structure variation and inter-industry 10 

differences another 11%, while Van der Wijst (1989) likewise concludes that the 

manufacturing industry is capital intensive and requires large investments in fixed assets 

derived from both debt and equity while the retail sector needs relatively less short-term debt. 

In Australian work, Romano et al. (2000) find that firms in the service industry are less likely 

to use family loans, and family businesses in the manufacturing industry are less likely to use 15 

capital and retained profits. Thus, IAG, IMA, ICO, IWH, IRE, IAC, ITR, ITE, IPR, ICU, IPE 

are a series of dummy variables respectively based on the two-digit Australian and New 

Zealand Standard Industry Classification (ANZSIC) subdivisions of agriculture, mining, 

manufacturing, construction, wholesale trade, retail trade, accommodation, transport, 

communication services, property and business services, cultural and recreation services, and 20 

personal services. 

Firm size can also influence access to finance by SMEs. Since there is less information in the 

market about smaller firms, smaller firms may seek proportionately less debt (Psillaki and 

Daskalakis, 2009). In addition, tax considerations could be of less concern for SMEs because 

they are less likely to generate large profits and therefore less likely to use debt for tax shield 25 

purposes (Pettit and Singer, 1995). If this is the case, size can be negatively associated with 

debt. The variable used to control size is the logarithm of sales. 

Firm age largely corresponds to the business cycle of SMEs. Start-up and early-stage SMEs 

may then resort to external equity, particularly private investors and business angels (Berger 

and Udell, 1998). One reason is the restrictions in internal equity. At the starting stage of a 30 

SME, retained profits are scarce, and the personal sources of the owner and firm-connections 

are very limited. A second reason is associated with a combination of information 

asymmetries and potential agency problems related to the lack of a trading history. The lack 
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of collateralisable assets can exacerbate the problem of restricted access to finance (Bhaird 

and Lucey, 2010). From this perspective, firm age positively relates to external finance 

seeking. However, as SMEs move from the start-up or early-stage to the middle-stage, they 

can source more finance from retained profits. SMEs can then replace external equity with 

internal equity. Consequently, firm age should negatively relate to external equity seeking. . 5 

The age dummy variables are AGE01, AGE02, and AGE03, which are respectively set to 

equal one for firms that are aged less than 5 years, 10 years to less than 20 years, and 20 years 

or more, zero otherwise. 

Innovation—defined as the process of the adoption of internally or externally generated 

devices, systems, policies, programs, processes, products or services that are new to the 10 

adopting organization—can be treated as a proxy for growth opportunities (Rosenbusch et al., 

2010). The influence of innovation or growth opportunities on a firm’s finance decision-

making has been widely discussed. This reveals that by reducing debt, firms with growth 

opportunities may avoid the shareholder–creditor conflict in which the benefits can 

transferred from shareholders to creditors (Myers, 1977; Jensen and Meckling, 1976). 15 

Moreover, debt can act as a mechanism to alleviate agency cost by disciplining managers 

(Jensen, 1986). Therefore, a firm with growth opportunities may need less debt (Fama and 

French, 2002). However, given the assumption that SMEs face financing constraints, those 

with growth opportunities are more likely to exhaust internal funds and require additional 

funds. In combination with the traditional concern of SMEs with control and independence, 20 

SMEs with growth opportunities may seek external debt instead of external equity. As a 

result, the influence of growth opportunities on SMEs finance seeking can be either negative 

(e.g., Heyman et al., 2008; Lopez-Gracia and Sogorb-Mira, 2008), positive (e.g., Degryse et 

al., 2010; Riding et al., 2010), or insignificant (see Psillaki and Daskakis, 2009). The dummy 

variable, GROW, takes a value of if the business has introduced any new or significantly 25 

improved operational or organizational processes, otherwise zero. 

Pecking order theory suggests that a firm will tap into internal funding first, whereas trade-off 

theory supposes that a profitable firm gives more ground to the use of tax shields. 

Profitability is then a key benchmark for a firm’s performance, thus helping in improved 

acceptance of finance applications. PRO has a value of one if the business experienced an 30 

increase in profitability compared to the previous year, and all other variables are as defined. 

Exporting can be associated with growth ambition (Zahra et al., 2000). Therefore, we expect 

exporter SMEs to seek more funds compared with non-exporter SMEs. However, exporter 
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SMEs bear more risk because of more rapid growth and market uncertainty. Therefore, 

exporter SMEs are found to be more likely to have loan applications turned down compared 

with their non-exporter counterparts (see Riding et al., 2010). We can use the same 

assumptions to apply to importer SMEs, though to the authors’ best knowledge, no previous 

study investigates the impact of imports in relation to finance seeking. EXP is the percentage 5 

of export sales to total sales, while IMP is a dummy variable with a value of one if the firm 

has imported goods/services into Australia and zero otherwise. In addition, ASS is a proxy 

for whether the business has received any financial assistance from Australian government 

organizations, with a value of one if yes, zero otherwise. OWF is a dummy variable taking a 

value of one for a family business and zero otherwise. Since the dependent variable of 10 

equation 1 is binary, logistic regression model is used to estimate the models. 

4. Empirical results 

Table 1 reports summary statistics of the variables used in this paper. Because of missing data 

owing to respondent omission or errors in sequencing, the samples in 2005, 2006 and 2007 

were XXXX observations smaller, respectively. About 24% of SMEs are from the industry of 15 

agriculture, forestry, and fishing (see Panel C in Table 1). The second-largest group of SMEs 

in the sample is in the manufacturing industry (16%) while the third-largest sample group are 

from the wholesale trade industry (10%). About 30% of SMEs are less than five years old, 

and 23% are in operation for more than 20 years.  

5. <TABLE 1 HERE> 20 

Of the SMEs in the sample, 41% applied for additional finance in 2005: 38% applied for debt, 

9% for equity, and thus 6% applied for both debt and equity (see Panel A in Table 1). The 

applying rates dramatically fell in 2006 to 19%. However, the availability of finance shows a 

relatively high level in both 2005 and 2006 at about 88% and 83%, respectively. About 16% 

of the SMEs received financial assistance from Australian government organizations in 2005 25 

and some 14% in 2006. 

Interestingly, in 2005 only 47% of SMEs regarded financial measures, such as profits, sales 

growth, and returns on investments, as a major measure of business performance, which 

dropped further to 40% in 2006. Similarly, cost measures also dropped from 40% in 2005 to 

34% in 2006. However, the SMEs appear to pay more attention to quality measures, for 30 

example, customer satisfaction and defect rates, which increased from 34% in 2005 to 37% in 
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2006. By comparison, most SMEs do not consider innovation as a major measure. However, 

more SMEs introduced new goods, services, or processes during the sample period, from 26% 

of 2005 to 36% of 2006. Half of the SMEs were involved in planning activities in the 

business. About 26% of SMEs were considered (by the respondents) to be more profitable 

compared with their major competitors in 2005 and 32% observed an increase in profitability 5 

in 2006 compared with the previous year. In addition, 63% of the sampled SMEs are family 

businesses and 4% have some degree of foreign ownership. 

Table 2 reports the results from the models of the determinants of seeking additional finance. 

Both the likelihood ratio (LR) and Wald tests suggest the overall significance of the results of 

the logistic regression analyses based on the datasets of year 2006 and 2007.
1
  10 

<TABLE 2 HERE> 

As shown in Table 2, the business focus dummies indicate the significant effects on finance-

seeking decisions.  SMEs whose focus lies on financial measures, including profits and ROA 

are more likely to apply for additional finance. The marginal effects of the focus variable on 

the possibility of applying for additional finance range from 2.9 to 5.4% across the models. 15 

That means, Australian SMEs that focus on operational measures are 2.9%-5.4% more likely 

to apply for additional finance than SMEs without a financial focus. This is consistent with 

the assumptions that firms that focus on profits or growth are more like to apply for 

additional finance compared to the firm with non-profitable or non-growth benchmarks. As 

discussed, the questions in the survey concerning business focus are not mutually inconsistent. 20 

For this reason, we group the six questions concerning business focus into two categories, 

four questions concerning whether the business is focused on financial, cost, operational and 

innovation measures, which we consider as profitability or growth benchmarks, and the 

remaining questions, including whether the business focuses on quality measures and human 

resources, which we consider as non-profitable or non-growth benchmarks.       25 

Therefore, the significant negative effect of focus on quality measures, FOQ, on finance-

seeking decisions also inversely proves the assumption. That is, SMEs that focus on the 

objectives of non-profitability or non-growth, such as customer satisfaction and defect rates, 

are less likely to apply for additional finance in 2006 and 2007 with a likelihood of 3.8 -3.9% 

and 3.3–3.4%, respectively. This effect is statistically significant across the two sampling 30 

periods. Also, a focus on cost measures, including cost per unit of output and inventory cost, 

                                                 
1 The dummy variable proxied for denial uses data of year 2005, please refer to variable specification in Table 1. 
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are significantly and positively associated with finance-seeking decisions, though this effect 

is not statistically significant in the 2007 models. In a combination of the positive effects of 

financial measures and cost measures,  the negative effects of business quality measures on 

the SMEs’ finance-seeking decisions apparently give evidence of the assumptions that, 

whether a SME has finance constraints or finance gap largely depends on the its willingness 5 

to apply for finance given that a considerable number of SMEs are pursuing business stability 

or operating utility instead of  growth or profit-maximization (e.g., Doern, 2009; Hamelin, 

2011).   

Based on the datasets of the three years, four models are specified to test the effects of 

discouraged borrower on finance-seeking.  In the 2006 model, the effects of an applying 10 

denial in 2005 have a significant negative effect on applying for finance in 2006 at a p value 

of 1%. A SME that received a rejection in 2005 was less likely to apply for debt in 2006  at a 

marginal value up to 16.7%.  Furthermore, this firm is still less likely to apply for additional 

finance  in 2007 by 15.2%. Though the negative marginal effect had diminished over the one 

year of time, this firm was severely discouraged to apply for finance (see 2007 Model A in 15 

Table 2).  As evidence, 2007 Model B shows that a SME that was rejected in 2006 was less 

likely to apply for finance by 20.6% in 2007. Then 2007 Model C suggests that a SME that 

got rejected in both 2006 and 2007 were discouraged to apply for additional finance in 2007 

by a chance of up to 21.1%.  However, this effect can be contaminated by the problem of 

creditworthiness of the firm. That is, a firm can be rejected because of being perceived to be 20 

higher risky. For this concern, the interacting between the denial dummy and control 

variables is investigated in Table 3. 

Table 3 presents the results from the models with interacting items between the denial 

dummy and growth opportunity, size and age.
 2

 Model 1 allows for the interaction with 

growth opportunity because growth opportunities are normally considered to be a significant 25 

factor in business risk-taking (e.g. Myers 1977). The interaction variable is only just 

insignificant at the 10.9%, slightly larger than the normal benchmark of 10%. Furthermore, 

given that the interaction with the denial effect is under control, the marginal effects of 

growth opportunities on finance seeking decrease from a probability of 10.2% to a probability 

of 8.8% (see Table 3). This means that the SMEs with growth opportunities are discouraged 30 

from applying for finance to a similar extent as other SMEs. 

                                                 
2 The models in Table 3 are based on the dataset of year 2006 because of relatively a larger sample size., though the results 

from the tests based on the dataset of year 2007 are very similar actually. 
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We use Models 2 and 3 to investigate how this discouraged borrower’s phenomenon 

differs across different sizes and ages of SMEs. The results in Model 2 suggest that the 

discouraged borrower’s phenomenon more severely affects smaller SMEs, especially SMEs 

without employees. A non-employee SME that did not get a positive outcome from its 

applications for finance in 2005 would then be less likely to apply for finance in 2006 at a 5 

marginal value of 10.3% because of the denial effect. This marginal effect is even higher, up 

to more than 11% when we control for the interactions of firm age and growth opportunities 

in Models 4 and 5. A smaller firm is more prone to the denial effect. This is consistent with 

Blumberg and Letterie’s (2007) findings.  

Interestingly, older SMEs appear more easily discouraged by the denial effect than 10 

younger SMEs. Specifically, the SMEs in operation for 10-20 years are discouraged from 

applying for additional finance at a marginal value of 0.8%. Very young SMEs (aged less 

than five years), appear unaffected by the denial effect, as proved in Models 4 and 5. This 

suggests that mature firms are more likely to have experience in dealing with finance 

providers, and may have time to establish financing relationships (Kon and Storey, 2003). 15 

Once they have been rejected, they may then be more aware of what exactly has happened, 

and thus less likely to try again, as compared to the relatively more inexperienced younger 

firms. This could also relate to the measurement of the denial effect. The main shortcoming 

in using the denial effect to estimate the discouraged borrowers is that the denial does not 

have information about whether the business is creditworthy. 20 

As a control variable, size consistently and significantly has positive effects on finance-

seeking across all models; larger firms are more likely to apply for additional finance. This 

may indicate that trade-off theory rather than the pecking order theory can explain the 

financing-seeking behaviour of the SMEs because larger firms are more concerned about the 

benefits of tax shields as compared to smaller firms. Also, smaller firms may more rely on 25 

internal finance by comparison to their larger counterparts because of informational issues or 

concern about the control of the firms. The insignificant negative effects of  profitability on 

finance-seeking appears to give further evidence that trade-off theory instead of pecking 

order theory is more appropriate in the circumstances of SMEs. SMEs from a wide age 

spectrum do not show  a different pattern of finance-seeking behaviour. Also, export and 30 

import appear not to be a significant factor in finance-seeking. 

Growth opportunity and government assistance appear to have consistently significant 

effects across the models. Growth opportunities also have significant positive effects on 
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finance seeking. Thus, SMEs with growth opportunities appear to have much stronger 

demand for finance, increasing at the margin the probability of applying for finance by 8.5-

11.5%. This gives some evidence of the discrepancies in financing decisions between large 

and small firms. This could be because SMEs with growth opportunities are more likely to 

exhaust internal funds and require additional (external) funds (Riding et al., 2010). In 5 

addition, as most SMEs are unlisted, there is less concern about conflicts arising between 

shareholders and creditors (Jensen and Meckling, 1976; Myers, 1977). The positive effects of 

government assistance on finance-seeking can be because those firms who get government 

assistance do need finance, or/and because the government assistance can act as an indicator 

of creditworthiness thus encourage the firms to apply for finance.   10 

Foreign ownership can be observed to have negative effects on finance seeking, though 

the effects are not consistently significant across all models. SMEs with some degree of 

foreign ownership are less likely to seek finance by 11.6% in the 2006 model. This seems to 

accord with pecking order theory, which suggests that SMEs with foreign ownership have 

more reliable internal funding.  However, this effect is not significant in the 2007 models. 15 

The inconsistency from across two-year models also can be observed in the effects of 

industry dummies on finance-seeking. In 2007, firms in agriculture industry are actively seek 

additional finance, which is statistically significant at a p value of 1%. Similarly, SMEs in 

construction industry, in manufacturing industry and in accommodation industry also show 

more likelihood of applying for finance, though the former is only significant in two models, 20 

and the latter two industries are only significant in one model. This inconsistency can be 

interpreted by the unobserved effects of other factors especially environmental factors, 

because industry is rather an environmental factor than a firm-specific factor. This can be 

partially seen through the intercept item. The large and significant values of intercept in 2007 

models indicate that the regression models had an obvious shift due to the influence of some 25 

unobserved and common factors in 2007. 

 

6. Concluding remarks 

One key motivation of the paper is that the factors determining the willingness of small 

businesses to seek finance have not been fully discovered, especially when related to business 30 

objectives and the discouraged borrower phenomenon. As a result, one look-like-simple 

question “ who needs credit?” has not actually been fully answered, because of the critical 
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effects of business objectives and the discouraged borrower phenomenon. The former effect 

arises from the large discrepancy in business goals between large and small firms. The 

importance of the latter effect lies in differentiation between who does not need credit and 

who needs but does not apply because of discouragement. Since the question, who needs 

credit, is not clarified, it is hard to clearly test further assumptions such as whether SMEs 5 

suffer financial constraints.  For this purpose, using a lagged regression method, this paper 

focuses on the effects of business objectives and the discouraged borrower phenomenon on 

the finance-seeking decisions of SMEs. 

Using a large ABS dataset of individual unit records, we find that both business objectives 

and the discouraged borrower phenomenon  significantly affect finance-seeking decisions of 10 

SME. SMEs that focus on profits or growth such as financial measures are more like to apply 

for additional finance. By comparison, non-profit or non-growth benchmarks are inversely 

associated with willingness to apply for finance for SMEs. Additionally,   among the SME 

group that do not apply for finance, there are a considerable number of firms are discouraged 

to apply instead of no need for finance. For example, up to 21% less likelihood to apply for 15 

finance is for a firm that consistently received negative outcomes from finance applications 

for the successive two years. This likelihood percentage is still considerable even after 

controlling some major factors in creditworthiness. In addition, this discouraged borrower 

effects last over a period, two years in this paper.  

Firm size consistently and significantly has positive effects on finance seeking across all 20 

models; larger firms are more likely to apply for additional finance, which may indicate that 

trade-off theory rather than the pecking order theory can explain the financing-seeking 

behaviour of the SMEs. Also, the insignificant negative effects of  profitability on finance-

seeking appears to give further evidence that trade-off theory instead of pecking order theory 

is more appropriate in the circumstances of SMEs. Growth opportunities also have significant 25 

positive effects on finance seeking, which gives some evidence of the discrepancies in 

financing decisions between large and small firms. The positive effects of government 

assistance on finance-seeking can be because those firms who get government assistance do 

need finance, or/and because the government assistance can act as an indicator of 

creditworthiness thus encourage the firms to apply for finance. Foreign ownership can be 30 

observed to have negative effects on finance seeking, though the effects are not consistently 

significant across all models.  
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Figure 1. SME finance-seeking behaviour and outcomes 
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Table 1. Variable definitions and statistics 

Variables Definition 
Mean Std. dev. 

2005 2006 2007 2005 2006 2007 

APPY Equals one if the firm applied for additional finance; zero otherwise. 0.41 0.19 0.20 0.49 0.39 0.40 

FOF Equals one if the business focus is on financial measures; zero otherwise. 0.47 0.40 0.42 0.50 0.50 0.49 

FOC Equals one if the business focus is on cost measures; zero otherwise. 0.40 0.34 0.33 0.49 0.47 0.47 

FOO Equals one if the business focus is on operational measures; zero otherwise. 0.29 0.23 0.23 0.45 0.42 0.42 

FOQ Equals one if the business focus is on quality measures; zero otherwise. 0.34 0.37 0.39 0.47 0.48 0.49 

FOI Equals one if the business focus is on innovation measures; zero otherwise. 0.21 0.13 0.12 0.41 0.34 0.33 

FOH Equals one if the business focus is human resource measures; zero otherwise. 0.21 0.17 0.16 0.41 0.37 0.37 

DYA/DYB Equals one if finance was sought but unavailable in 2006 or 2007; zero otherwise. 0.06 0.05  0.24 0.22  

GRO Dummy, if the business has introduced any new or significantly improved operational or 

organizational processes; zero otherwise. 

0.26 0.36 0.31 0.44 0.48 0.46 

OWF Equals one if the business had any degree of foreign ownership; zero otherwise. 0.04 0.04 0.04 0.20 0.19 0.20 

PRO 
Equals one if the firm was considered more profitable (increased profitability) than (over) its 

major competitors in 2005 (2006 and 2007); zero otherwise. 

0.12 0.32 0.30 0.33 0.47 0.46 

SAL Total sales in thousands of dollars 2678.30 3035.4

5 

 8707.82 10426.

90 

 

SIG Equals one if the business had no employees (sole trader); zero otherwise. 0.189 0.176  0.392 0.381  

MAC Equals one if the business had 1–5 employees; zero otherwise. 0.299 0.300  0.458 0.458  

SMB Equals one if the business had 6–20 employees; zero otherwise. 0.272 0.278  0.445 0.448  

EAR Equals one if the business had been in operation for less than 5 years; zero otherwise. 0.30 0.28 0.27 0.46 0.45 0.45 

MED Equals one if the business had been in operation for a period of 10 to 20 years; zero otherwise. 0.26 0.27 0.27 0.44 0.44 0.44 

OLD Equals one if the business had been in operation for a period of more than 20 years; zero 

otherwise. 

0.23 0.24 0.25 0.42 0.43 0.43 

EXP Ratio of exports to total sales. 0.02 0.02  0.09 0.10  

IMP Equals one if the firm imported goods/services into Australia; zero otherwise. 0.12 0.14 0.13 0.32 0.34 0.35 

ASS Equals one if the business received any financial assistance from government organizations; zero 

otherwise. 

0.16 0.14 0.18 0.35 0.37 0.39 

IAG Equals one if the firm is in agriculture industry; zero otherwise. 0.24 0.24 0.24 0.42 0.42 0.42 

IMA Equals one if the firm is in mining industry; zero otherwise. 0.04 0.04 0.04 0.20 0.19 0.20 

ICO Equals one if the firm is in manufacturing industry; zero otherwise. 0.16 0.16 0.16 0.37 0.37 0.37 

IWH Equals one if the firm is in construction industry; zero otherwise. 0.05 0.05 0.05 0.22 0.22 0.22 

IRE Equals one if the firm is in wholesale trade industry; zero otherwise. 0.10 0.10 0.10 0.30 0.30 0.30 

IAC Equals one if the firm is in retail trade industry; zero otherwise. 0.06 0.06 0.06 0.25 0.25 0.24 

ITR Equals one if the firm is in accommodation and restaurant industry; zero otherwise. 0.07 0.07 0.07 0.25 0.25 0.25 

ITE Equals one if the firm is in transport industry; zero otherwise. 0.06 0.06 0.06 0.24 0.24 0.24 

IPR Equals one if the firm is in communication services industry; zero otherwise. 0.05 0.05 0.05 0.21 0.21 0.21 

ICU Equals one if the firm is in property industry; zero otherwise. 0.06 0.06 0.05 0.23 0.23 0.22 

IPE Equals one if the firm is in cultural and recreational services industry; zero otherwise. 0.05 0.05 0.05 0.22 0.22 0.22 

 



 

 

Table 2. Determinants of finance seeking 

 2006 2007 

 A B 

 

C 

 

  Coef. Std. err. Coef. Std. err. Coef. Std. err. Coef. Std. err. 

 Intercept   -

4.687**

* 

0.647 -

3.696**

* 

0.620 -3.824*** 0.621 

V
ar

ia
b
le

s 
o
f 

in
te

re
st

 

FOF 0.404** 0.160 0.311* 0.168 0.243* 0.174 0.233* 0.175 

(0.054)  (0.043)  (0.031)  (0.029)  

FOC 0.320* 0.165 0.074 0.175 0.063 0.182 0.051 0.1830.2

05 (0.043)        

FOO 0.086 0.167 0.261 0.180 0.208 0.189 0.205 0.190 

        

FOQ -0.287* 0.156 -0.286* 0.161 -0.264* 0.168 -0.274* 0.169 

(-0.038)  (-0.039)  (-0.033)  (-0.034)  

FOI 0.268 0.186 0.196 0.195 0.074 0.204 0.066 0.205 

        

FOH 0.015 0.182 -0.051 0.191 0.046 0.199 0.048 0.200 

        

DYA -

1.235*** 

0.265 -

1.096**

* 

0.274     

(-0.167)  (-0.152)      
DYB     -

1.695**

* 

0.155   

    (-0.206)    

        

DYA*DYB       -1.666*** 0.148 

      (-0.211)  

        

C
o
n
tr

o
l 

v
ar

ia
b
le

s 

SIZE 0.338*** 0.084 0.560**

* 

0.090 0.434**

* 

0.093 0.441*** 0.093 

(0.045)  (0.077)  (0.056)  (0.056)  

EAR 0.188 0.176 0.205 0.184 0.203 0.191 0.177 0.192 

        

        
MED -0.254 0.183 -0.091 0.183 -0.012 0.190 -0.016 0.190 

        

OLD 0.124 0.179 0.232 0.189 -0.285 0.198 -0.261 0.198 

        
PRO -0.013 0.131 -0.029 0.138 -0.010 0.144 -0.017 0.145 

GRO 0.739*** 0.132 0.851** 0.137 0.901**

* 

0.145 0.894*** 0.144 

 (0.099)  (0.851)  (0.115)  (0.113)  

EXP 0.078 0.192 -0.128 0.198 -0.097 0.205 -0.117 0.205 

IMP 0.081 0.190 0.152 0.195 0.167 0.204 0.183 0.204 

ASS 0.524*** 0.147 0.669**

* 

0.146 0.524**

* 

0.155 0.544*** 0.155 

(0.071)  (0.092)    (0.069)  

OWF 

 

-0.860** 0.356 -0.605* 0.331 -0.373 0.346 -0.529 0.349 
(-0.116)  (-0.084)      

IAG 0.300 0.282 0.998**

* 

0.322 1.051**

* 

0.332 1.096*** 0.335 

  0.028  0.134  0.139  

IMA 0.286 0.397 0.670 0.427 0.780* 0.438 0.695 0.443 

    0.100    

ICO  0.122 0.295 0.505 0.334 0.578* 0.345 0.587* 0.348 

    0.074  0.075  

IWH 0.080 0.369 0.473 0.406 0.597 0.423 0.603 0.424 

        



 

 

IRE -0.239 0.327 0.248 0.365 0.370 0.378 0.404 0.380 

        

IAC -0.302 0.362 0.471 0.387 0.654 0.401 0.715* 0.404 

      (0.051)  

ITR -0.024 0.348 0.021 0.409 0.060 0.422 0.101 0.426 

        

ITE 0.021 0.358 0.433 0.391 0.544 0.406 0.553 0.409 

        

IPR 0.159 0.369 0.011 0.440 -0.060 0.462 0.056 0.463 

        

ICU -0.114 0.373 0.582 0.397 0.614 0.413 0.679 0.415 

        

IPE -0.150 0.374 -0.318 0.458 -0.252 0.471 -0.258 0.474 

        

 Obs. 2029  1834  1834  1834  

 Likelihood 

ratio test 

        

         
 Wald test         

         
 R-squared         

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10, standard errors in parentheses, 

marginal effects in square brackets for significant coefficients only. 

 

 
Table 3. Discouraged borrowers 

Model (1) (2) (3) (4) (5) 

FOF 0.412*** 0.411*** 0.410*** 0.410*** 0.405** 

(0.010) (0.010) (0.010) (0.010) (0.011) 

[0.055] [0.054] [0.053] [0.053] [0.053] 

FOC 0.324** 0.331** 0.313* 0.313* 0.308* 

(0.049) (0.044) (0.057) (0.057) (0.061) 

[0.043] [0.043] [0.041] [0.041] [0.040] 

FOO 0.196 0.203 0.212 0.212 0.205 

(0.234) (0.215) (0.199) (0.199) (0.213) 

FOQ –0.347** –0.358** –0.337** –0.337** –0.335** 

(0.025) (0.021) (0.031) (0.031) (0.031) 

[–0.046] [–0.047] [–0.044] [–0.044] [–0.044] 

FOI 0.264 0.260 0.255 0.255 0.258 

(0.157) (0.165) (0.176) (0.176) (0.169) 

FOH –0.064 –0.080 –0.077 –0.077 –0.074 

(0.724) (0.659) (0.670) (0.670) (0.683) 

GRO 0.480*** 0.661*** 0.663*** 0.663*** 0.512*** 

(0.006) (0.000) (0.000) (0.000) (0.003) 

[0.064] [0.087] [0.087] [0.087] [0.067] 

PRO –0.057 –0.050 –0.068 –0.068 –0.071 

(0.668) (0.704) (0.605) (0.605) (0.589) 

OWF –0.362 –0.360 –0.401 –0.401 –0.407 

(0.296) (0.298) (0.247) (0.247) (0.240) 

DYA –1.272*** –1.844*** –1.514*** –0.615** –0.819** 

(0.000) (0.000) (0.000) (0.050) (0.019) 

[–0.168] [–0.243] [–0.198] [–0.080] [–0.107] 

SAL 0.168** 0.105 0.088 0.088 0.093 

(0.042) (0.244) (0.330) (0.330) (0.305) 

[0.022] – – – – 

EAR 0.180 0.177 0.183 0.183 0.176 

(0.308) (0.317) (0.469) (0.469) (0.484) 

MED –0.222 –0.217 0.235 0.235 0.225 

(0.230) (0.241) (0.356) (0.356) (0.374) 

OLD 0.158 0.145 0.431* 0.431* 0.420* 



 

 

(0.380) (0.422) (0.083) (0.083) (0.089) 

– – [0.056] [0.056] [0.055] 

ASS 0.456*** 0.446*** 0.469*** 0.469*** 0.474*** 

(0.002) (0.002) (0.001) (0.001) (0.001) 

[0.060] [0.058] [0.061] [0.061] [0.062] 

EXP –0.383 –0.348 –0.316 –0.316 –0.323 

(0.578) (0.610) (0.647) (0.647) (0.639) 

IMP 0.060 0.071 0.080 0.080 0.088 

(0.736) (0.688) (0.653) (0.653) (0.619) 

DYA GRO 0.395 – – – 0.331 

(0.109) – – – (0.186) 

[0.052] – – – – 

DYA SIG – –0.783** – –0.899** –0.846** 

– (0.033) – (0.016) (0.024) 

– [–0.103] – [–0.118] [–0.111] 

DENY MAC – 0.089 – –0.036 0.001 

– (0.728) – (0.889) (0.998) 

–  – – – 

DENY SMB – 0.105 – 0.086 0.109 

– (0.667) – (0.726) (0.659) 

– – – – – 

DYA EAR – – –0.050 –0.005 0.010 

– – (0.885) (0.986) (0.975) 

DYA MED – – –0.999*** –1.018*** –1.008*** 

– – (0.008) (0.007) (0.008) 

– – [–0.133] [–0.133] [–0.132] 

DYA OLD – – –0.570 –0.614* –0.574 

– – (0.112) (0.089) (0.114) 

– – – [–0.080] – 

Observations 2021 2021 2021 2021 2021 

–2logL 1697.795 1691.166 1690.132 1680.001 1678.255 

Likelihood ratio 

test 

258.818*** 265.447*** 266.481*** 276.612*** 278.358*** 

(0.000) (0.000) (0.000) (0.000) (0.000) 

Wald test 217.609 216.435*** 223.622*** 219.170*** 216.429*** 

(0.000) (0.000) (0.000) (0.000) (0.000) 

R-squared 0.193 0.198 0.199 0.206 0.207 

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10, standard errors in parentheses, marginal 

effects in square brackets for significant coefficients only. 

 



 

1 

 

CHALLENGES AND OBSTACLES FACED BY SMALL AND MEDIUM SIZED 

BUSINESSES (SMES) IN CHINA 

 

Authors: 

Lei Ye, Massey University, L.Ye1@massey.ac.nz 

David Tweed, Massey University, D.M.Tweed@massey.ac.nz 

Paul Toulson, Massey University, P.Toulson@massey.ac.nz 

 

Summary 

The purpose of this paper is to present data on the current obstacles Chinese small and 

medium sized enterprises (SMEs) are facing, particularly in the Chinese context. In China, 

the SME sector plays an important role in today’s Chinese economy. Chinese SMEs 

contributed to around 60% of the GDP and 50% of tax revenue. However, only a few 

empirical studies have been completed that identify the challenges that SMEs face in China. 

The common challenges that small businesses face globally include attracting customers, case 

flow, balancing family and work, and legislation. Based on 210 interviews with Chinese SME 

owners, the results show that besides these common challenges, the problems in finding 

employees, business management, and government interferences are unique to Chinese SMEs. 

Thus, the Chinese government should put more effort into guiding and promoting SMEs by 

providing supervision and protection in the form of legal and financial support.  
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INTRODUCTION 

The successful economic reforms over the past three decades helped the People’s Republic of 

China (PRC) to become the second-largest economy in the world in 2010 (“Summary of”, 

2011). One of the most notable achievements of reform for the business sector is the 

significant increase in small and medium-sized businesses. By the end of 2009, there were 42 

million small businesses, which accounted for 99.8% of the total enterprises. Around 60% of 

the GDP and 50% of tax revenue was contributed by the Small and Medium Sized Enterprise 

or SME sector (Li, 2010). These statistics show the important role small businesses play in 

today’s Chinese economy. However, although the Chinese SME sector has seen a dramatic 

increase, growth has been possible because of changes in government policies. Therefore, 

support from the Chinese government is vital for SMEs to further develop. 

  

One such example of this government support is the SME Promotion Law, enacted in 2003, 

that reflects the government’s strategic policies for developing and improving the operational 

environment for Chinese SMEs. Its passing has been a significant step in bringing the 

development of SMEs into the forum of the law. Along with increasing competition globally 

and the growing roles that both the environment and technology plays, the Chinese 

government has called for SMEs to continue to innovate and transform their operations to 

meet changing market demands. This means that Chinese SMEs, which are usually in the 

traditional labour-intensive industries and especially those involved with low-technology or 

produce heavy pollution, need to upgrade their operations. Further problems that Chinese 

SMEs face include high employee turnover, limited access to loans, poor government 

services, and government interference.  

 

In order to provide an insight into what Chinese SMEs are really facing and the perceptions 

Chinese SME owners have on their business development, 210 owner-operators were 

interviewed. This paper provides first hand information on the obstacles and challenges that 

Chinese SMEs face at two different stages: start-up and growth. The paper also provides 

insights into the real problems that Chinese SMEs face. Some recommendations are made to 

address these problems.  
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LITERATURE REVIEW 

Definition of Chinese SMEs 

In 2011, the new ‘Criteria on Small and Medium-sized Enterprises’ were released by the 

Chinese State Council. The Criteria were jointly written by the State Development Planning 

Commission, the State Economic and Trade Commission, the National Statistics Bureau and 

the Ministry of Finance. Within the new Criteria, the government has defined 17 industries, 

each of which has its own standards that are based on sector, headcount, turnover, and 

financial assets, which are shown in Table 1. The new criteria include micro-sized and the 

sectors are also defined in more detail. Under the previous system there were only seven 

industries.  

 

The criteria are not consistent across industrial sector which reduces comparability between 

sectors.  For example, the agriculture, forestry, animal husbandry, and fisheries sectors 

exclusively use annual revenue as a criterion to define SMEs; medium sized enterprises are 

those that have an annual revenue of between 5 to 200 million Chinese Yuan, small sized 

enterprises 0.499 million to 5 million, and micro sized businesses less than 0.499 million. For 

the other 15 industries, two definitional criteria are used: headcount and total assets. Table 2 

lists three industries that use total assets with either headcount or annual revenue as criteria to 

categorise SMEs. For other non-specified industries, employee turnover is used as a criterion. 

Medium sized enterprises are those that have 100 to 300 employees, small sized enterprises 

10 to 99 employees, and micro sized businesses less than 10 employees.  
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Table 1: Industries that use employee numbers and annual revenue as criteria 

Sector Numbers of employees Annual revenue 

(Million Yuan) 

Manufacturing  

 

Medium: 300 – 1,000 20 - 40 

Small: 20 – 299 3 – 19.99 

Micro: < 20 < 3 

Wholesale 

 

Medium: 20 – 200 50 - 400 

Small: 5 – 19 10 – 49.99 

Micro: < 5 < 10 

Retail 

 

Medium: 50 – 300 5 - 200 

Small: 10 - 49 1 – 4.99 

Micro: < 10 < 4.99 

Transportation Medium: 300 – 1,000 30 - 300 

Small: 20 – 299 2 – 29.99 

Micro: < 20 < 2 

Warehousing Medium: 100 - 200 10 – 300 

Small: 20 – 99 1 – 9.99 

Micro: < 20 < 0.99 

Post 

 

Medium: 300 – 1,000 10 - 300 

Small: 20 – 299 1 – 9.99 

Micro: < 20 < 1 

Hotel  

 

Medium: 100 – 300 20 - 300 

Small: 10 – 99 1 – 9.99 

Micro: < 10 < 0.99 

Food and beverage Medium: 100 - 300 20 - 100 

Small: 10 – 99 1 – 19.99 

Micro: < 10 < 1 

Information 

transmission  

Medium: 100 - 2,000 10 – 1000 

Small: 10 – 99 1 – 9.99 

Micro: < 10  < 1 

The software and IT 

services 

Medium: 100 - 300 10 - 100 

Small: 10 – 99 0.5 – 9.99 

Micro: < 10 < 0.5 

Property 

management 

Medium: 300 – 1,000 10 - 50 

Small: 100 – 299 5 – 9.99 

Micro: < 100 < 5 
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Table 2: Three industries that use total assets as one of the criteria 

Sector Employment Annual revenue 

(Million Yuan) 

Total assets 

(Million Yuan) 

Construction 

 

Medium: N/A 60 - 800 50 - 800 

Small: N/A 3 – 59.99 3 – 49.99 

Micro: N/A < 3 < 3 

Real estate development and 

management  

Medium: N/A 10 - 20 50 - 100 

Small: N/A 1 – 9.99 20 – 49.99 

Micro: N/A < 1 < 20 

Leasing and business 

services 

Medium: 100 - 300 N/A 80 - 1200 

Small: 10 – 99 N/A 1 – 79.99 

Micro: < 10 N/A < 1 

 

The economic environment, government, and the Chinese SME Sector, 

Population ecology analysis asserts that a firm’s performance is determined by environmental 

variations (Hanna & Freeman, 1983; Miller & Mintzberg, 1984). Some empirical studies 

have also found a positive relationship between firms’ performance and environmental 

characteristics (Freeman & Hannan, 1983; Nielsen & Hanna, 1977; Shane & Kolvereid, 

1995). In addition, new ventures are more dependent on the national environment, rather than 

the firms’ strategic fit (Shane & Kolvereid, 1995). The growth of the Chinese SME sector 

appears to fit the population ecology perspective. 

 

Chen, Fu, and Bai (2009) point out that the average growth rate of Chinese SMEs from 2003 

to 2008 was 28%, which was even higher than the national economic growth rate. However, 

in the age of globalisation, environmental influences may come from not only the national 

economic conditions, but also from changes in the global market. When the financial crisis 

started in 2008, huge numbers of Chinese SMEs were affected, and many of them shut down, 

especially export-oriented manufacturing enterprises. Before 2008, annual export growth was 

around 20%, but in 2008 exports grew just 8%. According to Chinese government statistics, 

922 toy exporters in the Guangdong Province closed their operations in 2008 (“Nearly”, 

2009). In addition, Wenzhou city, one of the largest bases for manufacturing SMEs in China, 

had 20,000 businesses go bankrupt in 2008 (Chen, Fu, & Bai, 2009).   
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A limitation of population ecology is that it only looks at the impact of environment on 

businesses. Aldrich (1991) and Wang (2011) argue that sometimes the environment could be 

designed or changed by the government through enacting policies in order to provide a better 

and desirable environment for that population. Thus, the government can change the existing 

policies or introduce preferential policies to support the growth of SMEs. In the case of the 

Chinese SME sector, changes in central government policies play a vital role in the vigorous 

development of SMEs. Over the last 60 years, the central government has completely 

changed its policy stance towards the SME sector from totally banning it to now recognising 

it as the engine of growth. The status of SMEs in the national economy has been increasingly 

encouraged by the central government since the economic reforms of Deng Xiao Peng. After 

receiving legal status in 1978, the SME sector was recognised as a supplemental part of the 

socialist economy in 1982. It then became necessary to support the socialist market economy 

in 1988. Eventually, the poor performance of State-Owned Enterprises (SOEs) forced the 

central government to privatise SOEs in the 1990s. Since 1997, SMEs have become essential 

components of the market-based socialist economy (Cunningham, 2008).  

 

The problems Chinese SMEs Face 

Despite their growth in numbers and status, Chinese SMEs still face many problems. 

Statistics given by the Chinese Ministry of Industry and Information Technology show that 

15.8% of Chinese SMEs were facing bankruptcy in 2011 (STRAFOR, 2011). Further, many 

of the problems that Chinese SMEs are internal as well as external.  

Internal Problems 

1. Owners lack of sophisticated management skills 

In China, SMEs are set up and owned by people in many different fields. Zeng (2009) 

interviewed 200 Chinese SMEs in 2008, and found that the owners came from five different 

backgrounds. The first group comprised owners who were product dealers before they started 

their own business, and the second those who used to work for other privately owned 

enterprises. The third group were owners who used to work in state-owned enterprises, and 

the fourth were owners who had technical skills and used to work for others. The last group 
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contained senior managers who had taken over the business when the enterprise experienced 

transformation. By comparing these five groups, two characteristics among Chinese SME 

owners can be found. Firstly, these SME owners saw opportunities that became available to 

them after the economic reforms started. Thus, the success of these SME owners lies not only 

in their abilities, but also in a better economic environment. Secondly, Chinese SME owners 

had a lack of knowledge of business administration and also almost no experience in 

managing a business. Therefore, the managerial methods they adopted were usually based on 

their experiences from both the enterprises they used to work at and from their own lives. In 

addition, a survey of 21 cities conducted by the National Industrial and Commerce 

Association shows that roughly 70% of private entrepreneurs could not read accounting 

sheets, did not use IT, and did not read documents. Furthermore, the founder of the business 

could not keep up with the skills needed to manage the firm when it grew. This problem is 

especially evident in private firms where many of the founders did not have much education 

and lacked training (Garnaut et al., 2001).   

2. Lack of ability in innovation and transformation 

Some scholars argue that, compared with large businesses, SMEs have some advantages in 

pursuing innovative activity. According to Mac an Bhaird (2010) the first advantage is that 

the simple structure of SMEs helps them to accept new or risky projects more easily. 

Secondly, large enterprises are not interested in some innovations because they believe there 

will be an inadequate return to the business.  

Structural change or transformation at both the national and industry levels can provide both 

opportunities and risks for SMEs. For example, marketed-oriented reforms since 1978 have 

provided good development opportunities for private enterprises and individual households. 

In 2005, the necessity for improving SMEs through innovation was put on the government 

agenda for the first time. Innovation has provided opportunities for enterprises involved in 

technology and innovation (Chen, Fu, & Bai, 2009). If large Chinese enterprises are the 

backbone of innovation, then SMEs are a new force of innovation and are also the cradle of 

large enterprises (Gu, 2008). Based on information provided by Ou Xinqian (2005), the 

Deputy Director of the National Development and Reform Commission from 1978 to 2005, 

74% of technological innovation and 82% of new products in China came from SMEs.  
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However, SMEs face four constraints from an innovation perspective. Firstly, although 60% 

of all scientific researchers work in business enterprises, the majority of them are in large 

enterprises; only a few technical personnel work in SMEs. Secondly, often SMEs do not have 

enough funds to develop their innovations. This is exacerbated by banks setting high 

standards for granting loans to SMEs.  Thirdly, there is a lack of scientific intermediary 

organisations providing useful projects and services to SMEs. Fourthly, SMEs only have 

limited channels through which to get timely and accurate information (“Level,” 2011; Ou, 

2005).  

External Problems 

1. Problems with essential production factors 

In order to build an energy-saving and environmentally friendly society, the Chinese 

government clearly pointed out in 2008 that it was necessary to improve mechanisms for 

resource and environment price formation. After the government announced this policy, the 

prices of raw materials and fuel increased. In the 12
th

 Five-Year Plan (2011-2015), the 

Chinese government reinforced the importance of building rules around the price of its 

resources and also recognised that reform should be deepened. The costs of raw materials for 

Chinese SMEs will keep increasing. Combined with increases in the exchange rate, the 

advantages that Chinese SMEs currently have of attracting foreign business contracts based 

on the low price of their resources will soon disappear. Furthermore, in order to reach the 

goal of reducing 10% of the emissions of all industrial pollutants and 20% of unit GDP 

energy consumption by 2010, the government has called for energy savings, and has issued 

many energy-related regulations since 2007. Many SMEs are in industries which require high 

energy consumption and produce heavy pollution. They have often neglected the issues of 

environment protection and energy saving because of limited funds and small size. Thus, 

these SMEs have been under serious pressure since the policies of energy saving started (Fan, 

2011). 

The difficulty in getting more land has also limited the development of Chinese SMEs. The 

State Council issued a ‘Circular on Intensifying Land Control’ in 2006, which provided 

stricter measures for administrating concentrations in land control. The measures, such as 

setting up a minimum price for industrial land and the sale of industrial land by public 

bidding or auction, have put SMEs at a disadvantage as they have to compete with large 
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businesses to get the land they need. In addition, labour costs for SMEs increased 

dramatically after the Labour Contract Law was enacted in 2008. According to the Chinese 

SME development index, which was released in 2010, the SME labour demand index 

increased 2.5% in the second quarter (106.8%), compared to the first quarter of 2010. At the 

same time, the labour remuneration index was also higher (“Release,” 2010). Another report 

showed that, compared with the same period in 2010, the average income for employees who 

worked in SMEs in the Zhejiang province had increased 25% in 2011’s first quarter 

(“Research,” 2011). These statistics reveal that labour costs have increased dramatically and 

are likely to keep increasing, which will have a strong impact on businesses’ total costs.  

In terms of getting loans, since the 2008 global financial crisis, the banks have granted more 

loans to state-owned companies because of an underlying government guarantee and also to 

other large enterprises. In contrast, SMEs find it difficult to borrow money from the bank 

(Pierson & Lee, 2012; Wan, 2011). Consequently, since the policies have been tightened, 

many SME owners have had to borrow money through informal channels, such as friends, 

relatives or by private lending. The interest rate for private lending is very high, between 30% 

to 40% (Bao, 2012). Private lending in Wenzhou city has reached 110 billion Yuan, and 89% 

of families or individuals and 59.67% of enterprises are involved in private lending (Tan, 

2011). Many SME owners have had to take out loans with high interest rates in order to come 

through the global financial crisis.  

Besides the difficulty in getting loans, SMEs have also had problems finding workers and 

technicians. Wang (2008) reported that over 50% of employees, who came to the cities, left 

SMEs within one year. The average time that young migrant workers, especially those who 

were born after 1980, changed their jobs was 0.45 per person per year. In addition, compared 

with large enterprises and government organisations, the labour remuneration offered by 

SMEs is relatively low (Research and Development Centre of the State Council, 2011).  

2. Poor Government Services 

Currently, the government management system for the SME sector is ineffective. Chen, Fu, 

and Bai (2009) point out that the government does not have an independent department to 

administer private enterprises. Different executive authorities and law enforcement 

departments exercise supervision and control according to their different duties. Also, the 

administrative departments in each industry are responsible for guiding, assisting and 
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managing operational activities for businesses within the industry. Each bureau and 

department, such as the tax bureau, the industry and administration bureau, the transportation 

bureau, the labour department, and the price department, has its own management system. 

There is a lack of unified leadership and coordination. Government bureaus and departments 

tend to avoid responsibility, especially when businesses need government to help them solve 

problems; even easy problems are solved with difficulty.  

3. Local government misconduct 

Local government in China is comprised of village, township and county-level governments, and they 

are directly responsible for the remarkable growth of rural enterprises in China. Local departments 

and officials at certain levels have a direct role in fostering the development of both local collective 

and private enterprises (Qian, & Xu, 1993). Two problems can be caused by the close relationship 

between local government and local enterprises. Firstly, a good relationship with local officials could 

help individual SMEs to enjoy better treatment than those which did not, for example getting key 

resources or bank loans (Su, & He, 2010). Garnaut and Song (2001) point out that rent-seeking 

behaviour by government limits the development of private enterprise. Furthermore, Tian 

(2011) categorises the fees SMEs are charged by the government into five groups. The first is 

a fee not related to the business sector, such as a surcharge for education, social insurance, 

and water. Normally, for every Yuan that an SME pays in tax, it needs to pay 0.5-0.7 Yuan 

fees. Secondly, service fees are charged by related departments. Although the charges for 

these fees are often considered unreasonable, the business has to pay. Thirdly, there are fines 

and apportions from some law enforcement departments which are primarily intended to 

generate revenue. Fourthly, there are costs to satisfy unreasonable demands from law 

enforcement departments, such as asking for or taking goods from businesses, intentionally 

creating difficulties for the business and then there is the cost of entertaining officials. The 

name for such costs is “corruption costs”. Lastly, are time and human resource costs to meet 

the requirement for numerous inspections by the government. They are called “obedience 

costs”.  

This section has provided an overview of the scholarship in this area.  Two specific research 

questions were formulated in order to discover Chinese SME owners views on whether the 

difficulties discussed are of major concern to them. These are: what are the obstacles the 

business faced when the owner started the business, and what is the biggest challenge that the 

business faces now? 
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REASERCH METHOD 

The method involved 210 face-to-face interviews with 210 SME owners/managers from 

mainland China, all of which were conducted during late 2009 and early 2010. The 

participants were contacted and introduced by friends and local government officials. The 

participants were selected from three different areas and provinces: Beijing, Hebei province, 

and Jiangsu province. All interviews were conducted in Chinese and tape-recorded.  

Subsequently each interview was transcribed in Chinese and then translated into English. In 

order to ensure translation accuracy of the original data, two Chinese bilinguals were asked to 

check the accuracy of the translations.  

The reason for choosing face-to-face interviews was that many researchers (Garnaut, Song, 

Yao, & Wang, 2001; Schlevogt, 2002; Malik, 1997) argue that personal interviews are more 

likely to be an effective technique for conducting research in China. According to their 

experiences in doing survey research in China, Chinese firms have a low response rate to 

mail-out surveys. The average interview time with each participant was around 30 minutes. 

Among the 210 participants, the vast majority of respondents (92.4%) were the owners of the 

businesses. Only 16 of the 210 interviews were carried out with someone on behalf of the 

owners.  The shortest business operating time was six months and the longest 54 years, and 

the average operating time was around 10.1 years (SD = 8.1). Most of the businesses were 

privately-owned (42.4%). Another two popular ownership structures are share holding 

companies and individual households, both of which accounted for at least 20% of all the 

businesses.  This was followed by joint ventures (3.8%) and sole proprietorship (2.7%).  

RESULTS 

This section presents the obstacles that the enterprises have at two development stages:  start-

up and growth. The various obstacles the respondents had when they first started their 

businesses are listed in Table 3.  Limited money was the major problem for most of the 

respondents (67.1%), and the second and third areas fell into lack of workers and techniques, 

which accounted for 11.4% and 10%, respectively.   
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Table 3: Obstacles faced by owners when they started their business 

                                         Obstacle Frequency *Percentage 

 Lack of funding 141 67.1 

 Lack of workers 24 11.4 

 Lack of techniques 21 10.0 

 Lack of knowledge about the market 18 8.6 

 Lack of business contracts 16 7.6 

 No difficulties 15 7.1 

 Poor product sale 14 6.7 

 Finding land  10 4.8 

 Workers were not experienced 10 4.8 

 Lack of ability 8 3.8 

 Lack of customers 8 3.8 

 Getting business license 6 2.9 

 Business management  6 2.9 

 No distinct products 5 2.4 

 Lack of technicians 5 2.4 

 Coordination with the local governmental departments 4 1.9 

 Lack of raw material 4 1.9 

 Lack of consumer recognitions of the brand 3 1.4 

 Had difficulties in every aspect 2 1.0 

 Poor equipment 2 1.0 

 In marketing 2 1.0 

 Cannot tell as they are managers 1 0.5 

 Insufficient electricity supply 1 0.5 

 Setting up social networks 1 0.5 

Total   327    

* Many respondents offered more than one obstacle.  Percentages are worked out based on total 

number of respondents.  

 

A lack of business contracts accounted for 7.6%. No difficulties and problems in being able 

to sell products share an almost equal 7.1% and 6.7%, respectively. Difficulty in finding land 

and having inexperienced workers accounted for 4.8% each. Lack of ability and customers 

shared the same percentage (3.8%), followed by difficulty in getting a business licence (2.9%) 

and problems in business management (2.9%). Only five respondents noted a lack of distinct 

products, and five a lack of technicians, hence the same percentage for both (2.4%). There 

were nine reasons also mentioned by the respondents that each made up a very small 

percentage (less than 2%). Some reasons, such as difficulty in “coordination with the local 
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governmental departments” and “setting up social networks”, show the important role that 

Guanxi (social networks) play in the growth of business in China (Peng, 2004). 

These areas can be categorised into four major groups: problems in dealing with external 

relationships; lack of essential resources for keeping the business running; lack of knowledge 

about the market; and difficulties within the businesses. However, of these four areas, the 

lack of essential resources, which accounted for 179 of the 327 responses, was the major 

obstacle these business owners had at start-up. Figure 1 shows the areas and sub areas. 
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Lack of workers           (24) 

Lack of ability                (8) 

Lack of technicians        (5) 

inexperienced workers (10)            

 

 

 

In product sale              (14) 

In brand recognition       (3) 

Lack of consumers         (8) 

Lack of contracts          (16) 

In marketing                   (2) 

 

Lack of market information                       

                   (18) 

 

Poor equipment              (2) 

Insufficient electricity    (1) 

In raw material               (4) 

In techniques                (21) 

In funding                  (141) 

In the land                    (10) 

 

In getting the business 

license                            (6) 

In coordination with the 

government                    (4) 

 

In setting up social 

networks                        (1) 

 

Had difficulties in every 

aspect                            (2) 

 

 

Cannot tell as the 

interviewee was not the 

owner                             (1) 

 

Figure 1: Dendrogram showing the obstacles when the owner started their businesses 
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After start-up the difficulties or demands that businesses have may change. Therefore, the 

question of what the current problems the businesses are facing was asked. Table 4 shows the 

areas mentioned by the owners or their representatives. Among all the areas, the most 

difficult was the lack of funding (14.8%). 

Table 4: Difficulties currently faced by respondent businesses 

                                          Difficulty Frequency *Percentage 

 Funds 31 14.8 

 Market competition 28 13.3 

 Lack of workers 24 11.4 

 Lack of product sales 23 11.0 

 Limitation on electricity usage by the government 21 10.0 

 No difficulties 14 6.7 

 Lack of technicians 11 5.2 

 Reduced profits 10 4.8 

 Cannot get more land 9 4.3 

 Product innovation 9 4.3 

 Technique innovation 9 4.3 

 Government policies 8 3.8 

 Raw materials 7 3.3 

 Changing market demand 7 3.3 

 Increase in price of commodities 6 2.9 

 Business management 5 2.4 

 Lack of ability 5 2.4 

 Interference from the governmental departments 4 1.9 

 High employee turnover 4 1.9 

 Production capability 4 1.9 

 Poor public security 4 1.9 

 Arbitrary charges from the government 4 1.9 

 Brand advertising 4 1.9 

 Getting business contracts 3 1.4 

 How to expand the business 3 1.4 

 Quality of products increased 3 1.4 

 Building social networks 3 1.4 

 Poor quality of employees 2 1.0 

 Building enterprise culture 2 1.0 

 Too busy  2 1.0 

 Decreased consumption capacity 2 1.0 

Total 271  

* Many respondents offered more than one obstacle.  Percentages are worked out based on total 

number of respondents. 
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Another four areas were mentioned by more than 10% of the respondents. They were market 

competition (13.3%), lack of workers (11.4%), product sales (11.0%), and limitation on 

electricity usage by the government (10%) because “the central government calls for energy 

saving and emission reductions”. The reply of ‘no difficulties’ was also given by 14 business 

owners because some owners “have many friends, either businessmen or officials in different 

government departments, who can help” when they have a problem. Other owners did not 

have any difficulties as they “do not demand too much and do not compare themselves with 

others”. Innovation, either in products (4.3%) or techniques (4.3%), was also a concern of 

some owners, followed by the problems caused by government policies (3.8%) with 

comments like “the policies changed frequently” and “tax rates kept increasing”. A lack of 

raw materials and changing market demand shared the same percentage (3.3%). Rise in 

commodity prices was mentioned by six respondents (2.7%), and poor business management 

and lack of ability shared the same percentage (2.4%). There were another 14 reasons that 

each made up a very small percentage (less than 2%).  

Examination of the responses identified four major areas of concern to the respondents: 

within the business (87), the market (84), essential resources (59), and the government (26). 

However, after the businesses entered into growth, lack of essential resources, especially lack 

of funding (shown in Figure 1), was no longer the primary concern that it was at the start-up 

stage. Problems within the business such as lack of workers (24) and problems from the 

market (84) especially in product sales (70) became the major hurdles for the development of 

the business (shown in Figure 2).  
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 Figure 2: Dendrogram showing the current difficulties that the businesses are facing. 
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DISCUSSION  

The common challenges that small businesses face include attracting customers, cash flow, 

balancing family and work, and legislation (Evans & Sawyer, 2009; Monahan, Shah, & 

Mattare, 2011). Tables 3 and 4 show that limited capital is also the major constraint that 

Chinese SMEs face both at start-up and beyond. However, lack of workers and technologies 

are also common challenges for Chinese SMEs. The difficulties mentioned by the 

participants at the two stages are also grouped according to whether they are internal or 

external factors (shown in Table 5), and the rank was based on the information provided in 

Figures 1 and 2.  

Table 5: Major obstacles that Chinese SMEs face in different stages 

                 Start-up Stage                      Post Start-up Stage 

Internal factors In employees In employees 

In business management In innovation 

In no distinct products In business expansion 

 In business management  

  

External factors In lacking of essential resources In product sales 

In product sales In getting essential resources 

In lacking of market information In government policies 

In dealing with the government In market demand 

In setting up social networks In government administration 

 In expanding social networks 

 

Table 5 shows that no matter which development stage the businesses was in employees, 

according to the owners, were always the major internal obstacle that SMEs face. Lack of 

work was the most common problem that the participants had in both stages. However, the 

demand for technicians increased post start-up. Many participants complained that they were 

having problems in finding technicians, which was the second biggest problem that the 

businesses had regarding employees. The results also reinforce the findings that Chinese 

SME owners lack sophisticated management skills (Garnaut & Song, 2001); therefore, they 

have problems in managing their businesses in both development stages. Post start-up 

concerns show that Chinese SMEs desire to have innovative products or technologies. 

However, they had difficulty in being innovative due to lack of funds or no channel to help 

them build connections with universities or other institutions. This obstacle is the second 

biggest internal problem in the growth stage.  
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For external factors, it is not surprising that having difficulty in obtaining essential resources, 

especially lack of funds, was the biggest problem for the businesses in the start-up stage. 

Market competition normally increases post start-up. Thus, the problem of lower product 

sales as a top concern is not unexpected. This difficulty ranked is the third biggest problem 

post start-up, and funds are still the major resource that Chinese businesses need. In addition, 

the shortage of electricity supply was also mentioned by many participants. According to the 

United Nations Environmental Program (United Nations Environmental Program, 2009), 

China invested 34% of its total economic stimulus package in promoting environmentally-

friendly projects, representing 5.2% of its GDP, and became the second largest country in 

“green investment”. However, Chinese SMEs’ operations have been seriously affected. Many 

participants complained that the government suddenly announced energy-saving policies, and 

the goal of reducing 40% of emissions was only enacted four months before the end of the 

11
th

 Five-Year Plan. Some of the participants’ complaints included the fact that industrial 

electricity was only supplied for nine days and cut for five days in the Hebei and Jiangsu 

provinces. The situation in the Hebei province was even worse as the government also cut 

residential electricity. In order to survive, some businesses had to buy electric generators, and 

many businesses had to shut down because of the insufficient electricity.  

In terms of funds, the respondents solved the problems by themselves through borrowing 

money from friends and relatives when they first started. However, when businesses entered 

into the growth stage, such a channel could not provide enough funds to meet business 

expansion. Some respondents mentioned that even though the government and the banks 

provided different funding to SMEs, the standards for getting the loans were too high and 

were impossible for them to reach. Therefore, they preferred to borrow money through other 

channels, such as private lending even though they knew the interest rates were very high. 

One participant added that he had a good project; however, the banks did not want to grant 

him any loans. Only businesses that were running well or had close relationships with the 

government or the banks could get loans. This shows that Guanxi still plays an important role 

in helping Chinese SMEs to get resources (Peng, 2004), and the boundary between 

government and business is blurred (Li, Lin, & Arya, 2008)..  

Government related factors were also given by the participants in both stages. However, the 

areas are very different.  For the start-up stage, the concern was around the difficulties in 

getting a business licence. Post start-up the problems came from specific laws and regulations 
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or the interference of the local government officials. The Chinese government has put more 

effort into guiding and promoting SMEs by providing supervision and protection in the form 

of legal support (Research and Development Centre of the State Council, 2011). However, in 

reality, the laws may not have had the positive impact that was expected. The results also 

prove that the Labour Contract Law had a negative impact on SMEs (“Research”, 2011) and 

was the most criticised law during the interviews. The most mentioned reason for this was 

that the law increased the compliance burden on the businesses. Also, many respondents 

believe that the law overly protected employees’ rights, who could leave the firm without 

giving any notice. Some respondents brought up the fact that the government had lost contact 

with reality when making the law because many businesses only had seasonal work, which 

meant the employee turnover was high. Thus, it was impossible for them to have written 

contracts with employees.  

Government charges to Chinese SMEs appear extremely burdensome according to Tian 

(2011). This research supports Tian’s conclusion and extends it. According to the respondents, 

government not only charges irrational fees but also has unreasonable demands in every 

aspect. One respondent voiced his strong dissatisfaction and suggested that the largest burden 

for Chinese businesses was coming from government departments’ intervention. Many 

business owners did not want to expand their businesses because they were afraid that the 

government would cause them more trouble. One example given by several respondents was 

that government officials came to their businesses every day and often assigned them tasks. 

The businesses not only had to complete these tasks, but they also had to please these 

officials whenever they came by either by giving them expensive cigarettes or treating them 

to nice meals.  

In many studies, Guanxi, which relates to social relationships in the West, is regarded as one 

of the key factors for businesses to succeed in China (Lin, 2007; Tung & Worm, 2001; Yeung 

& Tung, 1996). However, the results of the present study show that building social networks, 

compared with all external factors, was the least concern for both stages but still important. 

Some respondents got their business contracts through introductions to other business owners 

from friends. One respondent added that in China, “you cannot do anything unless you know 

some important people”.   
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CONCLUSIONS AND RECOMMENDATIONS 

This paper set out to investigate the obstacles and challenges that Chinese SMEs face at start-

up and whether, post start-up, these problems change. In China, the development of SMEs 

largely relies on the support from the government. In recent years, the Chinese government 

has called for transformation and innovation; therefore, preferential policies and special funds 

have been given to technology-based SMEs. These measures show that the government has 

adjusted the developmental strategy for SMEs from “quantity” to “quality”. This research 

shows that many Chinese SMEs are struggling with market competition. In order to survive, 

Chinese SMEs have had to lower prices, which not only reduced profits but also caused a 

vicious cycle of competition and a disorderly market environment. Therefore, government 

should adjust its policies based on the changing environment and assist businesses to identify 

and use their strengths to provide products to meet different market demands. 

Secondly, the government should provide more effective services to SMEs in many areas. 

The local government and administrative departments in each industry should have a clear 

division of duties. Government at the county level should require departments that are 

directly in charge of the SME sector to have a small unit, similar in size to the SMEs they 

service, for each area such as tax, industry and administration, and the labour department. 

This policy would be work for both government and SMEs. For government, communication 

between each department would increase and each would receive more timely feedback from 

SMEs. Further, local governments would be able to adjust their policies or report them to the 

government at a higher level. In addition, a one-stop service from government will help 

SMEs solve their problems more easily and more accessibly. Departments in each industry 

can also add the supply of up-to-date and accurate information about the market to SMEs. 

They can also organise relevant training for both the business owners and employees 

according to the characteristics of that industry and specific business needs. 

Thirdly, the government and the banks should relax lending policies for SMEs and ensure 

SMEs have access to loans. The results indicate that some SMEs with good projects could not 

meet the lending criteria required by the banks. The government has provided special funds 

for technology-based SMEs; however, only medium sized enterprises could apply. 

Furthermore, projects should not be limited to the high-technology area. Although the 

government encourages the development of technology SMEs, this does not mean SMEs in 

other areas can be ignored. The government and the banks should work closely with different 
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institutions and evaluate the potential value of the projects as the standard for granting funds 

or loans, rather than focussing the size of the business applying. Furthermore, government 

should also serve as a bridge between SMEs and institutions, whereby institutions could 

provide technical assistance to SMEs and help SMEs to develop products or solve technical 

problems. Alternatively, the government could give tax-cuts to SMEs, who could use the 

savings to pay their employees higher salaries.  

Fourthly, the results show the government does not follow rules and regulations when 

exercising its powers. The government officials did not make appropriate decisions 

considering their position. Their position gives them power to guide and supervise SMEs in 

lawful and reasonable ways rather than abusing the power in order to gain benefits for 

themselves. The government should censure and/or remove officials who abuse their powers, 

thus reinstating SMEs’ trust in government and also preventing corruption.  

What can be said about the broach approach which the Chinese government can use to 

provide further support to Chinese SMEs so they can increase their contribution to the 

economy? Firstly, as discussed above, the liberalisation of government policies would 

provide a more enabling environment for SMEs. This suggests that policy direction has two 

important functions. Second, the government can use policies to encourage SMEs to enter 

industries which have not reached their carrying capacity and policy directions can also help 

Chinese SMEs to identify industries or markets with growth potential. 
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Abstract 

The relationship between social networks and innovation performance has seldom 

been empirically investigated for SMEs, much less in multiple-country settings. Given the 

existing body of knowledge on this important topic, the question of why some entrepreneurs 

use external knowledge better than others for the purpose of innovation still exists. In this 

study we propose that absorptive capacity influences the effectiveness of social networks in 

the innovation process. We propose a conceptual model and test it on a large cross-cultural 

sample of SMEs from US and Slovenia. Our empirical findings partially support proposed 

moderation effects of absorptive capacity but with some variations between the two countries. 

We contribute these variations to differences in economic histories - USA, a large, developed, 

advanced, entrepreneurial economy and Slovenia - a small transition economy from Central 

and Eastern Europe with a short entrepreneurship tradition. The implications of these results 

in relation to entrepreneurship theory and practice are discussed. 
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INTRODUCTION 

Networks are increasingly perceived as a key element of entrepreneurship (Jack, 2010, 

p. 120), since they allow an exploitation of ideas by network partners (Bullinger, 

Auernhammer, & Gomeringer, 2004, p. 3346). It is argued that through social networks firms 

can share knowledge that can improve their capacities for innovation (F. Xavier Molina-

Morales & Mas-Verdu, 2008, 812; Nooteboom, 1999). Castilla et al. (2000) claim that the 

most important individual aspect – and the least studied – in the success story of Silicon 

Valley is its social networks (cited in: Taatila, Suomala, Siltala, & Keskinen, 2006, p. 313). 

Literature suggests that SMEs innovate in specific ways, different from the innovation 

process in large firms (Kaufmann & Tödtling, 2002, p. 147). As several scholars argue, SMEs 

have limited resources and capabilities for conducting in-house R&D activities (e.g. 

Hausman, 2005; Massa & Testa, 2008). Innovation in SMEs is associated with entrepreneurial 

features and the capabilities of the workforce (Romijn & Albaladejo, 2002, p. 1054). In 

addition, small firms seldom innovate in isolation but, instead, rely heavily on external 

sources of information and other inputs (Avermaete et al., 2004, p. 474). Therefore, many 

firms decide to acquire knowledge and technology from external sources to complement their 

internal knowledge bases for innovation purposes (Meeus, Oerlemans, & Hage, 2004, p. 327). 

The key idea is that through the exchange firms can benefit from knowledge transfer, which 

can lead to greater levels of both product and process innovations (Tomlinson, 2010, p. 1). 

Although cumulative knowledge on importance of social networks for SMEs 

innovation has increased recently, many researchers concur that several social networks 

related research gaps exist. First, an underlying assumption in SME literature, as well as 

among policymakers, is that networks are good per se especially for SMEs (Havnes & 

Senneseth, 2001, p. 293). Although innovation theory argues that belonging to a network will 

increase the individual firm innovation rate (Havnes & Senneseth, 2001, p. 294), there is little 

empirical evidence in the literature examining what influence social networks have on 

innovation performance in SMEs. When examine the networks in SMEs, majority of previous 

studies focus on intra-firm’s network despite the fact that researchers (e.g. Johannisson, 1998) 

stress that when studying SMEs it is more relevant to research personal network of 

entrepreneur than those of a firm. An overall review of the literature demonstrates that 

existing empirical evidence has not yet determined a clear relationship between social 

networks and SMEs innovation performance; findings from existing research are somewhat 

ambiguous. While some studies (e.g. Larson & Starr, 1993) conclude that social networks and 
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firm’s innovation performance are not significantly correlated, others (e.g. Zeng, Xie, & Tam, 

2010) find significant and positive relationship between networks and innovation 

performance. Second, networks can offer SMEs a number of advantages, especially in terms 

of providing greater opportunities for knowledge activities that support innovation. Yet, 

researchers (e.g. Jørgensen & Ulhøi, 2010, p. 397) emphasize that there is little evidence in 

the literature to suggest how firms develop their innovation capacity through network 

participation. While only a few studies (e.g. Julien, Andriambeloson, & Ramangalahy, 2004, 

Escribano, 2009 #756; Wang & Han, 2011) recognize the importance of absorptive capacity 

for successful use of external knowledge, these studies do not focus on the moderating role of 

absorptive capacity between social networks and innovation performance in SMEs. Finally, 

most of the empirical studies focus on the large-scale organizations in western/developed 

countries, while ignoring SMEs (Keskin, 2006) in developed and transition economies.  

In order to address research gaps identified above, the objectives of present research 

are twofold. First, we aim to examine the moderating role of absorptive capacity (defined as a 

firm’s ability to transform and commercially apply externally generated knowledge) on the 

relationship between social networks (defined as a personal network of an entrepreneur) and 

SMEs innovation performance (defined as the number of product and process innovation and 

the proactive or reactive character of those innovations). These variables have been selected 

for inclusion on the basis of a thorough review of prior research and theory, which strongly 

suggests their relevance to SMEs. In our study we are mainly interested in the size of the firm 

(small to medium-sized) and simple model of governance (entrepreneurial/owner-managed). 

Our respondents in the empirical study were entrepreneurs that we define as those individuals 

who have started or purchased a small business, and are still managing the business they 

started or purchased (1997). The second goal of this paper is to explore the extent to which 

these relationships vary in different cultural contexts.  

To address our research question we first overview the literature on the role of social 

networks in SMEs innovation performance. Then we provide theoretical grounds for 

moderating effects of absorptive capacity on the relationship between entrepreneur’s social 

networks and SME’s innovation performance. The sample used for our moderated 

hierarchical regression is presented, as well as the data analysis. After that the results and the 

discussion of the results are outlined. Finally, limitations, future research opportunities and 

the main conclusions are presented. 
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LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT  

Social networks and innovation 

For the purpose of innovation links between actors inside the firm and the external 

environment are considered to be an asset; this is specifically salient in SMEs (Nooteboom, 

1999). In fact, due to the nature of their operations and their size, SMEs are less R&D driven 

and more reliant on their external environment when undertaking innovation activity (Muscio, 

2007; p. 655). Theory suggests different benefits of different networks to innovation 

(Fukugawa, 2006, p. 181).  

When examine the direct effects of social networks on SME’s innovation performance 

several perspectives have been emphasized. Innovation studies have identified various 

stakeholders that may be involved. These can be informal (friends and relatives), direct 

business partners (customers, competitors, suppliers) or relatively remote actors such as 

advisors, universities and government organizations that do not necessarily engage in small 

firms' daily business (de Jong & Hulsink, 2010). For example Zeng et al. (2010) focus on a 

type of external network - results of their study among 137 Chinese manufacturing SMEs 

show significant positive relationships between inter-firm cooperation, cooperation with 

intermediary institutions, cooperation with research organizations and innovation performance 

of SMEs. Results of Kaminski (2008, p. 35) survey among 32 metal-mechanic SMEs in 

Brazil show that collaboration with suppliers contribute to innovativeness of SMEs. Using 

data from a longitudinal sample of 406 Spanish manufacturing firms, Nieto (2007, p. 367) 

show that collaboration with suppliers, clients and research organizations have a positive 

impact on the novelty of innovation, while collaboration with competitors has a negative 

impact. Based on longitudinal sample of Spanish large manufacturing firms and SMEs, the 

results of Nieto and Santamaria's (2010) study show, that technological collaboration is a 

useful mechanism for firms of all sizes to improve innovativeness. Specifically, the impact of 

collaboration in SMEs is more significant for product than process innovations. Regarding the 

type of partner, vertical collaboration (with suppliers and clients) has the greatest impact on 

firm innovativeness, though this effect is clearer for medium-sized enterprises than for the 

smallest firms (Maria Jesus Nieto & Santamaria, 2010). Ouimet et al. (2007) focuses in their 

research among SMEs in Quebec optics and photonics cluster on tie strength. Results show 

that firms with the highest degree of innovation have a highly diversified network which is 

mainly based on weak ties. Tomlison (2011) focus on the scale and intensity of inter firm ties. 

Results of his survey among 360 UK SMEs show that higher innovative SMEs form closer 
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vertical co-operative ties with their partners (Tomlinson, 2011). Fukugawa (2006, p. 191) 

explore network characteristics and innovation under different phases of innovation. Results 

of his study among 1.064 SMEs in Japan indicate that networking is a means of speeding up 

innovation and providing access to expertise and resources (Fukugawa, 2006, p. 191). 

Jørgensen and Ulhøi (2010) focuses in their study among SMEs in Denmark on time when 

network relationships were formed. A principal finding from the study is that network 

relationships formed during the earliest stages of the firm’s life cycle play a critical role in 

developing the SME’s capacity for sustained innovation (Jørgensen & Ulhøi, 2010). Molina-

Morales and Martínez-Fernández (2010) focus on geographical proximity of firms. Results of 

their research among 220 manufacturing firms in the Valencia Region in Spain suggest a 

positive association between involvement of local institutions and SMEs innovation. 

With regards to the influence of social networks on innovation performance, different 

authors have come to sometimes contradictory results. While some studies (e.g. Kaminski et 

al., 2008; María Jesús Nieto & Santamaría, 2007; Zeng et al., 2010) argue that social 

networks positively predict innovation performance, others (e.g. Huggins & Johnston, 2009; 

Larsson & Malmberg, 1999) note that social networks do not have a positive impact on firm’s 

innovation performance. Results of Larsson and Malmberg (1999) research among 320 small 

firms in Swedish machinery industry show that there is no evidence that embeddedness into 

relations with buyers, suppliers and competitors shows up as superior firm performance in 

terms of innovation. Huggins (2009) in his survey among 49 SMEs in the Yorkshire and 

Humberside region of the UK finds no significant relationship between the frequency of 

sourcing knowledge and levels of innovation. Therefore he concludes that it is difficult to 

argue that contacts networks as sources of knowledge are positively associated with 

innovation performance (Huggins & Johnston, 2009, p. 242). In circumstances where a weak 

or inconsistent relationship between a predictor and outcome (e.g., a relation holds in one 

setting but not in another, or for one subpopulation but not for another) occurs, Baron and 

Kenny (1986, p. 1178) propose that it is appropriate to search for moderators.  

The inconsistence’s in prior empirical findings on social networks and innovation lead 

us to expect that this relationship could be moderated by other variables. 

 

Absorptive capacity and innovation 

Researchers (e.g. Chen, Lin, & Chang, 2009, p. 154) suggest that absorptive capacity 

appears to be one of the most important determinants to increase innovation performance. 
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Cohen and Levinthal (1990, p. 1) define absorptive capacity as: ‘the ability of a firm to 

recognize the value of new, external information, assimilate it, and apply it to commercial 

ends’. According to Cohen and Levinthal (1989) absorptive capacity represents the link 

between an organization’s internal capability to develop new products and improve existing 

ones, and external base of information and opportunities on the other side (W. M. Cohen & 

Levinthal, 1989). Therefore Pinkse et al. (2010¸, p. 163) describe absorptive capacity as a 

complementary capability to other capabilities a firm has.  

Following Cohen and Levinthal (1989) conceptualization of absorptive capacity 

existing empirical research is focused on how absorptive capacity directly affects dependent 

variables like, for instance: firm performance (e.g. George, Zahra, Wheatley, & Khan, 2001; 

Lane, Salk, & Lyles, 2001; W. Tsai, 2001), innovation (e.g. Deng, Doll, & Cao, 2008; Fosfuri 

& Tribó, 2008; Li & Vanhaverbeke, 2009; Chen et al., 2009 #511; Murovec & Prodan, 2009; 

Vinding, 2006), alliances (e.g. George et al., 2001, 205), information sharing (Arnold, 

Benford, Hampton, & Sutton, 2010).  

Some scholars (e.g. Julien et al., 2004, Escribano, 2009 #756; W. Tsai, 2001; Wang & 

Han, 2011) have moved beyond direct effects and have recognized that a firm’s absorptive 

capacity represents important moderator of the relationship between different external base of 

knowledge and innovation performance. In broader organizational literature Tsai (2001) focus 

on how the interaction between network position and absorptive capacity affect innovation 

and performance. Results of his research show a positive association between network 

position and business unit innovation, and confirm the moderating role of absorptive capacity 

(W. Tsai, 2001, p. 1003). Results of Escribano and Fosfur's (2009) study in which they use a 

dataset of 4.000 Spanish firms assembled by the Community Innovation Survey show that 

firms with higher levels of absorptive capacity benefit more from external knowledge flows 

for the purpose of the innovation (Escribano et al., 2009, p. 101), where external knowledge 

flows represent suppliers, clients, competitors, universities, other research institutions, 

specialized journals and meetings. Tsai (2009) in his study uses a sample drawn from the 

Taiwanese Technological Innovation Survey database and finds that absorptive capacity 

positively moderates the impact of vertical collaboration (with suppliers, clients, competitors 

and research organizations) on the performance of technologically new or improved products. 

In entrepreneurship Julien et al. (2004) in their study among 146 manufacturing firms in 

Canada find that the impact of weak signal networks on innovation appears to be greater in 

firms with a greater absorptive capacity, where absorptive capacity is measured by the 
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number of higher education graduates (college and university) and the number of people 

involved in formal R&D. Results Wang and Han’s (2011) survey among 206 SMEs in China 

show that absorptive capacity has a moderating effect between properties of knowledge and 

innovation performance. First, the higher level of acquisition and assimilation capacity and 

the lower level of tacit knowledge bring better performance of innovation accomplishment. 

Second, the higher level of assimilation capacity and the lower level of ambiguous knowledge 

bring better performance of innovation accomplishment. And third, the higher level of 

transformation and exploitation capacity and the lower level of ambiguous and complex 

knowledge bring better innovation performance (Wang & Han, 2011, p. 814).  

Taking altogether, existing findings on absorptive capacity suggest that absorptive 

capacity could be an important boundary condition defining when social networks lead to 

higher SMEs innovation performance. 

 

Hypotheses development 

Owing to rapid technological developments, increased global competition, and shorter 

product life cycles, firms are confronted with strong pressures to develop new knowledge and 

to innovate (Meeus et al., 2004, p. 327). Schumpeter (1935) early emphasized the existence of 

a strong link between innovation and entrepreneurs. Therefore researchers (e.g. Marcati, 

Guido, & Peluso, 2008; Morris, van Vuuren, Cornwall, & Scheepers, 2009) suggest that we 

should focus on entrepreneurs when we are investigating innovation in the context of SMEs, 

due to the entrepreneurs’ role in fostering innovation. As an illustration of the pivotal role of 

the entrepreneur, North and Smallbone (2000) report that for 85 percent of the firms in their 

study, the owners of the firms played a central role in the initiation and development of 

innovations and in many cases they were the only persons involved in the innovation process.  

In the small entrepreneurial firm the internal knowledge base is dominated by the 

owner-manager's competencies (Johannisson, 1998). Entrepreneurship scholars often 

emphasize that SMEs can overcome some of the assumed disadvantages of limited size 

through external networking (e.g. Havnes & Senneseth, 2001, p. 293); therefore external 

networking has repeatedly been recognized as enabling innovation in small firms. For 

example Johannisson (1998, p. 297) stress that it is crucial for the entrepreneur to have access 

to a potent context that can be used to amplify his/her own competencies. For some 

researchers (e.g. Ahuja, 2000; Shan, Walker, & Kogut, 1994), the number of co-operative ties 

is particularly important, since they provide firms with (potentially) greater access to external 
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resources (Tomlinson, 2010, p. 764). For instance Shan et al. (1994) find that the innovative 

output (based upon a measure of patent counts) of startup firms in the US biotechnology 

industry is positively associated with the number of formal co-operative ties they held with 

more established firms. On the other hand researchers (e.g. Li & Vanhaverbeke, 2009, p. 114) 

emphasize that diverse knowledge sources provide only potential for novelty. Greater 

availability of external knowledge does not imply that firms can rely simply on outside 

knowledge flows (Escribano et al., 2009, p. 97). De Jong et al. (2010, p. 6) point out that 

although small firms have decided to engage in networking, their internal capabilities may be 

influential in determining their chances of success. Bougrain and Haudeville (2002) relate 

innovation capability to human resources and conclude that before SMEs can tap into 

knowledge outside the company, they should develop their internal capacities by recruiting 

skilled staff. Cohen and Levinthal’s (1990) highlight the fact that firms cannot benefit from 

external knowledge flows merely by being exposed to them (W. M. Cohen & Levinthal, 1989, 

1990), they propose that firms must develop absorptive capacity. To understand and 

implement ideas and concepts of others, firms must have the competencies that enable them to 

understand and utilize these ideas (Grünfeld, 2003, p. 1092); firms must therefore know how 

to assimilate and diffuse it through their own structures (Muscio, 2007, p. 655).  

The importance of internal absorptive capacity for external knowledge network 

illustrates results of Drejer and Lund Vinding’s (2007) study in two neighboring Danish 

regions. Results of their study show that while firms with low levels of absorptive capacity 

tend to network locally, those with higher absorptive capacity are often more connected to 

global networks (Drejer & Vinding, 2007). Muscio (2007) finds in his study among 276 

innovative SMEs located in the Lombardy region of Italy that absorptive capacity indicators 

have a significant and positive marginal effects on the probability of establishing 

collaborations with other firms, with universities and with technology transfer institutions 

(Muscio, 2007). De Jong and Free (2010) in their study among 379 Dutch high-tech SMEs 

find that geographical proximity is neither a sufficient nor a necessary condition for 

innovation collaboration. Results of their study show that a firm’s absorptive capacity is 

positively related to the geographical distance to innovation partners (Jeroen P. J. de Jong & 

Freel, 2010). Escribano et al. (2009, p. 97) find evidence for positive moderating effect of 

absorptive capacity; results of their study show that firms with higher levels of absorptive 

capacity can manage external knowledge flows more efficiently, and stimulate innovative 

outcomes. On the other hand researchers (Ahuja & Lampert, 2001) emphasize that firms with 
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a low level of absorptive capacity will probably misinterpret external information. In fact, 

these firms are unlikely to even recognize that valuable new information or ideas have been 

developed (Deeds, 2001, p. 33). However a firm that lives in a vacuum would also not derive 

any benefit from absorptive capacity (Escribano et al., 2009, p. 98).  

Researchers (e.g. Zahra & Hayton, 2008) have also noted that importance of externally 

created knowledge and transformation into innovative products is complicated by the fact that 

the external knowledge is often tacit and socially complex. Parts of the knowledge are not 

freely available or cannot be simply bought on the market (Michael  Fritsch & Kauffeld-

Monz, 2010). Consequently much depends on the firm's ability to identify fruitful ways to 

exploit its skills and capabilities and absorb new knowledge (Zahra & Hayton, 2008, p. 199). 

While innovation requires new knowledge, the more access to new knowledge is not 

sufficient. Based on literature review we state that the number of ties in a network is 

important but not sufficient condition. Researchers (e.g. Escribano et al., 2009, p. 101) 

namely suggest that firms with higher levels of absorptive capacity are more innovative 

because they exploit external knowledge flows more efficiently. Drawing from existing 

studies in that domain, we suggest that the link between entrepreneur’s social networks and 

SMEs innovation performance is moderated by absorptive capacity. Bearing in mind that 

research by Fritsch and Meschede (2001) shows that SMEs allocate more resources to product 

than process innovations and that results of Nieto and Santamaria's (2010) study show, that 

the impact of collaboration in SMEs is more significant for product than process innovations, 

we will analyze the moderating impact of absorptive capacity separately for product and 

process innovations. Process innovations are less saleable than product innovations (Maria 

Jesus Nieto & Santamaria, 2010) and product improvements have a larger technological 

diffusion Ornaghi (2006), which are often linked to the skills of individuals. It follows that by 

not differentiating between types of innovation results could be confounded. We propose the 

following hypothesis: 

 

H1: the relationship between entrepreneur’s social networks and product innovation 

is moderated by absorptive capacity, such that SME’s with higher absorptive capacity will 

better use their social networks which will have a positive impact on product innovation. 

H2: the relationship between entrepreneur’s social networks and process innovation 

is moderated by absorptive capacity, such that SME’s with higher absorptive capacity will 

better use their social networks which will have a positive impact on process innovation. 
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The proposed relationships are depicted in Figure 1.  

******************************* 

Insert Figure 1 around here. 

******************************* 

 

CROSS-NATIONAL DIFFERENCES 

To develop generalized theories applicable across different nations or cultures, further 

understanding is needed about countries other than the United States and other Western 

countries (Xie, Song, & Stringfellow, 1998).  

This research targets two contrasting countries (US and Slovenia). Slovenia differs 

markedly from the US in terms of its level of economic development, entrepreneurship 

practice and size, suggesting the possibility of differences in the entrepreneurial context 

between these countries. The World Bank data show that GDP/capita in 2010 in US was more 

than twice higher than in Slovenia (US 47,199 $, Slovenia 22,851 $). US are in 2012 ranked 

as 1th on the Global Entrepreneurship and Development Index (GEDI) (CEPP, 2012). 

Comparative analysis of innovation performance conducted by European Commission (2010) 

shows that the innovation performance of the European Union and Slovenia still lag behind 

the USA in the field of exploiting innovation potentials. 

US have been widely recognized as a country with a high reputation for 

entrepreneurship (Kawakami, MacLachlan, & Stringfellow, 2012) and with a long tradition in 

entrepreneurship practice (Antončič & Hisrich, 2001). On contrary Slovenia has a relatively 

short entrepreneurship tradition. After the end of the 1980s Slovenia moved from a state-

controlled economic system towards a market based economy (Antončič, Prodan, Hisrich, & 

Scarlat, 2007) which allowed private companies to operate. From 1990s the number of SMEs 

has increased (Duh, 2003). Finally Slovenia with less than 2 million of inhabitants differs 

from US also in the aspect of size. Making our analysis country-specific we allow cultural 

characteristics to shed specific light on the differences between SMEs in the US and Slovenia. 

 

METHODOLOGY 

Questionnaire development, sampling, and data collection process  

Hills and La-Forge (1992) stressed the importance of conducting entrepreneurship 

research in international contexts. The empirical data used to test the hypotheses were drawn 



 

 

11 

 

from a mail survey conducted from May to June 2011 in Slovenia and from September to 

October 2011 in US. The same data-collection procedure (mail survey and online version of 

questionnaire) was used in both surveys by the same researchers to improve measurement 

equivalence across cultures (Antončič & Hisrich, 2001; Sekaran, 1983; Sekaran & Martin, 

1982). Dillman’s (2007) tailored design method was used to manage data collection. 

Survey-based studies often suffer from small sample sizes (Simsek & Heavey, 2011). To 

overcome this limitation we surveyed a relatively large sample of SMEs in both countries. 

Questionnaires were mailed to 4,000 SMEs in the U.S. and 3,400 firms in Slovenia (with 5 to 

249 employees; micro firms were excluded from the survey sample since many of them are 

dormant firms). Since single-industry sample may dilute the findings compared to a multi-

industry studies (S. Yang & Kang, 2008), several industries were included (e.g. 

manufacturing, professional, scientific and technical, information and communication, 

construction). Firms and top executive names for the U.S. sample were randomly selected 

from the Reference USA research database. Firms for the Slovenian sample were randomly 

selected from the Business directory of Republic of Slovenia (PIRS), which includes 

addresses of all Slovenian business. To improve the response rate, follow-up e-mails were 

sent to remind and encourage participants of completing the questionnaires. For those 

participants who prefer to complete the questionnaire online the e-mail contained also the 

internet link and personal access code of the online survey, which was posted on a special 

web site.  

Of the original 4,000 intended survey recipients in the U.S., 60 (1.5%) questionnaires 

were undelivered, reducing the sample population to 3,940. No systematic pattern was 

observed among undelivered surveys. There were 108 (2.7%) blank questionnaires returned 

by respondents who were unwilling to participate. Two questionnaires were excluded due to 

the high proportion of missing data (20 % or more). To focus exclusively on entrepreneurs 

and the entrepreneur-led firms, only respondents who had started or purchased their 

businesses were included in this study, therefore 47 questionnaires were excluded. During the 

2-month process of collecting the questionnaires 314 useful representative responses were 

obtained, yielding a 12% overall response rate and 8% valid response rate. This response rate 

is comparable to other studies conducted among SMEs in the U.S., such as Patel and Cardon 

(2010) with 5% response rate and Ozgen and Baron (2007) internet survey with a response 

rate of 6.5% and Sullivan and Marvel (2011) with a response rate of 10.3%. As researchers 



 

 

12 

 

(e.g. Dennis, 2003; Patel & Cardon, 2010) emphasize response rates around 10% are typical 

for SMEs in US. 

From 3,400 sent questionnaires in Slovenia, 24 (0.7%) questionnaires were undelivered. 

There were 1,194 questionnaires returned by respondents; 152 questionnaires were returned 

blank, 5 questionnaires had a high proportion (more than 20%) of missing data and were 

therefore excluded, 124 questionnaires were excluded since the SMEs were not entrepreneur-

led, 913 useful representative responses were obtained. This represents a 35.4% overall 

response rate and a 27% valid response rate. This response rate is comparable to other surveys 

conducted in Slovenia, such as Antončič and Hisrich (2001) with a response rate of 29% and 

Prodan et al. (2009) with 24% response rate, Markič et al. (2011) with 10%. 

 

Measurement instrument 

To measure the constructs in our model, we adopted existing measures in the 

literature. The English version of the questionnaire was first designed and then translated into 

Slovenian language. Next, the Slovene version of questionnaire was back-translated by a 

professional translator. Then, the back-translated English version was compared with the 

original questionnaire by an English-speaking researcher to check for differences (Kawakami 

et al., 2012). To further ensure the content and face validity of the measures (Zheng Zhou, 

2006, p. 397), the survey instrument was pre-tested on a sample of 20 top executives of 

selected Slovenian small firms to collect their feedback and experience of filling in the 

questionnaire. Their comments were incorporated in designing the final questionnaire.  

Absorptive capacity. Traditional measures of absorptive capacity, such as R&D 

expenditures or the number of R&D employees in the department, are considered 

inappropriate measurement (Kotabe, Jiang, & Murray, 2011). Researchers (e.g. Murovec & 

Prodan, 2009) conclude that measuring absorptive capacity should not be simplified into 

using just one determinant as a proxy. In this study firm's absorptive capacity was measured 

with scale by Kotabe et al. (2011) which reflect knowledge transformation and exploitation 

using nine items. Sample items are: “We have the capability to find alternative uses of 

assimilated new knowledge” and “We have the capability to develop new product/service by 

using assimilated new knowledge”. 

Entrepreneur’s social networks. To assessed entrepreneurs personal network items were 

drawn from Prodan and Drnovšek (2010). Items assessed the average number of hours per 

week the respondent spends maintaining contacts (e.g., face-to-face, e-mail, telephone) with 
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people with whom he/she discusses business matters (e.g., commercialization, marketing, 

finance), the average number of hours per week the respondent spends developing new 

contacts with people to discuss business matters and the total number of people with whom 

the respondent discussed business matters during the previous week (Prodan & Drnovšek, 

2010, p. 337).  

Product and process innovation output. In this research, the dependent variables – 

product and process innovations – were measured with three items each. Items for product 

innovation were drawn from Yang et al. (2009), items for process innovation were drawn 

from Jiménez-Jiménez and Sanz-Valle (2011). Like in recent studies (e.g. Jiménez-Jiménez & 

Sanz-Valle, 2011; M.-L. Yang et al., 2009) we ask respondents to evaluate the company’s 

innovation performance against the major competitor in the industry. Answers were given on 

a seven-point Likert scale ranging from 1 ("much worse than competitors”) to 7 ("much better 

than competitors"). This approach, as affirmed by Kraft (1990) and Prajogo and Ahmed 

(2006), was used to minimize a bias from subjective answers. Product innovation include the 

number of new products/services firm has introduced to the market, the number of firm’s new 

products that are first-to-market (or early market entrants) and the speed of firm’ new 

product/services development. Process innovation include number of changes in process 

introduced, pioneer disposition to introduce new process, clever response to new processes 

introduced by others companies in the same sector. 

Control variables. A total of five control variables were included. At the individual 

level entrepreneurs’ gender, previous experience and previous experiences in current industry, 

at firm level firm size and firm age. Entrepreneurs’ previous experience were measured with 

total number of year of employment, entrepreneur’s previous experience in current industry 

were measured with number of years of employment in current industry. Firm size was 

measured by the number of current employees in the firm and firm age was measured as the 

number of years since the firm had been established. 

 

Data analyses 

To examine the possible non-response bias and the representativeness of the 

participating firms, we compared the early and late responses on number of employees (Feng, 

Sun, & Zhang, 2010), firm size and firm age (Song, Wang, & Parry, 2010). The results were 

not significant, suggesting that non-response bias was not a concern in the data. We 

standardized all variables by using data from the overall sample. 
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Our data could suffer from common method bias, since we collected both independent 

and dependent variables from the same respondent. Harman’s one-factor test was conducted 

to test the presence of common method effect based on the guidelines of Podsakoff et al. 

(2003). Results indicate that there is no common method bias problem in our data. 

Questionnaire items were also analyzed in terms of missing values. Because no pattern 

in the missing data spread across variables, we considered the missing data to be missing 

completely at random and not to be influential (Hair, Black, Babin, & Anderson, 2010; Rubin, 

1976). The following combined imputation was used: person mean substitution for each case 

if there were less than 30% missing values within a particular construct, otherwise mean item 

score (item mean imputation).  

For each of the measures discussed above we assessed reliability using Cronbach’s 

alphas and unidimensionality of the scales (Narasimhan & Jayaram, 1998). Exploratory factor 

analysis was performed using SPSS Version 16.0 for Windows and using the Maximum 

Likelihood extraction method and Direct Oblimin rotation. Confirmatory factor analysis using 

Lisrel 8.51 was performed to assess the convergent validity of the scale items and latent 

constructs (Swink & Song, 2007).  

 

RESULTS 

Empirical evaluation of measurement scales 

Before testing for a significant relationship in the model, one must demonstrate that 

the measurement model has a satisfactory level of validity and reliability (Fornell & Larcker, 

1981, p. 45). The construct reliability was assessed with calculating Cronbach’s alpha’s for all 

scales of research variables. All were greater than 0.70, thus satisfying the criteria for internal 

consistency and reliability (Hair et al., 2010) (for details see Table 1). Evidence of 

nomological validity was manifested in the inter-correlation matrix, as most of the 

correlations were in the expected direction and many expected associations were statistically 

significant (Table 3 and Table 4). 

******************************* 

Insert Table 1 around here. 

******************************* 

We performed confirmatory factor analyses only on scales with more than three items 

(absorptive capacity). We performed all empirical evaluations of the measurement scales on 

both samples for cross-national comparison according to recommendation of Singh (1995).  
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Absorptive capacity. As expected, exploratory factor analysis found only one factor to 

explain the variance in the data. The Kaiser–Meyer–Olkin measure of sampling adequacy 

ranged from 0.82 for US sample to 0.86 for Slovene sample, which provides evidence of the 

appropriateness of the data for factor analysis. Bartlett’s test of sphericity was significant for 

both samples, indicating overall significance of the correlations within the correlation matrix 

(Hair et al., 2010). The explained variances for both samples ranged from 55.2% (US) to 

57.1% (Slovenia). All factor loadings were greater than 0.4 (lowest factor loading was 0.54). 

Our confirmatory factor analyses led us to drop three problematic items (our company has 

developed new applications by using assimilated new knowledge, our company has found 

alternative uses for assimilated new knowledge and our company has combined assimilated 

new knowledge with existing knowledge).  

Product and process innovation. In order to verify the accuracy of the distinction 

between product and process innovation we conducted an exploratory factor analysis. The 

results (shown in Table 2) confirmed the existence of two innovation factors. Moreover, we 

conducted a confirmatory factor analysis. The analyses were executed out in Lisrel 8.51 using 

the covariance matrix and model parameters were estimated using the maximum likelihood 

method. We first formed a one-factor and then a two-factor model. Then we examined the 

model fit of each. Results showed that the 2-factor model (reflecting product and process 

innovation) fit the data better than the one-factor model. 

******************************* 

Insert Table 2 around here. 

******************************* 

Findings related to the moderating effects of absorptive capacity 

Our conceptual model suggests that absorptive capacity moderates relationship 

between social networks and innovation performance (Figure 1). 

Hypotheses were tested using moderated regression procedures recommended by 

Aiken and West (1991) and Cohen et al. (2003). The hierarchical procedure allows us to 

examine whether adding the predictor variables and the interaction terms increased the 

statistical power of the model (Kotabe et al., 2011). The descriptive statistics and inter-

correlations of the variables that were used in the study are presented in Table 3 and 4. To rule 

out the possibility of any effect derived from multicolinearity, we first examined that bivariate 

correlation between independent variables were lower than 0.70 (see Table 3 for US sample 

and Table 4 for Slovene sample) (Hair et al., 2010, p. 204). All values of variance inflation 

factor were below 2 (Belsley, 1991) (the highest VIF in US sample was 1.4 and in Slovenian 
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sample 1.9) and all values of tolerance were higher than 0.40 (Allison, 1999) (the lowest 

tolerance in US sample was 0.69 and in Slovenian sample 0.52). These tests show that 

multicollinearity is not a concern.  

************************************** 

Insert Table 3 and Table 4 around here. 

************************************** 

The regression analyses used three models comprising the control variables, the set of 

predictor variables, and the moderating variables. Table 5 and Table 6 exhibit results of 

moderated regressions for product and process innovations. The base model showed that firm 

size had a significant positive impact on product innovations for both samples. The 

independent effects model showed both social networks and absorptive capacity to be 

significant and positively related to product innovation and process innovation in US sample; 

in Slovene sample social networks were positively but not significant related to process 

innovation. This model contributed an increase in the explanation of variance, over and above 

the base model for both product and process innovation.  

Finally, the full model incorporated the moderating effect of absorptive capacity. 

Hypothesis 1 stated that absorptive capacity had a positive moderating effect on the linkage 

between social networks and product innovation. The results of hierarchical regression 

analysis (see Table 5 and 6) showed that our cross variable (Soc x AC) is positive and 

significant for US sample, while beta coefficient for Slovene sample was negative and not 

significant. Hypothesis 1 was partially supported. Hypothesis 2 stated that absorptive capacity 

had a positive moderating effect on the relationship between social networks and process 

innovation. The results of the hierarchical regression analysis indicated also partial support for 

Hypothesis 2. The moderating effect of absorptive capacity through social networks on 

process innovation was positive and significant for the US sample, while beta coefficient for 

Slovene sample was non-significant.  

************************************** 

Insert Table 5 and Table 6 around here. 

************************************** 

 

DISCUSSION AND IMPLICATIONS 

This study sought to contribute to the growing body of research on the role of 

absorptive capacity and social networks in impacting SME’s innovation performance with 

two main objectives. Our first aim was to investigate the impact of absorptive capacity on the 
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relationship between social networks and innovation performance. The second objective was 

to explore the extent to which these relationships vary in different cultural contexts.  

This study seeks to contribute to current efforts of entrepreneurship researchers (e.g. 

R. A. Baron & Tang, 2011, Hmieleski, 2009 #1263, Magni, 2009 #1215) to relate 

characteristics of individual entrepreneur (social networks) to important firm-level output 

(innovation performance). Our first contribution is related to the identification of a condition 

when social networks contribute to higher innovation performance. Results of our study imply 

that SMEs with higher absorptive capacity will be more successful by developing their 

innovation capability through network participation. This finding is interesting since previous 

research has focused on direct effects of social networks in explaining SMEs innovation 

performance, without addressing whether these effects might be dependent on the extent to 

which SMEs can absorb knowledge. SMEs may be able to access knowledge through 

entrepreneur’s network links but may not have sufficient capacity to absorb such knowledge. 

Second, our conceptual model contributes to the entrepreneurship literature by investigating 

individual-level determinants on firm-level innovation. Most research in entrepreneurship 

focuses on within-level effects, such as the impact of individual cognitions on behaviors 

(Mitchell et al., 2004) or firm-level strategies on firm performance (Edelman, Brush, & 

Manolova, 2005). More recent work has focused on between-level effects, including 

Hmieleski and Baron’s (2009) study of individual optimism and firm performance, and Baron 

and Tang’s (2011) study of the indirect impact of individual affect on venture performance, 

via individual creativity. In this study we add to the literature by analyzing effects of an 

individual’s absorptive capacity on firm’s innovation performance. Finally, our study also 

contributes to broader research on absorptive capacity. Even though the role of absorptive 

capacity has been the subject of interest in the literature, until now, only a few researchers 

have focused on its moderating role. Results of this study demonstrate that that both, social 

networks and SMEs absorptive capacity, are not only important factors to be taken into 

consideration but also are factors that need to be matched in order to maximize innovation 

performance.  

The result of our study show varied effects across different cultural contexts. The main 

effects model showed that both social networks and absorptive capacity were significantly 

and positively related to product innovation in both countries. In Slovene sample social 

networks were positively but not significantly related to process innovation. This may be 

explained by Wolff and Pett’s (2006) finding that product improvement orientation is 
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positively associated with growth and profitability in SMEs, whereas no relationship was 

found with process improvement orientation; which can explain why SMEs tend to 

concentrate their efforts more on product than process innovations (Maria Jesus Nieto & 

Santamaria, 2010, p. 47). As Nieto and Santamaria (2010) emphasize product innovations are 

better instruments for entering markets than process innovations since their characteristics 

enable them to answer client needs more quickly and capture new markets before competitors. 

In contrast, process innovations possess advantages that usually lead to productivity gains and 

cost reductions that indirectly affect market position. 

When moderating effect of absorptive capacity was added to the model, it was found 

to be positively and significantly related to product and process innovation only in US sample. 

We contribute these variations to developmental differences - USA, a large, developed, 

advanced, entrepreneurial economy and Slovenia - a small transition economy from Central 

and Eastern Europe with a short entrepreneurship tradition. Further research can provide more 

explanations by considering additional country-specific variables that determine SME 

innovation performance as we discuss below.  

Insights from our study bear several implications for business practitioners. Different 

ties within social networks can provide knowledge diversity but it takes a lot of time and 

effort to establish and develop social networks. The study highlights a need for 

entrepreneurial action that builds and harvests a SME’s absorptive capacity. If firm has higher 

absorptive capacity will benefit greater from exposure to diverse ties within social networks 

than firms with lower absorptive capacity.  

 

LIMITATIONS AND FUTURE RESEARCH OPPORTUNITIES 

Some limitations of this study and future research opportunities also need to be mentioned. 

First, despite the fact that this study was conducted in two distinct countries at different stages 

of development extending the study to other countries would also provide new insights. 

Second, although the model was carefully designed, it did not examine other potential 

moderators of the relationship between social networks and innovation aside from absorptive 

capacity. Absorptive capacity may also influence innovation through other mechanisms not 

specifically investigated here. Third, the results show differences between countries. 

Moderating effect of absorptive capacity on product and process innovation was in US sample 

positive and statistically significant, while it was non-significant in Slovene sample. Further 

research can provide more explanations by considering additional country-specific variables 
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that determine SME innovation performance. Fourth, longitudinal designs could be used in 

future research to further establish the linkages of social networks and absorptive capacity 

with the innovation performance. 
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APPENDIX  

Figure 1: Moderating effect of absorptive capacity 
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Table 1: Measurement scales: number of items, sources of items, reliability and variance 

extracted. 

Construct 

Num. 

of 

items 

Source 
Cronbach α 

Variance 

extracted 

US Slovenia US Slovenia 

Absorptive 

capacity 
6 Kotabe et al. (2011) 0.85 0.88 55.2% 57.1% 

Social networks 3 
Prodan and Drnovšek 

(2010) 
0.84 0.81 - - 

Product innovation 3 Yang et al. (2009) 0.83 0.84 62.0% 63.8% 

Process innovation 3 
Jiménez-Jiménez and 

Sanz-Valle (2011) 
0.87 0.84 71.2% 64.7% 

 

Table 2 The innovation dimension’s item factor loadings 

Construct / Items 

US sample Slovene sample 

Product 

innovation 
Process 

innovation 
Product 

innovation 
Process 

innovation 

Product innovation     
Number of new products/services introduced 0.99  0.69 0.31 

Pioneer disposition to introduce new 

products/services 
0.67 0.31 

0.99  

The speed of development of new 

products/services 
0.60 0.53 

0.60 0.45 

Process innovation     
Number of changes in process introduced 0.57 0.63 0.55 0.66 
Pioneer disposition to introduce new process 0.51 0.72 0.45 0.65 
Response to new processes introduced by 

others companies 
0.46 0.66 0.52 0.56 

Extraction method: maximum likelihood. Rotation method: Oblimin with Kaiser Normalization (absolute factor 

loadings higher than 0.25 displayed).  

US sample: N=314. Kaiser-Meyer-Olkin measure of sampling adequacy: 0.87. Variance explained: 76.2%. 

Slovene sample: N=913. Kaiser-Meyer-Olkin measure of sampling adequacy: 0.87. Variance explained: 79.6%.  
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Table 3: Descriptive statistics and inter-correlation matrix for US sample 

Construct Item Mean 
Std. 

Dev 

Correlations 

(1) (2) (3) (4) (5) (6) (7) (8) (9 (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) 

Product 

innovation 

(1) 4,98 1,37 1,00 

                   (2) 4,54 1,51 0,68 1,00 

                  (3) 4,83 1,46 0,59 0,58 1,00 

                 
Process 

innovation 

(4) 4,65 1,29 0,56 0,53 0,71 1,00 

                (5) 4,44 1,42 0,51 0,61 0,68 0,73 1,00 

               (6) 4,39 1,22 0,45 0,50 0,61 0,69 0,71 1,00 

              
Personal 

network 

(7) 26,82 33,68 0,18 0,13 0,12 0,15 0,13 0,12 1,00 

             (8) 3,93 5,93 0,12 0,11 0,10 0,12 0,12 0,14 0,58 1,00 

            (9) 7,94 16,05 0,15 0,10 0,06 0,08 0,07 0,07 0,71 0,62 1,00 

           

Absorptive 

capacity 

(10) 6,39 0,96 0,20 0,13 0,19 0,11 0,12 0,10 0,09 0,00 0,03 1,00 

          (11) 5,67 1,22 0,15 0,10 0,22 0,14 0,14 0,16 0,04 -0,02 0,03 0,30 1,00 

         (12) 6,38 0,87 0,10 0,01 0,11 0,07 0,08 0,12 0,07 0,10 0,07 0,32 0,39 1,00 

        (13) 5,34 1,34 0,07 0,08 0,03 0,08 0,13 0,10 -0,06 0,09 0,07 0,14 0,22 0,20 1,00 

       (14) 6,43 0,8 0,14 0,07 0,13 0,09 0,08 0,14 0,07 0,06 0,09 0,25 0,25 0,33 0,28 1,00 

      (15) 4,94 1,56 0,10 0,10 0,15 0,12 0,09 0,13 -0,05 0,00 -0,03 0,14 0,26 0,24 0,21 0,21 1,00 

     Gender (16) 0,23 0,42 0,08 0,02 0,09 0,05 0,04 0,02 0,05 0,06 0,02 0,02 0,15 0,22 0,03 0,07 -0,02 1,00 

    Prev. 

experience 
(17) 34,21 9,99 -0,05 0,04 -0,02 -0,01 -0,01 0,04 -0,08 -0,03 -0,08 -0,05 -0,11 -0,09 0,05 -0,03 -0,04 -0,23 1,00 

   

Prev. exp. in 

industry 
(18) 21,03 11,03 -0,18 -0,10 -0,10 -0,09 -0,09 0,00 -0,09 -0,07 -0,08 -0,09 -0,04 -0,09 0,02 -0,08 -0,04 -0,17 0,46 1,00 

  

Firm sizea (19) 3,02 1,21 
0,02 0,00 -0,04 -0,03 -0,04 -0,05 0,22 0,46 0,57 -0,16 -0,07 -0,09 0,05 -0,07 0,02 0,00 -0,06 -0,07 1,00 

 Firm age (20) 26,85 22,22 -0,05 -0,02 -0,08 -0,03 -0,08 -0,01 0,06 -0,02 0,05 -0,13 0,00 -0,06 0,04 -0,03 -0,10 -0,08 0,23 0,27 0,20 1,00 
Legend (1) Number of new products/services introduced, (2) Pioneer disposition to introduce new products/services, (3) The speed of development of new products/services, (4) Number of changes in 

process introduced, (5) Pioneer disposition to introduce new process, (6) Clever response to new processes introduced by others companies in the same sector (7) The total number of people with whom 

the respondent discussed business matters, (8) The average number of hours per week respondent spends maintaining contacts, (9) The average number of hours per week the respondent spends 

developing new contacts with the people to discuss business matters, (10) Capability to adapt acquired new knowledge to fit the firm’s development needs, (11) Capability to revise manufacturing 

processes based on acquired new knowledge, (12) Capability to revise manufacturing processes based on acquired new knowledge, (13) Capability to introduce product innovation based on acquired new 

knowledge, (14) Capability to revise quality control operations based on acquired new knowledge (15)Capability to develop new product/service by using assimilated new knowledge 
a Logarithm. Items were transformed because of extreme skew and kurtosis 

Note: Correlations higher than 0.14 are significant at the 0.01 level. Correlations higher than 0.10 are significant at the 0.05 level 
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Table 4: Descriptive statistics and inter-correlation matrix for Slovene sample 

Construct Item Mean 
Std. 

Dev 

Correlations 

(1) (2) (3) (4) (5) (6) (7) (8) (9 (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) 

Product 

innovation 

(1) 4,85 1,22 1,00 

                   (2) 4,55 1,49 0,66 1,00 

                  (3) 4,83 1,31 0,58 0,63 1,00 

                 
Process 

innovation 

(4) 4,69 1,12 0,54 0,53 0,67 1,00 

                (5) 4,4 1,41 0,59 0,68 0,57 0,66 1,00 

               (6) 4,67 1,21 0,61 0,54 0,55 0,61 0,63 1,00 

              
Personal 

network 

(7) 22,72 23,09 0,10 0,10 0,12 0,00 0,08 0,04 1,00 

             (8) 3,02 2,36 0,13 0,08 0,06 0,03 0,03 0,01 0,49 1,00 

            (9) 5,75 9,2 0,04 0,07 0,04 0,00 0,05 0,03 0,78 0,43 1,00 

           

Absorptive 

capacity 

(10) 5,41 1,23 0,50 0,38 0,44 0,38 0,36 0,44 0,09 -0,01 0,00 1,00 

          (11) 5,27 1,22 0,33 0,25 0,39 0,42 0,37 0,41 0,07 0,01 0,02 0,70 1,00 

         (12) 5,16 1,21 0,34 0,25 0,38 0,33 0,29 0,32 0,07 -0,01 0,01 0,58 0,61 1,00 

        (13) 4,92 1,43 0,47 0,47 0,53 0,48 0,52 0,46 0,04 0,00 -0,02 0,59 0,57 0,49 1,00 

       (14) 5,01 1,31 0,26 0,23 0,35 0,37 0,36 0,27 0,00 -0,07 -0,04 0,46 0,49 0,51 0,57 1,00 

      (15) 4,93 1,39 0,39 0,37 0,48 0,47 0,41 0,38 0,08 0,04 0,01 0,39 0,50 0,45 0,65 0,50 1,00 

     Gender (16) 0,21 0,41 0,03 -0,07 -0,12 -0,04 -0,02 -0,06 -0,15 -0,04 -0,13 -0,01 -0,01 0,07 -0,05 0,00 -0,02 1,00 

    Prev. 

experience 
(17) 25,84 10,39 0,03 0,06 0,04 0,03 0,06 0,02 0,02 -0,09 0,04 0,02 -0,02 -0,02 0,03 0,10 0,03 -0,18 1,00 

   

Prev. exp. in 

industry 
(18) 19,02 9,23 -0,02 0,00 -0,01 0,01 0,01 0,01 0,04 -0,06 0,03 -0,04 -0,01 0,00 0,03 0,07 0,07 -0,12 0,61 1,00 

  

Firm sizea (19) 2,2 1,09 0,01 0,02 0,07 0,09 0,10 0,05 0,10 -0,15 -0,05 -0,03 0,06 0,07 0,06 0,10 0,04 -0,09 -0,02 -0,08 1,00 

 Firm age (20) 20,67 12,39 -0,06 -0,01 0,02 0,02 0,00 0,06 0,16 0,03 0,04 0,04 0,05 0,04 -0,04 -0,09 -0,05 -0,04 0,13 0,17 0,18 1,00 
Legend (1) Number of new products/services introduced, (2) Pioneer disposition to introduce new products/services, (3) The speed of development of new products/services, (4) Number of changes in 

process introduced, (5) Pioneer disposition to introduce new process, (6) Clever response to new processes introduced by others companies in the same sector (7) The total number of people with whom 

the respondent discussed business matters, (8) The average number of hours per week respondent spends maintaining contacts, (9) The average number of hours per week the respondent spends 

developing new contacts with the people to discuss business matters, (10) Capability to adapt acquired new knowledge to fit the firm’s development needs, (11) Capability to revise manufacturing 

processes based on acquired new knowledge, (12) Capability to revise manufacturing processes based on acquired new knowledge, (13) Capability to introduce product innovation based on acquired new 

knowledge, (14) Capability to revise quality control operations based on acquired new knowledge (15)Capability to develop new product/service by using assimilated new knowledge 
a Logarithm. Items were transformed because of extreme skew and kurtosis 

Note: Correlations higher than 0.14 are significant at the 0.01 level. Correlations higher than 0.10 are significant at the 0.05 level 
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Table 5: Results of the regression for product innovation for the US and Slovene sample 

Variable/model 

US sample Slovene sample 

Base model 
Independent effects 

only 
Interaction effects Base model 

Independent effects 

only 
Interaction effects 

B St.B B St.B B St.B B St.B B St.B B St.B 

Control Variables  
  

      
  

   
  

      
  

  

Gender 0,23 

 

0,08 0,17   0,06 0,16 

 

0,05 -0,03 

 

-0,02 -0,04   -0,02 -0,04 

 

-0,02 

Prev, experience 0,01 

 

0,04 0,00   0,04 0,01 

 

0,04 0,00 

 

-0,05 0,00   -0,04 0,00 

 

-0,04 

Prev, experience in industry 0,01 

 

0,00 -0,11   -0,05 -0,19 

 

-0,09 0,00 

 

-0,01 0,00   -0,02 0,00 

 

-0,03 

Firm sizea 0,12 * 0,12 0,11 * 0,11 0,11 * 0,11 0,10 *** 0,11 0,03   0,04 0,03 

 

0,04 

Firm age -0,01 

 

-0,08 -0,01   -0,08 0,00 

 

-0,08 0,00 

 

-0,04 0,00   -0,02 0,00 

 

-0,02 

Independent variables  
  

      

  

   
  

      

  

  

Social networks 
   

0,24 ** 0,17 0,22 ** 0,16 
   

0,06 * 0,06 0,07 * 0,06 

Absorptive capacity 
   

0,33 *** 0,19 0,34 *** 0,20 
   

0,41 *** 0,52 0,41 *** 0,53 

Soc x AC 
   

      0,33 * 0,11 
   

      -0,04 

 

-0,04 

Model 
   

      
  

  
   

      
  

  

R2 
   

0,29     0,37 
 

  0,02 
  

0,29     0,29 
 

  

Adjusted R2 
   

0,07     0,13 
 

  0,01 
  

0,29     0,29 
 

  

R2 change       0,29     0,08           0,28     0,00     

 

a Logarithm. 

b Social networks x Absorptive capacity 

* p < 0.05 

** p < 0.01 

***p<0.001 
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Table 6: Results of the regression for process innovation for the US and Slovene sample 

Variable/model 

US sample Slovene sample 

Base model 
Independent effects 

only 
Interaction effects Base model 

Independent effects 

only 
Interaction effects 

B St.B B St.B B St.B B St.B B St.B B St.B 

Control Variables  
  

      
  

   
  

      
  

  

Gender 0,14 

 

0,05 0,08   0,03 0,06 

 

0,02 -0,03 

 

-0,01 -0,04   -0,02 -0,03 

 

-0,02 

Prev, experience 0,01 

 

0,05 0,01   0,05 0,01 

 

0,05 -0,01 

 

-0,06 0,00   -0,05 0,00 

 

-0,04 

Prev, experience in industry -0,06 

 

-0,03 -0,16   -0,08 -0,25 

 

-0,12 0,00 

 

0,03 0,00   0,01 0,00 

 

0,01 

Firm sizea 0,13 * 0,14 0,13 * 0,13 0,12 * 0,13 0,13 *** 0,15 0,06 ** 0,07 0,06 ** 0,07 

Firm age 0,00 

 

-0,08 0,00   -0,08 0,00 

 

-0,08 0,00 

 

-0,02 0,00   0,00 0,00 

 

0,00 

Independent variables  
  

      

  

   
  

      

  

  

Social networks 
   

0,22 ** 0,17 0,21 ** 0,15 
   

0,04   0,03 0,04 

 

0,04 

Absorptive capacity 
   

0,32 *** 0,20 0,34 *** 0,21 
   

0,43 *** 0,56 0,43 *** 0,56 

Soc x AC 
   

      0,33 * 0,12 
   

      -0,03 

 

-0,04 

Model 
   

      
  

  
   

      
  

  

R2 0,15 
  

0,20     0,32 
 

  0,02 
  

0,34     0,34 
 

  

Adjusted R2 0,01 
  

0,07     0,08 
 

  0,02 
  

0,33     0,33 
 

  

R2 change       0,05     0,12           0,31     0,00     

 

a Logarithm. 

b Social networks x Absorptive capacity 

* p < 0.05 

** p < 0.01 

***p<0.001 
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Abstract 

The establishment and promotion of cooperative associations was one of the most prevalent SME 

(Small- and Medium-sized Enterprise) policies in postwar Japan. This study quantitatively evaluated 

industrial policy to promote cooperative associations in the period before the fundamental reform of 

SME policy in 1999. Estimation results of fixed-effect models using an industry-level panel 

(1966-1987) show that SMEs in industries where the dependence on government-affiliated financial 

institutions was high were engaged in finance-driven activities in SME cooperatives. SMEs in industries 

where the minimum efficient size was small joined production-driven activities in SME cooperatives. 

Estimation results of treatment regression models using a firm-level dataset (1992-1995) show that the 

participation in cooperative associations was negatively correlated with the SMEs' total factor 

productivity growth, even after controlling for unobservable firm-specific factors influential both in 

productivity and the participation in cooperative associations. The results imply adverse selection or the 

mismanagement of SME cooperative associations.  
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INTRODUCTION 

A cooperative of small and medium-sized enterprises (SMEs) was a intra-industry organization 

uniquely developed through industrial policy in postwar Japan. The economic aim of the policy was to 

improve the bargaining power of SMEs in the product market, to create economies of scale, and to 

mitigate the constraints encountered by SMEs in the capital market by making policy loans more 

accessible for SMEs. It is also said that the political aim underlying this policy was to establish a stable 

base for the conservative government, which faced serious conflict with the socialist party in the 

beginning of the Cold War. The recognition that SMEs were socially vulnerable and should be 

supported as such has been widely accepted among the public and policymakers, resulting in the 

passage of many laws aiming to support SMEs, including the promotion of cooperative associations, 

without much political controversy. Such recognition has also led to less attention to the quantitative 

evaluation of the SME policy. Although SME cooperatives were prevalent at least until the seventies, 

few quantitative evaluation of this industrial policy had so far been conducted.
1
 

 

This study quantitatively evaluates industrial policy to promote SME cooperatives in the period before 

the fundamental reform of SME policy. Specifically, using an industry-level dataset of SME 

cooperatives (1966-1987), this study examines the determinants and types of collective activities that 

SME cooperatives were engaged, and using a firm-level dataset of SMEs (1992-1995), this study also 

examines the impacts of SME cooperatives on productivity growth of member firms. Foreshadowing 

the results, the collective activities in SME cooperatives were characterized by finance-driven and 

production-driven activities, and the participation in SME cooperatives, even after controlling for 

selection bias, negatively affected productivity growth of member firms. The remainder of the paper is 

organized as follows. Section 2 overviews the industrial policy to promote SME cooperative 

associations in Japan. Section 3 describes the empirical method and Section 4 shows empirical results. 

Section 5 discusses implications of the findings and refers to issues for future research. 

 

SME COOPERATIVES IN JAPAN 

There were cartels among small-sized exporters in the Meiji era (1868-1912) that controlled price, 

prevented low-quality goods from being exported, and enforced sanctions against a member that broke 

                                                      

1 One exception is Okamuro (2009). 
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the cartel. Although initiated as voluntary associations, intraindustry associations among small firms 

were gradually institutionalized by the relevant laws before WWII. These cartels were dismantled 

during the occupation era (1945-1951) by the enactment of the antitrust law in 1947. However, they 

were restored under the increasingly intense Cold War, reflected in domestic political conflict between 

the conservative party and the socialist party. The establishment and promotion of SME cooperatives 

was put forward in 1947 by the conservative government, which was seriously concerned about 

winning the imminent general election. The conservative government aimed to attract small firm 

managers who were likely to support a progressive party by offering them financial advantage in the 

form of policy loans and debt guarantee through government-affiliated financial institutions; this 

practice has made SME policy symbolic of a compensation scheme in the face of a political crisis 

(Calder, 1988). Although the progressive party won the general election, policy instruments to support 

SMEs proposed by the conservative party were inherited by the centrist government. 

 

As for the economic foundation of the policy, it was assumed that individual SMEs were vulnerable to 

their larger counterparts' abuse of their dominant bargaining position, and the policy intervention was 

necessary to support such SMEs. The SME Cooperative Association Law, enacted in 1949, defined its 

goal as “to secure opportunities for the fair economic activities and improve the economic position of 

SMEs” (Article 1). This was why joint activities of SME cooperative associations were exempted from 

the application of the antitrust law (Article 7). The weak position of SMEs was assumed not only in the 

product market but also in the financial market. The SME Cooperative Association Law designated 

cooperatives as receivers of long-term capital from government-affiliated financial institutions, such as 

the Central Cooperative Bank for Commerce and Industry established in 1936, since SMEs were 

considered to have difficulty in accessing capital from the commercial banks because of serious 

asymmetric information. Another assumption was that SMEs were too small and thus inefficient in cost 

structure. Therefore, cooperatives were expected to bundle SMEs in the same industry to the point 

where economies of scale prevailed. 

 

The SME Cooperative Association Law defined several types of SME cooperatives (Article 3). Figure 

1 shows the number of SME cooperatives and business cooperative associations in all sectors. 

Information was collected from a comprehensive survey conducted by the National Federation of Small 
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Business Associations (NFSBA, 2000). Approximately 80 percent of SME cooperatives are business 

cooperative associations, implying that examining business cooperative associations is equivalent to 

assessing industrial policy to promote SME cooperatives. The number of business cooperative 

associations in all sectors peaked in 1981, and has since gradually declined, stagnating in the nineties.  

 

-----Figure 1----- 

 

Figure 2 shows the ratio of SMEs that join business cooperative associations to SMEs in the 

manufacturing sector. Information was collected from the “Basic Survey on Manufacturing Structure 

and Activities” by the Ministry of Economy, Trade, and Industry. With respect to time-series variation, 

the ratio drops sharply during 1976 and 1987, which holds true for all industries. This suggests that 

industrial policy to promote SME cooperatives became less attractive for SMEs, presumably because 

the implicit assumptions of the policy that SMEs were the socially vulnerable became less relevant after 

the structural changes in the economy and in technology. In other words, the policy environment had 

significantly changed from the high-growth era in the sixties, where economies of scale worked best, to 

the low-growth era in the seventies, where innovations symbolized by the diffusion of micro-electronics, 

numerically controlled machine tools, and factory automation would be of more importance. With 

respect to cross-sectional variation, the ratio of SMEs joining business cooperative associations is higher 

in traditional industries, such as textile and wood, and lower in high-tech and globally competitive 

industries, such as electronics. This suggests that industrial policy to promote SME cooperatives was 

more important in industries where government protection was likely to be adopted and less relevant to 

industries where innovation and global competition mattered. 

 

-----Figure 2----- 

 

The activities of business cooperative associations are defined as follows by the SME Cooperative 

Association Law (Article 9-2). Variables in parentheses, used in factor analysis introduced in the next 

section, denote the ratio of SMEs engaged in a particular type of activity in business cooperative 

associations.  
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The business cooperative association borrows long- and short-term capital from government-affiliated 

financial institutions and loans it to members (FINA). To expand members’ business, the business 

cooperative association guarantees the member’s debt when the member engages in transactions with 

customers and suppliers (GUAR). The business cooperative association purchases new equipments that 

an individual member cannot afford, in order to produce, process, and supply what the members need 

(PROD). The business cooperative association inspects the quality of member firms’ raw materials, 

facilities, and final products (INSP). The business cooperative association purchases the raw materials 

and consumable goods required by member firms in bulk (PROC). The business cooperative 

association sells the products of member firms all together (SALE). The business cooperative 

association receives orders, passes them on to member firms, and delivers products (MARK). The 

business cooperative association stores and transports member firms’ raw materials, intermediate goods, 

and final products jointly (STOR). The business cooperative association establishes research facilities or 

outsources research to local public technology centers to solve member firms’ technological problems 

(RES). 

 

METHOD 

Determinants of SME cooperative's activities: an industry-level analysis 

Model 

The first purpose of this study is to examine determinants of SME cooperative association. I address this 

issue using an industry-level data. Specifically, following models address the issue that which type of 

business cooperative association's activity is more prevalent under which type of business environment. 

Equations 1 and 2 show regression models and suffixes i and t denote industry and time. Definitions of 

variables are as follows.  

 

F1it=a+b1MESit+b2PCMCVit+b3SHGRit+b4SUBit+b5IPRit+b6GAFIit+μi+λt+νit (1) 

F2it=a+b1MESit+b2PCMCVit+b3SHGRit+b4SUBit+b5IPRit+b6GAFIit+μi+λt+νit (2) 

 

SME cooperative's activities (F1 and F2) 

Dependent variables are the factor scores based on a factor analysis of various types of activities in 

which member firms are engaged. Since there were many variables representing activities of business 
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cooperative associations, as shown in the last paragraph of Section 2, I reduced the data using factor 

analysis to identify a small number of factors that characterized activities in which SMEs engaged as 

members of business cooperative associations (the results of factor loadings in Figure 3). Appendix 

Figures 1 and 2 show sectoral mean of F1 and F2. 

 

-----Figure 3----- 

 

Figure 3 shows that information on activities in business cooperative associations can be reduced to two 

factors. Factor 1, which is highly correlated with FINA and GUAR both of which are uncorrelated with 

Factor 2, can be considered to represent finance-driven activities. Factor 2, which is highly correlated 

with PROD and INSP both of which are uncorrelated with Factor 1, can be considered to represent 

production-driven activities. Then, I compute the factor scores of the two factors identified, F1 for 

finance-driven activities and F2 for production-driven activities.  

 

Minimum efficient size (MES) 

One assumption lying behind the industrial policy to promote SME cooperative associations was that 

SMEs were too small to exert economies of scale. It is, however, meaningless to argue whether SMEs 

as a whole are too small because the minimum efficient size (i.e., establishment size at which quantity 

expansion reduces average cost) significantly differs according to industrial characteristics. Thus, it is 

predicted that the ratio of SMEs joining production-driven activities (F2) is higher in industries where 

the minimum efficient size is smaller. The minimum efficient size is defined as the average size of 

establishments in the industry divided by 0.75 (Lyons, 1980).  

 

Vulnerability of profitability (PCMCV) 

The other assumption of the policy was that SMEs were vulnerable to larger firms' abuse of their 

dominant bargaining position in the product market. Thus, it is predicted that the ratio of SMEs joining 

finance-driven (F1) and production-driven activities (F2) is higher in industries where the profit rate of 

SMEs is lower and/or less stable. The price-cost margins are used to represent profitability at an 

industry-level. The coefficient of variation (PCMCV), that is, standard deviation divided by the average 

of price-cost margins, which is higher when price-cost margins are lower and/or less stable, is 
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introduced to the regression model.  

 

Output growth (SHGR) 

When business prospects look poor, SMEs may want to join business cooperative associations for 

financial assistance and solutions to technological problems. Thus, the growth rate of industry 

shipments (SHGR) was added to the regression model. It is predicted that the ratio of SMEs joining 

finance-driven activities (F1) is higher in industries with a lower growth rate.  

 

Subcontracting (SUB) 

This variable represents the ratio of subcontractors to SMEs. In a discrete process industry, where the 

entire production process can be divided into several processes in technological terms, it may be 

economically rational for large, integrated firms to outsource a particular part of the entire production 

process to smaller-sized subcontractors. In such case, there will be an increased need to organize 

intraindustry networks among subcontractors. The more active subcontracting was in the industry, the 

more the need to organize intraindustry supply chain networks among subcontractors would arise. Thus, 

it is predicted that the ratio of SMEs joining production-driven activities (F2) is higher in industries 

where subcontracting is more prevalent.  

 

Government support (GAFI) 

The SMEs’ debt ratio to government-affiliated financial institutions for SMEs (i.e., the Central 

Cooperative Bank for Commerce and Industry, the People’s Finance Corporation, and the Japan 

Finance Corporation for Small Business) is expected to represent the SMEs' dependence on 

government protection. It is predicted that the ratio of SMEs joining finance-driven activities (F1) is 

higher in industries with higher dependence on government support, such as policy loans. 

 

Innovation (IPR) 

The ratio of SMEs possessing intellectual property rights, such as patents, developed on their own is 

used to represent SMEs’ technological capability at an industry-level. As shown in Figure 2, it is 

predicted that the ratio of SMEs joining finance-driven (F1) and production-driven activities (F2) is 

lower in industries where SMEs are more active in developing new technology independently.  
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Data 

The only source of information of business cooperative association's activities was an industry-level 

data, that is, the Ministry of Economy, Trade, and Industry's “Basic Survey on Manufacturing Structure 

and Activities” in 1971, 1976, 1981, and 1987. The dataset of 1966 was not used since GUAR appeared 

in the survey after 1966. Information of independent variables were collected from the Ministry of 

Economy, Trade, and Industry's “Census of Manufactures” in 1971, 1976, 1981, and 1987. PCMCV 

and SHGR were computed using the data for the five preceding years of each survey year. Two-digit 

industries examined in this study are foods, textiles, clothing, woods, furniture, pulp, publishing, 

chemicals, petroleum, rubber, leather, ceramics, iron, nonferrous, metal, machinery, electronics, 

transportation, and precision. Due to the change in standard industrial classification in the empirical 

period, information of beverage and plastics could not be used in regression analysis. The number of 

observations of a balanced panel is 76 (19 two-digit manufacturing industries and 4 points of time). 

 

Impacts on TFP growth: a firm-level analysis 

Model 

The second question is the impact of business cooperative associations on members' performance. A 

treatment effect analysis based on a firm-level dataset is used for evaluation since it enables one to 

control for endogeneity stemming from the fact that the selection of a policy target can significantly 

correlate to a policy evaluation indicator, which makes it difficult to distinguish actual policy impacts 

from the contributions of firms’ inherent characteristics (Deaton, 1995). Regression models and 

variables are as follows. 

 

(3)

(4)

1 0
(5)

0 0

TFP a bBCA cX u

P Z v

D if P

D if P







   

 

  


 

 

 

In the first stage, a probit model is ran on Equation 4 to estimate the determinants of the probability of 

SMEs participating in a business cooperative association. Based on a probit model, selection correction 
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variable is added to Equation 3. In the second stage, an ordinary least square is ran on Equation 3 to 

estimate the impact of a business cooperative association on total factor productivity growth. A 

significant estimated coefficient of the selection correction variable, rho in the result table, indicates a 

significant correlation between unobservable factors that affect SMEs' being a member of a business 

cooperative association, v in Equation 4, and unobservable factors influential in TFP growth, u in 

Equation 3, implying the presence of endogeneity. 

 

Total factor productivity growth (TFP) 

A dependent variable of the main equation is the total factor productivity growth (annual average 

between 1992 and 1995) of SMEs with 50 employees or more. TFP was measured by using the 

Cobb-Douglas production function where labor and capital are inputs, based on the assumption of a 

competitive market. To deflate capital and value added, the net fixed capital formation index and the 

GDP deflator in the System of National Account by the Economic and Social Research Institute were 

used.  

 

The participation in business cooperative associations (BCA) 

As shown in Figure 1, most of the SME cooperative associations are business cooperative associations. 

Therefore, a dummy variables taking a value of one if the firm joins business cooperative associations 

(BCA) is introduced to examine the policy effect of SME cooperative associations. Any policy effect 

stemming from activities in business cooperative associations, such as improved bargaining position in 

a product market, mitigated constraints in a financial market, reputation establishment in a business 

community and brand royalty entailed by that, and cost reduction through scale economies, would result 

in the output growth of member firms that cannot be explained by the growth of labor and capital. Thus 

if SME cooperatives contribute to improving productivity of member firms, even after controlling for 

unobservable firm-specific factors influencing productivity growth, there will be a positive correlation 

between TFP and BCA. 

 

Determinants of TFP growth (X) 

The most important source of total factor productivity growth is accumulated technological knowledge 

of the firm. The following variables are considered to represent technological resources of the firm and 
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are expected to have positive impacts on total factor productivity growth of the firm. R&D expenditure 

is considered as representative of a not-codified knowledge resource (Arora and Gambardella, 1990) 

embodied in scientists. R&D intensity is defined as R&D expenditure divided by value added (RDI). 

Similarly, the codified knowledge resource is presented by the number of patents developed and held by 

the firm (PATENT). The royalty revenue from licensing-out agreements in domestic and overseas 

technology transactions (LICENSEOUT), and the expenditure for licensing-in agreements with 

domestic or foreign partners (LICENSEIN) are also included. Control variables included in X are as 

follows. TFP92 is the level of total factor productivity in 1992. This variable controls for a very high 

growth between 1992 and 1995 caused by 1992's TPF level's being very low. Two-digit industrial 

dummies are included in the regression analysis but their results are not reported.  

 

Latent variable for program participation (P*) 

P* denotes a latent variable representing the propensity of SMEs to join a business cooperative 

association. An SME is a member of a business cooperative association if P* exceeds zero, and a 

non-member otherwise. 

 

Determinants of the participation in business cooperative associations (Z) 

As resource-based view of the firm suggests, internal resources as well as market structure affect firm 

behavior. If firms with less internal resources are highly motivated to join business cooperative 

associations to augment internal resources, internal resources are expected to negatively correlate with 

the probability of participation in business cooperative associations. As shown in the definitions of X, 

RDI and PATENT are proxy variables for technological resources. Advertisement-sales ratio (ADI) and 

export-sales ratio (EXPORT) represent market resources that enable the firm to introduce new products 

to the market successfully. The presence of the investment in information communication technology 

(INTRANET, INTERNET) represents organizational resources since the investment of information 

communication technology implies organizational changes, such as empowerment and less hierarchical 

structure, that enable the investment to contribute to performance more efficiently. In capital intensive 

industries, policy loans accessible through business cooperative associations may seem attractive to 

SMEs. Thus, tangible-fixed-asset-labor ratio (CAPLAB) of the firm is expected to positively correlate to 

the probability of participation in business cooperative associations. A subsidiary (SUBSIDIARY) may 



 

 

 10 / 25 

 

receive financial assistance from a parent firm and are unlikely to joint SME cooperatives due to less 

financial constraints in a capital market. Ordinary profit divided by sales (ORDINARYP) represents 

financial resources, such as cash flow, and is considered to be negatively correlated with P* since 

business cooperative association was establish to mitigate SMEs' constraints in a financial market. A 

dummy for being subcontractor (SUBCONTRACTOR) represents SMEs' being vulnerable to their 

larger counterparts' abuse of their dominant bargaining position, thus predicted to be positively 

correlated with P*. Control variables included in Z are as follows. Younger firms are less likely to 

establish legitimacy in the business community. If younger firms are motivated to join business 

cooperative associations to exploit reputation effect of being a member, firm age (AGE) is expected to 

negatively correlate with the probability of participation in business cooperative associations. Another 

control variable is firm size as measured by log of the number of employees (SIZE).  

 

Data 

So far the only information source for SME cooperative associations based on a firm-level dataset is the 

Ministry of International Trade and Industry's "Basic Survey of Japanese Business Structure and 

Activities" (1992 and 1995). Among firms with establishments in mining, manufacturing, wholesale 

and retail, and restaurants, this survey covers establishments with 50 employees or more, or firms with 

capitalization of 30 million JPY or more. This survey was tentatively initiated in 1992 and annually 

conducted after 1995. The 1992 survey had collected information on business cooperative associations 

and so far this is the last. Thus, independent variables and treatment variables were generated from the 

1992 survey and a dependent variable, annual average of TFP growth, was generated from surveys in 

1992 and 1995. Thus, this study assumes that impacts of SME cooperatives on productivity become 

visible within three years. The Small and Medium-sized Enterprise Basic Law defines SMEs as, in the 

manufacturing industry, as firms with 300 or fewer employees, or firms with a capitalization of 100 

million JPY or less. The threshold applied varies according to industry. Although the official definition 

was altered after the amendment of SME Basic Law in 1999, since this study used dataset in 1992-1995, 

the previous definition was applied. Observations are 9049 SMEs in the manufacturing sector. 

 

RESULTS 

Determinants of SME cooperative's activities: an industry-level analysis 
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Table 1 shows estimation results of fixed-effect models. The results of time dummies are not reported. 

The F-test rejects the null hypothesis of no individual effects (p<.000 for Equation 1 and p<.000 for 

Equation 2). The null hypothesis of random-effect is rejected by the Hausman test (p<.000 for Equation 

1 and p<.022 for Equation 2). The number of observations is 76 (19 industries and 4 points of time) 

since information of GUAR could not be obtained in 1966. 

 

The results show that SMEs dependent on government support through government-affiliated financial 

institutions were engaged in finance-driven activities (F1) in SME cooperatives. This suggests the 

characteristics of SME cooperatives as a receiver of policy loans. The more SMEs were familiar with 

policy loans, the more likely they were involved in finance-driven activities in SME cooperatives. In 

addition, the minimum efficient size (MES) is negatively correlated with the ratio of SMEs joining 

production-driven activities (F2), which is consistent with the prediction. It is reasonable that joint 

activities that foster scale economies are important in industries where a larger amount of capital is 

needed for more efficient operation of establishments. IPR shows negative signs in both models, as 

predicted, but the results are not statistically significant, which does not support that business 

cooperative associations are likely to be organized in less innovative industries. Although the results are 

not significant, SUB shows a positive sign in Equation 1 and a negative sign in Equation 2, suggesting 

that SMEs attempt to join business cooperative associations so that the benefits and functions offered by 

the cooperatives will not overlap and be complementary. In other words, core firms in keiretsu (note the 

empirical period is 1970s and 1980s when subcontracting network represented as keiretsu system was 

working in discrete process industries) may offer small subcontractors inspection services for materials 

and final products and technical assistance in the production process. If small subcontractors were to 

join business cooperative associations, they may have preferred to be provided with financial assistance 

that might not have been obtained in subcontracting networks. The level and stability of an 

industry-level profit rate and output growth had no impact on SMEs’ propensity to join business 

cooperative associations, implying that member firms were not motivated by the improvement of the 

bargaining position in the product market. 

 

Impacts on TFP growth: a firm-level analysis 

Table 2 shows the results of treatment regression models without and with industry dummies. The 

inclusion of industry dummies does not affect the main results and both type of regression models show 
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that the participation in business cooperative association negatively affects SMEs' total factor 

productivity growth, even after controlling for unobservable firm-specific factors affecting both the 

participation in SME cooperatives and productivity growth. This is in line with another study on the 

Japanese industrial policy, although not exclusively focusing on SME policy, by Beason and Weinstein 

(1996) showing that policy instruments on tax, tariff, subsidy, and loans from the Japan Development 

Bank yielded no significant effect on an industry-level TFP growth. However, the results are more 

striking than those of the previous study in that the promotion of business cooperative associations had a 

negative effect on the TFP growth of SMEs. One interpretation is adverse selection, whereby assistance 

related to finance and production offered by business cooperative associations attracted unmotivated 

small firm managers (Urata and Kawai, 2002). Alternatively, activities in business cooperative 

associations might have been inappropriately designed so that participants might deteriorate their 

technological and/or managerial capabilities.  

 

The coefficients of RDI represent the rate of return to R&D, that is, R&D productivity. The results show 

that the rate of return to R&D is 5.6% in the model without industry dummies and 6.6% in the model 

with industry dummies. Considering the rate of return to R&D for all SMEs in the manufacturing sector 

is about 7.2% (not reported in the table), the inclusion of cooperative association dummy does not 

change R&D productivity greatly. It is reasonable that the royalty revenue from licensing out improves 

total factor productivity since it represents the quality of explicit or codified knowledge resources. 

However, the number of patents has a significantly negative impact on technological progress, which is 

opposite to the prediction. Technologies introduced from domestic and foreign firms via patent licensing 

do not affect productivity growth of SMEs.  

 

The results for the selection equation show that R&D-inactive firms are likely to join business 

cooperative associations, which is consistent with the results in Table 1 where IPR is (though 

insignificant) negatively correlated with F1 and F2. Subcontractors tend to join business cooperative 

associations. Taking account of the results in Table 1 where SUB is positively correlated with 

finance-driven activities while negatively correlated with production-driven activities, subcontractors 

might have joined cooperative associations in order to secure financial access through government 

affiliated financial institutions. Contrary to predictions, tangible-asset-labor ratio is negatively correlated 
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with the probability of SMEs to join business cooperative associations. Subsidiaries find it unnecessary 

to joint SME cooperatives since they are able to obtain financial and technological support from parent 

firms. Lastly, smaller and older SMEs tend to participate in SME cooperatives.  

 

Although uniquely developed in Japan, the case of SME cooperatives sheds light on the target, method, 

and dynamics of industrial policy. As shown in the estimation results of Equation 4, the program chiefly 

targeted less innovative SMEs. It is not surprising that this type of targeting made no contribution to the 

improvement of productivity. The results contrast with the findings that recent SME policies focusing 

on innovative firms show a positive program impact in terms of capital investment and firm growth 

(Motohashi, 2001; Harada and Honjo, 2005). Furthermore, the estimation results of Equations 1 and 2 

show that the policy implementation was through generating scale economies and mitigating financial 

constraint in the capital market, both of which were found to be detrimental to productivity growth. As 

discussed in Section 2, this policy instrument was originally aimed at the creation of a political base of 

the conservative government at that time, by offering small firm managers easier access to policy loans 

that could be used for bridge financing. With this in mind, it is reasonable that finance-driven activities 

explained a significant proportion of the variation in activities of business cooperative associations. 

Considering that they did not contribute to productivity growth, a financial advantage offered through 

SME cooperatives seemed to be exploited by member firms for operation, and not for innovation. The 

absence of positive program effects may have resulted from a failure of the policy to adapt to changes in 

business environments in the empirical period. In the seventies, many microelectronics innovations, 

such as numerically controlled machine tools, diffused among SMEs, and the rapid appreciation of the 

Yen in the mid-eighties accelerated foreign direct investments by large firms, which forced SMEs to 

follow core firms or to expand market globally on their own. These changes in business environments 

forced SMEs to recognize the importance of innovation and globalization, with which SME 

cooperatives were not supposed to deal. The fundamental reform of the SME Basic Law in 1999, which 

shifted the purpose of SME policy from supporting all SMEs as the socially vulnerable to the creation 

and promotion of innovative SMEs, can be regarded as the reflection of such dynamics of the policy 

environments. 

 

Another important implication of this policy instrument is with regard to spillover, which seems to be 
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very important when considering small firms’ innovative activities. Pioneering works in the economics 

of innovation suggest a positive correlation between firm size and innovation (Schumpeter, 1942; 

Galbraith, 1956). However, stylized facts from empirical studies indicate that scale economies do not 

prevail in the relationship between R&D input and output (Cohen, 1995). Rather, smaller firms tend to 

show higher R&D productivity (Griliches, 1980; Acs and Audretsch, 1990; Tsai and Wang, 2005). The 

absence of scale economies in innovation partially stems from the fact that interorganizational 

knowledge networks act as a significant source of small firms’ innovation (Freel, 2000; Rogers, 2004; 

Motohashi, 2005; Fukugawa, 2006; Okamuro, 2007; Nieto and Santamaria, 2010). This implies that by 

leveraging knowledge networks, small firms can have advantages in innovation against their larger 

counterparts. Though established as interfirm organizations, as defined by the SME Cooperative 

Association Law (Article 9-2), SME cooperatives were not originally designed to promote mutual 

learning among member firms. Instead, they virtually acted as a receiver of policy loans. This seemed to 

be a serious problem when innovation became more important for SMEs after the high-growth era in 

the sixties. This factor may also relate to a failure of the industrial policy to adapt to changes in business 

environments in the empirical period. 

 

CONCLUSION 

Although the establishment and promotion of SME cooperatives was one of the most prevalent SME 

policies in postwar Japan and SME cooperatives were prevalent at least until the seventies, few 

quantitative evaluation of this industrial policy had so far been conducted. Using an industry-level and a 

firm level datasets, this study quantitatively evaluated SMEs' motivations to participate in SME 

cooperatives, activities that members were engaged in SME cooperatives, and the impacts of SME 

cooperatives on total factor productivity growth of member firms. The key findings are as follows. 

SMEs in industries where the dependence on government-affiliated financial institutions was high 

tended to join SME cooperatives for finance-driven activities. SMEs in industries where the minimum 

efficient size was small tended to join production-driven activities. The participation in SME 

cooperatives was negatively correlated with the SMEs' total factor productivity growth, even after 

controlling for unobservable firm-specific factors influential both in productivity and the participation in 

SME cooperatives. As the negative effects of SME cooperatives on productivity growth imply the 

mismanagement of SME cooperatives, further empirical research, based on a cooperative-level dataset, 
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will need to examine how they were managed. In addition, because of the availability of the relevant 

dataset, the empirical period of this study was limited to that before the fundamental reform of SME 

policy. The fundamental reform of the SME Basic Law in 1999 shifted the purpose of SME policy from 

supporting all SMEs as the socially vulnerable to the creation and promotion of innovative SMEs. 

Future study also should take account of the impact of such shifts on how the way SME cooperatives 

were managed. 
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Figure 1 The number of SME cooperatives 

 

 

 

Notes 

Author's elaboration based on NFSBA (2000). 

BCA denotes business cooperative associations. Total denotes BCA and other forms of SME cooperatives. 
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Figure 2 The ratio of SMEs that join business cooperative associations 

 

 

Notes 

Author's elaboration based on the Ministry of Economy, Trade, and Industry's “Basic Survey on Manufacturing Structure and Activities”. 
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Figure 3 Factor loadings 

 

 

Notes  

the ratio of SMEs engaged in a particular type of activity in business cooperative associations  

See Section 2 for the definitions of variables. 
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Table 1 Estimated fixed-effect models 

 

N 76   76   

Equation 1   2   

Dependent variable F1   F2   

 
Coef. Std. Err. Significance Coef. Std. Err. Significance 

MES -.010 .011  -.030 .015 * 

PCMCV .067 .347  .248 .459  

SHGR .034 .066  .088 .087  

SUB 1.351 1.079  -1.930 1.425  

IPR -.943 4.041  -2.475 5.339  

GAFI 5.186 2.665 * 5.446 3.521  

_cons -.735 .722  1.971 .954 ** 

F test for pooled OLS .000  *** .000  *** 

Hausman test for random-effect .000  *** .022  ** 

sigma_u 1.182   1.297   

sigma_e .377   .499   

Rho .907   .871   

Note 

*** p<.01; ** p<.05; * p>.1 
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Table 2 Estimated treatment regression models  

N 9049 
  

9049 
  

Equation 3 
  

3 
  

 
Coef. Std. Err. Significance Coef. Std. Err. Significance 

Dependent variable TFP 
  

TFP 
  

RDI 0.056 0.016 *** 0.066 0.017 *** 

PATENT -3.6E-05 1.17E-05 *** -3.1E-05 0.00001 *** 

LICENSEOUT 0.025 0.006 *** 0.025 0.006 *** 

LICENSEIN 3.54E-06 3.11E-05 
 

3.25E-06 3.04E-05 
 

BCA -0.032 0.003 *** -0.030 0.003 *** 

TFP92 -0.183 0.003 *** -0.182 0.003 *** 

_cons 0.207 0.004 *** 0.193 0.012 *** 

Industry dummy  No 
  

Yes 
  

       Equation 4 
  

4 
  

Dependent variable BCA 
  

BCA 
  

RDI -1.785 0.323 *** -0.855 0.316 *** 

PATENT -0.0003 0.0004 
 

-0.0002 0.0004 
 

ADI -1.502 1.158 
 

-0.292 1.220 
 

EXPORT -0.277 0.181 
 

-0.058 0.183 
 

INTERNET 0.255 0.043 *** 0.253 0.044 *** 

INTRANET 0.319 0.032 *** 0.327 0.032 *** 

ORDINARYP -0.039 0.128 
 

0.029 0.139 
 

CAPLAB -0.005 0.001 *** -0.006 0.001 *** 

SUBSIDIARY -0.488 0.035 *** -0.480 0.035 *** 

SUBCONTRACTOR 0.131 0.029 *** 0.193 0.031 *** 

SIZE -0.081 0.023 *** -0.077 0.024 *** 

AGE 0.014 0.001 *** 0.013 0.001 *** 

_cons -0.514 0.123 *** -0.414 0.406 
 

Industry dummy No 
  

Yes 
  

/athrho 0.275 0.034 *** 0.255 0.034 *** 

/lnsigma -2.682 0.020 *** -2.691 0.019 *** 

  
      

Rho 0.268 0.032 
 

0.249 0.032 
 

Sigma 0.068 0.001 
 

0.067 0.001 
 

Lambda 0.018 0.002 
 

0.016 0.002 
 

  
      

Wald test of rho = 0 
  

*** 
  

*** 

 

Note 

*** p<.01; ** p<.05; * p>.1 
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Appendix Figure 1 Finance-driven activities in SME cooperatives 
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Appendix Figure 2 Production-driven activities in SME cooperatives 
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Abstract  

Access to resources like information, knowledge and social support is crucial for the 

performance of small businesses. Informal and formal networks are often the channels for 

transferring these resources. Little research has paid attention to an important type of 

networks: cooptative. However, cooptative networks are critical for professionals as they 

allow access to social, political and financial resources. We propose to help young 

entrepreneurs to choose the networks most useful for their needs. Indeed, it is complicated for 

young entrepreneurs to know why and how to select networks. Based on 11 interviews, we 

create a typology which positions cooptation networks according to value and status 

homophilies. 

 

Keywords: cooptation, networks, social capital, entrepreneurs. 
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INTRODUCTION 

SME CEOs are increasingly embedded in a variety of networks to help their firms access 

informal resources like information, knowledge, political support and advice (Granovetter, 

1973; Burt, 1992; Ingram and Roberts, 2003). The access to resources can be facilitated by 

formal networks such as business clubs or associations. Some of these clubs offer members 

the opportunity to meet other community professional people to exchange advice, information 

and knowledge, and so on. Many are also well known for their substantial charitable work. 

The common feature for these types of clubs is the membership process: all potential 

members must be sponsored by a current member and then elected. For these reasons, we 

refer to these clubs as cooptation networks. 

To our knowledge, little research has focused on the benefits of membership in these 

networks. Moreover, little has been published on the cooptation process. The only papers 

about cooptation have focused on the board interlock ties (Pfeffer, 1972; Burt, 1980, 1983; 

Galaskiewicz et al., 1985; Westphal et al., 2006). Therefore, this exploratory study sought to 

draw up a typology of some of the well-known clubs in France. We want to better equip SME 

CEOs to choose the appropriate network wisely, according to their professional and personal 

expectations. 

Firstly, we present a literature review about social capital, cooptation and homophily. Based 

on this literature, we position these networks according to two axes: status homophily and 

value homophily. Secondly, we present the sample, the interview protocol and the data 

processing. Our results are used to draw up a typology of cooptation networks. 

 

LITERATURE 

Social capital and social resources 

Social resources are intangible assets provided by social networks. The literature about social 

capital highlights the configurations that optimize the outputs of network use. Some authors 

have referred to embeddedness (Granovetter, 1985) to designate situations where business 

decisions appear to be governed by social framing and the structure of the network of social 

ties (Uzzi, 1997; Yli-Renko and Autio, 1998), whereas others have evoked social networks 
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(BarNir and Smith, 2002; Molina-Morales and Martinez-Fernandez, 2010) or social resources 

(Lin, 1999).  

Adler and Kwon (2002) showed that social networks and social resources are the two streams 

of the broader concept of social capital. One stream emphasizes the collective dimension of 

social relationships, seeing social capital as “an attribute of a social unit, rather than an 

individual” (Inkpen and Tsang, 2005: 150) and as a public good that is shared, available to, 

and bringing benefits to all members of a group (Inkpen and Tsang, 2005). This is the case for 

cooptation networks. The other stream sees social capital more as “a private good” (Inkpen 

and Tsang, 2005: 150), based on the notion that the configuration of social ties surrounding an 

actor is highly idiosyncratic and can therefore bring unique advantages to one actor over 

others. 

This latter research stream clearly established that the ideal configuration of social capital has 

to be analyzed in terms of the quality and structure of the ties surrounding an actor rather than 

their number (Adler and Kwon, 2002). Both these qualitative and structural dimensions have 

been discussed, raising two theoretical debates, one over the benefits of weak versus strong 

ties (Granovetter, 1973; Hansen, 1999) and the other over the benefits of dense networks of 

interconnected contacts versus sparse networks of unrelated others (Burt, 1992). 

 

Cooptation 

According to Selznick (1949, p.13), “cooptation is the process of absorbing new elements into 

the leadership or policy-determining structure of an organization as a means of averting 

threats to its stability or existence”. For us, cooptation is the process of selecting and 

integrating a person into a socially distinguished group.  The selection is very important 

because the majority of the group must be convinced that the person will fit well with the 

group members. This definition emphasizes the two main aspects: the entry conditions which 

dictate the selection process and the homophily in the group (McPherson et al., 2001). 

The selection process of a network is an indicator of the quality of the network. Prestigious 

networks are highly selective and this selectivity is part of the cooptation process. Indeed, to 

reproduce the same social structure, members have to integrate people who are similar.  

  



4 
 

Homophily 

The concept of homophily is central to our paper. “Homophily is the principle that a contact 

between similar people occurs at a higher rate than among dissimilar people” (Mc Pherson et 

al., 2001, p. 416). Thus, entrepreneurs who participate in a cooptation network are looking for 

homophilous relationships: “Birds of a feather flock together”. After a brief review of the 

relevant literature, we chose two types first introduced by Lazarsfeld and Merton (1954) as 

most pertinent for our research question: status homophily and value homophily. 

Status homophily refers to the tendency of people to interact with others of the same 

socioeconomic status. This can be formal (for example, two lawyers) or informal (one 

researcher in biotechnology and one in management). For McPherson et al. (2001), status 

homophily includes the major sociodemographic dimensions that stratify society-ascribed 

characteristics like race, ethnicity, and so on, and acquired features like religion, education, 

and so on. Entrepreneurs should be interested in exchanging with other entrepreneurs because 

of the similarity of their professional problems. Integrating a network composed of 

entrepreneurs is a source of expertise for each member and a way to exchange relevant 

information.  

Value homophily refers to the tendency of people to interact with others holding the same 

values. For entrepreneurs, cooptation networks are a potential means to develop and share 

values. Although certain networks are business oriented, some are much more socially 

oriented, such as service clubs (for example, the Lions Club and the Rotary Club). In any 

case, these networks provide entrepreneurs with opportunities for self-development. 

In this exploratory research, we construct profiles of cooptation networks based on their 

respective positioning on status homophily and value homophily. 
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Figure 1: Homophily positioning 

 

 

METHODOLOGY 

 

Cooptation networks 

Our sample is composed of 9 active members of a variety of cooptation networks and 2 

experts of these networks: a consultant and a journalist. On average, the membership fee is 

300-400 euros per year. People in these networks meet one or two times per month (except for 

Freemasons for whom the number of meetings depends on the Masonic degree). 

These networks are: 

- The Grande Loge Nationale Française (GLNF) is a French Masonic obedience 

created in 1913. It is the only obedience that is recognized by the United Grand Lodge 

of England, which means that the GLNF is the only official regular obedience in 

France. As a Masonic obedience, the GLNF is a hierarchical organization at the 

national and local levels. The goal of every mason is to leave the secular world and 

enter the spiritual world through rites. Masons seek a spiritual life and self-

improvement within a brotherhood.  
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- The international Rotary Club was created in 1905 by a lawyer in Chicago. The main 

goal of the Rotary Club is to promote a better world through the actions of its 

members. It is a professional club and not just a humanitarian organization. Members 

stay in close contact and develop skills and competences at their conferences and 

meetings.  

 

- The Lions Club was created in 1920. Its mission is to empower volunteers to serve 

their communities. Members can connect with other members to develop humanitarian 

projects at local and international levels. Members are expected to have or develop 

leadership skills to carry out actions that will positively impact people’s lives.  

 

- The Entrepreneurs et Dirigeants Chrétiens (EDC; French Christian Entrepreneurs and 

CEOs network) is a small network that is part of a much larger one, UNIAPAC 

(UNion Internationale des Associations PAtronales Catholiques). The EDC network 

was created at the beginning of the 20
th

 century. The goal of the organization is to 

enhance people’s lives and to study social problems from the Christian point of view. 

Members pray together and are supported by a preacher.   

 

- The International Order of Anysetiers (L’Ordre International des Anysetiers) is an 

organization dedicated to the virtues symbolized by the anise flower. In the 12
th

 

century, an association of caregivers became the Order of Anysetiers because of the 

medical virtues of anise flower. In the 1950s, the Order was revived by people wanted 

to help others in their community.  

 

- The World Association of Women Entrepreneurs (WAWE; Femme Chef d’Entreprise) 

has one goal: promoting and reinforcing women’s entrepreneurial initiatives 

worldwide. To belong to WAWE, you need to be a woman and to be a manager or a 

CEO. It was created in France in 1945 and became international two years later. 

Women participate in WAWE look for information exchanges, help, solidarity 

between members. 

 

- CEOs and Sales Representatives of France (Dirigeants et Commerciaux de France) is 

a business network created in 1930. DCF members deal with economic and 

management topics once a month. 
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- The Montpellier Presidents’ Club (Le club des Présidents). This is a supranetwork of 

the presidents of the main economic organizations of Montpellier (south of France). 

The goal is to coordinate schedules in order to carry out economic events together. 

 

- Jacques Molénat is a journalist specialized in cooptation networks located in the south 

of France and especially Freemasonry. 

 

- Florian Mantione is a consultant who is well-known for his expertise in networks. 

Many of our interviewees recommended that we contact him for information about 

networking. 

 

Sample 

 

Please find the interviewee features of our sample in Table 1. 
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Network name  Interviewee’s Professional and social features  Function in the network  

Lions Club A female management coach who is 56 years old.  She was previously the manager of a Lions 

club for 15 years in the south of France.  

Rotary Club He is a retiree. He is 60. He is a district secretary of a Rotary Club in 

the south of France.  

Entrepreneurs et Dirigeants 

Chrétiens (EDC) 

A female consultant in human resource management. 

She is 55 years old. 

She is the assistant of the district chief in 

the EDC network.  

Dirigeants Commerciaux de 

France (DCF). 

CEO of an Insurance company. He is 39 years old. He is DCF President at the local level (big 

city in the south of France).  

Ordre des Anysetiers He is a retiree. He is the Associate Director at the national 

level.  

Femme Chefs d’Entreprise CEO of a restaurant/hotel.  She is the district responsible. 

GLNF CEO of several SMEs. He is 47 years old.  He is in charge of the Lodge.  

GLNF Real estate agent for 20 years. He is 46 years old. He is an deacon in the Lodge.  

Club des Présidents Director of the greater Montpellier district. She is President of the Montpellier 

President’s Club.  

Florian Mantione Director in a consultancy in the south of France.  He belongs to many cooptation networks 

and has created several networks.  

Jacques Molénat News magazine journalist: L’Express. He is an 

expert on networks in the south if France.  

He does not belong to a network.  
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Interview protocol and data processing 

We conducted an individual semi-directive interview with all participants. Each interview 

lasted at least 1 hour, although some were conducted by telephone due to difficulties in time 

scheduling. This concerns the general secretary of “Ordre des Anysetiers” and the journalist 

of L’Express which is a French leading weekly news magazine. We were not authorized to 

record these interviews because of the sensitive nature of some of the interview contents, but 

extensive notes were taken.  

This research is exploratory (Miles & Huberman, 1991). We took notes about the 

predetermined theoretical parts we wanted to deal with: presentation of the network, types of 

homophily, network involvement, relative importance of the networks, multiplexity and 

control variables. Profiles emerged from the analysis of our notes. We also use some quotes to 

illustrate these profiles. 
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RESULTS 

We positioned the cooptation networks on the theoretical model and we identified 3 groups.  

 

Table 2: Cooptation network positioning 

 

  

 

Group 1: These networks are business-oriented and are focused on a specified target: women, 

CEOs, sales representatives: the WAWE (Femme Chefs d’Entreprise) and CEOs and Sales 

Representatives of France (Dirigeants et Commerciaux de France). These networks connect 

people for business reasons. Members are recruited by cooptation and also through open 

application. Selectivity is not very high because homophily is overall based on status.  

 

“To enter in the DCF network, people have to come two times in our meetings and explain 

their motivations” (Dirigeants et Commerciaux de France). 

“To belong to FCE, you need to be a woman and to be a CEO (or in charge of your 

company)” (Femme Chefs d’Entreprise). 

 

Group 2: These networks are both business and social action-oriented: Rotary Club and Lions 

Club. Members participate in charity events and networking. They exchange professional 

advice and work to improve people’s quality of life. Historically, the degree of selectivity has 

Gr 1 Gr 2 Gr 3 
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been high because members were expected to be well-known in the community and engaged 

in social actions. Today, more and more people are encouraged to become members. 

 

“We recruit the best. People with quality like CEOs, liberal professions, people with 

responsibility”(Rotary Club). 

“At the Lions Club, people enter by cooptation (…) It is forbidden to use the Lions directory 

for professional reasons” (Lions Club). 

 

Group 3: This network is only social action-oriented and helps entrepreneurs who share the 

same values and to implement these values in their jobs: French Christian Entrepreneurs and 

CEOs network (Entrepreneurs et Dirigeants Chrétiens) and International Order of Anysetiers 

(L’Ordre International des Anysetiers). To avoid competition and conflicts, they encourage 

members from a wide range of professional activities. Thus, members are in these networks 

only because of value homophily. 

 

“To belong to EDC you need to be a Christian, or to have affinity with Christian values, and 

to be a CEO” (Entrepreneurs et Dirigeants Chrétiens). 

“We recruit by cooptation: the candidate must be nice and can help sad people”(L’Ordre 

International des Anysetiers). 

  

We found that there is a specificity for the Freemasons’ cooptation network. Indeed, there is 

no official criterion regarding status but, in fact, people from the lower socioeconomic classes 

are underrepresented because of the low probability that they are friendly with people from 

higher classes. The people who propose candidates for membership generally select from their 

own milieu. Thus, there is a social reproduction (Bourdieu & Passeron, 1970) which limits the 

relationship heterophily.  

 

“To enter at the GLNF:  

- You need to believe in God, 

- You must not be condemned by justice, 

- You must not belong to a nationalist political party”(Grande Loge Nationale 

Française) 

 



12 
 

The Montpellier Presidents’ Club is not represented. Indeed, this network is only useful for 

coordinating the different schedules between the networks; for example, to avoid holding a 

conference on the same evening, to share costs for a common event, and so on. 

 

DISCUSSION 

The role of networks is central for entrepreneurs. It is crucial for them to be connected to 

resources such as strategic information, expertise, social support and so on (Granovetter, 

1973; Burt, 1992; Lin, 1999). The literature on social networks has emphasized these outputs 

but little research has focused on the role of cooptation networks. However, these networks 

are often well-known to journalists, business people, politicians and the local communities in 

which they operate. They therefore merit a closer look from researchers. 

Our goal is to better equip SME CEOs to choose the appropriate network wisely, according to 

their professional and personal expectations. This is the managerial implication of our paper. 

We provide a guide to entrepreneurs so that they can be efficient in their networking 

activities.  

We also contribute to the literature by studying cooptation networks (Selznick, 1949; 

McPherson et al., 2001). We propose a social network perspective based on homophily to 

describe these networks.  

Nevertheless, our sample is composed of only 11 interviews. Our results could be 

strengthened through more extensive research on cooptation networks. We plan to contact 

other cooptation networks and to refine our analysis by distinguishing the different types of 

value and status homophily. 
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Abstract 

While the literature on coopetitive strategies is expanding, the question of drivers has received 

only little attention. Many of reasons for the coopetition choice remain to be determined. 

Moreover, the importance of coopetition is greater in the SME context because, in addition to 

their limited resources, SMEs face many other challenges (Gnyawali and Park, 2009). The 

data on the coopetition drivers of these SMEs are particularly sparse. We address this gap in 

literature by exploring the drivers of SME coopetion in the French wine industry. For this 

particularly dynamic and competitive industry our findings reveal that the need to manage the 

coopetitive relationship and launch barriers to entry leads to a phase of formalization. 

Strategic phases, with distinct drivers, are necessary for long-term coopetitive strategy. 

Psychological and sociological drivers appear essential to engage owner-managers in a 

sustainable coopetitive strategy. 
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INTRODUCTION 

Paradoxically, the globalization of markets, and the intensification of competition that ensues 

from it, rose from the very significant development of cooperative relationships between rival 

firms (Contractor and Lorange, 1988). The intensification of competition came with a 

strengthening of the collaboration between firms (Powell et al., 1996). Firms developed 

mutual interdependence and, combined critical skills, in order to achieve competitive 

advantages that they would not have reached on their own (Stabell and Fjeldstad, 1998). Yet 

in 1998, Harbison and Pekar revealed that fifty percent of collaborative relationships 

concerned firms of the same industry. Beyond their respective intensification, competition and 

cooperation coexist and influence the firm’s strategic actions (Gnyawali et al., 2007; Walley, 

2007). Ray Noorda, the CEO of Novell, to characterize simultaneous relationships of 

competition and cooperation, coined the neologism “coopetition”. It defines a real alternative 

to the competitive and cooperative paradigms that Lado et al. (1997) consider as dominant in 

strategic management. 

SMEs develop relationships in an economic environment that requires them to face the 

challenges of globalization and innovation. SMEs tend to become allied not only with the big 

partner groups but also more and more with SMEs in competition. These alliances exceed 

mostly the frame of dyadic strategic alliances (Hamel, Doz, and Prahalad, 1989; Dussauge 

and Garrette, 1991) to become more multilateral forms (Gulati, 1995), even to the point of 

integrating a large number of SMEs in the same industry (Le Roy, 2008). Some scholars have 

introduced the concept of horizontal relationships among numerous partners with multi-

partner alliances (Browning et al., 1995), multilateral alliances (Gulati, 1995), alliance 

constellations (Gomes-Casseres, 1996) or multi-firm alliances (Hwang and Burgers, 1997). 

The coopetition theory (Brandenburger and Nalebuff, 1996; Bengtsson and Kock, 1999) deals 

with the simultaneous relationships of cooperation and competition. Extending the theory, 

Dagnino and Padula (2002) highlight the involvement of numerous partners as possible. The 
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highly dynamic and competitive environments foster the implementation of collective 

strategies (Astley and Fombrun, 1983; Bresser and Harl, 1986), particularly in fragmented 

industries (Dollinger and Golden, 1992). Small businesses seek a form of interdependence 

that can thus guarantee the survival of the species (Dollinger, 1990). Thereby, the coopetition 

relationship may become the dominant logic in many industries (Baumard, 2009). We 

consider the wine industry, a particularly dynamic and competitive environment where 

several SMEs compete, favorable for developing coopetition among numerous partners.  

Although some scholars highlight the drivers of coopetition (Bengtsson and Kock, 1999; 

Gnyawali and Park, 2007; Gnyawali et al., 2007; Mariani, 2007; Czakon, 2009; Tidström, 

2009), none has yet specifically focused on this question. Research shows that some firms 

focus their strategy only on the coopetition relationship while others refuse to adopt it 

(Gnyawali and Park, 2009). All the reasons that lead to this choice must still be determined. 

From this perspective, Bengtsson et al. (2010) propose more studies on the levers that 

facilitate cooperation and competition. With respect to firm survival, Merrifield (2007) argues 

that collaboration is critical for SMEs. While the coopetitive strategies of large firms are in 

the frontline of interest, coopetition is no longer exclusive to large firms, as many SMEs have 

also developed these strategies (Gnyawali and Park, 2009; Le Roy and Yami, 2009; Dana, 

Etemad, and Wright, 2000). According to Gnyawali and Park (2009), the importance of 

coopetition is greater in the context of SMEs because, in addition to their limited resources, 

these firms face many other challenges. 

Few studies address the question of coopetition drivers in SMEs context (Kock, Nisuls, and 

Söderqvist, 2010; Czakon, 2009; Vanyushyn, Holmlund, and Kock, 2009; Le Roy, 2008; 

Yami, 2008). Yet, given their specificities, SMEs deserve more attention in the study of 

drivers. Their owner-managers are central to strategy decision and their size could lead them 

to coopete simply to survive. We argue that the study of SMEs requires a longitudinal 
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approach and the identification of psychological and sociological drivers. This paper presents 

the longitudinal case study of Pic Saint-Loup SMEs in the wine industry. 

Our research shows that the need to manage the coopetitive relationship and to launch barriers 

to entry lead to a phase of formalization. Strategic phases, with distinct drivers, are necessary 

to allow the longevity of the coopetitive strategy. Psychological and sociological drivers 

appear essential to engage owner-managers in a sustainable coopetitive strategy. 

 

1. LITERATURE 

1.1. Drivers of horizontal relationships 

The structural approach of Porter (1982), which focuses on the rivalry between firms, 

emphasizes the role of the sector in selecting firms. Firms seek to develop a competitive 

advantage that generates value, a sine qua non condition of survival (Hill, 1990). The 

approaches of dynamic competitive strategies (Smith et al., 1992) and hypercompetition 

(D'Aveni, 1995) tend to reinforce this competitive paradigm. However, at a macro level, 

organizations can develop strategic interactions in a more proactive approach (Astley and Van 

de Ven, 1983). Thus, to cope with the environmental turbulence created by the actions taken 

independently by each organization (Emery and Trist, 1965), firms may collectively reach a 

level of interdependence and protection (Astley and Van de Ven, 1983). In highly competitive 

and dynamic environments, firms engage in collective strategies to reduce the environmental 

turbulences (Astley and Fombrun, 1983; Bresser and Harl, 1986). 

Studies on coopetition have long been interested in the reasons that push competitors to 

engage in cooperative relationships. According to Bengtsson and Kock (1999), the need for 

external resources, and having a relatively strong position in the sector, are factors that lead to 

the adoption of coopetition. Firm resources seem to play an important role in driving a firm’s 

competitive action (Chen, 1996; Smith, Ferrier, and Ndofor, 2001). Gnyawali and Madhavan 

(2001) specify that network resources also play an important role. Consequently, firms with a 
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structural position in the network use them and benefit from competitive opportunities. Firms 

can be driven by either a countering motive to reduce the benefits enjoyed by a competitor or 

a clustering motive to syndicate the unique resources and competencies of each for common 

purposes (Madhavan, Gnyawali, and He, 2004). Coopetition must provide opportunities to 

learn about the partners and permit access to network resources (Gnyawali et al., 2006). Firms 

could engage in a coopetitive relationship to advance common interests (Mariani, 2007) or 

seek to reduce competitor advantages (Gnyawali et al., 2007). 

Gnyawali and Park (2007) identify short product life cycle, technological convergence, and 

higher Research and Development (R&D) costs as the main factors that contribute to the 

development of coopetition in high technology industries. Short life cycles promote 

cooperation by requiring greater speed of production and a reduction in R&D time. 

Technological convergence promotes resources complementarities and the temptation to 

impose industry standards among rivals. Finally, the spiraling costs of R&D motivate firms to 

cooperate. Furthermore, Gnyawali and Park (2007) argue that firms that engage in a proactive 

approach have a resource base above that of their rivals, and managers able to manage 

paradoxical situations. They are thus more likely to engage in the coopetitive process and 

benefit from it. 

 

1.2. Drivers of SMEs coopetition strategies 

Eikebrokk and Olsen (2005) show empirically that a coopetition strategy allows SMEs to 

combine complementary strengths to develop their products and technology. SMEs create 

economies of scale, share risk or leverage resources together by collaborating with 

competitors (Morris, Kocak, and Özer, 2007). They develop reciprocal interdependence, 

combining complementary strengths to attain competitive advantages that are superior to 

those possible when acting alone (Etemad, Wright, and Dana, 2001; Stabell and Fjeldstad, 
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1998). Studying the fishing industry, Le Roy (2008) identifies opportunities and threats for 

collective strategies among SMEs: while cooperation between competing SMEs allows the 

creation of a new industry to the benefit of the SMEs, the entry of large multinational firms 

threaten the success of such a specific SME strategy. Gnyawali and Park (2009) argue that the 

strategy of co-opetition helps SMEs to develop their ability to drive their technological 

innovations. Pursuing strategies of coopetition is easier for SMEs than large firms because the 

low formalization of both their structure and procedures facilitates the testing of this new 

relationship. SMEs that are proactive in building technological capabilities use the coopetition 

strategy to create joint profits and overcome industry pressure. Analyzing the relationships 

between SMEs and franchisors in the banking industry, Czakon (2009) reveals that the 

asymmetry of power may be a major reason for the formation of inter-organizational 

relationships. According to Tidström (2009), SMEs need especially to coopete in order to 

develop, survive or access resources. Vanyushyn, Holmlund, and Kock (2009) analyze the 

link between the objectives guiding Finnish SMEs with coopetitive strategies and the 

motivations of these firms with regard to exportation. They explain cooperation with 

competitors by a high motivation to internationalize. Kock, Nisuls, and Söderqvist (2010) 

confirm that coopetition supplies opportunities for international development. 

The SME director is thus central to the firm (Carland, Hoy, Boulton, and Carland, 1984). 

Recent studies show that coopetition operates at different levels (Bengtsson and Kock, 2001; 

Walley, 2007). Thus, the individual level can affect the inter-organizational level. Yami 

(2008) shows that the success or failure of a collective strategy implementation among SMEs 

depends on the directors’ perceptions with regard to the strategy. The SME owner-manager, 

in charge of the firm strategy, plays an important role in the relationship choice.  



 7 

Given these findings, the reasons that lead owner-managers to engage in a paradoxical 

relationship, their cognitive representations and, their capabilities, must be taken into 

consideration in the study of SMEs coopetition drivers. 

 

2. METHODS 

In order to analyze the coopetitive strategies of SMEs in the wine industry, a particularly 

dynamic and competitive environment where numerous SMEs compete, we suggest a case 

study. According to Yin (1994), the case study examines a contemporary phenomenon within 

its real context. It is particularly relevant when boundaries between the phenomenon and the 

context are not obvious. The case study also seems particularly adapted to the study of new 

phenomena (Eisenhardt, 1989; Yin, 1994).  

We investigate in-depth the case of Pic Saint-Loup winemakers in Languedoc-Roussillon, a 

region in southern France. In the Pic Saint-Loup area, three winemaking cooperatives and 

forty-five independent winemaking SMEs cooperate while remaining in direct competition 

with one another. Several external factors explain the development of the Pic Saint-Loup 

coopetitive strategies in the eighties. Historically, the Languedoc-Roussillon region produced 

cheap wines especially for the domestic market with low overseas export perspectives. The 

regional area of production decreased as the demand for quality wines increased. 

Furthermore, the high number of winemaking cooperatives - reliant on pure cooperation, 

governed by associated winegrowers, and composed of many little familial firms - diminished 

the competitive flexibility and the ability to benefit from market opportunities. In this context, 

a large part of the winemakers federated with the goal of improving the quality of regional 

production by using the French wine label “Appellation d’Orgine Contrôlée”. This label 

recognizes the qualitative distinctiveness of the “terroir”. In 1985, they thus launched the 

regional controlled denomination of origin “Coteaux du Languedoc”, in a regional strategy of 

differentiation. 
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According to Bresser and Harl (1986), timing is crucial in evaluating this kind of strategy. A 

longitudinal approach including multiple levels of analysis was chosen. Our longitudinal 

qualitative research covers an exploratory period of four years, including two stages of 

interviews and observation (firm level), and our historical approach covers the twenty years 

since the launch of the initial coopetitive strategy at the end of eighties (aggregate level). The 

first stage in 2004 consisted of sixteen unstructured interviews conducted in a conversational 

manner with wine industry experts, winemakers, and wine union salaries. The data of the 

second stage were collected in forty-five semi-structured in-depth interviews between 2005 

and 2008 with owner-managers of independent winemaking firms, managers and chairmen of 

winemaking cooperative, oenologists, journalists, competitors, union and professional 

organization managers, sellers and experts of the wine industry. 

Given the need to use the memory of actors involved in the coopetition strategy and to 

consider their cognitive perception, data collection was carried out by triangulation (Campbell 

and Fiske, 1959; Jick, 1979; Patton, 1990). The use of a sample with very different 

interviewees facilitates the triangulation process and the external validation of the results 

(Cook and Campbell, 1979). In order to facilitate access to strategic information, we used 

snowball sampling to obtain our respondents (Goodman, 1961; Patton, 1990; Kuezl, 1992) in 

order to take a piece of a large universe (Miles and Huberman, 1994) to ensure understanding 

of the phenomenon. The first exploratory stage highlighted the development of competitive 

strategies in a southern French wine industry, the exemplary case of Pic Saint-Loup, and 

permitted us to meet the President and the manager of the Pic Saint-Loup union. These two 

key players recommended the first people that we met. Subsequently, these first people 

recommended each of the individuals interviewed. Our sample was completed when we 

obtained saturation of the data (Glaser and Strauss, 1967). 
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All the interviews, recorded by means of a Dictaphone voice-recording device, were 

systematically complemented by site visits, observations and dialogues. The findings were 

transcribed and analyzed to manually extract the coded segments (Miles and Huberman, 

1994) with interview identification numbers. The analysis did not need complex data 

management and was done with word-processing software. These segments were subjected to 

thematic content analysis. 

 

3. FINDINGS 

3.1. Economic drivers of coopetition among SMEs 

In the beginning of the eighties, all the Pic Saint-Loup winegrowers are members of a 

winemaking cooperative. During the launching of the regional controlled denomination of 

origin “Coteaux du Languedoc”, all the winemaking cooperatives of Pic Saint-Loup want to 

belong to this regional denomination. Because of the low quality of their wine, the Pic Saint-

Loup winemaking cooperatives aren’t initially accepted into the “Coteaux du Languedoc” 

project. In a second step, they are close to a definitive refusal. Finally, the regional 

denomination is launched in 1985, including the Pic Saint-Loup area. 

This failure of winemaking cooperatives to be directly accepted into the “Coteaux du 

Languedoc” project has a profound effect on the Pic Saint-Loup winegrowers. They become 

aware that without an important change, they are threatened with a progressive reduction in 

their production. They perceive a risk of disappearance. A part of them leave the winemaking 

cooperatives to become independent winemakers in competition and to master their individual 

destinies. They become family-owned estates and, because their limited size doesn’t permit 

them to act alone, they join a Pic Saint-Loup union of winemaking cooperative and 

independent winemakers to launch a collective strategy. All the Pic Saint-Loup coopetitors 

are SMEs. They proactively implement a collective strategy of quality differentiation with a 

collective brand “Pic Saint-Loup”. In fact, the news partners in coopetition cooperate under a 
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collective brand, while directly selling their individual brands in competition. While the 

collective brand allows a global approach, the individual brands compete with each other. 

At the launch of a coopetitive strategy at the end of the eighties, seven SMEs are involved in 

an informal strategy of qualitative differentiation. Quickly, the strategy of coopetition has 

gone through a phase of formalization. The SMEs in coopetition remobilize an old union in 

order to federate. The creation of a formal coopetitive structure proved essential to unite the 

members and provide external recognition. The trade association of Pic Saint-Loup works in a 

democratic fashion to defend the interests of its members. 

The formalization of the coopetitive strategy evolves in order to erect barriers to entry and 

ensure compliance with the quality control of products. The coopetitive structure guarantees 

control of the wine quality, as well as respect for the collective practices, as set by a 1994 

decree of production. By setting high production standards and limiting the zone of 

production, the decree created several barriers to entry and limited opportunist behaviors. 

Thereby, the activities of the Pic Saint-Loup union aim at promoting the collective brand, 

setting the conditions for production, and diffusing information to members. The 

formalization also permits the organization of collective projects around ad hoc commissions 

composed as a function of the members’ competencies and the collection of a membership fee 

proportional to the reported production, which ensures the salary of the collective manager. 

Protecting the collective brand is accomplished through a third stage of formalization. As a 

regional strategy, the union members want the recognition of a prestigious French wine label: 

the regional controlled denomination of origin “Pic Saint-Loup”. Since the constitution of a 

technical candidature in 2001, the union is still waiting for acceptance, which may take 

several years. The candidature was made in order to enhance the barriers to entry and develop 

a differentiation strategy. This new project also permits the partners to engage in a new 

strategic phase, perhaps necessary for success. In 2008, at the end of the longitudinal study, 
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the Pic Saint-Loup union included three winemaking cooperatives and forty-five independent 

winemakers. In 2012, the number of partners reaches fifty-seven structures with nine news 

independent winemakers. 

 

3.2.Psychological and sociologic drivers of coopetition among SMEs 

Table 1 below presents the professional features of the twenty-three Pic Saint-Loup owner-

managers interviewed. We analyzed their careers, additional professional activities, level of 

initial training, and their geographical origins. 

 

Table 1. Pic Saint-Loup owner-managers professional features 

Members Type Size Career Additional activities Studies Origin 

A IW* 8,5 Winegrower Union Chairman - PSL 

B IW 9 
Civil servant and CW 

Chairman 
- Bac+2 PSL 

C IW 5 
Employee of the food 

industry 
- Bac*** Bordeaux 

D IW 5 Military - - PSL 

E IW 10 Winegrower Union Chairman - PSL 

F IW 2 
Administrator in the 

National Assembly 
- Bac+2 Angers 

G IW 2 Audio-visual technician - Bac+2 Paris 

H IW 9 Economy researcher 
Union Vice-President and owner-

manager of a trading company 
Engineer Toulouse 

I IW 2 Marketing manager - Licence Belgium 

J IW 3 Winegrower abroad - Bac + 2 PSL 

K IW 2 Member associations Member associations Master 1 PSL 

L IW 3,5 
Chamber of agriculture 

technicien 
House rental owner-manager Master 2 Montpellier 

M IW 2 
Owner-manager of a 

paramedical laboratory 
Paramedical laboratory Director Master 1 PSL 

N IW 4 Mayor Union and CW Chairman Licence PSL 

O IW 5 Winegrower - Bac+2 PSL 

P CW** 10 Winegrower Teacher and CW Chairman Phd PSL 

Q CW 8 Winegrower CW Chairman Bac PSL 

R CW 17 Oenologist - Engineer Narbonne 

S IW 1 Professor of history Technical Director Engineer Bourgogne 

T IW 1 Winegrower - Bac PSL 

U IW 2 
Owner-manager of a 

transport company 
- - PSL 

V IW 2 Marketing and export. - Bac+2 PSL 

W IW 1 Computer expert - Bac+2 Montpellier 

*Independent Winemaking **Cooperative Winemaking *** Baccalaureate 
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We can see that only seven owner-managers of the twenty-three interviewed come from a 

traditional winegrowing background. All of these seven are from the Pic Saint-Loup area, and 

one of them worked in New Zealand and Burgundy before settling in the area.  

The other sixteen have diverse professional careers like civil servant, computer expert, 

audiovisual technician, teacher, oenologist, military, mayor, employee in marketing and 

exportation, administrator at the National Assembly, technician in the food industry or 

chamber of agriculture, owner-manager in transport or paramedical industry, and active 

member of various associations. 

Ten owner-managers have a complementary professional activity in addition to their function. 

Among them, three practice two complementary professional activities. Three of them are 

chairmen of a professional organization, two others have a technical activity as director or as 

councilor, and three are owner-managers of company (trade, house rental and paramedical 

laboratory). There is also a teacher and one of them is deeply involved in several local 

associations. Although this feature does not appear in Table 1, we clarify that most of the 

owner-managers interviewed are members of local associations. All these significant 

additional professional activities require complex skills such as management and strategy. 

We also find that nine of twenty-three owner-managers, thirty-nine percent of them, are not 

from the Pic Saint-Loup area. Six of them, representing twenty-six percent of the total, are not 

native to the Languedoc-Roussillon region. All these nine exercised another professional 

activity before becoming winemaker. If we look closer, only two owner-managers, less than 

ten percent of the respondents, are pure winemakers coming from the Pic Saint-Loup area 

without additional professional activities. 
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4. DISCUSSION 

4.1. Drivers of coopetition formalization 

Small firms have been characterized by their low formalization (Mintzberg, 1979), both intra-

firm (Torres and Julien, 2001) and inter-firm (Wright and Dana, 2003). In contrast, 

formalization was the initial step in the evolution of a coopetitive strategy to allow the setting 

production standards and to erect legal barriers to entry. Like big firms, SMEs in coopetition 

relationship do not adopt only informal inter-organizational links. They create a formal 

collective structure to manage the cooperation among competitors. According to Piore and 

Sabel (1984), barriers to entry are an essential condition for the existence of a community, to 

distinguish members from external actors. In the Pic Saint-Loup union, the formal barriers to 

entry are high. The barriers are realized mainly by the decree of production and the limitation 

of the production area. To follow the production rules and the legal framework requires the 

creation of a federative structure. The case shows that the formal structure determines the 

reality of the coopetitive strategy. 

At the origin, a formal structure was imposed to allow the coopetitive strategy despite the 

limited number of participants. This result challenges the observation that strategy 

formalization is linked to size (Astley and Fombrun, 1983). The adoption of this formal 

structure is a key factor for the longevity of the coopetitive strategy. The growth of the trade 

association has had no influence on the initial mode of coordination, which has remained 

stable. 

 

 

4.2. Economic drivers and their evolution 

While the literature focuses on the aim of the drivers of coopetition, this case allows us to 

distinguish several economic drivers of the coopetition strategy over time, in each of the 

strategic phase: 
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Tableau 2. Drivers of coopetition in each strategic phase 

 

Strategic phases Date Drivers 

Launching 

 

Before 

1988 

Languedoc-Roussillon wine industry crisis that causes the entry of 

new players with new strategies 

Disappearance risk for Pic Saint-Loup winemaking structures, 

after a refusal to have them join the regional controlled 

denomination of origin 

Pic Saint-Loup winemaking structure small size does not allows 

acting alone 

Formalization 

 
1988 

There is a need to federate the coopetitors and receive external 

recognition 

Barriers to entry 

 
1994 

Creation of a collective decree of production in order to: 

-Build barriers to entry that protect economic success 

-Control the quality of products by creating standards 

-Limit internal opportunistic behavior among members 

Controlled 

Denominations of 

Origin demand 

Since 

2001 

Strengthening barriers to entry 

Strengthening standardization 

Launching a new strategic phase to mobilize partners and ensure 

longevity 

 

Under the effects of an industry crisis and the development of new strategies, developing 

coopetition relationships among SMEs seems irretrievable or irreversible. We are tempted to 

consider that, itself as a way of economic development, SMEs develop coopetition strategies 

to significantly reduce their risk of extinction. 

The sustainability of coopetitive strategy seems tied to its determinants, formalization, and 

ability to evolve. The case study identifies four distinct phases, each driven by its own 

strategic drivers. The succession of strategic phases is essential because it allows coopetitors 

to stay involved and united around collective projects. The succession of strategic phases, a 

priori cyclical, explains the longevity of the coopetition strategy and tend towards greater 

formalization. We can distinguish three phases of formalization: 
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Figure 1. The phases of formalization 

 

 

 

 

 

 

 

 

 

 

The case study highlights the scalability of the coopetitive strategy. Environmental drivers 

lead SMEs to engage in the long term by linking their destinies to survive. Coopetition 

strategies therefore do not concern only the intermediary situations of partnership that 

inevitably lead to more competition. Due to their characteristics, most SMEs sustainably link 

their destinies to survive. The context of crisis, with turbulent environment and a risk of 

disappearance, promotes coopetition relationships. 

 

4.3. Psychological and sociological drivers of coopetition 

The range of geographical origins, career paths, and additional activities reflects a multitude 

of skills in areas as diverse as management, marketing and production techniques. It therefore 

seems important to develop a coopetitive mindset (Chen, 2008). The significant activities and 

functions within associations, cooperative structures or professional organizations emphasize 

the importance of interpersonal relationships and networking ties. 

 

Risk of disappearance 

Need to federate competitors 

Need to protect economic success 

and limit opportunist behaviors 

Need to ensure longevity 

Drivers of formalization 

Informal coopetitive strategy of 

differentiation 

Union formalization 

Standard formalization 

Enhancement of strategy and 

standard formalization 

Formalization phases 
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We can note the influence of the owner-managers behaviors and relationships on the 

coopetition strategy process. Initially, winegrowers leave the entirely collaborative 

cooperative system that stifles competition. They are led by the desire to conduct individual 

strategies and their acceptance of competition. However, the cooperative culture is essential 

given the inadequate size of their structures. The small size of winemaking structures 

involved in the union requires solidarity among them and the construction of a common 

destiny carried by a collective action. The need to survive in a hostile environment and the 

cooperative culture determine the construction of a coopetition strategy that evolves with 

some longevity. 

Although the winemakers came close to failing, the area of the Pic Saint-Loup was accepted 

into the regional denomination. This situation highlights the perception of an important risk 

that the owner-managers were willing to take. Moreover, they engaged in a coopetition 

strategy to take advantage of the opportunity offered by the regional denomination. In fact, 

the case shows that the perception of a major economic risk leads firms to join forces in a 

survival logic, even if the real risk may be less dangerous. Thereby, the perception of a 

significant risk prompted to provide a coopetitive strategy in the long term while avoiding a 

situation of real risk potentially more dangerous. 

 

CONCLUSION  

First, the case study confirms that SME coopetition exists and that SME features promote 

their involvement in the long term.  

Our findings are threefold: First, we observe that in a context of high environmental 

turbulences, with the risk of disappearance, the coopetitive strategies of SMEs can be very 

highly formalized. In past research, small firms have been characterised by low formalization. 

In contrast, the formalization of a cooperative structure was the initial step in the evolution of 

a coopetitive strategy among the winemaking structures. Second, psychological and 
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sociological drivers influence the capability of owner-managers to get involved in the 

coopetitive strategy. The coopetition capabilities of small firms do not depend on formal 

intra-organisational design, but on the personal coopetition capabilities of the owner-

managers. Third, the longitudinal approach allows identifying the strategic phases of the 

coopetition strategy, and the drivers for each phase. When economic success appears, 

members reinforce the barriers to entry in order to avoid the risk of opportunist behaviors. In 

the new highly competitive and dangerous environment, coopetition seems to be a relevant 

strategic choice for SMEs. The longevity of this strategy results on its formalization and the 

capabilities of the owner-manager allies, such as their professional experiences and 

geographic origins. 

Collecting primary data of the first order, the case study is particularly suited to the study of 

coopetition strategies. The longitudinal approach is essential for a dynamic analysis of this 

complex and changing strategy. In the case of SMEs, the lack of secondary data led to the 

collection of primary data. This data collection choice is crucial because, unlike with large 

companies, studying SMEs allows for direct contact with the owner-managers in charge of 

strategic decision-making. The field of SMEs is particularly well suited to the study of 

coopetition. 

Finally, this study allows the formulation of many implications for managers. The case shows 

that cooperative winemaking structures can overcome their exclusively cooperative logic. 

Surprisingly, they appear more capable to enter into a long-term collaborative relationship 

with competitors. The case highlights the need to formalize coopetitive strategies, recruit a 

coopetitive manager and federate the members. The positive effect of the involvement 

external actors is undeniable, as they bring professional experiences and diverse skills, 

highlighting the interest of incorporating new competitors. 
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Summary 

This paper considers the history of the New Zealand Press Association (NZPA), the news 

agency that operated in New Zealand for more than 100 years. Established in 1879, NZPA 

was a co-operative, owned by many of the then small newspapers situated around the 

country. The member-newspapers used NZPA to share news copy among themselves. 

However, in the early part of the 21
st
 century, NZPA abandoned copy sharing and in 2011 

closed. Drawing on the theory of the free-rider problem, this paper demonstrates how, 

initially, the small atomized newspapers in New Zealand were happy to co-operate and share 

news copy. But as the newspapers became concentrated in ownership and faced increased 

competition, both from each other and from new media technologies, so they came to see 

each other as free riders on NZPA’s services. Eventually, this led to the largest shareholder 

newspaper chain leaving NZPA and the news agency’s closure. 
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Introduction 

Whereas a conventional firm is owned by shareholders who take a share in its profit (or loss), 

a co-operative is owned by its suppliers or its consumers. The co-operative form of business 

enterprise can be traced back to classical times and the workers’ guilds in the Middle Ages. 

Today, co-operatives play a major role in many national economies, including the 

agricultural, fishing and financial sectors, as well as among consumer and labor groups 

(Cobia, 1989; Deiter, 1997; Goddard, 2002; Goddard, Boxall & Lerohl, 2002).  

 

Some news agencies operate as co-operatives, such as Associated Press in the United States, 

and their operations have included sharing news copy among the member-newspapers; by 

contrast, other agencies, such as Reuters, rely solely on reporters (Associated Press, 2010; 

Reuters, 2010). This paper considers the history of the New Zealand Press Association 

(NZPA), the news agency that supplied national and international news in New Zealand. 

NZPA was established in 1879 and for well over a century operated primarily operated as a 

co-operative, sharing copy among its newspaper shareholders. However, in the early part of 

the 21
st
 century, NZPA dramatically changed its behavior, abandoning such copy-sharing 

arrangements. Then, in 2011, NZPA closed.  

 

This study explicitly applies theory to a news agency’s managerial decision-making. A recent 

scholarly survey noted the frequent “absence of overt theory” in academic discussions of 

news agencies, with the agencies often attracting the interest of “the least theoretically 

inclined” (Boyd-Barrett and Rantanen, 2002, p. 216). This is not to suggest that the agencies 

have not been theorized, but rather such theoretical approaches have often been implicit, such 

as regarding the agencies as shadowy monopolistic organizations or agents of nation-building 

(Boyd-Barrett and Rantanen, 2002).  

 

By contrast, this paper explicitly draws heavily on the economic theory of the free-rider 

problem in the provision of public goods to explain and understand NZPA’s behavior. The 

paper begins by considering the theory of co-operative behavior and the mechanisms by 

which such behavior can end. The research method and research questions are presented. The 

paper then considers the operation of NZPA over time, in light of the theoretical discussion. 

This is followed by the concluding comments.  
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Co-operative behavior, public goods, and the free-rider problem 

There are numerous reasons why firms should wish to form co-operative modes of 

organization. Firms may wish to behave co-operatively in order to monopolize markets, form 

cartels or generally exert greater economic power. Such co-operation is detrimental to 

economic development and has been denounced by some theorists as a sclerosis in modern 

economies (Cook, 1995; Milgrom & Roberts, 1992; Olson, 1997). By contrast, firms may 

behave co-operatively in order to promote greater economic efficiency. For instance, a group 

of firms may form a co-operative to counteract the economic power wielded by a 

monopolistic supplier of goods purchased by the firms (Boyce, 1998). Alternatively, firms in 

a particular industry may form a business association that supplies services to its member 

firms in order to promote economic efficiency, such as industry-training programs or 

disputes-resolution services (Doner & Schneider, 2000a; 2000b).  

 

Whatever the reason for establishing the co-operative, there is, of course, no guarantee it will 

live indefinitely. There are a number of factors that can spell the end of co-operative 

behavior. The first is a change in organizational culture. Firms will only continue to behave 

co-operatively if they feel at ease doing so. If the decision-makers within the firms no longer 

see eye to eye on matters or are personally antipathetic towards each other, this may spell the 

end of co-operation even if the co-operative is economically advantageous (Child, Faulkner 

& Tallman, 2005; Boyce, 1997). The second factor is changes the market conditions, which 

may mean the need for the co-operative disappears. For instance, if a group of firms has 

formed a co-operative to counteract the economic power of a monopolistic supplier, should 

the government break up that monopoly this may remove the need for co-operative behavior 

among its client firms (North, 1990).  

 

The third factor is the free-rider problem, the focus of this paper. The free-rider problem is 

the primary mechanism in which co-operative forms of organization may cease: it is the 

Achilles’ heel of co-operatives (Olson, 1965). To understand the free-rider problem, we must 

first consider the nature of private and public goods.  

 

In conventional, competitive markets firms supply private goods. A private good has two 

defining characteristics (Leach, 2004; Hindriks & Myles, 2006): 
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1) It is excludible. That is, suppliers of the good can prevent consumers from consuming 

it. 

 

2) It is rivalrous. That is, after the good has been consumed by one consumer, it is not 

available for other consumers. 

 

For instance, consider an ice cream. This is a private good. When a retailer displays the ice 

cream for sale in their shop, the retailer can prevent consumers consuming the ice cream by 

requiring them to buy it first (it is excludible). Once a consumer buys the ice cream and eats 

it, no other consumer can subsequently eat it (it is rivalrous).  

 

A public good is one with the opposite characteristics: it is non-excludible and non-rivalrous. 

National defense is a classic example of a public good. When a country’s government 

supplies the country’s national defense, all the people in the country are defended. The 

government cannot choose to make defense only available to some of those people (national 

defense is non-excludible). Further, one person’s consumption of national defense does not 

reduce the amount of defense available to the rest of the people in the country (national 

defense is non-rivalrous).  

 

Two important caveats should be made. First, no good is purely private or public. We can 

imagine a case where two people share the eating of an ice cream, or a government may 

chose not defend citizens in one part of its country. Nevertheless, these exceptions often have 

little practical relevance. Second, the term “public good” is being used here in its strict 

economic meaning. In common parlance, public goods are often taken to mean goods that the 

government should supply (such as education or public parks) or actions that are in the public 

interest (such as a whistleblower who reveals the activities of a corrupt politician). Neither is 

the meaning of public good used here.  

 

The nature of public goods means they are unlikely to be supplied by private firms in 

conventional markets. For instance, consider a road. Roads have public-good 

characteristics—any car can drive along the road (it is non-excludible) and one car on the 

road does not reduce the amount of road available for other cars to use (it is non-rivalrous). 

This means drivers can, without paying, use the road. That is, they can be free riders. As 

private firms cannot generate revenue from free riders, private firms are unlikely to supply 
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public goods to a market. Thus we end up in a situation where a product consumers want—a 

road—is not supplied. The market has failed. 

 

Steps can be taken to remedy the situation, leading to instances where a public good is 

provided by a private firm. Tolls could be charged on all those drivers using the road, for 

instance. Altruism may also play a part: a firm may provide a public good out of a sense of 

corporate responsibility, such as contributing money to help a local community raise enough 

money to build the road. These exceptions are generally rare, however. As such, public goods 

tend to be provided by governments, as governments have the power to compel would-be free 

riders to pay for the provision of public goods through taxes. Hence, the provision of national 

defense and roads are generally the responsibility of governments. 

 

Co-operatives can also face the free-rider problem. This is because the products co-operatives 

supply may display public-good characteristics. A co-operative’s products are generally non-

excludible—all the members of a co-operative can access the co-operative’s products. This 

problem is exacerbated if the co-operative’s goods are also non-rivalrous. That is the case 

with news: if one member consumes the news, the amount of news available to the other 

members remains unchanged (Shmanske, 1986). If members of a co-operative come to regard 

their fellow members as free riders—consuming the co-operative’s goods but not paying for 

them—the members may see little point in remaining with the co-operative. As a result, the 

co-operative would collapse.  

 

Research questions and method 

Armed with a theoretical understanding of how the free-rider problem in the provision of 

public goods can end co-operative behavior, two research questions were established: 

 

1) When it was first established, how did NZPA overcome the free-rider problem? 

 

2) What role did the free-rider problem play in NZPA’s closure? 

 

To answer these questions relevant primary and secondary documentation were consulted, 

including minutes of NZPA board meetings, and narrative histories of New Zealand 

journalism in general and NZPA in particular (as referenced below). The author also 

interviewed at length the key actors in NZPA’s recent past. These participants were: 
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- Tim Pankhurst, NZPA’s chief executive between 2008 and 2011; 

- Lincoln Gould, NZPA’s chief executive between 2002 and 2008;  

- Peter O’Hara, a senior executive at NZPA and latterly a senior representative on NZPA’s 

board of large news media organization Fairfax Media; and  

- Rick Neville, a representative of the other large news media organization on NZPA’s board, 

APN.  

 

NZPA overcomes the free-rider problem in its early years 

New Zealand became a colony of the British Empire in 1840 with the signing of the Treaty of 

Waitangi between the British crown and Maori (the indigenous people of country). For the 

early decades of the colony’s life New Zealand operated as a collection of largely self-

contained provinces, mostly situated in the coastal areas of the country’s two main islands, 

the North and South Islands. New Zealand’s embryonic newspaper industry consisted of a 

multitude of independently owned, mostly small newspapers based in local towns or 

provinces. These papers gathered news from their local regions, but could not afford to 

establish networks of reporters to gather national or international news, instead largely 

relying on what such news they could obtain from visiting ships (Scholefield, 1958). 

 

In order to publish news from elsewhere in the country and from overseas, the newspapers 

needed better access to that news. The introduction of a nationwide telegraph system in 1862 

and an international telegraph cable linking New Zealand with the rest of world in 1876 

encouraged the New Zealand newspapers to establish a national news agency to receive and 

transmit news on the telegraph. The United Press Association was duly formed in 1879, 

changing its name to the New Zealand Press Association in 1942 (hereafter, for ease of 

exposition, referred to as NZPA) (Day, 1990; Sanders, 1979).  

 

The member-newspapers together owned NZPA, paying the news agency entrance and 

ongoing fees for membership. No comprehensive list of the newspapers that formed NZPA 

has survived, but it is known that by 1880 the list of member-newspapers included such 

major daily newspapers as The New Zealand Herald, The Press and Otago Daily Times. 

Although these were major newspapers in cities around the country (Auckland, Christchurch 

and Dunedin respectively), they were by no means all the newspapers operating in the 

country (Sanders, 1979).  
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Under NZPA’s rules, each member-newspaper had to make all its news copy promptly and 

freely available to NZPA, which in turn made the copy available to all its member-

newspapers to publish. Each member was forbidden from making this shared copy available 

to non-members (Sanders, 1979). NZPA obtained its international news from Reuters, which, 

as part of a cartel arrangement with the other international news agencies of the time, was the 

monopoly supplier of international news to Australia and New Zealand (Boyd-Barrett, 1978). 

NZPA’s rules forbade its members from obtaining overseas news from any organization other 

than NZPA (United Press Association, 1879-1890).  

 

In short order, then, NZPA had created for itself a monopoly in the provision of national and 

international news in the colony. The only way a New Zealand newspaper could obtain 

timely national and international news was by joining NZPA. Each member-newspaper 

would not have regarded its fellow members as free riders. That is because each paper 

benefited from the arrangement, obtaining news copy from elsewhere in the country and the 

rest of the world that would not otherwise be available.  

 

But NZPA’s members did regard another group of newspapers in the colony as free riders: 

those newspapers that did not belong to the association but which stole its news and 

republished it. In the early years of NZPA’s existence, the lack of copyright legislation in the 

country meant these newspapers were able to pirate NZPA copy with impunity. Non-

member-newspapers would buy early editions of the member-newspapers’ papers, extract the 

NZPA-sourced news and republish it. In this way, non-member-newspapers could publish 

NZPA news at almost the same time the member-newspapers’ editions appeared (Copyright 

Telegrams Committee, 1896). As it was primarily overseas news that was pirated, NZPA 

took action to halt the free riders by successfully lobbying the government for copyright 

legislation to protect overseas news. The Protection of Telegrams Act, passed in 1882, 

protected the copyright of overseas news telegrams for 18 hours from first publication 

(Scholefield, 1958). As a result, in the early 1880s Reuters successfully prosecuted one non-

member-newspaper for pirating Reuters copy originally published in an NZPA member-

newspaper. Later, the public’s appetite for news on the Spanish-American War (1898) saw 

many non-member-newspapers pirating NZPA copy, a practice the association was able to 

stamp out by threatening legal action (Sanders, 1979).  
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In using copyright legislation against the free riders, NZPA was able to strengthen its co-

operative structure. Newspapers needed international news and were obliged to join NZPA to 

obtain it. As NZPA noted with satisfaction, copyright law was “the means of making several 

papers join the Association and it will no doubt force many others to come in” (United Press 

Association, 1879-1890, p. 56). By the early part of the 20
th

 century every major newspaper 

in the country was a member of NZPA (Sanders, 1979).  

 

The free-rider problem hovers 

Most of the major newspapers that operate in New Zealand today were established in the 19
th

 

century. What newspapers were established in the 20
th

 century joined the existing papers in 

becoming members of NZPA. For instance, The Dominion (later The Dominion Post), a 

major newspaper in Wellington (the country’s capital), began publishing in 1907 and 

promptly joined NZPA. All the daily newspapers in New Zealand continued to focus on 

selling newspapers in their own, mutually exclusive, geographical areas. 

 

Also in 1907 New Zealand ceased to be a British colony and effectively became an 

independent country. Over the course of the century, many small newspapers in the country 

amalgamated or closed down, reducing the number of daily newspapers from 67 in 1910 to 

23 in 2010 (Conway, 1981; Newspaper Publishers’ Association, 2010). The only national 

general newspapers were the Sunday newspapers, which all belonged to NZPA, but did not 

use much of the agency’s copy, preferring—in typical Sunday newspaper fashion—to break 

their own stories. NZPA employed or retained a network of national (and some overseas) 

journalists to gather and produce news, but continued to produce a considerable amount of 

copy via copy sharing. By the end of the 20
th

 century, NZPA was producing 140 to 160 

national stories a day, about half from shared copy. It also supplied the newspapers with vast 

amounts of overseas news from a host of international news agencies.
1
 

 

As none of the daily newspapers operated nationally, they were largely happy to share their 

copy under the NZPA system. Sharing copy allowed them to publish national news. But the 

system rankled somewhat with the newspapers, particularly when they broke big stories. 

Member-newspapers would sometimes file copy late with NZPA (or withhold it altogether), 

in order to postpone or prevent the copy appearing in other newspapers. Peter O’Hara was 

                                                 
1 The information in this section was primarily obtained from my interviews with the four key players, 

combined with other primary sources, as cited in the text.  
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charged with investigating such transgressions. He recalls that although there were sometimes 

legitimate reasons for the delays (a newspaper wanted to check that the story was legally safe 

and properly sub-edited, for instance), at other times the reason was because of the 

newspapers’ competitive instinct to publish their story first. Once one paper withheld a story, 

another newspaper might do the same later in a tit-for-tat exchange. In other words, when any 

newspaper felt it had broken a large story or had been denied a story, it regarded—for a short 

period—its fellow NZPA members as free riders.  

 

The rise of the new media technologies of television and radio also brought the free-rider 

problem to the surface. At first, government agency the New Zealand Broadcasting Service 

had a legislated monopoly on radio and television broadcasting in the country. In the 1950s, 

the New Zealand Broadcasting Service approached NZPA to obtain a feed of international 

and domestic news (NZPA, 1957). Initially reluctant to provide any news feeds to the 

organization, in the 1960s NZPA did start to supply international news to the New Zealand 

Broadcasting Service (NZPA, 1964). This decision was driven by NZPA’s fear that if it did 

not do so the broadcaster would obtain a feed from another international agency, Reuters’ 

monopoly in supplying news to Australasia having collapsed in the 1930s (Read, 1999). But 

NZPA steadfastly refused to supply domestic news to the Broadcasting Service. The reason 

was the free-rider problem, with one NZPA board member declaring, “it would be quite 

unacceptable to have a newspaper staff spend the day gathering news which could then be 

supplied to the Broadcasting Service to use before the newspaper could publish it” (NZPA, 

1957, p. 2).  

 

In the 1960s the government allowed independent radio stations to be established. When 

these stations began to approach NZPA for news feeds, NZPA made the same decisions as it 

had in the case of the Broadcasting Service, for the same reasons. NZPA supplied the stations 

with international news, to discourage them obtaining the material elsewhere (Verry, 1969). 

NZPA refused to supply the stations with domestic news, with one board member declaring, 

“The Association was on strong ground in declining to make available to others the news 

service to which members contributed but to which others did not” (NZPA, 1969, p. 3). The 

problem was particularly pressing in the large cities, whose newspapers contributed the 

greatest volume of copy to NZPA and would face the greatest competition from radio 

stations. Some of the large metropolitan newspapers threatened that if NZPA made domestic 

news available to radio stations, they would delay filing news with NZPA, resulting in “a 
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reduction in the efficiency of the [NZ]PA service by 70 to 80 per cent” (NZPA, 1970, p. 4). 

The chairman of NZPA concluded that “requiring some members against their wishes to hand 

over news to non-members could be disastrous for the Association” (NZPA, 1970, p. 5). 

 

NZPA felt the full power of the free-rider problem when, in the 1980s, the then large 

newspaper organization New Zealand Newspapers proposed to launch a new newspaper, The 

Auckland Sun. Here, for the first time, a major newspaper was intending to compete with 

another in the same geographical area: the Sun would be in direct competition in the 

Auckland market with the incumbent newspaper, The New Zealand Herald, owned by Wilson 

and Horton. New Zealand Newspapers duly asked NZPA for shared copy for publication in 

the Sun. NZPA agreed, but only on condition that no Herald material would be made 

available to the Sun and vice versa (NZPA, 1987). That is to say, as these two member-

newspapers would be competing against each other in the Auckland market, they did not 

wish to provide the other with any assistance, such as by simply giving them their news copy 

via NZPA. Each regarded the other as a free rider, and this had suddenly ended co-operative 

behavior between them. The problem cured itself, however, in that the Sun failed to generate 

sufficient readers to become profitable and quickly closed (Ovens & Tucker, 2004).  

 

The free-rider problem overwhelms copy sharing  

By the end of the 20
th

 century major changes in the ownership structure of New Zealand 

newspapers had taken place. As recently as 1971, more than half of the New Zealand 

newspaper market was supplied by New Zealand-controlled independently owned 

newspapers, the remainder being shared equally by two New Zealand news media 

organizations. But since then ownership became largely concentrated into the hands of two 

Australian news media organizations, Fairfax and APN, which together controlled 90 per cent 

of the New Zealand industry (Figure 1). Reflecting this concentration of ownership, by 2003 

the NZPA board comprised three Fairfax representatives, three APN representatives and two 

representatives of the independent newspapers.  

 

Fairfax alone controlled nearly half the New Zealand newspaper market. In owning The 

Press, The Dominion Post, Sunday Star-Times, Sunday News, and a host of regional and 

community newspapers, Fairfax dominated the Wellington, Christchurch, and national 

Sunday markets respectively. Indeed, Fairfax started to share copy within its stable of 

newspapers, much of it appearing on its news website, stuff (www.stuff.co.nz). The company 
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even hired NZPA’s highly experienced news editor to run the company’s copy sharing 

system, capitalizing on NZPA’s expertise in the area (Fairfax Media, 2004). APN owned The 

New Zealand Herald (plus many regional and community newspapers) and thereby 

dominated the highly desirable Auckland market (Auckland being the country’s commercial 

centre and easily most populous city).  

 

Fairfax in particular was accustomed to competing aggressively against APN in Australia. 

Furthermore, Fairfax was a part-owner of the Australian Associated Press, NZPA’s 

counterpart in that country, which does not share copy (Australian Associated Press, 2010). 

O’Hara, by then a senior manager at Fairfax and a Fairfax representative on the NZPA board, 

recalled that, on entering the New Zealand market, Fairfax found quite extraordinary NZPA’s 

requirement that the company share its copy with APN. Fairfax was rapidly coming to the 

view that APN’s perceived free riding could not continue. 

 

The tipping point was reached in 2004, when APN decided to launch a new Sunday paper, 

Herald on Sunday. APN intended to distribute this newspaper nationally, meaning it would 

compete head-to-head with Fairfax’s two national Sundays. But when in September of that 

year APN asked NZPA for access to shared copy for the Herald on Sunday, Fairfax refused. 

Fairfax explained to NZPA that copy sharing could no longer be justified:  

 

[I]t is the view of Fairfax that the NZPA structure was put in place on the basis of regional 

newspapers which supplied news to a central pool for distribution to each other. That no 

longer reflects the structure of the industry in New Zealand (NZPA, 2004, p. 2). 
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Figure 1: Percentage ownership of New Zealand daily newspapers by circulation, 1871 and 

2006 (Molineux, 1995; Author survey).

1971

Wilson & Horton (NZ) 21%

NZ News (NZ) 23%

Others/Independent (NZ) 56%

2006

Fairfax (Australia) 48%

APN (Australia) 42%

Other/Independent (NZ) 10%
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Fairfax believed that if it shared copy with the Herald on Sunday that paper would be a free 

rider on Fairfax’s investment in its Sunday papers. In reality, as mentioned above, little 

NZPA copy appears in Sunday newspapers. Fairfax’s refusal to supply copy was actually 

more a stand on principle. As O’Hara said: 

 

Fairfax saw itself as coming under some degree of attack [from APN]. Why would we wish to 

co-operate with them?...We could have stopped all copy sharing, but we just stopped copy 

sharing on the Saturday to make the point that this was about the Herald on Sunday. 

 

Understandably, APN was outraged at the refusal. Rick Neville, an APN representative on 

the NZPA board, retorted: 

 

Fairfax unilaterally advised they would no longer supply material from their papers that could 

be used in the Herald on Sunday, despite the fact the Sunday Star-Times and Sunday News 

were still able to access and use APN-generated copy. This put them in breach of the news 

agreement with NZPA.  

 

That is to say, APN believed Fairfax was the free rider.  

 

With both ownership blocs regarding the other as a free rider, NZPA had to find a new 

business model or face collapse. To keep both blocs happy, in 2006 NZPA abandoned copy 

sharing.  

 

NZPA’s chief executive at the time, Lincoln Gould, welcomed the change. A keen supporter 

of free markets, Gould had long seen the need for change:  

 

When I came [to NZPA] in 2002 I saw the need for change. When things are going well, it is 

difficult to people to change. In my view, you need a crisis for change... The catalyst for 

change was the Herald on Sunday... Fairfax gave us the chance to come up with another way 

of running NZPA without copy sharing. We didn’t blink: we restructured.  

 

But NZPA was in an invidious position. Previously, NZPA generated all its revenue from its 

member-newspapers. With the end of copy sharing, NZPA’s board elected to reduce the fees 

paid by its member-newspapers. Membership fees now accounted for 35 per cent to 45 per 
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cent of NZPA’s revenue. The loss of co-operative copy sharing meant NZPA had to invest in 

its own news-gathering activities and find new markets to grow its revenue. But Gould found 

many on the NZPA board reluctant to sell copy to new clients, such as television and radio 

stations, and mobile phone networks. The newspapers saw these new clients as free riders. As 

Gould put it: “The board decided supplying material elsewhere was giving material to the 

competitors.” Gould left NZPA in 2008. 

 

Gould’s successor, Tim Pankhurst, faced the same frustrations. NZPA was selling content to 

news organizations such as television and radio stations, business newspapers, and online 

content providers. “But that produced new pressures,” he remembers, as NZPA’s owners 

“saw their rivals being given a boost by their own organisation. NZPA was under pressure on 

two fronts: opposition to continuing to supply content to rivals and a crippling loss of 

revenue, as the publishers had decreased their subscriptions.”  

 

In December 2010, Fairfax gave notice that it was withdrawing from NZPA. Paul Thompson, 

Fairfax’s group executive editor, later declared that NZPA was no longer as valuable as it had 

been: “We are the biggest funder, obviously, because we’re the biggest shareholder and we’re 

the biggest publisher” (Anonymous, 2011, para. 4). By this stage, Fairfax was effectively 

running its own in-house agency, sharing copy between its own newspapers and investing 

heavily in its Auckland-based bureau. It was also able to access international copy with ease, 

via its contracts with overseas news agencies. Fairfax could see no reason why it should 

continue to support NZPA. As Thompson argued, “We have invested more in our own 

resources and our bureaus...the amount of duplication between our Fairfax content, driven by 

our journalists, and what NZPA provides has grown” (Anonymous, 2011, para. 6). 

 

Faced with Fairfax’s withdrawal, NZPA ceased operations in August, 2011. Pankhurst is 

clear as to the reasons why: “Income was down and the budget did not increase. The 

shareholders questioned the model and Fairfax gave notice it intended to withdraw. NZPA 

could no longer operate under those circumstances and had to close.”  

 

Following NZPA’s closure, three agencies filled the void: 

 

- Fairfax NZ News, Fairfax’s in-house news agency 

- APNZ, APN’s in-house news agency 
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- AAP, the Australian news agency, which increased its presence in New Zealand for its 

Australian client newspapers. 

 

Many of the journalists laid off from NZPA were subsequently hired by these agencies.  

 

Conclusions 

Although much has been written about news agencies internationally, the frequent lack of 

overt theoretical content in such work has been lamented. This paper has sought to address 

that concern by placing the theoretical notion of the free-rider problem in the provision of 

public goods overtly at the centre of a discussion of the management of the New Zealand 

news agency NZPA. That discussion now allows us to answer the two research questions 

posed at the start of this paper. 

 

When it was first established, how did NZPA overcome the free-rider problem? 

 

Although many newspapers rushed to join NZPA early in its career, the association faced the 

prospect that non-member-newspapers would free ride on its services. It is clear NZPA was 

all too aware that if such free riding were allowed to proceed unchecked it would ultimately 

spell the end of the association: NZPA prohibited its member-newspapers from supplying 

NZPA copy to non-member-newspapers and successfully convinced the government to pass 

copyright legislation to stop newspapers pirating its most popular copy. Once the legislation 

was passed, NZPA—along with its international news agency partner Reuters—vigorously 

pursued the pirates to stamp out the free riding. These strategies strengthened NZPA’s co-

operative structure, with all the major newspapers joining the association.  

 

What role did the free-rider problem play in NZPA’s closure? 

 

The free-rider problem played the pivotal role in the demise of NZPA. The free-rider problem 

had nagged away at NZPA throughout the 20
th

 century, in the form of the petty withholding 

of copy, the refusal to supply domestic news to broadcasters, and the Auckland Sun 

controversy. But because the newspapers largely kept to their own geographical areas and did 

not directly compete with each other, the free-rider problem was kept at bay. But that all 

changed when APN’s Herald on Sunday attempted to enter the national Sunday-newspaper 

market in direct competition with Fairfax’s Sunday newspapers. Fairfax believed the Herald 
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on Sunday would be a free rider in the Sunday-newspaper market and so refused to share 

copy with the new entrant. As a result, NZPA’s co-operative copy-sharing model collapsed.   

 

NZPA struggled on for several years, but its largest shareholder, Fairfax, remained uneasy 

with the news agency supplying copy to competitors, including news broadcasters. Able 

largely now to duplicate NZPA’s services, Fairfax decided it would no longer contribute to 

the news gathering of what it perceived as free riders, and left NZPA. With the loss of such a 

major shareholder, the agency had to close. 
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Summary:  

Industrial Clustering not only enables firms to achieve economies of scale around co-operation, 

innovation, compete in global markets but it also enables them to face exogenous shocks and 

recover from them. Exogenous shocks like economic or political turmoil or natural disasters can 

produce contrasting effects on clusters of firms, an increase in co-operation or a disarticulation of 

networks. This paper attempts to study the changes in collective action in an earthen pottery 

making cluster based in Mashiko, Tochigi prefecture of Japan after it suffered severe damage in 

the Great East Japan earthquake of March 11
th

, 2011. The results of the preliminary survey 

indicate that this crisis can in fact be perceived as an opportunity for the cluster firms as it led to 

the creation of a new platform for inter-firm interactions and exchange and helped to strengthen 

the inter-firm ties that were very weak before the earthquake.  
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INTRODUCTION 

An Industry cluster can be understood as a local concentration of industries or activities that 

comprise manufacturers, traders, suppliers and users. This geographic concentration earns for the 

firms, performance advantages through co-location.  

The term Industry Cluster has however, been used in two somewhat different ways in the 

industrial development literature. Porter (1990) uses the term to designate a group of firms 

engaged in similar or related activities within a national economy. Although Porter (1990, p. 

761) believes that the relationships within an industry cluster benefit from firms being located 

near one another, he does not take geographical proximity as a defining characteristic of clusters. 

The second use of the term is explicitly geographic. Schmitz defines a cluster as the geographical 

and sectoral concentration of enterprises. This approach has its roots in Marshall’s (1890) idea of 

“Industrial District” based on his observations in the textile and metalworking regions of 

England, Germany and France during the latter half of the 19
th

 century. He explained the 

existence of industrial complexes with reference to three distinct types of externalities within 

agglomerations or clusters of inter related firms and industries: namely knowledge spill over 

between firms, specialized inputs and services from supporting industries and geographically 

pooled labour market for specialized skills.  

Martin and Sunley (2003) mention that there are 2 dimensions to the study of a cluster: the 

functional dimension and the geographical dimension. The functional dimension includes 

linkages between the various cluster actors, cluster firms, specialized input suppliers, output 

buyers, associated cluster institutions. Such linkages involve co-operation and networking that 

result in external economies of scale often manifested through social, cultural and institutional 

features. Geographic proximity promotes social proximity that results in social embeddedness 

which encourages face-to-face interaction and circulation of new information (Harrison, 1992). 

Furthermore geographic proximity facilitates inter-firm co-operation, fostering innovation and 

learning in specialized firms. (Grabher, 1993) 

Japan has a large number of community–based industries mainly in the sectors of woven fabrics, 

other textiles including garments or household furniture, paper, metal goods and ceramics. These 
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show characteristics like; geographic concentration to an extent that the locality is identified with 

the specific product, the generation of a local division of labor with firms specializing in 

distribution of production tasks and firms that are locally owned and managed without resort to 

national financial markets (Ide & Takeuchi 1980, 299) For the most part these industrial districts 

have a long association with their locality, being closely tied to some aspect of the region’s 

tradition or resource availability, though a capacity for regeneration may also explain their 

survival.  

The distinguishing characteristics of an industrial district include inter-firm dependency, 

disaggregation of the value chain into independent, specialized activities, shared norms and 

cultural and social factors that facilitate inter-firm co-operation, locally embedded industrial 

know-how and capacity for innovation and information sharing, and a matrix of supporting 

institutions and business services that facilitate the integration of an extended division of labor 

within the district. (Lorenz, 1992) The mere existence of a cluster or geographic proximity of 

enterprises results in only limited benefits, however it provides a facilitating framework for 

subsequent developments.  

In this study we look at an artisan cluster of small and micro enterprises producing earthen 

pottery in the town of Mashiko in Japan’s Tochigi prefecture. Mashiko is one of the 8 most 

popular pottery towns of Japan. The focus of the study is on the patterns of inter-firm joint action 

in the cluster after it suffered a heavy blow in the Great East Japan earthquake of March 11, 2011.  

The paper is organized as follows: After stating the objectives and methodology of the study, the 

next section includes a brief literature review that explains Schmitz’s Collective Efficiency 

paradigm and prior studies on clusters’ response to exogenous shocks. This is followed by a 

detailed description of the Mashiko pottery cluster, its strengths, characteristics and main 

problems. The paper then proceeds to explain the collective action in Mashiko before the shock 

of the Great East Japan earthquake, the extent of damage and the resulting joint action after the 

shock; followed by analysis and conclusions. 

OBJECTIVES 
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To find out whether the pattern of joint action in an artisan SME cluster changes after an external 

shock and precisely what are the changes in the cluster’s organization, functioning and inter-firm 

relations.  

METHODOLOGY 

This is a qualitative study based on primary data collected through visits to the cluster and 

informal pre-arranged interviews of the firm owners and officials of the cluster associations. 

After a preliminary visit to the cluster to grasp the situation and readiness of the firms to co-

operate in answering the questions, a number of firm owners were contacted over email. With 

periodic visits to Mashiko from August 2011- February 2012, it was possible to interview 

officials from the Mashiko Small Business Co-operative, Mashiko Tourism Association, cluster 

actors working on different projects and firm owners. The research being in the initial stages, 

informal face-to-face interviews with 30 cluster actors were completed until April 2012. 

Besides, in the absence of population data to draw a sample, structured questionnaires were 

distributed to 140 firms with the help of the officials of the Mashiko Tourism Association. The 

response rate until April 2012 was 20%. Based on the responses to the questionnaires a second 

round of interviews is now in progress whilst more responses are being received. Multiple choice 

questions were framed for ease of response. The framing of questionnaire was guided by prior 

research on the subject. The questionnaire included questions on the sales trends in the last 10 

years, major problems faced by the cluster before and after the earthquake, firms’ participation in 

joint activities, collective action scenario before and after the quake, frequency of interactions 

between firms, partners in such interactions, benefits of such exchanges, firms’ perspectives 

about the functioning of cluster associations, future prospects of the cluster etc.   

LITERATURE REVIEW 

Schmitz’s Collective Efficiency Paradigm 

The economic success associated with small firm clusters has been attributed to “collective 

efficiency” (Schmitz, 1995, 1997), a concept that embraces both passive gains arising from 

agglomeration and benefits accruing from the active collaboration of economic agents. Passive 
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Collective Efficiency is essentially reaping the benefits of external economies, while active 

collective efficiency involves collaboration between and among clustered firms.  

Schmitz’s Collective Efficiency paradigm puts forth that economic viability can neither be 

understood (nor fostered) by focusing on individual enterprises and that incidental external effect 

are not a sufficient explanation, the effects of purposeful joint action or inter-firm collaboration 

are an essential second component for growth and competitiveness. This could be co-operation 

between individual firms or groups of firms and could take the form of vertical linkages: 

backward to suppliers and subcontractors, forward to traders and buyers, and horizontal linkages: 

bilaterally between two or more producers cooperating as regards their marketing, distribution, 

order sharing, shared use of specialized equipment, exchange of know-how, joint product 

development or innovations etc. Also it could be within the framework of multilateral linkages 

among a large number of local producers, through cluster wide institutions etc. or bilateral 

between 2 firms as shown in Chart 1 below. 

Chart 1: Forms of Joint Action in Clusters 

 

Active and deliberate co-operation between local agents raises the prospect for further gains for 

clustered producers. Rabellotti, (1993) notes that while both components of collective efficiency 

can have static (efficiency) and dynamic (growth) effects, joint action is particularly important 

for the latter. It can promote competitiveness, accelerate innovation and enhance prospects of 

growth for the cluster as a whole. It can also improve the ability of the cluster to respond rapidly 

and collectively to exogenous pressures and capitalize on new opportunities.  

 Bilateral Multilateral 

Horizontal Sharing Equipment, information 

exchange, joint product dev, 

joint sale etc. 

Sectoral Association. 

Vertical Producer and User improving 

components. 

Alliance across value added 

chain. 
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It is the combination of external economies and joint action gains, that provide a basis for 

enhanced competitiveness for clustered SMEs, compared with similarly sized, yet dispersed 

producers. Schmitz pointed out that success for clusters is not a state but a process of taking 

advantage of opportunities and coping with crises. The concept of collective efficiency with its 

passive and active component gives us the answer to whether a cluster has the capacity to 

respond to opportunity and crises (Schmitz, 1999).   

In this paper, given the background of an exogenous shock in which we are studying the cluster, 

we analyze the joint action in the cluster based on not only whether it was carried out within a 

bilateral or multilateral dimension, but we also consider the aim of joint action to understand 

whether it had a short term goal of immediate reconstruction of the cluster or whether it aimed at 

a long term development of the cluster.  

Clusters and Exogenous Shocks 

An exogenous shock is a happening triggered by forces external to the cluster and outside the 

control of cluster actors. It could be an economic one resulting from major shifts in technology, 

economic or political regimes, wars, or could be a natural disaster. Since the cluster is 

unprepared to face such shocks, they cause tremendous uncertainties among the firms, leading 

them to make significant changes in their planning, production, marketing, basically altering the 

rules of the game. Small firms’ responses to uncertainties are varied; including establishing 

strategic alliances which improve their long-term survival chances by enhancing SMEs skills, 

augmenting resources, spreading risk, providing new market access or enhancing reputation 

(Varadarajan & Cunningham, 1995). External shocks like liberalization, quality and 

environmental standards pressure and macroeconomic turmoil have recently produced 

contrasting effects on clusters of firms (and local networks) in developing countries: from one 

side has been reported an increase in co-operative behavior (Rabellotti, 1999; Nadvi, 1999), from 

the other a disarticulation of networks, along with reduced local capabilities and increased 

modernization (Cimoli, 2000), and there are cases in which results are mixed: some firms isolate, 

some others join together to overcome threat (e.g. Sinos Valley; Schmitz, 1999; Vargas, Alievi, 

2000).  
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However studies of clusters’ response to external shocks have been largely about economic 

shocks of liberalization, changes in quality and environmental standards etc. Studies of clusters’ 

response to natural crises that this study attempts are limited. Using the Great East Japan 

Earthquake of March 2011 as an example of an exogenous shock, this study attempts to analyze 

the impact of such a shock on the inter-firm relations in the Mashiko pottery cluster.  

A natural disaster differs in its implications on cluster firms than an external economic, political 

or such other shock as a natural disaster is basically a leveler. Not only does it affect all firms 

alike by causing physical damage, but it can also bring down the resources and mechanisms at 

the disposal of the government or other local authorities and cluster associations to assist the 

firms.  

A number of studies of clusters’ response to crisis elaborated Schmitz`s collective efficiency 

paradigm further. The foremost work on clusters’ response to exogenous crisis was done by 

Nadvi (1999) wherein he studied the response of the Sialkot surgical instruments cluster to the 

crisis of the FDA restricting imports from Sialkot to USA for failure to meet international quality 

assurance standards. Nadvi’s work took the collective efficiency argument further by studying 

how clustered producers responded to an exogenous crisis. Responding to the crisis required 

upgrading in manufacturing practices by the cluster firms and this involved greater joint action 

both vertical and horizontal. The study suggested a mixed response by the cluster to the crisis; 

vertical joint action was uneven while horizontal joint action particularly through the local trade 

association, Surgical Instruments Manufacturers Association (SIMA) has been a key arena for 

strategic local co-operation that generated cluster-wide advantages. The association helped to 

connect local producers to external technical know-how and also mobilized state support at a 

critical juncture in the crisis.  

Mohanan Pillai’s study found that the impact of liberalization on the pump manufacturing cluster 

in Coimbatore (2000) led to a restructuring of the cluster. The study showed how the horizontal 

linkages and especially the role of the local trade association played a crucial role in helping the 

cluster to face the crisis.  

Meenu Tewari’s study (1991) of Ludhiana’s Knitwear cluster explained how the cluster survived 

two crises- the collapse of its largest export market namely the Soviet Union and the 
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simultaneous opening up of the domestic market to freer trade. After a short disruption for about 

a year the cluster not only quickly recovered but it diversified into more demanding and 

competitive external markets.  It explained how local firms picked up the knowledge, marketing, 

and contacts to enter into more sophisticated markets in a short period of time. Tewari’s study 

identified the factors that characterized the performance of firms that adjusted well to the crisis. 

Tewari argues that the advantages of clustering are not sufficient to fully explain the firms’ 

capacity to respond to such dual crises and that the nature of the market segments in which the 

firms operate, the pressures that these segments put on the firms to learn, introduce reforms and 

how these pressures get transformed into concrete changes also matters. Firms must specialize 

and learn to combine their capabilities with other firms in order to optimize performance and 

customer satisfaction. Inter-firm collaboration enables networks to develop solutions to common 

problems, gain knowledge to achieve economies of scale, acquire technologies/resources, and 

extend their market to reach those that would otherwise be beyond their reach.   

CLUSTER DESCRIPTION 

Mashiko is a small town with a population of 24,000 in the Tochigi prefecture of Japan, situated 

about 250 kilometers from the epicenter of the March 2011 earthquake. It is one of the 8 most 

popular earthen pottery making districts of Japan. Earthen ware is referred to as ‘yakimono’ in 

Japanese and hence the products of Mashiko are called Mashiko yaki. As per the Mashiko 

Statistical Survey Report published by the Mashiko Town Office in December 2010, the cluster 

is composed of around 302 firms out of which 262 are ceramic pottery manufacturers, 33 are 

retail shops selling Mashiko yaki and these together make up almost 98% of all enterprises in 

this cluster. Most of these units are owned and operated by a single person or a family and even 

do not maintain formal records of their production, sales and profits.  

Figure 1: Enterprise Categories 
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Mashiko can be categorized as a very typical Marshallian Industrial District, characterized by the 

geographical clustering of firms with a loose network, without significant inter-firm co-

ordination. Just as the unequal distribution of climate, minerals, soil, water topography and other 

natural features explains the location of various types of economic activity, in the case of 

Mashiko the ready availability of clay in the village itself was the factor behind the emergence of 

pottery making here.  

 Table 1: Types of Firms in Mashiko 

Year Manufacturers Wholesalers Retailers Others Total 

1986 254  4 59 12 329 

1989 273 4 51 12 340 

1992 305 2 31 11 349 

1995 302 3 27 12 344 

1998 300 1 29 11 341 

2001 304 1 29 7 341 

2004 299 1 28 7 335 

2007 286 2 33 7 328 

2010 262 1 33 6 302 

 Source: Mashiko Statistical Survey Report - Mashiko Town Office, 2010  
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History of the Cluster 

The origin of this cluster can be traced back to a 150 years when a pottery artist named Otsuka 

Keizaburo built his kiln and settled in Mashiko. This was the Edo period in Japan when people 

largely used earthen pots to store water or cook and hence Mashiko pottery soon became popular 

and continued to gain in popularity through the Meiji period during which the exports of earthen 

ware from Mashiko was a third of the total production. At the end of the Meiji period however, 

Mashiko yaki began to lose its value due to poor quality. However after the Great Kanto 

earthquake revived the demand for ceramics, Mashiko yaki rejuvenated. It was at this time that 

Shoji Hamada, another famous potter moved to Mashiko after completing his pottery training in 

England. It was due to Hamada’s efforts that Mashiko yaki became popular, he started the folk 

art movement and was the man behind all the recognition that Mashiko has gained until today. 

The pottery produced in Mashiko came to be seen as works of art, not just functional pieces, and 

Mashiko was transformed from a manufacturing center to an enclave for art and traditional 

craftwork that has allowed it to flourish in the modern age. Hamada was later declared a ‘Living 

National Treasure’ by the Japanese government for his immense contribution to the craft. 

Shimaoka Tatsuzo, another artist from Mashiko and a disciple of Hamada was also bestowed 

with the same title.  

After the war, Mashiko yaki continued to grow as a folk art. Mashiko successfully revived its 

products from traditional pieces of pottery to more contemporary table-ware which helped the 

cluster to ride on the wave of the Folk-art boom of the time. Historically the cluster has been 

driven by local shops which generated a constant demand for locally produced pottery; whatever 

was produced was sold locally. The cluster grew on the basis of domestic demand initially after 

Hamada’s influence. Mr. Hamada's charismatic presence attracted many potters from other parts 

of Japan as well as from abroad to come to Mashiko to establish their own pottery workshops. 

While the small household pottery workshops continued to thrive in this period, larger firms 

began to appear in the town. ‘Tsukamoto’ which was established in 1947 and reigns as the 

largest pottery manufacturing and retail firm in the cluster even today started mass production of 

the ‘Meshikko’(rice bowls) in 1950  for a Japanese restaurant chain by subcontracting production 

of these ceramic bowls to 22 workshops within Mashiko. Producing Meshikko became the 

principle source of revenue for several firms within the town that handcrafted Mashiko yaki. 
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However with the introduction of the shuttle kilns, Tsukamoto started producing these bowls in-

house and these subcontractors who lost their work organized themselves into the Mashiko Co-

operative Sales Centre where they could jointly sell their ceramics under one roof. The Centre 

began the distribution and sales of hand-made ceramics from Mashiko along with Tsukamoto 

and also served the role of a Tourist Centre. The Co-operative Sales Centre has since then played 

a crucial role as a major purchaser of pottery from the small firms and selling them in the Sales 

Centre Outlet located in the center of Mashiko. The center also helped in attracting tourists to the 

town as it had huge space to accommodate tourist buses. Today, apart from collectively selling 

the pottery manufactured by the small firms, the center also advises pottery makers on market 

opportunities outside Mashiko.  

 

Characteristics of the Cluster 

Mashiko is a mecca for pottery lovers and well known as the land where Shoji Hamada, the 

living national treasure started the folk-art movement. 

Figure 2: Number of Employees 

 

 Source: Mashiko Statistical Survey Report - Mashiko Town Office, 2010 

As the figure shows, 90% of the small pottery manufacturing firms are operated by up to 3 

persons only. This number was 85% in 1999. Potters mostly work in their own workshops 
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attached to their homes. Majority of the units are family-run units with the husband and wife 

sharing the jobs of designing, moulding the pot, firing the kiln and decorating. The Mashiko 

cluster comprises of the following actors: 

 Firms manufacturing pottery, retail shops and galleries 

 The Mashiko yaki Small Business Co-operative  

 The Mashiko Yaki Co-operative Sales Centre 

 The Local Chamber of Commerce 

 The Mashiko Tourism Association 

 Local Town Office 

The types of kilns used in Mashiko include 69 climbing kilns (the oldest variety), 59 Oil kilns, 

282 gas kilns, 57 electric kilns, 27 cave kilns. The oldest climbing kiln in the whole of North 

Eastern Japan is found in Mashiko. Since the art of pottery developed in Mashiko over the period 

of a century and half, young family members learned the art by observing their elders first and 

then taking formal training and mastering it as they grew. Skills are accumulated and transmitted 

from one generation to the other. Characteristic to a rural set-up, the relations between the small 

firms are informal, personal.  

Strengths  

Traditionally in Japan, craftspeople were born into their professions. This is true in Mashiko as 

well, alongside the fact that Mashiko has long had a reputation as an open and educational 

community where experts and complete novices alike are welcome. This has brought a lot of 

diversity in its products that range from daily kitchen use pottery to rich and exclusive decorative 

pieces,  ornate lampshades and other artifacts etc. along with a rich variety in design and price 

ranges as it is home to artists with a lot of individuality in their work. The artists include not only 

those born and trained in Mashiko but also those trained in various parts of the country who have 

chosen to settle down in Mashiko. They are supported by a very conducive environment, with 

financial and technical support, giving them the required freedom to pursue and nurture their art 

as we found in our interviews. Also, Mashiko is a very suitable place for people looking to 

pursue pottery as the clay is locally available. The Mashiko Small Business Co-operative makes 

this clay available to member firms at cheaper rates. Besides, Tochigi Prefectural Technical 
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Support Centre in Mashiko plays a crucial role by providing technical advice, training and 

support to the art and a number of potters currently working in Mashiko have been trained here.   

Based on personal interviews and field surveys we were able to classify the firms in Mashiko 

into the following categories like artists producing original, exclusive pieces, who usually sell 

only at their own exhibitions held in galleries in different parts of Japan or abroad. The second 

category is that of 4-5 large firms employing from more than 10 to 100 people, which mass 

produce pottery. The final and largest category is that of the small household firms who have a 

small pottery workshop and sometimes even a small store attached to it. As mentioned earlier, 

these constitute more than 90% of the firms in Mashiko.  

Basically, in Mashiko the pottery producers and sellers are not clearly distinguishable. The units 

that manufacture pottery also sell their products themselves. Out of the 262 pottery 

manufacturing units, 47 units i.e. approximately 18% also have a small shop in their yard. As 

shown earlier, there is only 1 wholesaler and 33 retail shops in the town.    

The retail shops in Mashiko purchase the pottery from the smaller manufacturing firms and sell 

them in Mashiko itself. Customers visit the retail stores as well as the small yard-shops directly 

to purchase pottery. This is very much unlike other pottery making towns of Japan where there is 

a wholesaler/ trading company to which all small firms first sell their products and then these 

reach shops, stores in the cities, urban areas. As a result one cannot easily find Mashiko yaki in 

department stores, shops in the cities. The more famous, well-known artists from Mashiko sell 

their exclusive designer pieces at their solo exhibitions organized through their contracts with 

galleries in the capital or other parts of Japan. Also, the larger firms like Tsukamoto usually have 

their pottery bought by retailers, department stores in metropolitan cities or they even have their 

own stand-alone store. But for majority of the small units in Mashiko the bulk of their pottery is 

sold by them or bought by local retail shops within Mashiko. Since Mashiko yaki is not easily 

found in stores in the cities, people have to visit Mashiko to buy it.   

As per the Mashiko Revitalization Council report (2012), the industrial district of Mashiko is 

characterized by flexibility by being able to cater to small orders, selling over the internet, 

responding to the specific needs of customers. Since pottery is hand-made in these small 

workshops, people can take a tour and see the process, the firms also arrange pottery classes for 
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tourists and since the scale of production is small, they have the benefit of small lot and greater 

variety production. Though the report mentioned that firms in Mashiko can respond to individual 

special orders, yet in our questionnaire and interview survey the firms reported that they are still 

unable to understand the needs of the customers and produce accordingly. Also only a limited 

proportion of the potters (only the young) are actually familiar with conducting business over the 

internet.  

As Figure 3 shows, close to 68% of the firm owners are above the age of 50, making the young 

population among firm owners close to only 30%. As such a very small proportion of firm 

owners are comfortable using the internet to promote sales and have their homepage.   

 

 

Figure 3: Age-wise Distribution of Firm Owners 

 

 Source: Mashiko Statistical Survey Report - Mashiko Town Office, 2010 

Also, Mashiko has the advantage of being close to the largest consumption area; the capital 

Tokyo. Due to its vicinity to Tokyo a day trip to Mashiko is possible and that results in almost 20, 

00,000 people visiting Mashiko in a year. Further, since the last few years there has been a lot of 
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advertising and promotion about Mashiko as a village with a unique charm (miryoku no aru 

machi) and that has also helped in attracting tourists in a big number.  

Declining cluster  

There are 70 pottery producing districts in Japan (Watanabe, 2007). These districts suffered 

major downfalls in their sales after the bursting of the bubble in the 1990s following which they 

were also exposed to competition from cheap Chinese goods. Also the changing lifestyle of the 

Japanese had its impact on the demand for daily use pottery. The result was a sharp fall in the 

pottery sales from these districts.  

Specifically, Mashiko was at its peak in the late 1990s when sales of the cluster reached 

130million USD. But by 2010, the sales fell to only 39 million USD. This period of declining 

sales led to significant alterations in the cluster’s organization bringing about a decrease in the 

number of firms, firms giving up pottery and switching to other businesses or regular jobs, or 

cutting down the scale of their operations. The number of firms in Mashiko declined by 11%; 

from 341 in 2001 to 302 in 2010. The decline in the number of firms until 2007 was not very 

significant. However the number of firms has declined by almost 8% over the last 3 years. Many 

small firm owners now work in their pottery workshop only over weekends. The number of 

people working in Mashiko’s pottery industry has reduced by 25% from 2001-2010. 70% of the 

units reported annual sales below ￥5ml (＄64,000) in Dec 2010.   

 Table 2: Changes in the Number of Firms and Employment 

Year No. of Firms People working in 

Mashiko pottery 

industry 

1986 329 1044 

1989 340 1068 

1992 349 1116 

1995 344 1156 

1998 341 1039 

2001 341 999 
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2004 335 929 

2007 328 868 

2010 302 758 

Source: Mashiko Tourism Association 

As was correctly pointed out by one respondent, among the pottery manufacturers in Mashiko, a 

clear division is possible based on their motivation to make Mashiko yaki. One group pursues it 

solely as a business, mass producing pottery or producing less artistic and more generic, 

miscellaneous pieces which are in the lower price range. For this group, Mashiko yaki has 

remained only a means of earning a living and since the recession in demand in late 1990s, some 

of these have shifted to other side businesses. 

For the other group, pottery is “life” and not just something to earn their living. They cannot 

think of anything other than Mashiko yaki and making good, creative pieces is their life’s only 

aim; these are the real artists who express themselves through Mashiko yaki. They seek 

customers who would understand their art and comprehend the sentiments that each piece 

conveys. Such artists usually produce high-end pieces and sell in their own individual exhibitions 

in or outside Japan. Imparting this art to young students is also an important part of their life. 

Their focus is on the quality of pottery not just their own but the entire range that is known by 

the name of Mashiko yaki. The artists have a very different stance about Mashiko yaki and about 

the cluster than the former group and seem to be particularly disturbed by declining quality of 

Mashiko yaki.  

We spoke to people from both these groups and we noticed a clear difference of opinion in their 

perception towards the cluster and the solutions to its problems during our interviews as well as 

in the questionnaire responses. For example, artists are not particularly disturbed by the falling 

number of firms, because for them quality of the pottery produced is of utmost importance which 

would help Mashiko in regaining its lost glory.    

A renowned artist from Mashiko had the opinion that the town of Mashiko will recover from the 

shock of the earthquake on account of its vicinity to Tokyo and the efforts taken to promote 

tourism by the Tourist Association. But for the industry to re-emerge from this shock requires 

efforts by the firms themselves to re-think the way they can build up their business and also 
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about improving their links with other firms. Also another imp concern here is that the pottery 

makers need to re-invent their pottery, re-consider the motivation behind making pottery.  

The most significant problem facing the cluster is poor domestic demand followed by problems 

in procuring investment, capital, funds and equipment.  As a result of falling sales, there has been 

an increase in the number of firms closing down shop and the unemployment in the cluster. 

Besides, the nature of tourists visiting the cluster has changed over the decades. Group tours 

which were very popular in the 1950s – 1980s have been replaced by individual tourists. 

Secondly, there is insufficient understanding of consumer preferences due to lack of a database 

to help pottery producers produce appropriate pieces to suit the needs of consumers. 

 

 

Figure 3: Annual Sales of firms 

 

Source: Mashiko Statistical Survey Report - Mashiko Town Office, 2010 
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The problems pointed out by the firms in the interviews and questionnaire survey were lack of 

domestic demand and insufficient knowledge about new sales, marketing methods. Also lack of 

solidarity and unity in the cluster, falling number of tourists and production still not returned to 

the pre-quake levels also turned out to be the present issues. 

The Mashiko Revitalization Council report (2012), Mashiko Cluster Awareness Survey (2007) 

published by the Small Business Co-operative, and the questionnaire and interviews with firm 

owners pointed out that just as the pottery producers need to be better educated about the choices 

of customers through a database, there is also a need to educate consumers better about the 

uniqueness of Mashiko yaki. Also, there is a need promote not just Mashiko yaki but the entire 

lifestyle associated with the pottery through food; newer ways of using pottery, so that it appeals 

to customers.  Besides, the firms pointed out that the strategy to promote tourism in Mashiko 

needs to be altered such that tourists would be encouraged to stay longer and spend more time in 

Mashiko. This would familiarize them with the traditional art of pottery help in boosting sales.   

Further, Mashiko faces a rapidly ageing population and it is necessary to educate and train 

youngsters in the town in order to preserve this art. The Pottery Research and Technical Support 

Centre (Kama Gyou Gijutsu Shien Centre) in Mashiko provide such formal training. However 

since the last few years, it has become difficult for young potters to find employment with the 

big firms in the town after completing their training. Also, many of them working independently 

find that the sales are not sufficient for them to depend only on pottery for their livelihood.  As a 

result an increasing need is felt on the part of the cluster association to improve the skill level of 

these young potters so that they can continue to live a secure and comfortable life pursuing 

Mashiko pottery.  

On visiting Mashiko, it is very easy to distinguish between 2 distinct sections of the village; one 

section that is well paved with good wide pedestrian footpaths and shops on either side while 

another one with no footpaths and shops lined across the main street making it difficult for 

visitors to take a stroll. As a result, a large number of tourists visit the Jonaizaka the former 

section while the second half of the village remains deserted. The sales of these shops are 

naturally adversely affected. People from this section of the town have complained to the town 

office about this difficulty but, there has been no action. As a result, these residents formed their 
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own separate group called Satoyama no Kai, and planned events in this section of the town to 

encourage tourists to visit this part of the town as well.  

COLLECTIVE ACTION BEFORE THE SHOCK 

Mashiko was never characterized by strong inter-firm co-operation or collective action by the 

cluster firms. The Mashiko yaki Small Business Co-operative was established in 1952 and 

currently 141 firms from the cluster are members of the society. It addresses the grievances of 

the potters, helps them with production bottlenecks, or directs them to the appropriate 

professional advisor. It is like a primary producers’ co-operative whose main role is to group the 

potters and since its inception, it has been purchasing clay which is the main raw material in bulk 

and distributing it at cheaper rates to its members. Besides, it maintains cluster-wide statistical 

records on the number of firms, employment, sales etc. and supports the Town office in 

conducting periodical surveys about production and sales trends, sales techniques, inter-firm 

networking activities, firm’s problems etc.   

No Vertical Division of labor 

Although the process of making pottery involves a number of stages, yet there is no 

subcontracting and hence no vertical division of labor. All stages of pot making right from 

cleaning/preparing the clay, molding the pot, designing, firing, glazing, decorating is carried out 

in-house by the units. Pottery being a folk art, it involves creativity, artistry and there is very 

little interaction about production by the units. 

Pottery Fairs 

The Mashiko Tourism Association has played a very supportive role for the promotion of the art 

of pottery from Mashiko as was reported by more than 90% of the firms in our interviews and 

questionnaires. Since 1965, the Tourism Association has taken the lead in organizing pottery 

fairs in Mashiko. The fairs are held in spring and autumn; for about 10 days in April and 1 week 

in November. Small pottery manufacturers from Mashiko and other districts participate in the 

fairs by renting a tent either individually or in a group depending upon the scale of their 

operation. There are close to 500 tents in the fair that sell pottery from all price ranges. 

Participants include not just pottery makers from Mashiko and neighboring town of Kasama, but 
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even those coming from as far as Hokkaido which is almost 750 kms from Mashiko. During our 

interviews with such participants they stated that “this is the most popular pottery fair and since 

there is no such fair near Hokkaido, we come all the way to Mashiko by ship. This fair is very 

encouraging for the potters.” 

These fairs are extremely popular among residents of the neighboring prefectures including 

Tokyo and have been increasingly attracting customers over the years. They attracted more than 

900,000 visitors in 2010. The visitors at these fairs have continued to increase over the last 4 

years. As per the interview with a customer who has been attending these fairs regularly for the 

past 22 years, nature of these fairs has changed significantly over the last few decades with the 

fairs no more remaining limited to being a pottery fair, but becoming a general fun-fair instead. 

Until a few years ago all the tents would only sell pottery but recently there are also tents selling 

garments, food stuffs, accessories etc. As a result, the original purpose of the fairs which was to 

encourage the pottery activity in Mashiko and give the potters an opportunity to interact with 

customers directly is slowly getting diluted with the focus now being on promotion of the whole 

town. According to the Tourism Association, among the people visiting Mashiko during the fairs, 

there is a very high proportion of repeaters i.e. people who have been coming to the fair for the 

past 10 years.  

These fairs, though organized by the Tourism Association signify multilateral co-operation 

among the firms, the Co-operative Sales Centre, the local town office. Firms who cannot afford 

to rent a tent show their indirect participation by selling their products at a discount in their own 

shops. Also, the restaurants, cafes, pensions etc. look forward to these fairs as it is big business 

opportunity for them. Besides, the firms who do not otherwise have a chance to interact directly 

with customers take this as a chance to understand the preferences of customers and to develop 

new contacts. For all these reasons, the firms regard these fairs to be a very crucial, supportive 

step by the Tourism Association.  

Promotion of Green Tourism 

Since the art of making pottery was well known people would visit Mashiko as a cultural, 

traditional place to see the art and purchase pottery. As the demand for pottery began to fall in 

the late 1990s, a lot of firms began turning to other side-businesses like opening restaurants, 
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cafes, bread shops etc. These modifications by the firms gradually led to the further promotion of 

the other attractions in Mashiko like the seasonal flowers, agricultural products, scenic places etc. 

The pottery workshops further rode in this wave by splitting their store space into restaurants, 

relaxing spaces to accommodate tourists etc. Also some firms started to give short pottery 

lessons of about 1hour to lure tourists while also earning an extra income. With the firms making 

such changes, (and the nature of tourism changing as well) the Tourism Association took up the 

further promotion of the town targeting such people who were not very familiar with this 

traditional craft. It was expected that after enjoying strawberry plucking or nature walks people 

would also take a stroll in the pottery shops, learn about this traditional craft of the town, and buy 

some as souvenirs. The association anticipated that this kind of promotion would revive the 

falling sales of Mashiko yaki. Emphasis was also given to promoting Green Tourism i.e. inviting 

people from cities to experience village life and activities by giving them a chance to experience 

farming, working in wineries, take pottery classes thus learn about village life in the process. The 

expected group was to be retired salary-men looking for a peaceful life or working people 

looking for a short break from city life over the weekend.  

While this effort of the Tourism Association was largely supported by the Sales Union, Small 

Business Co-operative and majority of small firms in the cluster since it was in the interest of the 

whole town, yet artists who were strongly committed to the art of Mashiko pottery (like disciples 

of Shouji Hamada) did not quite approve of this policy as it gave secondary importance to 

traditional art.  

However, as per the findings by a research team from Toyo University (2010), Green Tourism 

could not take off on a very big scale in Mashiko on account of the difficulties on the part of the 

local town office to arrange for long-term lodging facilities for the people. 

Nevertheless, these Tourism promotion steps which started in the early 2000s succeeded in 

controlling the decrease in the number of annual tourists to the town, but it could not increase the 

sales of Mashiko yaki and the cluster continues to face this setback.   

Cluster Promotion Council 

Since the sales of Mashiko yaki continued to remain low in spite of the encouragement to 

tourism promotion, the Mashiko Cluster Promotion Council comprising of cluster’s supporting 
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institutions namely the Mashiko Small Business Co-operative (as a representative of the pottery 

units), the Mashiko Co-operative Sales union, the Tourism Association, the local Chamber of 

Commerce and the Mashiko Town office was formed in 2009. Discussions about the declining 

sales in Mashiko and the need to change the marketing, sales techniques by developing channels 

outside of Mashiko were held through formal meetings once in a month. However, the council 

could not arrive at any definite renewed strategy for the same. According to the chairman of the 

Tourism Association, “even when the sales were falling, there was no concrete group initiative 

taken in Mashiko”. (Interview, November 6, 2011) The awareness and the desire to do something 

to revive the sales were present but a direction could not be reached at and hence there were no 

concrete steps. A study by Toyo University also pointed out that there was little inclination 

among the people in Mashiko to do something together.  

On the other side there was a lot of movement visible among the relatively young firm owners 

over the last 2-3 years. We observed that this group comprised of a combination of potters who 

were natives of Mashiko as well as those who had migrated to Mashiko from other places. They 

correctly comprehended the absence of horizontal ties among the firms in Mashiko and the need 

to forge lateral relations among the pottery firms in Mashiko.  Using their networks within and 

outside of Mashiko, these firm owners were meeting informally to discuss strategies and possible 

solutions to revive the falling popularity of Mashiko yaki. Some of the active groups were the 

Hiji no Wa, Hondori Kai who held events in Mashiko. Another group conducted a workshop in 

Tokyo that explained the history and the technique of making Mashiko yaki, thus trying to 

popularize the art. Another firm owner had participated in the International Pottery fair held in 

Korea in 2004 and he brought up the idea of holding the fair in Mashiko. Accordingly Mashiko 

hosted the fair in 2006 when 30 potters from countries like USA, France, Korea, Germany, 

Australia, and U.K. visited Mashiko for a month. Workshops were held and they could study 

Mashiko yaki including firing in a climbing kiln and exhibit their original Mashiko pottery. 

Organizing such a huge fair required the support from firms all over Mashiko to provide food, 

lodging and other arrangements including activities for cultural exchange. In the words of Mr 

Inoue who took the lead in organizing the International Pottery Fair, “Mashiko was well known 

among foreign artists due to the influence of Shouji Hamada and such fairs help to preserve that 

image”. (Interview, November 6
th

, 2011) 
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Touism 

Another big project in Mashiko is called ‘Touism’, which means Potterism when translated. 

Touism is the brainchild of young pottery artists from Mashiko and the neighboring pottery town 

of Kasama. It is a platform started in 2009 to connect pottery artists, galleries, shops and regular 

customers from all over Japan by reviving the art of pottery. The activity started off by holding 

an exhibition in Mashiko in March 2010, displaying the pottery of the participating artists. This 

event was held again in 2012 March. Besides having one annual exhibition in Mashiko, the other 

activities to be conducted under Touism include organizing small spin-off events in other pottery 

districts, managing a website, encouraging greater connection with customers and thus 

improving the quality and image of pottery, all this to be done by pottery artists themselves while 

maintaining their individuality.  

Touism functions through a regularly maintained website that would serve as a database and 

through events would serve as a platform for exchange of information and thus lay the 

foundation for holding similar events in the future. All these activities are funded through 

voluntary donations by the members.  

We could attend the annual Touism event held in Mashiko on the 24
th

 and 25
th

 of March, 2012 

which included 200 participants from all over Japan;100 artists and another 100 people that 

included buyers, gallery owners and managers all in the age group of 30 to 40. Apart from an 

exhibition in which the young artists displayed their creations and got reviews from buyers, the 

highlight of the event was the Group Discussion that included discussions and debates about how 

to effectively improve the networking among pottery artists all over the country so that it would 

help them improve their work and life as artists and also help preserve the art. Older potters from 

Mashiko also attended the exhibition and gave suggestions about the work of their younger 

counterparts. During the interviews we observed that the local people had a very good opinion 

about Touism, mainly because it brought a lot of people to Mashiko on account of the events.   

IMPACT OF SHOCK 

An earthquake of magnitude 9.0 followed by a tsunami struck Japan on the 11
th

 of March and it 

completely devastated regions in eastern part of the country. Mashiko is located about 250 
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kilometers from the epicenter of the earthquake and 150 kilometers from the Fukushima nuclear 

reactors.  And the explosion at the Fukushima Nuclear Plant added to crisis.  

Mashiko is home to some of the very old and big chambered climbing kilns which were all 

destroyed. Individual small firms suffered damage due to broken pottery, physical damage to 

shops and other facilities besides kilns. Also Mashiko’s heritage museum which has preserved 

some master pieces of Shouji Hamada and his lifetime collections suffered huge damage. The 

total damage came to the tune of 11million $ (920 million yen).  

The bigger damage was however in the form of a sudden halt in the number of visitors to the 

town. On an average from 2007-2010 approximately 92,000 people visited Mashiko every month 

which came to a total stop for the next 5-6 weeks. Even 3 months after the earthquake, the 

number of tourists had not recovered to even to even 10% of pre-earthquake levels.  Rather than 

the earthquake, it was more so the fear of radiation that prevented tourists from visiting Mashiko. 

Several pottery shops are estimated to have closed down after the earthquake, but the numerical 

data was not available until the completion of this paper.   

In 2011, the visitors at the spring fair fell by 14% , while those in the autumn fair fell by 12% on 

account of the earthquake  as the table below shows.  

 Table 3: Number of Tourists Visiting Mashiko Annually 

Year Spring Fair Autumn Fair Total 

2007 346,651  

 

177,994  

 

52,4645 

2008 431,544  

 

205,430 63,6974 

2009 551,040  

 

309,813 86,0853 

2010 549,487  

 

358,084 90,7571 

2011 468,300 (14) 

 

314,314 (12) 78,2614 

 Source: Mashiko Tourism Association 

COLLECTIVE ACTION AFTER THE SHOCK 
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1. A huge sum of money was received in donations from the pottery fraternity all over the 

world with the spread of the news of the large scale damage in Mashiko. The Mashiko 

Potters Fund (MPF), a non-profit foundation was set up by a group of local potters to 

channelize these donations (approximately 5000 GB pounds) to the firm owners who 

needed them the most.  The MPF included the following activities:  

a. Volunteer work: Helping the firms in the cleaning and rebuilding of broken kilns. 

A small group of local volunteers called the Reconstruction Support Centre (as 

part of the MPF) was established within 10 days from the earthquake which 

recruited and dispatched volunteers from the town to the firms that required their 

help. Within a month participation in this Centre increased to more than hundred 

volunteers. Working on weekends for 6 months they successfully assisted the 

rebuilding of broken kilns of approximately 20 firms within the town.   

b.  To buy bricks from traders and provide them for free to those who need them to 

rebuild their kiln.   

c. To decide a plan to use the remaining donation amount for Mashiko’s 

reconstruction from among the options put forth by the Dai sanshain kai which is 

a group comprising of 7-8 representative firm owners who are not a part of the 

MPF.   

2. The 2011 spring pottery fair was to be held from the 28
th

 of April which fell within 6 

weeks from the earthquake. In view of the pottery lost due to the earthquake, there was 

some difference of opinion about whether the fair should be cancelled due to a shortage 

of pottery. The Mashiko Tourism association conducted a survey to find out the opinion 

of the firm owners and none of the surveyed firms suggested cancelling the fair. 87% of 

the firms proposed shortening the duration of the fair from 10 days to 7 days and hence 

the fair was held accordingly. Also, the turnover of customers was only 14% less than the 

previous year. As the firm owners stated in their interviews, the tourists came to the fair 

to help, offer moral support; they came to meet the potters whose pieces they had been 

using. The unexpected turnover of customers at the spring fair increased the motivation 

of the potters and further helped to increase the momentum of recovery.  

3. Cluster wide data on variables like total number of firms, total employment, age of firm 

owners, annual sales of the entire town, use of clay etc. is available with the town office 
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and also with the Mashiko Small Business Co-operative. However, there is no firm level 

data available with the cluster associations which would include details of each firm’s 

establishment year, annual production, sales, customers, employees, contact etc. This and 

the subsequent problems due to lack of contact information on firms was realized during 

the earthquake and this was the motivation behind starting the Mashiko Data Base Project. 

The project was thought of by the younger generation potters in Mashiko and was carried 

out under the authority of the Small Business Co-operative with the help of volunteers 

from Mashiko. The project aims at the collection and sharing of information by creating a 

stronger social network. It envisages the creation and management of a web portal, the 

creation of a system for more effective interchange and co-operation between the existing 

associations as well as encouraging exchange between potters within and outside 

Mashiko. It also aims at creating a better crisis management system in Mashiko and 

making available information about events and other activities in Mashiko and working 

towards improving its circulation. Soon after the quake the volunteers, representatives 

from the local government and some firm owners came together to plan this project. The 

first step of the project was collection of firm level data and the basic information of 261 

pottery makers from Mashiko including their contact information was successfully 

completed by the 1
st
 of April 2012 as planned and will soon be put up on the web portal 

of the project. This database would act as the basis for planning future activities.  

4. Once the cluster’s kiln rebuilding and channeling of donations had taken ground, the 

Cluster’s Joint Promotion Council comprising of the cluster associations and also the 

prefectural government started an activity to collect donations in the form of Mashiko 

earthenware for daily use to be sent to Miyagi and other earthquake affected areas. These 

donations were sent in 2 batches in August and September 2011 with each batch 

comprising of approximately 15,000 tea cups, rice-bowls etc. This activity was carried 

out with the support of the firms and cluster associations, but the Mashiko Small 

Business Co-operative took the lead in organizing and coordinating these donations.  All 

of the firms that had responded to the questionnaire reported that they participated in this 

donation activity by producing new pottery or donating whatever they had in stock. The 

first lot was sent on Aug 29
th

 with almost 10,000 pieces and the second one a month later. 

One of the interviewees said that, “the best that we could do is make good pottery and 
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bring some good moments into the lives of those people at least when they have their 

daily meals”. 

5. The motivation to start co-operative activities spanning the whole cluster but the absence 

of a firm level database and lack of other infrastructure required to disseminate 

information about various co-operative activities in Mashiko led to the creation of the 

Mashiko Art and Crafts Association (MCAA) in February 2012. The main aims of 

establishing the MCAA were; to work towards more domestic and foreign cultural 

interaction, to help in disaster relief operations and to improve the networking between 

firms. The younger firm owners from Mashiko had realized that there was very little 

exchange of information and interaction among the firm owners until now and this was 

one of the biggest bottlenecks on Mashiko. The MCAA was also an attempt to strengthen 

the weak network between the firm owners.  As per the team who started this project, 

though they wanted to share the information related to rebuilding activities and seek the 

opinion of the potters on the same, they did not have an effective means to do so. Also 

the amount in donations received in Mashiko from within and outside the country was 

much more than anyone could have expected and this really touched them and made 

aware of the wide love and support that Mashiko has from the across the globe and across 

all cultures. It also made them realize that it is their responsibility to help others who may 

be in crisis in the future. Comprising of 6 firm owners from Mashiko, the first activity 

undertaken by the MCAA was dealing with the huge quantity of pottery broken in the 

earthquake. Within the first few weeks from the earthquake, such pieces of broken 

pottery had been collected in an open space forming a big heap. These were categorized 

as industrial waste and were to be disposed off as per the decision of the town office, but 

some potters had a sincere desire to make something creative from this waste. The 

MCAA members through discussions, came up with a technique using which they 

successfully rounded off the edges of the broken pottery and could reuse these to make 

accessories and other creative products.    

6. In 2011 particularly on account of the earthquake a number of events apart from the usual 

pottery fairs, were organized in Mashiko that included not just tents selling pottery, but 

also pottery workshops, pottery lessons, ocarina/music performances, gourmet fairs, 

charity booths, study tours to observe the various types of kilns, walking tours of the 
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town to promote pottery galleries and stores, pottery workshops, tool shops, other 

businesses of the town including restaurants, cafes, pensions, wine shops, organic 

products, cosmetics etc. A lot of these events were in fact planned through the informal 

discussions of the young potters’ groups and were then supported by the Tourist 

Association, Sales Union and the town office. The groups in Mashiko mentioned earlier 

like the Hiji no Wa, Hondori no kai had also organized special events this year.  Quoting 

the officials of the Tourism Association, “this year especially a lot of events like Mashiko 

Ichi, Craft Fair were organized by the young people in Mashiko. They have taken the 

initiative and come up with a lot of ideas to plan these events”. The Tourism Association 

provides all the back-up support for these events, helping them in renting public facilities, 

land for the purpose. These events were certainly a success as they helped in re-enforcing 

ties among the people in Mashiko and in gathering a lot of people to the town that had 

been relatively quiet for 2-3 months since the earthquake”.    

7. Mashiko Dori Project: is a project initiated in June 2011, by a Dutch potter who has lived 

and worked in Mashiko to help the community of potters in Mashiko for the long term by 

promoting Mashiko, reaching out to new customers, opening out Mashiko to the whole 

world and providing an additional sales channel for the Mashiko potters. The project 

encompasses creating an online network of potters and an e-commerce site, providing 

potters and galleries in Mashiko with classes and lectures on entrepreneurship and on 

using the internet so that they can learn how to effectively use and communicate on the 

internet and develop their own personal pottery brand and facilitate direct communication 

between potters, galleries and customers using modern 4G infrastructure and a virtually 

interactive website in English and Japanese. In the course of doing this the project aims to 

provide potters and galleries more revenue stream, attract more tourists and revitalize 

Mashiko. The project eventually aims to help the firms to compete in a world where the 

environment even for traditional businesses is changing fast. The first exhibition was 

organized by the Mashiko Dori project group in Netherlands in November 2011 where 5 

artists from Mashiko got an opportunity to visit the place and display their masterpieces. 

However, the project has not taken off completely and hence opinions about the project 

are diverse. During our interviews we found the firms to be apprehensive about doing 

business over the internet. According to them earthenware is something which the buyer 



 
 

28 

needs to touch, feel, have a close-look at before he can buy it and that is not possible over 

the internet.  

INTERPRETATION OF POST SHOCK JOINT ACTION 

The above account clearly suggests an increase in the collective activities in the cluster following 

the earthquake. This is comprehensible given the nature and magnitude of the shock that the 

cluster faced. The initiatives like MPF and the reconstruction support center set up within a few 

weeks’ time from the earthquake constitute the responsive phase of Mashiko’s reaction to the 

earthquake when the primary impact of the shock was being absorbed. However, the setting up 

of the MCAA, the Mashiko Database Project, the active organization of the Touism event in 

2012 etc. point towards an equally strong re-adjustment phase i.e. when the losses have been 

estimated, initial reconstruction is in place and shocks have subsided.  Each of the above 

mentioned joint action activities were instituted by a distinct cluster agent and hence in totality 

they had a cluster-wide spread. Besides, each of these activities can be categorized as multilateral 

horizontal co-operation involving multiple cluster actors.  

Through the questionnaire and interviews, we tried to understand the difference in the nature of 

firms’ co-operation, interaction with other firms, the frequency of their interactions, the topic of 

discussion during the interactions etc. The most common response by the firms was that after the 

earthquake they strengthened their ties with the other firms in the cluster (55%) because they had 

never ever experienced a sense of crisis as intense as this one. Besides, we found that each of the 

firms increased interaction with a very different set of partners, that span all over the cluster 

including associations, other firm owners and volunteers. Among the topics of discussion, the 

most commonly discussed topics during these interactions were ‘how to bring back tourists 

(74%) followed by how to increase sales (48%) and how to bring about speedy recovery of 

Mashiko followed by how to exchange information about post-earthquake joint action. This 

shows that the firms increased interaction to try to find solutions to problems that they faced 

immediately after the quake. 

As a respondent (Minoru san) stated in the interview, “in Mashiko there are people who make 

pottery, sell pottery, and people engaged in other activities like restaurants, cafes, bread shops, 

wineries or those engaged in tourism related activities etc. But there has never been any large-
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scale interaction or communication between them. There is no common point of contact between 

them. And this is the biggest problem of Mashiko.” (Interview, October 25
th

, 2011) During the 

interviews we found that the firms would hardly meet other firm owners or acquaintances from 

the cluster to discuss routine production problems. Since pottery is a folk art, involving creativity, 

artistry there is very little interaction among the firm owners about their products. All stages of 

pot making right from cleaning/preparing the clay, molding the pot, designing, firing, glazing, 

decorating is carried out in-house by the units and there is no inclination to discuss this with 

other firms owners. It has always been difficult to get the firms to act co-operatively. 

If we attempt to categorize the joint action in Mashiko before and after the earthquake, activities 

before the earthquake like conducting workshops, holding events outside Mashiko, planning and 

advertising activities like Touism were mostly restricted to a constellation of firms, mostly young 

firm owners who wanted to use modern strategies and skills to advertise Mashiko. This group 

consists of young dynamic artists who are relatively recently educated university graduates, well- 

versed with new marketing and promotion techniques and have a greater urge to sell their pottery 

outside of Mashiko or even outside Japan. They started off their firms in 2000s and had not 

experienced the high sales period during the bubble times and hence they could not relate with 

the problem of falling sales in recent times.  

Figure 4 shows the categorization of the joint activities in Mashiko based on the number of 

participants and the aim of the activities. Before the earthquake, joint action in Mashiko was in 

quadrant I when the aim of these activities was to improve the sales of the cluster over a long 

term, but the participation in such initiatives remained limited to distinct groups. In this stage, it 

was only the agglomeration externality argument explaining the cluster’s functioning as there 

was limited co-operative activity carried out by a partial subset of producers within a small 

closed network.  

When the earthquake struck, the formation of MPF, the reconstruction support center, etc. again 

by a small group of local firms moved the cluster from quadrant I to II when the foremost aim 

was speedy recovery from this shock and getting the firms and kilns back to production. Joint 

action thus increased immediately after the earthquake with the short term aim of rebuilding the 

cluster. Within a span of a few weeks the participation in the MPF and the volunteer 

reconstruction center increased substantially. Besides new activities in the form of special fairs, 
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events were organized and the cluster moved from quadrant II to quadrant III when participation 

increased, but the goal of these activities remained short term revival in the number of tourists to 

the pre-earthquake numbers. The pre-crisis activities like Touism, workshops, etc. were not an 

immediate priority and came to a temporary stop after the crisis.  
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Figure 4: Categorization of Joint Action 

 

 

 

 

 

 

 

 

 

 

 

 

After the earthquake, the cluster’s rebuilding efforts like repairing of kilns by volunteers, 

managing the MPF, the planning of events etc. created more opportunities for interaction among 

the firms. They led to the creation of a wider and more profound platform for informal 

discussions among cluster firms. The most common places for such informal interactions after 

the earthquake were the firm’s workplaces, reconstruction sites and offices of the associations 

like small business co-operative and Tourism association as we found in the questionnaire 

responses. As per the interview with a founding member of Touism, “in the course of volunteer 

work, there was information exchange and exchange of new ideas among people who had 

similar ideas but had never met before” (Interview with Mr Kuriya, October 25
, 
2011). The firms 

stated that they met a number of like-minded people from Mashiko itself for the very first time. 

In the process there was information exchange, exchange of ideas, establishment of newer ties 

across generations and also among such people who wished to work together in the same 
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direction, but did not know each other until now.  This helped in strengthening the ties with the 

cluster actors and led to the creation of a platform for regular interaction. Face to face personal 

contacts are thought to be fundamental to the building of network associations. Electronically 

mediated communication is best suited for arms-length and hierarchical relations, whereas 

personal contact is the medium for building and sustaining reciprocal relations.  

One firm owner mentioned that the communication between the young and old potters has 

improved since the earthquake. In planning the pottery donation activity as also subsequent 

activities like MCAA, the team members tried to involve the older generation as they understand 

Mashiko’s history better and tried to bring together the firm owners from 2 different generations.  

Thus, though most of the co-operative activities were with the short-term aim of reconstruction 

of the cluster, yet they helped in bringing cluster firms closer and forging ties among them that 

were weak before as there was a common urge to re-emerge from the crisis. “Communication 

between potters has improved and we hope that it becomes stronger” (Interview with Inoue san, 

November 6
th)

. As informal interactions increased after the shock, the pre-crisis co-operative 

activities like Touism found greater recognition and participation from within the cluster after 

the earthquake. They thus had a positive externality effect on the other collaborative activities 

which can be explained as external economies of Joint action.  

When asked about the effectiveness of these interactions, the most commonly stated response 

was that it gave the firms a chance to meet new people. That they did not have such an 

opportunity in the past and the fact that they got this opportunity after the earthquake shows that 

the earthquake turned out to be a positive shock to the cluster in one sense. Their network began 

to expand after the earthquake. Secondly the firms stated that these interactions improved their 

connections with the people within Mashiko and brought them closer. The common aim of 

reconstruction was the new common thread binding them.  

This surge in joint action activities that started soon after the earthquake is still continuing. On 

the 11
th

 March 2012, to commemorate one year since the disaster, Mashiko Tourism Association 

arranged a special tour that included foreign and Japanese students in an exchange program 

while taking them around Mashiko town. All those whose climbing kilns had been damaged in 

the earthquake announced the re-start of their kilns that day publicly thanking everyone’s help in 
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the rebuilding efforts. Also, a special market was organized that day selling all of Mashiko’s 

specialties including agricultural products, pottery and Mashiko Reference Museum T shirts 

donating all the collections towards the rebuilding fund. It also included silent auctions, walking 

tour of the town, a musical concert, open studios (pottery classrooms). 

Thus, the cluster now is in a stage where the ties between the firms have been strengthened, new 

platforms for interactions through Touism, MPF, MCAA are in place and several collective 

initiatives have been successfully organized and newer ones are being planned. Whether the 

cluster will further exploit this platform created due to the earthquake and move on to quadrant 

IV where a self-reinforcing mechanism is in place that takes the cluster further on a long term 

growth path or the whether the cluster moves back to quadrant I, is what this research aims to 

find out in the ensuing stages.  

FINDINGS, CONCLUSION AND FUTURE RESEACRH AGENDA 

Small and micro enterprises are encountered by various constraints that hamper their 

development and performance. Poor information access, limited technical know-how and lack of 

market access are the most important among these and Mashiko is not an exception. Mashiko has 

been characterized by a number of strong locally rooted but loosely networked firms in the 

pottery industry. Inter-firm co-operation was never strong in Mashiko as was found in the 

interviews. Though Mashiko was facing problems of falling demand over the past decade and 

had started to show a declining trend, no cluster wide collective action could be instituted. The 

activities remained restricted to a partial subset of producers within a small closed network. Thus, 

until the crisis it was only the agglomeration externality argument explaining the behavior of 

Mashiko.   

But the earthquake proved to be a turning point in the life of the cluster. In the first few weeks 

after the shock, there were absolutely no tourists visiting Mashiko. Rebuilding of kilns and 

broken facilities was being carried out and the pre-crisis activities came to a temporary stop. The 

common aim of reconstruction led to a sudden increase in the joint action in the cluster in the 

form of MPF, reconstruction center and a host of other events and fairs. Production had totally 

stopped and this gave the firms the opportunity to exchange ideas about the possible solutions to 

the cluster’s problems and plan new activities by providing new platforms for interaction in the 
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form of reconstruction sites. It helped them to reach out to new people and to expand and 

strengthen their network, leading to rewiring of inter-firm relations in the process. The post crisis 

joint action had a positive externality effect on the pre-crisis joint activities which can be 

explained as external economies of Joint action. Though cluster-wide co-operation is yet to 

emerge (gain a foothold), horizontal ties across groups of firms have certainly become stronger.  

However, the low percentage of responses to the questionnaires received until April 2012 is a 

major limitation of this research paper. On the basis of further data collection, future research 

aims to measure the increase the inter-firm co-operation, understand the factors that determine 

the increase in joint action after the shock and find out whether the cluster could actually turn 

this crisis into an opportunity and move on to the self-reinforcing growth stage of quadrant IV.  
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SUMMARY 

 

Co-operative enterprises represent some of the largest and most durable business entities in 

the world. They are found in all countries and across a wide range of industries. Co-ops are 

member owned businesses that can be formed by small business owners, farmers and the 

wider community. They have a unique business model that is part economic and part social in 

its focus. The purpose of co-ops is to provide benefits to their members. They have been 

likened to a strategic network in that they are owned and managed democratically by their 

members. Drawing on case study data from Australia and France the paper examines how the 

conceptual small firm alliancing framework developed by Street and Cameron (2007) can 

apply to co-operative enterprises. The role of member identity with the co-op as an alliance is 

highlighted. 
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INTRODUCTION 

This paper is concerned with the role that the co-operative enterprise business model can 

provide to small firms seeking to strengthen their competitiveness using strategic alliances 

and networks. The need for small firms to forge relationships with other firms has been 

recognised within the academic literature, providing small business owners with enhanced 

competitiveness via personal networking (Ostgaard and Birley 1994) and proactivity within 

these alliances (Sarkar, Echambadi and Harrison 2001). Cooperation between firms has also 

been found to produce competitive advantage within technology-based enterprises (Bruque, 

Moyano, Vargas and Hernandez 2003). 

 

Within the co-operative enterprise (co-op) literature the strategic network nature of co-ops 

has been well recognised (Staatz 1983; 1987; Nilsson 1999). The co-operative, in particular 

those owned by small producers or retailers, can be viewed as a coalition of independent 

businesses rather than a unified single organisation (Emelianoff 1942). It has also been 

likened to a ‘nexus of contracts’ (Sexton 1983; 1986). The co-op is a separate distinct 

business entity, comprised as it is by this coalition of business owners as members 

(Helmberger and Hoos 1962). This makes it a unique form of business model. The co-

operative has the potential to leverage its coalition of members to achieve a competitive 

advantage via strength of numbers (Garcia-Perez and Garcia-Martinez 2007). However, the 

co-op is also vulnerable to excessive heterogeneity within the membership that makes 

reaching consensus amongst members and setting clear strategic goals for the business 

difficult (Staatz 1987b). 

 

In a major review of the extant literature Street and Cameron (2007) examined the alliance 

and network research relating to small businesses. From this analysis they generated a 

conceptual model comprising three interconnected elements: i) antecedents; ii) processes; and 

iii) outcomes. Each of these was sub-divided into units of analysis that we will examine later 

in this paper in relation to the behaviour of small firms operating via agricultural producer co-

ops in Australia and France. The principle research questions we are examining in this study 

is whether the conceptual framework developed by Street and Cameron applies to the co-op 

business model and what are the research and managerial implications of this? 
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This paper is organised into an overview of the Street and Cameron conceptual framework, 

then how this might apply to co-ops. Our study then introduces the case study methodology 

and cases before presenting the results, discussion and implications. 

 

A CONCEPTUAL MODEL OF SMALL FIRM ALLIANCES AND NETWORKS 

In their review of the research literature relating to the alliance and network behaviour of 

small firms Street and Cameron (2007) identified three primary units of analysis focusing on 

the antecedents, processes and outcomes. As shown in Figure 1 each of these primary 

elements has a set of subordinate units of analysis that emerged from the research literature. 

 

Figure 1: Conceptual Model of External Relationship Influences, Management 

Processes, and Effects in Small Business 

 

 

Source: Street and Cameron (2007) 

 

Antecedents 

Four antecedents emerged from Street and Cameron’s (2007) analysis. The first of these were 

the individual characteristics of the owner-manager or entrepreneur in control of the small 

firm, and/or their senior management team. Of importance here were things such as ethnicity, 

gender, personal values, and the strength of their existing personal network (BarNir and 
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Smith 2002). Also of importance were their willingness to learn, to trust others and their self-

interest and motivation to forge alliances (Beecham and Cordey-Hayes 1998). These factors 

can influence whether the small firm will seek to form alliances and establish networks, and 

also how durable and useful such networks and alliances may be. 

 

A second antecedent was the characteristics of the organisations involved in the alliance or 

network. On one side there is the small firm and its age, size, products, complexity and 

competitive positioning (Ahuja 2000; Alvarez and Barney 2001; Baird, Lyles and Orris 1994; 

Donckels and Lambrecht 1997; Eisenhart and Schoonhoven 1996). On the other side are the 

alliance partner or partners and their relative power, sophistication and complexity (Baum, 

Calabrese and Silverman 2000; Carayannis, Kassicieh and Radosevich 2000; Hadjimarcou et 

al 2000).  

 

A third antecedent are the characteristics of the relationship between the members forming 

the network (Curran et al 1993). The important variables here are the number of ties and the 

strength of these relationships as well as their breadth, depth and density (Uzzi and Gillespie 

2002; Hite and Hesterly 2001). How complementary the partners in the alliance or network 

are is also of importance, along with the presence of a common vision or set of goals and 

nature of the alliance (Hoffman and Schlosser 2001; Volery and Mensik 1998; Oughton and 

Whittman 1997). 

 

The fourth antecedent are the characteristics of the environment, specifically how much 

turbulence and uncertainty exists for the firms engaged in the alliance or network (Weaver 

and Dickson 1997; Sarkar, Echambadi and Harrison 2001). Other issues of relevance here are 

the structure of the market in which the alliance is being formed (Ebers and Jarrillo 1998). 

This includes the level of competitiveness and concentration, the ability for firms to form 

partnerships and what government controls and initiatives exist to impede or facilitate such 

alliances (Rosenfeld 1996; Davenport, Davies and Grimes 1999). 

 

Processes 

Street and Cameron’s (2007) conceptual model also identified two processes that relate to the 

development of strategy and planning involved in the forming of alliances and networks 

(Baird, Lyles and Orris 1994; Atkins and Lowe 1994; Lu and Beamish 2001; Weaver and 
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Dickson 1997), and the way in which such alliances and networks are managed by firms once 

they form (BaNir and Smith 2002; Ahuja 2000; Rothwell and Dodgson 1991). Significantly 

more research has been undertaken into the latter, which examines how these relationships 

form, the way in which firms participate in them once they have formed, and the dynamics of 

inter-firm trust, relationship and organisational learning (Davenport, Davies and Grimes 

1999; Tjosvold and Weicker 1993; Brunetto and Farr-Wharton 2007).  

 

Outcomes 

The three outcomes identified within the Street and Cameron (2007) model were those of 

organisational development, competition and competitive advantage, and the performance of 

the business. In the first instance the outcomes relating to organisational development 

involved such things as the firm’s ability to use the alliance or network to access resources 

(Spekman, Isabella and MacAvoy 2000). This included social support, information, 

knowledge, financial capital and access to other networks (Stuart, Hoang and Hybels 1999; 

Coviello and Munro 1995). There was also the development of the business via its capacity to 

build up its capabilities and achieve growth outcomes (Brush 2000; Chaston 2000). 

 

The second outcome relating to competitiveness revolved around the firms’ ability to use the 

alliance or network to maintain a competitive position, to defend market share, and to obtain 

bargaining power and economies of scale and scope (Alvarez and Barney 2001; Oughton and 

Whittman 1997). The third outcome over the successful performance of the firm was 

examined in relation to objective measures such as increased sales, growth, enhanced profits, 

lower costs and innovation (Watson 2007). It was also assessed via more subjective measures 

such as the perception of the firm’s management as to how being a part of the alliance was 

resulting in them successfully achieving their goals (Dean, Holmes and Smith 1997; Dodd, 

Jack and Anderson 2002; Guillen 2000; Preverez 2001). 

 

THE CO-OPERATIVE BUSINESS MODEL AND SMALL FIRM ALLIANCES 

Co-operative enterprises are a unique form of business model based on the principles of 

collective ownership, voluntary membership; democratic governance, independence and the 

benefit of its members as the primary purpose (Birchall 2004). Co-ops have a dual function or 

‘symbiosis’ that requires the organisation to function simultaneously as a business with its 

own needs for generating sustainable profits, and also as a union or alliance (Fairbairn 1994). 
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Why Co-operatives are Different 

Where the conventional investor owned firm (IOF) is established primarily as a vehicle to 

maximise shareholder returns via profit taking, the co-op is focused on a more complex 

purpose. It must provide its members with benefits that they cannot obtain outside the co-op, 

while also ensuring that it operates as an efficient and sustainable business (Mooney et al 

1996). Rather than simply focusing on the returns to its shareholders the co-op must focus on 

returning maximum benefits to both members and itself (Bontems and Fulton 2009). Because 

co-ops have a strong social purpose they can provide benefits that are not only measured in 

financial returns to investment (Mancino and Thomas 2005). 

 

Co-operative’s also differ from IOF in the fact that their members are owners who also trade 

with it as a business. The co-op’s share capital is usually fixed by its articles of incorporation 

so as to avoid any one member or group of members taking control. Co-op’s also don’t 

usually trade their share capital openly or issue it to non-members along with voting rights. 

Yet co-ops do pay members deferred patronage refunds that essentially return to the member 

the cost of their transactions with the co-op (Van Sickle and Ladd 1983). As a business the 

co-op can also enjoy some tax exemptions which may depend on whether it chooses to be a 

distributing or non-distributing business. A non-distributing co-op does not issue dividends to 

members and only rebates the cost of their transactions. By contrast the distributing co-op 

issues dividends to members as shareholders and is likely to incur tax liabilities. 

 

The formation of a co-op is usually justified when the cost of contracting with a firm’s 

suppliers or customers is greater than the cost of these same suppliers or customers owning 

the firm (Hansmann 1996). The design of a co-op varies as a result of decisions about how 

share capital is to be distributed and also how voting rights are assigned. While the IOF has a 

principle of “one-share-one-vote”, the co-op typically works on the principle of “one-

member-one-vote” (Bacchiega and de Fraja 2004). The democratic nature of the co-op as a 

business protects the rights of smaller members who have the same voting power as larger 

ones (Staatz 1987b). However, this can create frustrations for those members who are larger 

and provide greater volumes of patronage to the co-op thereby strengthening its overall 

business (Roy 1976). 
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Co-operatives as a Network of Small Firms 

A co-op formed by small firms such as farmers or small business owners is a form of network 

organisation or coalition (Helmberger and Hoos 1962; Staatz 1983). Each member joins the 

co-op bringing within them different resources and in many cases a slightly different set of 

goals. Some members may have greater capacity or resources than others, and there may be 

differences in their need for the services or benefits provided by the co-op. It is therefore 

important that the co-op members agree on the common purpose for which the organisation 

has been established and maintain their commitment to trade with it (Fulton 1999). Further, it 

is also important that the co-op business model is designed in such a manner so as all 

members share in the costs and benefits of its operations (Fulton and Giannakas 2001). 

Research into cooperative and competitive behaviour by entrepreneurs has indicated that 

cooperation is likely to result in more success at securing new ideas, resources and 

opportunities for business development than competition (Tjosvold and Weicker 1993). 

 

In addition to the creation of economic capital as an outcome, the co-op is a social business 

and generates social capital, which requires trust, reciprocity and networking often leading to 

enhanced business knowledge and innovation among small firms (Cooke and Wills 1999). 

Social capital has been found to exist within entrepreneurial networks as a process that helps 

bond the members together while simultaneously facilitating the operation of the network 

(Anderson and Jack 2002). Networking has significant benefits to firms seeking to innovate 

(Rothwell 1991). 

 

Jarratt (1998) proposed that the benefits small firms typically derive from networks revolve 

around three things. The first of these is the creation of new value, which is through using the 

network to expand the range of products and services that can be sold, or to access ideas and 

technologies to allow for enhanced innovation. It may also assist in the development of new 

products. The second benefit is the network’s ability to help the business access resources to 

enable it to build its business capability, and the third benefit is to use the network to defend 

its market position. An examination of the benefits that farmers who join co-operatives derive 

from their membership suggests that a similar range of outcomes applies (Krivokapic-Skoko 

2002). Co-op members, as small business producers, use their membership to gain market 

access and reduce market risk, secure access to resources that they could not acquire alone, 
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and defend their market position by collaborating to secure enhance market prices and lower 

input costs. Membership of the co-op also assists these small producers to improve their 

business productivity through pooling of resources, and also the transfer of knowledge and 

information (Rickenbach 2009). Finally, they also gain via the co-op’s role in community 

building (Skurnik 2002). 

 

Supply Chain Networks 

Co-operatives, in particular agricultural producer co-ops, are designed structurally as supply 

chain networks. The successful performance of such networks is contingent on their ability to 

respond to external market uncertainty and change with coordination and allocation of 

resources into appropriate responses and jointly owned specific assets. Communication and 

shared purpose amongst the members is a critical factor in how well the network responds 

(Garcia-Perez and Garcia-Martinez 2007). Co-ops can provide superior outcomes for small 

producers engaged in supply chain networks due to their ability to innovate and enhance 

financial benefits by returning to members the cost of their transactions and bargaining for 

better market prices (Giannakas and Fulton 2005). 

 

In agricultural markets the presence of a co-operative can have a major impact on the prices 

paid at farm gate, with producers generally receiving superior prices to those paid when there 

are no co-ops present (Tennbakk 2004). Co-ops have also been found to compete well against 

large IOF counterparts because their members are also their suppliers who are often willing to 

share profits and losses in order to maintain the long term sustainability of the co-op (Nunez-

Nickel and Moyano-Fuentes 2004; Mora and Menozzi 2005). 

 

Research into the nature of networks within co-operatives and financial mutual businesses 

has suggested there may be at least three generic types of coalition (Desrochers and Fischer 

2005). The first of these are ‘atomised systems’ a loose coalition with few formal ties to 

control activities. The second type are ‘consensual networks’ that have formed in order to 

secure economies of scale and scope that can result in lower costs or reduced risk of securing 

resource inputs. Finally, there are ‘strategic networks’ that have formal structures for the 

pooling and sharing of resources. Such networks use formal governance and control systems 

as found in mainstream co-ops. Of these three the most successful in terms of performance 

was the third type. Other studies have found that the effectiveness of co-ops is enhanced 
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where there are well designed systems of governance, strong leadership and the development 

of trust that helps strengthen member commitment (Palmer 2002). 

 

METHODOLOGY 

This research is part of a study into the sustainability of the co-operative business model 

funded by the Australian Research Council (ARC) and industry partners, Co-operatives WA, 

Co-operative Bulk Handling (CBH Group Ltd), Capricorn Society Ltd and Ravensdown 

Fertilizer Co-operative. The French part of the study has been funded by the Regional 

Council of Burgundy. It has involved collecting case study data from a range of co-operatives 

around the world with the purpose of understanding how to develop more sustainable and 

resilient businesses. One area of research focus is the measurement of member benefit from 

being part of a co-op and it is in this area that our paper has focused. Our aim here is to 

examine how the Street and Cameron (2007) conceptual model may apply to co-operatives 

that have small firms as members. 

 

A case study methodology was chosen for this research. Case studies offer a mechanism for 

exploring in-depth areas that have little well developed theory and have demonstrated this 

value in the social sciences, in particular in relation to small firms (Chetty 1996). Cases are 

also an effective mechanism for the development of theory (Eisenhardt 1989). We have 

selected five cases for this analysis from a larger pool of cases developed within the main 

study. Our selection of the cases was guided by theoretical rather than random sampling 

approaches. In choosing cases we drew upon a review of the extant literature relating to the 

co-operative business and also held discussions with our industry partners to identify suitable 

organisations to approach. Assistance was then provided in recruiting these firms where 

required including support from Co-operatives WA who hold databases of co-ops and who 

facilitated introductions to key executives and board members in these organisations.  

 

The procedure for undertaking the case study development was guided by the work of Yin 

(1989) and involved developing a detailed case study protocol that guided all case data 

collection. Also, a pilot case was undertaken with CBH Ltd that was then used to revise the 

case study method. The data collection process involved collecting published histories where 

available, plus annual reports and constructing a time line of the co-op from its establishment 

to the present day. A series of critical incidents were then identified within the time line to 
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mark periods of major strategic change or importance. This critical incident time line was 

then used to guide in-depth interviews with current and past board members and executives 

from each co-op. These interviews typically lasted for around 2 hours with all discussions 

audio recorded for accuracy of subsequent transcription. 

 

In addition to the interviews with the board members and executive managers, the data 

collection process involved collecting other relevant company documents. These included 

published reports, website content, newspaper and press articles and internal organisational 

reports, memos and presentations. An examination was made during this data collection on 

the key units of analysis relating to the co-op’s purpose, membership, governance and share 

structure, business operations – specifically value chain processes – resources and strategic 

decision making. The interplay between the members, the board and the executive were 

examined in order to observe how these elements impacted on the successful operation of the 

co-op. 

 

As recommended by Yin (1989) a framework for the reporting of the cases was developed 

early. This was informed by the pilot case. Once the raw data was collected a descriptive and 

largely historical case summary was developed that may have contained over 100 pages. This 

was then sent back to the representatives from the co-ops who were interviewed and any 

errors, omissions or misunderstandings were corrected. As these cases were designed to 

examine matters of strategic management the approach taken by Mintzberg and Waters 

(1982) to case study development was also followed. 

 

CASE STUDY ANALYSIS 

The five producer case studies that were selected for this study are outlined in Table 1 and 

comprise the CBH Group, Murray Goulburn and United Farmers co-ops from Australia, and 

the COCEBI and the Union Auboise from France
1
. 

 

                                                 

1 Those two cases have been collected by Corinne Tanguy and Michel Martin, from the CESAER 

Research Center in Dijon, France. 
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Table 1: Co-operatives Selected for the Case Studies 

 

Cooperative Bulk Handling Group Ltd (CBH Group) 
Established in 1933 CBH Group is Australia’s largest co-op and one of the largest bulk grain handling and 
storage operations in the world. CBH is also one of Australia’s major exporters. Headquartered in Perth 
Western Australia (WA), it has an annual turnover of A$2.63 billion and 4,500 members representing the grain 
growers of WA. In 2010 the co-op employed 2,500 people and exported 95% of its harvest to more than 20 
international markets. It has total storage and handling capacity for more than 20 m tonnes. Although it is a 
non-distributing co-op, CBH Group owns join ventures that include a flour processing business in South East 
Asia, a shipping company and a rail fleet company. 
 

Murray Goulburn Co-operative (MGC) 
Established in 1950 MGC is headquartered in Melbourne Victoria. It is a dairy co-op and Australia’s second 
largest co-operative business with an annual turnover of A$2.24 billion. MGC is also Australia’s largest 
producer of milk and the largest exporter of processed food products (e.g. milk, butter and cheese) and holds 
30% of the milk market on the east coast of Australia. It owns successful retail brands and has diversified into 
hardware and farm supplies. MGC has some 2,685 members and employs over 2,200 people with nine 
processing plants located across Victoria. MGC operates as an unlisted public company wholly owned by the 
dairy farmer suppliers. The co-op is also a major exporter and generates annual export income of over A$1.16 
billion from Asia, North America and the Middle East. It owns a transport fleet and subsidiaries in Asia and 
Central America. 
 

United Farmer’s Co-operative Company Ltd (UFCC) 
UFCC was established in 1992 at Morawa Western Australia and specialised in the supply of fertiliser and 
chemicals. It was established by WA grain farmers who were seeking to lower substantially the cost of these 
critical inputs. With initial start-up capital of $5,000, UFCC quickly grew to a membership of 3,000 and had an 
annual turnover of A$100 million by 2006. At that time UFCC was the third largest fertiliser supplier in WA. In 
its growth UFCC developed a network of storage terminals and distribution points. It also diversified into a 
range of other services but was impacted by drought, rising costs and divisions within the members and the 
board. By 2008 it had merged into New Zealand fertilizer co-op Ravensdown. 
 

Union Auboise (UA) 
UA is a federation of co-operatives established in 1967 by 11 wine growers’ co-ops from the Aube region of 
France. Its purpose was to create a common processing and marketing system for Champagne and to regain a 
more substantial part of the value added for producers. UA currently has 900 members from 12 co-ops who 
are independent and carry out complementary services. It is one of the major agricultural businesses in the 
region and owns its own brand “Devaux” which has a prestige reputation, plus other brands that belong to the 
Alliance Champagne, a federation composed of co-ops from the Marne and Aisne regions. 
 

Société Coopérative Agricole de céréales Bio Bourgogne (COCEBI) 
The COCEBI was created in 1983 in Burgundy and today is the leading French organic cereals cooperative. It 
now counts 171 members, 106 of whom supply grains. The rest is made up of breeders, wine makers and truck 
farmers for their food supplies or organic enrichment. Members respect one of the cooperative status 
principles; total financing COCEBI only collects organic products. Collection for 2009/2010 was 10,410 certified 
organic tons and reached across the Burgundy zone and its border departments. The cooperative has 10 
employees and it has a €5.2M turnover. Its certified organic planting activity represents a significant part of 
the turnover. 

 

 

The co-operative is conceptualized as an alliance of small to medium size businesses, 

therefore the elements of the Street and Cameron (2007) framework, namely: 1) external 

relationship influences, 2) management processes and 3) effects in small business will be 
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explored in relation to co-op member’s businesses, rather than the larger member-owned co-

operative organisation. While the co-op member is the unit of analysis, we will refer to both 

levels of analysis (co-op member and co-operative organisation), as appropriate. Each co-op 

member develops external relationships with other members and the co-op. Furthermore 

member management practices impact and are impacted upon by co-op management 

practices. Lastly, effects in co-op member business are an outcome of their relationship with 

other members and the co-operative.  

 

Antecedents to the external relationship process 

Street and Cameron (2007) refer to the importance of individual characteristics of the 

entrepreneur and manager, as well as organisational characteristics of the SME and partner. 

We find that indeed co-operatives are formed by individual member-owners and member-

businesses that operate in the same industry and geographical locality, facing the same 

challenges and opportunities. They commonly come together in this business alliance to 

provide a service in the form of self-help that is not provided by private industry or the 

government (CBH, COCEBI and MGC cases, refer to table 2), or use the collective 

bargaining power of member businesses to achieve a better price for member products, 

services or supplies (UFCC, UA cases, refer to table 2). Member trust and involvement are 

key individual characteristics that are strengthened by pre-existing personal and political 

networks, as well as common ethnicity, values and business challenges faced due to the 

common nature of member businesses (like the shared passion about organic food in the 

COCEBI case). Member businesses are initially homogeneous in terms of size, products and 

available processes and therefore face similar challenges that motivate them into forming the 

co-operative.  

 

An astonishing example of member support and involvement can be sourced from the history 

of United Farmers, where the two founding directors had to prioritise the co-op over their 

own business: “In the first year of United Farmers I spent 100 days off my farm, 100 days” 

(source: 2011 interviews). The directors’ farms were worked by their neighbour farmers who 

all took turns to assist throughout the difficult first year of the life of the co-op.  

 

The co-op network is commonly structured horizontally based on democratic governance 

principles, all members having equal power (one-member-one-vote principle adopted in some 
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countries; in others voting is proportional to the amount of trade with the co-op) (Torgerson 

1977). The co-operative is positioned centrally in the network, having a supply or demand (or 

sometimes both) relationship with co-op members. As the co-op is owned by its members 

there is a process by which member representatives are elected to sit on the co-operative 

board. Best practice internationally suggests that non-member directors improve the 

governance of the co-op (Hart and Moore 1996; Cornforth 2004), providing an external 

perspective, this opinion is shared by the largest co-ops in Australia. It should be noted that a 

co-op is a network that is more formal than a strategic alliance, but less formal than a 

franchise network. Whereas a minimum level of trade with the co-op is commonly required, 

co-op members are free to transact with the co-op and/or its competitors and less loyal 

members commonly enter or exit the co-op year after year, while free-riding on the existence 

of the co-op in the market that keeps prices low. 

 

Tensions between co-op members or members and the co-op have been observed to grow as 

co-operatives increase in age and size and diversity of member businesses. This is commonly 

attributed to poorly defined ownership rights, a lack of appreciation in the value of co-op 

shares and a lack of transferability of these shares (Cook and Iliopoulos 1999). As the co-op 

grows, organizational needs associated with investment and decision-making necessary to 

ensure co-op success can differ from member needs that may not extend beyond the horizon 

of the member’s own business (Fahlbeck 2007). As members’ investment in the co-op is 

commonly nominal in value and is therefore unrelated to the end value of the co-op, bridging 

co-op and member-business interests becomes challenging. CBH has faced the threat of 

privatisation, which was discussed for more than a decade as members were trying to find a 

way to extract value from the business as they were approaching retirement. A successful 

relationship management process was critical in enabling members to see the value that CBH 

adds to their member-business when run as a co-operative. CBH has recently confirmed their 

member decision to remain a non-distributing co-operative. United Farmers on the other hand 

identified the need to diversify their purpose to “drought-proof” their business, however 

failed to successfully communicate this need and materialize the forecasted value of their 

strategy, eventually losing member trust and support. The retention of member trust is critical 

to the co-op’s ability to achieve cohesion and implement strategic change (Hansen, Morrow 

and Batista 2002). 
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Co-op members’ ability to successfully form and compete in a co-operative form is highly 

dependent upon environmental characteristics (Torgerson 1977). Uncertainty is introduced by 

the natural environment, which has historically increased farmers’ and producer co-ops’ 

stress (Galdeano-Gomez, Cespedes-Lorente and Rodriguez-Rodriquez 2006). UFCC’s 

operations were impacted by drought which prevented a reorganization effort in its later years 

from succeeding. Even large co-ops such as CBH and MGC recognize the negative impact of 

drought on operational costs and member loyalty. This is a common challenge for processing 

co-ops, which require member loyalty in low years to maintain low costs per unit. Smaller 

private competitors can have an advantage in low years and may be able to offer better prices 

further damaging the co-op that can be trapped in a downward spiral. Furthermore, 

government policy can play a great role on market characteristics and co-op viability 

(Tennbakk 2004; Gentzoglanis 2007). For example, the increasing interest toward the 

protection of the natural environment in France saw the introduction of new laws known as 

“Grenelle de l’Environnement”. These laws in turn led more conventional farmers to become 

interested in the development of organic foods and so the movement towards the 

establishment of the COCEBI group took place.   

 

In Australia agricultural co-ops operated in less competitive environments until the 1970s and 

1980s when national and international deregulation resulted in a gradual opening of markets 

and increase of competition. That was coupled with government authorities recognizing 

opportunities for efficiencies, mergers and capital accumulation in newly deregulated 

markets, changing the ownership of government institutions and providing incentives for 

privatizations under the new regulatory environment (Brewin, Bielik and Oleson 2008). 

Finally, currency fluctuations, and international demand and supply impact on export-

oriented producer co-ops that market and sell their produce internationally, like they do on 

any other form of business engaged in such activities. It should be noted that co-op members 

are thus directly affected by these forces; however they rely on the skills of the co-op’s 

leadership to best manage associated risks and protect member interests. 
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Table 2: Antecedents 

Individual 
Characteristics 

● Common locality, ethnicity, collective values 

● Common business challenge/ market failure 

● Strong member involvement,  trust and sense of self-interest/ self-help 
 

CBH By 1929 the Great Depression hit Australia hard due to its dependence on agricultural exports. The 
price of wheat fell dramatically and the labour intensive and expensive grain handling system 
(bagged wheat) became a matter of political debate. Co-operative Bulk Handling (CBH) was 
established in 1933 as a result of an ongoing effort and debate over the benefits of bulk grain 
handling that had taken place for more than a decade prior to its formation. 

MGC In 1949 Soldier settlers in Cobram are coming into milk production, bringing an additional 8000 cows 
in the district within 2 years. The Shepparton co-operative was unwilling to build a factory in Cobram. 
1950 the Murray Valley Co-Operative Dairy Produce and Trading Company is formed by the Murray 
Valley Soldier Settlers to satisfy the farmers’ needs. 

UFCC In 1991 rural Western Australia was in crisis. Successive poor seasons, high interest rates and an 
international price of wheat below the cost of production drove wheat farmers to protest on the 
streets. United Farmers’ Cooperative Company was formed in 1992 as a progression of the political 
Rural Action Movement (RAM). UFCC’s purpose was to provide farmers with lower cost fertilisers 
and chemicals, breaking the market duopoly that enjoyed high profit margins in the range of 200% at 
the time. 

COCEBI Back in the 1980s, seven passionate farmers decided to set up a cooperative in order to organize 
both the offer and the marketing of their organic products with the objective to sell them. This cereal 
cooperative that was a pioneer in developing organic cereals was made up of militants, who base 
their work on a certain ecological ideology. This militancy partly explains the way in which they 
decided to develop their company; it is considered as alternative and is coherent with the essential 
purpose of their project. 

UA The interdependence between the two industries, the wine makers and the wine dealers, is at the 
origin of the Champagne Region balance. These sets of contracts have, until recently, guaranteed 
that the added value is fairly shared between them. 

Organisational 
Characteristics 

● Lack of necessary infrastructure and resources at member business level 

● Lack of technological expertise and advanced management practices at member level at 
time of co-op formation 

 

CBH Co-op members were farmers’ businesses of similar size and age, without the available technology 
and resources to safely store and transport their product to port. 

MGC Co-op member businesses were milk producers which did not have access to resource intensive milk 
processing facilities in their locale. 

UFCC Co-op member businesses were small farmers that did not have the volume to strike individual deals 
with the fertiliser importers and thus paid high prices for what is the most expensive input in the 
farming business. 

COCEBI In the 1980s the cereal business and operators (conventional collection cooperatives, mills, etc.) 
were hostile to the idea of organic production. Creating an organic cooperative was thus an 
indispensable organisational innovation for the first organic farmers in order to sell their harvests. 

UA The contracts’ role has always been to regulate the market and balance between the different 
players in the Champagne region.  

Relationship 
Characteristics 

● Democratic governance 

● Supply/demand relationships with the co-op 

● Horizontal member networks with representation at co-op level 

● Increased member diversity as co-ops grow  
 

CBH Member diversity grew increasing the difficulties associated with managing the co-operative. Value 
adding through marketing and primarily flour processing ventures. 

MGC Value-adding relationship as the co-op is committed to “grow with its members”, enabling them to 
produce and deliver as much milk as they wish (whereas private processors charge less for excess 
milk in good years). 

UFCC Member and UFCC goals diverged and relationship management failures led to loss of trust and 
eventually the merger with Ravensdown. 

COCEBI At the beginning there was no organization for organic products in France. The relationship with 
regular producers was not very good. 
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UA The growing power of the wine dealers enabled them to capture the value created mainly by the 
wine growers. Wine makers regarded this pressure as a means for Champagne houses to protect 
themselves from the crises at the expense of wine growers which questions the established 
partnership. 

Environmental 
Characteristics 

● Agricultural markets are highly uncertain due to natural environment factors, currency 
fluctuations and international demand and supply changes  

● Governments have a strong influence through market regulation and privatization 
initiatives  

 

CBH Deregulation of the Australian agricultural industry throughout the late 1980s, 1990s and 2000s 
greatly impacted on the viability of CBH. A visionary management team enabled the merger with a 
grain marketer and established a flour processing operations in Asia, which today add to the bottom 
line of the co-operative entity. 

MGC Deregulation in the dairy industry increases competition but also opens international markets. 
Following an unprecedented growth via mergers and acquisitions, MGC embarked in a series of 
rationalizations in the 1960s and 1970s and another cost cutting restructure in the early 1980s, 
gradually positioning themselves as a major export-oriented player. Specialising in various 
customised dairy based products, MGC and their members aim to reduce their dependence on the 
fluctuation of the milk price and value add to their product. 

UFCC UFCC succeeded to change the duopolistic structure of the market that was profiteering against their 
members. However, when the market corrected they lost their point of differentiation. They 
transitioned from a focus cost leadership strategy to a differentiation strategy, but lacked the 
financial and marketing resources to successfully implement it. Lacking a clear member value 
proposition they lost member trust and support. 

COCEBI The evolution of customers' preferences towards more organic food made the lack of industrial 
organisation for organic food became problematic. 

UA The Champagne business had been suffering from the economic crisis with even higher falls in sales 
in 2009. The evolution of customers' preferences towards more organic food also impacted on the 
wine sector. 

 

External relationship process 

Street and Cameron (2007) stress the importance of strategy development and planning at the 

alliance level, as well as the relationship management process. A key feature of producer co-

ops is their role as the coordinators of supply chain networks (Goddard, Boxall and Lerohl 

2002). In comparison to conventional business networks, co-ops have been found to forge 

stronger supply-chain linkages that help to draw the suppliers (as members) into the 

ownership structure of the network (Nunez-Nickel and Moyano-Fuentes 2004). Supply 

chains can derive significant benefits from a closer engagement of members within the 

network willing to share information up and down the chain (Collins, Dunne and O’Keeffe 

2002). Key elements that must be addressed for effective co-op supply chain networks are the 

way they are structured, and the mechanisms that the co-op puts into place to coordinate the 

network, as well as internal and external influences such as environmental uncertainty 

(Garcia-Perez and Garcia-Martinez 2007). In comparison with conventional business 

networks managed by investor owned firms (IOF), the co-op tends to adopt a “member 

welfare maximising strategy” that serves to help reduce the price of agricultural inputs, boost 

innovation and enhance the farm gate price for producers (Giannakas and Fulton 2005). 
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Evidence from the case studies suggests that co-op success is dependent upon the 

development of a sustainable business model that has a strategy in place to deliver a member 

value proposition through the configuration of the profit formula, co-op processes and 

resources (Mazzarol, Mamouni Limnios and Reboud 2011). Co-ops may initially be 

established to correct a market failure or provide a new or not available service, however 

upon their successful establishment and market correction they commonly play the role of a  

“pacemaker” in the industry (LeVay 1983). For example, MGC with its strong market share 

on the Australian east coast effectively sets the farm gate benchmark price for milk within 

that market. 

 

The near monopoly position of CBH within the WA grains industry has been questioned by 

some producers over the years; however the co-op has focused strongly on delivery of 

member value. As CBH is a non-distributing co-op it must strive to reinvest continuously into 

processes and resources that offer enhanced service or lower handling charges to growers. 

The demutalisation of the South Australian equivalent of CBH, ABB Grain Ltd and its 

subsequent takeover by Canada’s Viterra in 2009 has been used by CBH as an example of 

why remaining a co-op is to the benefit of producers. WA growers have learned from the SA 

experience that demutualisation can introduce risks of takeover, loss of control and possibly 

loss of service quality that can directly impact their member-business. There are also 

concerns over higher handling charges. 

 

Co-operatives suffer from the separation of co-op ownership and control, which leads to what 

is termed in agency theories agency or control problems (Cornforth 2004). As co-ops grow 

and professional managers are introduced, management interests can diverge from member 

interests, the former being driven by organisational profits and growth. The co-op can 

become management driven and growth oriented, effectively prioritising co-op business 

growth over member interests (Silvertsen 1996). Such cases can lead to low member 

satisfaction and either co-op failure or demutualisation. For a co-operative alliance to remain 

successful it is of utmost importance to align member interests and co-op interests, 

recognizing that members can simultaneously act as patrons, owners, investors and 

community members. Co-op strategies and communication processes need to be in place to 

address the multiple member needs, build social capital and long-lasting member loyalty and 

commitment (McClintock-Stoel and Sternquist 2004). When CBH moved to establish its 
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international joint venture “Interflour” it was necessary for the co-op management and board 

to keep the negotiations confidential. This created some concerns amongst members who 

could not see the ‘big picture’ associated with the substantial investment that it involved. It 

was a strategic move designed to “drought proof” the co-op, and today, a decade after its 

implementation, this investment has proven to add significant value to the bottom line of the 

co-op and its members.     

 

Co-operatives are member-oriented organisations, and just like IOF they are customer-

oriented businesses. However the dual characteristic of co-op members as patrons 

(customers) and owners alters the nature of the relationship with the co-op. Co-op members 

have commonly easy access to the control and governance structure of the co-op, which can 

take the form of direct access to the CEO and board members. The majority of board 

members are also co-op members elected by their fellow-members. This introduces a political 

character to the co-op board and challenges associated with a higher degree of personal 

conflict, as well as the need to represent member interests as well as the interests of the co-

op. For example, in the case of CBH the role of the Chairman has been highly influential. 

During the 1960s, the Chairman Mick Gayfer travelled throughout the state advocating the 

need for change in relation to the rationalisation of receival points. Many farmers resisted this 

change (Ayris 1999). Later, when the “Interflour” offshore joint venture project was in play, 

CBH Chairman Robert Sewell worked closely with the CEO Imre Mencshelyi to argue the 

case for the strategy, often in the face of vocal opposition from members who saw it as a 

move towards “corporatisation” of the co-op (Interviews, 2011). This key role of the 

Chairman of the co-op has also been highlighted in French co-operatives where those who 

had been groomed from within the membership (“mountain climbers”) were more likely to 

embrace collective democracy than those brought in from outside (“helicopters” and 

“parachutists”) (Bataille-Chedotel and Huntzinger 2004). 

 

Due to these unique challenges and the tight nature of the co-op network, as members are 

also part of pre-existing personal networks that are sub-groups of the larger network, 

relationship management processes need to prioritise transparency and information sharing, 

identify and manage member clusters accordingly and develop opportunities for participation 

and networking at local levels, as well as at the overall level. In both French cases, members 

of the two co-ops acknowledged that sharing information between them had helped them to 

respond quickly and in a uniform manner in order to adapt to the competition. For COCEBI 
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this was through the creation of the organic food value chain, and in the case of UA the 

quality labelling system for Champagne. 

 

Managing network relationships becomes increasingly difficult as co-ops expand 

geographically. Cases where the member network is internationalised are few (with the 

example of the Australian, New Zealand and African co-op Capricorn and the New Zealand 

and Australian co-op Ravensdown), with most co-ops choosing to operate as corporations 

abroad (e.g. the New Zealand dairy co-op Fonterra, CBH and MGC investments overseas via 

joint venture, or the co-op bank Rabobank operating as a corporate outside the Netherlands). 

Canada’s Agropur co-op established operations in the United States during the 1990s, but did 

so via acquisition (Doyon 2002). However, an exception has been Spain’s Mondragon 

Corpracion Cooperativa (MCC), which created a dual system of ownership to allow for its 

international subsidiaries to be engaged as members under a system known as “neo-

cooperativism” (Errasti et al 2003). This an area where further research is required to gain 

better insights into the relationship management process of the co-op’s that internationalise 

their operations.  

 

Table 3: Processes 

Strategy 
Development & 
Planning 

● Build a sustainable co-op business model that can deliver the member value proposition 

● Pacemaker co-ops need to be efficient, strategic and focused on value adding to remain 
successful 

● Member businesses face opportunity cost and risk associated with co-op failure in the 
market 

 

CBH 
MGC 

CBH and MGC were formed by member need for infrastructure, however as the competitive 
environment changed they both transitioned to a value adding strategy, became export oriented, 
diversified into manufacturing and focused on building product brands, thus capturing value down the 
product chain. Member businesses cannot extract the value that is generated within the co-op 
business as a private investor in an IOF would. They recognize however that the co-op failure or 
demutualisation could introduce opportunity costs and increase the vulnerability of their business. 

UFCC UFCC developed a diversification strategy which was not implemented successfully. In the process of 
implementation costs increased and the member value proposition was not delivered. Members could 
not see a strategic or operational benefit for remaining with the co-op as the market had corrected 
itself and they could get the product and services of similar quality at the same or better price from 
UFCC competitors. 

COCEBI The Cocebi cooperative innovated on an organisational level in order to promote an agricultural and 
rural eco-development project that did not follow the agricultural productivist model. To implement 
the project the cooperative relies on a cooperative ideal organisation that distinguishes it from other 
cooperative organisations.  

UA One of the Union Auboise’s strategies was to find a differentiation advantage to emphasise its brand 
policy. The objective of the Quality Vineyard Approach is to improve qualitative and environmentally 
friendly methods and is has been implemented in the volunteer vineyards for the past 10 years. 
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Relationship 
Management 

● Align member and co-op interests 

● Build member loyalty and commitment 

● Members can act as patrons, owners, investors and community members 

● Communication practices between the co-op and its members are more informal than in 
investor-owned firms and co-op executives and board members are commonly easily 
accessible. 

● Invest in social capital 
 

CBH The executive invests in trust and relationship building between co-op members and the co-operative. 
Co-op members have direct access to board members and the CEO. Transparency and knowledge 
transfer are prioritised and a number of less and more formal events are organized to network with 
members throughout the year. The co-op invests in local member communities and encourages 
members and their families to actively participate, get informed, provide feedback and contribute to 
their co-op. The co-op has established a scorecard that measures and communicates member value 
creation that constitutes best practice. 

MGC MGC uses the farmer as the central point of any communication and advertising materials, invests in 
relationship building and the development of services that add value to members. The success of MGC 
is partly attributed to Jack McGuire who was appointed manager in 1952 and drove the expansion, 
mergers and acquisitions until 1979, establishing MGC as a leader in the industry. He was a unique 
historical figure in the Australian dairy industry, a strong leader that had the farmers’ devoted trust 
and support. In 1981 he was asked to return and save the co-op from imminent failure. Within three 
years “Jack the knife” took drastic measures to cut costs and re-motivate member-suppliers. 

UFCC In contrast to the CBH and MGC cases where diversification was effectively communicated and 
supported by members, UFCC board and management failed to bring members along in their strategic 
transition. Members did not understand the need for strategic change. Poor implementation of the 
new strategy led to rising costs and loss of member trust and support. In 2006/07 the co-op tried to 
re-establish a member focused approach, but it was too late. Poor member loyalty failed to support 
the restructure which was negatively impacted by the 2007 drought, leading to the merger with 
Ravensdown in 2008 which was effectively an exit strategy for UFCC. 

COCEBI There is a strong link between the cooperative and its members; the farmers manage a part of the 
stockpiling and the transformation in return for financial help 

UA The objective was to become an ineluctable partner and to anticipate supply changes at the 
Champagne houses that buy half of the federation’s cooperatives’ production. The Union Auboise set 
up different strategies to create member loyalty. Its development department is responsible for 
maintaining and increasing membership in the different cooperatives. The technical department offers 
help to members regarding regulatory, environmental and quality methods of the vineyards. Members 
accept this help, called Quality Vineyard Approach (DQV) on a voluntary basis. The respect of the 
environment as well as regulatory changes that also occur (Plan Ecophyto 2018, directives Nitrates, 
etc.) oblige the Champagne industry’s players to adapt to and develop new practices. Studies show, 
however, that this effort to adapt and to implement new organisational methods has not yet 
happened and that several years will be necessary to learn to do so. 

 

Small business outcomes 

The involvement of small firms in alliances and networks outlined in Street and Cameron’s 

(2007) conceptual framework results in the development of the business organisation through 

access to resources, services, knowledge and enhanced social capital. Under appropriate 

conditions it also leads to the individual firm securing a potential competitive advantage 

through collaboration that assists in lowering costs, maintaining market share or 

strengthening bargaining power. This is likely to result in improved performances and 

enhanced success. As noted above, there is evidence that a small farmer producer’s 

engagement in a co-op results in similar outcomes (Krivokapic-Skoko 2002). 
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As outlined in Table 4 the evidence from the five case studies suggests that small farmer 

producers secured these same outcomes via their participation as members of the co-

operatives. The strategy of these co-ops has been to provide members with secure markets for 

their produce, and access to lower cost inputs via bulk purchase. New services and value 

adding via innovation have also been features of these co-ops that have offered benefits to 

members (Olson et al. 1998). Members also enjoy business development benefits through the 

ability to add value to their farm product through co-op investments and services (Livingston 

et al. 1998), and enjoy access to better priced farm inputs, new technology and a greater pool 

of knowledge and resources (Olson et al. 1998, McLaughlin 1996, Harris and Fulton 2000a, 

2000b, 2000c). The above contribute to increased farm income and productivity (Olson et al. 

1998).  

 

For example, CBH has mitigated the grain storage risks and transportation costs for its 

member businesses through its continuous investment in the state of art storage and handling 

facilities, even in remote locations. MGC, on the other hand, provided dairy producers with 

access to a reliable purchaser for their milk. Unlike some of the competitor IOF dairies, MGC 

is committed to taking all the milk that a producer wishes to supply. This allows the dairy 

producer to grow their business and ensure that they can always get a fair price for every litre 

of milk. By comparison the IOF dairy processors only take what milk they want and will 

raise or lower prices above or below the price set by MGC to secure the quantity of milk they 

need. Similarly, in the case of COCEBI, the strategy of the farmer members was to provide 

organic food producers with all the elements they needed to efficiently grow, store, handle 

and market organic produce at a time when this type of supply chain system did not exist. 

 

Benefits of competition and competitive advantage (Street and Cameron 2007) are both one 

of the key incentives for the formation of co-ops and the key outcomes as co-ops have been 

proved to acquire and exploit market power overcoming the weak bargaining position of 

individual farmers (Schrader 1989; Farrell and Tozer 1996, Gasson 1997), as well as 

overcoming conditions of market failure or imperfect markets (Cook 1995, Schrader 1989, 

Knutson 1966). Effectively a co-operative strengthens farmer’s bargaining position, increases 

access to value-adding markets (Olson et al. 1998; Bhuyan 2000), can establish local and 

international markets (Livingston et al 1998) and reduces marketing risk (Olson et al. 1998, 

Bhuyan 2000) through the creation and management of commodity pools. 
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For example, the farmers who joined the UFCC secured significant cost savings on their 

fertilizer and chemicals. They also collectively helped to drive a longer term change to the 

way the fertilizer market in WA was operating. By introducing a third competitor into the 

market they strengthened their bargaining power as buyers and affected change from the 

major incumbents. MGC has ensured that its members are able to improve their market 

access and secure long term demand for their products. This is achieved by adding value 

through the development of their Devondale brand for milk and cheeses, and export market 

development. CBH has produced similar outcomes for its members through its forward 

integration into overseas markets via the joint venture “Interflour”. Finally, in the case of UA 

the collective actions of the wine-makers through the co-op helped strengthen their 

bargaining power with the wine dealers. Then as the Champagne labelling system was 

applied they were able to secure more value from this quality trademark and secure premium 

pricing.  

 

Finally in terms of performance and success co-op members enjoy financial benefits arising 

from economies of scale, capturing profits from another level, (e.g. the export strategies of 

CBH and MGC), services that otherwise would not be available (e.g. bulk grain storage and 

handling), assurance of suppliers and markets, and risk reduction (Schrader 1989). A well-run 

co-op achieves lower operating and marketing costs for its members and reduces their 

transaction costs (Mirsa et al. 1993, Staatz 1987a), achieving higher prices for equal or better 

quality service (Misra et al. 1993). In addition to that, co-op members indirectly contribute to 

the development of grades and standards in agricultural production (Reynolds 2000) that 

benefit the entire industry. 

 

Table 4: Outcomes 

Organisational 
Development 

● Access to resources 

● Access to services not provided by private industry or government 

● Investment in local communities and creation of social capital 

● Member business development through education 

CBH Access to quality service (grain handling) and a grain transportation network that was built by 
the co-op. For remote farmers transportation costs would have been prohibiting without the 
CBH rail network. Access to competitive marketing services. 
Member business further development through co-op innovation, knowledge creation and 
transfer. 
Social support and financial support in bad seasons as co-op carries and spreads the cost 
amongst regions. 

MGC Access to milk processing services and value creation through marketing and investments in 
multiple retail brands and farm supplies. 
Ability to grow members’ business with the assurance that all milk produced will be bought by 
the co-op at the same price. 
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UFCC UFCC reduced the cost of the most significant farm input by 60% within the first year of 
operation, a saving that was maintained for the years to come. 

COCEBI Cooperatives are striving to structure an organic cereal industry by entering into long term 
contracts and planning part of its production in order to avoid the risks of market destruction. 
Long term contracts for specific volumes came with a price range that ensured a fair and stable 
income for the producer. 

AU Consequently, cooperative status for both Champagne and Burgundy cooperatives has implied 
developing marketing capabilities and has enabled quick information sharing among members 
as well as membership that facilitates a collective strategy 
The result is for the Champagne industry, a better appropriation by the growers of the value 
created.  

Competition & 
Competitive Advantage 

● Aggregate member’s bargaining power to gain competitive advantage and stronger 
market position 

● Direct financial (dividend or patronage reward) and indirect benefit (lower 
transaction cost) for member businesses through co-op core operations and/or 
diversified investments  

●  Allow to stay small but act/benefit big 

● Marketing and other service benefits 
 

CBH Low transaction costs for grain storage and handling, reducing the risk of grain handling on-
site. 
Members can stay small and benefit by their co-ops skillset, strategies, investments and value 
creation. 

MGC Dividend and patronage rewards 
Members can stay small and benefit by their co-ops skillset, strategies, investments and value 
creation. 
The co-op sets the floor price for milk and is export-oriented, thus protecting member-farmers 
against price-wars that can be initiated by private processors and retail outlets. 

UFCC Despite its short history, UFCC has had a lasting impact on the structure of the fertiliser market 
in WA, which is now highly competitive. Farmer businesses (members and non-members) have 
benefited over the last two decades and possibly for generations to come. 

COCEBI There are two steps: they have innovated through a network that they have built and thanks to 
organisational innovations they build the necessary environment to achieve their projects. In a 
second phase, the step which is legitimized by the socio-political environment, the partners 
with the biggest organisations  grow and the example is now emphasised since it has been 
legitimised 

UA This approach is able to bring a competitive advantage to the Union Auboise provided that this 
quality is perceived and valued by its consumers. Indeed, consumer requirements in terms of 
product and sanitary quality, respect of the environment as well as regulatory changes that 
also occur 

Performance/Success ● (Unlimited) support for sales and profitability growth 

● Adding value to products and services 

● Lower transaction costs and environmental risks managed by the co-op 

● Educational benefits 

● Being part of the co-op community 

● Creating value for/ protecting future generations 

● Sense of achievement and pride 
 

CBH Increased member profitability through lower transaction costs and the ability to collectively 
respond and mitigate environmental risks. Social benefits of being a member of the co-op 
community, member sense of pride as owners of a successful co-op, a legacy that they can 
pass on to their successors. 

MGC The ability to grow member business without being limited by the milk intake that private 
processors determine on an annual basis. In that sense the co-op offers unlimited support for 
member profitability growth. Pride associated with co-op brands being successful locally and 
internationally. Success at maintaining an alliance that can protect farmers’ business interests 
and deliver community and educational benefits. 

UFCC UFCC increased member profitability in the early years witch led to its early success. The ability 
to add to the members’ bottom line or deliver better value was not maintained, leading to the 
demise of UFCC. 
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COCEBI Cooperatives bring an active solution to creating other organic cooperatives in the regions. 
These actions help to develop an essential organisation for the development of organic cereals 
industries.  Creating Cocebi has helped promote its members’ organic cereals by organizing 
markets at the time when conventional operators did not consider organic farming as 
economically viable. 

UA A diffusion toward the Burgundy region: There is worldwide recognition of Champagne’s 
sparkling wine sparkling wine expertise and Burgundy wine makers refer to the technological 
expertise of the people from the Champagne region. It is important to remember that Crémant 
de Bourgogne comes from Champagne makers who relocated their knowledge and know how. 

 

RESULTS AND IMPLICATIONS 

The findings from these cases suggest that the original conceptual framework outlined by 

Street and Cameron (2007) can be applied to co-operative enterprises. Of importance is the 

common antecedents of the small farmer producers who formed these five co-ops. As 

agricultural producers they were united by a need for common user infrastructure such as 

grain storage and handling, milk processing and coordinate marketing and distribution 

systems. A lack of government or private sector provision of these resources led the 

pioneering founders of these co-ops to self-organise. The co-op business model offered a 

strong and democratic framework around which to organise their network and the corporate 

structure of the co-op enterprises enable them to better coordinate their activities and 

negotiate within national and international markets. In all cases the changing political, 

economic, social and natural environment were forcing change in the market and posing both 

threats and opportunities to these small producers. Through the collective organisation of the 

co-ops they were able to better meet these challenges.   

 

Antecedents 

In the “theory of community-based enterprise” (Peredo and Chrisman 2006), or the 

concomitant “social cooperation theory” (Birchall and Simmons 2004), the creation of social 

enterprises is driven by three factors. First, there must be resources or skills within the 

community upon which to build the business. Second, there must be a process of mobilisation 

around the various goals and objectives of the community members. Third, there must be the 

motivation and ability to act collaboratively to create the venture. In these five case studies all 

three conditions were found within the producer communities who founded the co-ops. 

Despite some diversity in their ranks they possessed the motivation, resources and 

mobilisation capacity to establish their co-op businesses. 
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Processes 

As the five co-ops moved through their life-cycles the pressure to maintain their cohesion and 

develop sustainable and resilient business models proved challenging. Key to the success of 

these co-ops was the ability of the members who formed the boards of directors to think 

beyond their own short term horizons and individual business portfolios, and look to the 

longer term. In the case of CBH and MGC the need to restructure the business model and 

seek “drought proofing” solutions led to offshore joint ventures and the development of 

export markets and branded products. For COCEBI and UA a similar strategic direction was 

followed with the creation of organic food supply chains and quality assurance and branding 

systems. Even UFCC sought to follow a “drought proofing” strategy with value added 

services. 

 

What is evident from the cases is that while the recognition of the need for such long term 

strategies is sound, their successful implementation was contingent on the relationships 

management within the network. All co-ops experienced points of tension with members as 

they pursued their strategies. For CBH, MGC, COCEBI and UA the approaches were slightly 

different, but in sum they revolved around a concentration on making the co-op deliver 

benefits to members, and for the board members to work with the executive management 

team to help sell-in change strategies to the wider membership. The problems faced by UFCC 

in implementing its strategy had more to do with a lack of consensus at the board level than 

any problems with their overall strategic aims. 

 

Outcomes 

In terms of outcomes the five cases suggest that membership of a co-op can result in small 

business operators such as farmers and wine makers gaining access to resources that will 

enhance their organisational development. Through their access to infrastructure, secure 

markets, better farm gate pricing, lower input costs and better knowledge and information, 

these producers were able to secure a competitive advantage. The pattern of performance and 

success varied from case to case, yet overall these small producers were better off as 

members of the co-op. 
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Implications 

The cases outlined in this study provide support for the conceptual framework of Street and 

Cameron (2007), but they also demonstrate that small firms can benefit from co-operative 

enterprise business models in a manner that may not be possible via conventional supply 

chain networks. Co-ops apply not only to farmer producers, but can be used in a wide range 

of other industries (Birchall 2011). However, for their success the key points of focus must be 

on the antecedents at time of establishment, and the processes after establishment. Here the 

evidence supports the theories proposed by Birchall and Simmons (2004) and Peredo and 

Chrisman (2006). Communities will self-organise collectively if they possess the resources, 

motivation and capacity for mobilisation. Of prime importance are trust between members, 

mutual incentives and reciprocity within the network (Birchall and Simmons 2004; McCain 

2008; Nowak and Sigmund (2000). 

 

However, the challenge of maintaining the unanimity of purpose amongst co-op members 

remains a threat to the co-op as a coalition. These can be seen as comprising the ‘generic’ 

problems of co-operative enterprise (Nilsson 2001) that need to be overcome if the entity is to 

be operated effectively and sustainably. These relate to free riding by network members 

where common ownership of assets and services are present. Also there are problems 

associated with members of co-ops having short term planning horizons, diverse perceptions 

of risk in portfolio management, the lack of control over the network as it expands, and the 

influence cost problem of dealing with a large and diverse membership. As Cook (1995) has 

suggested, there is a life-cycle theory of co-ops that sees these ‘generic’ problems - if 

unresolved - leading to the eventual collapse of the network and subsequently the co-op.  

 

A key finding from this study is the role of member identity with the co-op and the ability of 

the co-operative to secure member loyalty through recognising that social capital is as 

important as economic capital and self-interest. Successful co-operatives have managed to 

secure these dual outcomes while less successful organisations have failed due their inability 

to unite the membership into a common purpose (Birchall 2011; Fulton, 1999). Without trust, 

and the members seeing value in their membership, it will be difficult to sustain cohesion 

(Ole Borgen 2001). The co-op must focus on delivering value to members via its purpose 

(Fulton and Giannakas 2001). There must also be trust between members and the co-op 

leadership (e.g. board and management) (McClintock-Stoel and Sternquist 2004). It is 
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therefore important for co-op boards and executive teams to encourage a strong sense of 

community identity within the co-op based on trust and a sense of common purpose (Morrow 

et al 2004). 

 

The study also has implications for non-co-operative businesses and the development of 

strategic alliances within small firms. It suggests that a strategic alliance network of small 

firms can deliver benefits and enhance competitiveness. However, it also highlights the need 

for such networks to be founded on principles of openness and democracy, with systems of 

governance that tolerate diversity while simultaneously uniting all participants into a 

common strategic purpose. The long-term sustainability of these networks will depend on 

how well they are managed and the level of trust and collaborative spirit that can be 

engendered amongst participants. Many strategic networks fail due to the focal firm 

(typically a large IOF) seeking to secure excessive control over all key resources, and/or 

attempting to dominate the way the network is managed. Other times the problem is due to 

excessive specialisation by network members, lack of ownership and control over key 

network assets, unbalanced relationships between members, and excessive protection of core 

competencies by members (Miles and Snow 1992). For many small firms the benefits of 

collaborating within a strategic alliance network are outweighed by the fear that to do so will 

risk the loss of their independence or theft of valuable intellectual property (Dean, Homes 

and Smith 1997).  

 

While a co-operative business structure may not suit all small firms seeking to forge strategic 

alliances, the principles of democratic governance, tolerance of diversity and the fostering of 

social capital via the building of trust and mutual reciprocity within the network are useful 

touchstones. This study has some limitations. The experience of producer co-ops may not 

apply to all kinds of small firms across all industries. Further, much of the data collected was 

at a macro-level of the board and strategic leadership. Future research should examine the 

individual member level and explore via quantitative analysis the linkages and performance 

outcomes of these firms.  

 

REFERENCES 

Ahuja, G. (2000) “The Duality of Collaboration: Inducements and Opportunities in the 

Formation of Interfirm Linkages”, Strategic Management Journal, 21(3): 317-343. 



27 

 

Alvarez, S. A., and Barney, J.B. (2001). "How can entrepreneurial firms really benefit from 

alliances with large firms?" Academy of Management Executive 15(1): 139-148. 

Anderson, A. R., and Jack, S.L. (2002). "The Articulation of Social Capital in Entrepreneurial 

Networks: A Glue or Lubricant?" Entrepreneurship and Regional Development 14(3): 

193-210. 

Atkins, M., and Lowe, J. (1994). "Stakeholders and the strategy formation process in small 

and medium enterprises." International Small Business Journal 12(3): 12-26. 

Bacchiega, A., & de Fraja, G. (2004). "Constitutional Design and Investment in Cooperatives 

and Investor-Owned Enterprises." Annals of Public & Cooperative Economics 75(2): 

265-293. 

Baird, I.S., Lyles, M.A. and Orris, J.B. (1994) “The Choice of International Strategies by 

Small Business”, Journal of Small Business Management, 32(1): 48-59. 

BarNir, A., and Smith, K. (2002). "Interfirm Alliances in the Small Business: The Role of 

Social Networks." Journal of Small Business Management 40(3): 219-232. 

Bataille-Chedotel, F., & Huntzinger, F. (2004) “Faces of Governance of Production 

Cooperatives: An Exploratory Study of Ten French Cooperatives”, Annals of Public 

and Cooperative Economics, 75(1): 89-111. 

Baum, J., Calabrese, T., and Silverman, B. (2000) “Don’t Go It Alone: Alliance Network 

Composition and Startups’ Performance in Canadian Biotechnology”, Strategic 

Management Journal, 21(3): 267-294. 

Beecham, M., and Cordey-Hayes, M. (1998) “Partnering and Knowledge Transfer in the 

U.K. Motor Industry”, Technovation, 18(3): 191-205. 

Bhuyan, S. (2000) Grower and Manager Issues in Fruit and Vegetable Cooperatives. Paper 

presented at NCR-194 Annual Meeting, December 13, 2000, Las Vegas, Nevada. 

Available online: http://www.agecon.ksu.edu/accc/ncr194/publications.htm 

Birchall, J. (2004). Cooperatives and the Millennium Development Goals. Geneva, 

International Labour Organization. 

Birchall, J. (2011) People-Centred Businesses: Co-operatives, Mutuals and the Idea of 

Membership, London, New York, Palgrave MacMillan. 

Birchall, J., and Simmons, R. (2004) “What Motivates Members to Participate in Co-

operative and Mutual Businesses?”, Annals of Public & Cooperative Economics, 

75(3): 465-495. 

Brewin, D., Bielik, M., and Oleson, B. (2008). "The Evolution of Grain Trading 

Organizations in Australia: Applying the Cooperative Life Cycle." Current 

Agriculture, Food & Resource Issues 9: 9-17. 

Brunetto, Y., and Farr-Wharton, R. (2007). "The Moderating Role of Trust in SME 

Owner/Managers' Decision-Making about Collaboration." Journal of Small Business 

Management 45(3): 362-387. 

Bruque, S., Moyano, J., Vargas, A., and Hernandez, J. (2003). "Ownership Structure, 

Technological Endowment and Competitive Advantage: Do Democracy and Business 

Fit?" Technology Analysis & Strategic Management 15(1): 65-79. 



28 

 

Carayannis, E., Kassicieh, S., and Radosevich, R. (2000) “Strategic Alliances as a Source of 

Early-Stage Seed Capital in New Technology-Based Firms”, Technovation, 20(11): 

603-615. 

Chaston, I. (2000) “Organisational Competence: Does Networking Confer Advantage for 

High Growth Entrepreneurial Firms? Journal of Research in Marketing and 

Entrepreneurship, 2(1): 37-56. 

Chetty, S. (1996). "The Case Study Method for Research in Small and Medium-Sized Firms." 

International Small Business Journal 15(1): 73-85. 

Collins, R., Dunne, T., and O’Keeffe, M. (2002) “The ‘Locus of Value’: A Hallmark of 

Chains that Learn”, Supply Chain Management, 7(5): 318-321. 

Cook, M. L. (1995) "The Future f U.S. Agricultural Cooperatives: A Neo-Institutional 

Approach." American Journal of Agricultural Economics, 77: 1153-1159 

Cook, M. L. and Iliopoulos, C. (1999). "Beginning to Inform the Theory of the Cooperative 

Firm: Emergence of the New Generation Cooperative". Finnish Journal of Business 

Economics, 4: 525-535. 

Cooke, P., and Wills, D. (1999). "Small firms, social capital and the enhancement of business 

performance through innovation programs." Small Business Economics 13(3): 219-

234. 

Cornforth, C. (2004) “The Governance of cooperatives and mutual associations: a paradox 

perspective”, Annals of Public & Cooperative Economics, 75(1): 11-32. 

Coviello, N.E., and Munro, H.J. (1995) “Growing the Entrepreneurial Firm: Networking for 

International Development”, European Journal of Marketing, 29(7): 49-61. 

Curran, J., Jarvis, R., Blackburn, R.A., and Black, S. (1993). "Networks and Small Firms: 

Constructs, Methodological Strategies and Some Findings." International Small 

Business Journal 11(2): 13-25. 

Davenport, S., Davies, J., and Grimes, C. (1999) “Collaborative Research Programmes: 

Building Trust from Difference”, Technovation, 19(1): 31-40. 

Dean, J., Holmes, S., and Smith, S. (1997). "Understanding Business Networks: Evidence 

from the Manufacturing and Service Sectors in Australia." Journal of Small Business 

Management 35(1): 78-84. 

Desrochers, M., and Fischer, K. P. (2005). "The Power of Networks: Integration and 

Financial Cooperative Performance." Annals of Public & Cooperative Economics 

76(3): 307-354. 

Dodd, D., Jack, S., and Anderson, A. (2002) “Scottish Entrepreneurial Networks in the 

International Context”, International Small Business Journal, 20(2): 213-219. 

Donckels, R., and Lambrecht, J. (1997). "The Network Position of Small Businesses: An 

Explanatory Model." Journal of Small Business Management 35(2): 13-25. 

Doyon, M. (2002) “An Overview of the Evolution of Agricultural Cooperatives in Quebec”, 

Canadian Journal of Agricultural Economics / Revue canadienne d’agroeconomie, 

50(4): 497-509. 

Ebers, M., and Jarillo, J.C. (1998). "The Construction, Forms and Consequences of Industry 

Networks." International Studies of Management and Organization 27(4): 3-21. 



29 

 

Eisenhardt, K. (1989). "Building Theory from Case Study Research." Academy of 

Management Review 14(4): 532-550. 

Eisenhart, K. and Schoonhoven, C. (1996) “Resource-Based View of Strategic Alliance 

Formation: Strategic and Social Effects in Entrepreneurial Firms”, Organization 

Science, 7(2): 136-150. 

Emelianoff, I. V. (1942). Economic Theory of Cooperation: Economic Structure of 

Cooperative Organizations. Washington DC, University of Michigan. 

Errasti, A.M., Heras, I., Bakaikoa, B., & Elgoibar, P. (2003) “The Internationalisation of 

Cooperatives: The Case of the Mondragon Cooperative Corporation”, Annals of 

Public and Cooperative Economics, 74(4): 553-584. 

Fahlbeck, E. (2007) “The Horizon Problem in Agricultural Cooperatives - Only in Theory?”, 

Vertical Markets and Cooperative Hierarchies, in K. Karantininis and J. Nilsson, 

Dordrecht, the Netherlands, Springer: 255-274. 

Fairbairn, B. (1994). The Meaning of Rochdale: The Rochdale Pioneers and the Co-operative 

Principles. Centre for the Study of Co-operatives, University of Saskatchewan. 

Farrell, T.C., Tozer,. P.R. (1996) "Strategic Alliances and Marketing Cooperatives: a Lamb 

Industry Case Study". Review of Marketing and Agricultural Economics, 64(2): 142-

151. 

Fulton, M. (1999). "Cooperatives and Member Commitment." The Finnish Journal of 

Business Economics 4(99): 418-437. 

Fulton, M., and Giannakas, K. (2001). "Organizational Commitment in a Mixed Oligopoly: 

Agricultural Cooperatives and Investor-Owned Firms." American Journal of 

Agricultural Economics 83(5): 1258-1265. 

Galdeano-Gomez, E., Cespedes-Lorente, J., and Rodrigues-Rodriquez, M. (2006) 

“Productivity and Environmental Performance in Marketing Cooperatives: An 

Analysis of the Spanish Horticultural Sector”, Journal of Agricultural Economics, 

57(3): 479-500. 

Garcia-Perez, A. M., and Garcia-Martinez, M. (2007). "The agrifood cooperative netchain. A 

theoretical framework to study its configuration." Acta Agriculturae Scandinavica: 

Section C - Food Economics 4(1): 31-39. 

Gasson, R. (1977) "Farmers’ Approach to Co-operative Marketing." Journal of Agricultural 

Economics, 28 (1): 27-37. 

Giannakas, K., and Fulton, M. (2005). "Process Innovation Activity in a Mixed Oligopoly: 

The Role of Cooperatives." American Journal of Agricultural Economics 87(2): 406-

422. 

Goddard, E., Boxall, P. and Lerohl, M. (2002) “Cooperatives and the Commodity Political 

Agenda: A Political Economy Approach”, Canadian Journal of Agricultural 

Economics / Revue canadienne d’agroeconomie, 50(4): 511-526. 

Guillen, M. (2000) “Business Groups in Emerging Economies: A Resource-Based View”, 

Academy of Management Journal, 43(3): 362-380. 

Hadjimarcou, J., Barnes, J., Bhattacharya, S., Traichal, P., and Hoy, F. (2000) “International 

Strategic Alliances: A Tale of Two Firms”, Journal of Small Business Strategy, 11(2): 

77-91. 



30 

 

Hansen, M.H., Morrow, J.L., and Batista, J.C. (2002) “The Impact of Trust on Cooperative 

Membership  Retention, Performance, and Satisfaction: An Exploratory Study”, The 

International Food and Agribusiness Management Review, 5(1): 41-59. 

Hansmann, H. (1996). The Ownership of Enterprise. Boston, Harvard University Press. 

Harris, A., and Fulton, M. (2000) The CUMA Farm Machinery Co-operatives. Centre for the 

Study of Co-operatives, University of Saskatchewan. 

Harris, A., and Fulton, M. (2000a) Farm Machinery Co-operatives in Saskatchewan and 

Québec. Centre for the Study of Co-operatives, University of Saskatchewan. 

Harris, A., and Fulton, M. (2000b) Farm Machinery Co-operatives: A Idea Worth Sharing. 

Centre for the Study of Co-operatives, University of Saskatchewan. 

Hart, O., and Moore, J. (1996) “The Governance of Exchanges: Member’s Cooperatives 

versus Outside Ownership”, Oxford Review of Economic Policy, 12(4): 53-69. 

Helmberger, P., and Hoos, S. (1962). "Cooperative Enterprise and Organization Theory." 

Journal of Farm Economics 44(2): 275-290. 

Hite, J. and Hesterly, W. (2001) “The Evolution of Firm Networks: From Emergence to Early 

Growth of the Firm”, Strategic Management Journal, 22(3): 275-286. 

Hoffman, W. and Schlosser, R. (2001) “Success Factors of Strategic Alliances in Small and 

Medium-Sized Enterprises: An Empirical Survey”, Long Range Planning, 34(3): 357-

381. 

Jarratt, D. (1998). "A Strategic Classification of Business Alliances: A qualitative perspective 

built from a study of small and medium-sized enterprises." Qualitative Market 

Research 1(1): 39-49. 

Knutson, R. D. (1966) "Cooperatives and the Competitive Ideal." Journal of Farm 

Economics, 48 (3): 111-121. 

Krivokapic-Skoko, B. (2002). The Concept and Classifications of Agricultural Co-operatives 

ACCORD Paper No. 8. Bathurst, Australian Centre for Co-operative Research & 

Development, Charles Sturt University. 

Livingston, K., Cook, M., Reynolds, A., and Trechter, D. (1998). "Northeast Missouri Grain 

Processors, Inc.", Community Case Study. Illinois Institute for Rural Affairs, 

Available online: www.iira.org 

Lu, J. and Beamish, P. (2001) "The Internationalisation and Performance of SMEs", Strategic 

Management Journal, 22(6/7): 565-586. 

McCain, R. (2008) “Cooperative Games and Cooperative Organizations”, Journal of Socio-

Economics, 37(6): 2155-2167. 

McClintock-Stoel, L., and Sternquist, B. (2004) "Group Identification: The Influence of 

Group Membership on Retail Hardware Cooperative Members’ Perceptions", Journal 

of Small Business Management, 42(2): 155-173. 

McLaughlin, P. (1996) "Resource Mobilization and Density Dependence in Cooperative 

Purchasing Associations in Saskatchewan, Canada." Rural Sociology, 61(2): 326-348 

Mancino, A., and Thomas, A. (2005). "An Italian pattern of social enterprise: The social 

cooperative." Nonprofit Management & Leadership 15(3): 357-369. 



31 

 

Mazzarol, T., Mamouni Limnios, E., and Reboud, S. (2011) “Co-operative Enterprise: A 

Unique Business Model”, paper presented at Future Work and Organisations, 25th 

Annual ANZAM Conference, 7-9 December 2011, Wellington New Zealand. 

Miles, R.E., and Snow, C.C. (1992) “Causes of Failure in Network Organizations”, 

California Management Review, 34(4): 53-60. 

Mintzberg, H., and Waters, J.A. (1982). "Tracking Strategy in an Entrepreneurial Firm." 

Academy of Management Journal 25(3): 465-499. 

Misra, S. K., Carley, D. H, and Fletcher, S. M. (1993) "Dairy Farmers’ Evaluation of Dairy 

Cooperatives." Agribusiness, 9(4): 351-361. 

Mooney, P. H., Roaring, J., and Gray, T.W. (1996). "The de/repolitiszation of cooperation 

and the discourse of conversion." Rural Sociology 61(4): 559-579. 

Mora, C., and Menozzi, D. (2005). "Vertical Contractual Relations in the Italian Beef Supply 

Chain." Agribusiness 21(2): 213-235. 

Morrow, J.L., Hansen, M.H., and Pearson, A.W. (2004) “The Cognitive and Affective 

Antecedents of General Trust within Cooperative Organizations”, Journal of 

Managerial Issues, 16(1): 48-64. 

Nilsson, J. (2001). "Organisational Principles for Co-operative Firms." Scandinavian Journal 

of Management 17(3): 329-356. 

Novkovic, S. (2008) “Defining the Co-operative Difference”, Journal of Socio-Economics, 

37(6): 2168-2177. 

Nowak, M.A., and Sigmund, K. (2000) “Cooperative versus Competition”, Financial 

Analysts Journal, 56(4): 13-22. 

Nunez-Nickel, M., and Moyano-Fuentes, J. (2004). "Ownership Structure of Cooperatives as 

an Environmental Buffer." Journal of Management Studies 41(7): 1131-1152. 

Ole Borgen, S. (2001) “Identification as a Trust-Generating Mechanism in Cooperatives”, 

Annals of Public and Cooperative Ecnomics, 72(2): 209-228. 

Olson, F., Kibe, T. F., and Goreham, G. A. (1998) New Generation Cooperative 

Membership: How Do Members Differ from Non-members? North Dakota State 

University, NDSU Extension Service, Extension Report, No. 40. Available online: 

http://www.ext.nodak.edu/extpubs/agecon/er.er40w.htm 

Ostgaard, T., and Birley, S. (1994). "Personal Networks and Firm Competitive Strategy - A 

strategic or coincidental match?" Journal of Business Venturing 9(4): 281-306. 

Oughton, C. and Whittman, G. (1997) “Competition and Cooperation in the Small Firm 

Sector”, Scottish Journal of Political Economy, 44(1): 1-30. 

Palmer, A. (2002). "Cooperative marketing associations: an investigation into the causes of 

effectiveness." Journal of Strategic Marketing 10(2): 135-156. 

Peredo, A.M., and Chrisman, J.J. (2006) “Toward a Theory of Community-Based Enterprise” 

Academy of Management Review, 31(2): 309-328. 

Preverez, M. (2001) “Ingredients in the Early Development of the U.S. Biotechnology 

Industry”, Small Business Economics, 17(1): 17-29. 



32 

 

Reynolds, B.J. (2000) Cooperative Principles as Constraints for Public Goods, Production 

Paper presented at the NCR-194 Annual Meeting, December 12-13, 2000, Las Vegas, 

NV 

Rickenbach, M. (2009). "Serving Members and Reaching Others: The Performance and 

Social Networks of a Landowner Cooperative." Forest Policy and Economics 11(8): 

593-599. 

Rosenfeld, S. (1996) “Does Cooperation Enhance Competitiveness? Assessing the Impacts of 

Inter-Firm Collaboration”, Research Policy, 25(2): 247-263. 

Rothwell, R. (1991). "External networking and innovation in small and medium-sized 

manufacturing firms in Europe." Technovation 11(2): 93-111. 

Rothwell, R. and Dodgson, M. (1991) “External Linkages and Innovation in Small and 

Medium-Sized Enterprises”, R&D Management, 21(2): 125-137. 

Roy, E. P. (1976). Cooperatives: Development, Principles and Management, . 3rd Edition, 

Danville IL, Interstate Publishers. 

Sarkar, M. B., Echambadi, R., and Harrison, J. (2001). "Alliance entrepreneurship and firm 

market performance." Strategic Management Journal 22(6/7): 701-711. 

Schrader, L. F. (1989) "Economic Justification". In Cobia, D. W.(ed) Cooperatives in 

Agriculture, Prentice Hall, New Jersey, 121-135. 

Sexton, R. (1983). "Economic Considerations in forming Consumer Cooperatives and 

Establishing Pricing and Financing Policies." Journal of Consumer Affairs 17(2): 290-

315. 

Sexton, R. (1986). "The Formation of Cooperatives: A Game-Theoretic Approach with 

Implications for Cooperative Finance, Decision Making, and Stability." American 

Journal of Agricultural Economics 68(2): 214-225. 

Silversten, S. (1996) “Governance Issues seen from a Management Perspective”, Review of 

International Co-operation, 89(4): 34-36. 

Skurnik, S. (2002). "The Role of Cooperative Entrepreneurship and Firms in Organising 

Economic Activities - Past, Present and Future." The Finnish Journal of Business 

Economics 1(02): 103-124. 

Spekman, R., Isabella, L. and MacAvoy, T. (2000) Alliance Competence: Maximising the 

Value of Your Partnerships, John Wiley & Sons, New York. 

Staatz, J. M. (1983). "The Cooperative as a Coalition: A Game-Theoretic Approach." 

American Journal of Agricultural Economics 65(5): 1084-1089. 

Staatz, J. M. (1983). "The Cooperative as a Coalition: A Game-Theoretic Approach." 

American Journal of Agricultural Economics 65(5): 1084-1089. 

Staatz, J. M. (1987a). "Farmers’ Incentives to take Collective Action via Cooperatives: A 

Transaction Cost Approach In Cooperative Theory", New Approaches, U.S.D.A., 

ACS Service Report 18: 87-107 

Staatz, J. M. (1987b). "Recent Developments in the Theory of Agricultural Cooperation." 

Journal of Agricultural Cooperation 2(20): 74-95. 

Street, C. T., Cameron, A-F. (2007). "External Relationships and the Small Business: A 

Review of Small Business Alliance and Network Research," Journal of Small 

Business Management 45(2): 239–266. 



33 

 

Stuart, T., Hoang, H., and Hybels, R. (1999) “Interorganizational Endorsements and the 

Performance of Entrepreneurial Ventures”, Administrative Science Quarterly, 44(2): 

315-349. 

Tennbakk, B. (2004). "Cooperatives, regulation and competition in Norwegian agriculture." 

Acta Agriculturae Scandinavica: Section C - Food Economics 1(4): 232-240. 

Tjosvold, D., and Weicker, D. (1993) “Cooperative and Competitive Networking by 

Entrepreneurs: A Critical Incident Study”, Journal of Small Business Management, 

31(1): 11-21. 

Tjosvold, D., and Weicker, D. (1993). "Cooperative and Competitive Networking by 

Entrepreneurs: A Critical Incident Study." Journal of Small Business Management 

31(1): 11-21. 

Torgerson, R.E. (1977) “Farmer Cooperatives”, Annals of the American Academy of Political 

and Social Science, 429(Jan77): 91-102. 

Uzzi, B., and Gillespie, J. (2002) “Knowledge Spillover in Corporate Financing Networks: 

Embeddness and the Firm’s Debt Performance”, Strategic Management Journal, 

23(7): 595-618. 

Van Sickle, J. J., and Ladd, G.W. (1983). "A Model of Cooperative Finance." American 

Journal of Agricultural Economics 65(2): 273-281. 

Volery, T. and Mensik, S. (1998) “The Role of Trust in Creating Effective Alliances: A 

Managerial Perspective”, Journal of Business Ethics, 17(9/10): 987-994. 

Watson, J. (2007). "Modelling the relationship between networking and firm performance." 

Journal of Business Venturing 22(6): 852-874. 

Weaver, K., and Dickson, P. (1997) “Environmental Determinants and Individual Level 

Moderators of Alliances”, Academy of Management Journal, 40(2): 404-425. 

Yin, R. K. (1989). Case Study Research: Design and Methods. London, Sage Publications. 
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Summary: With economic globalization, and progress of liberalization in business 

transaction, there is a big impact on small scale manufacturing companies with regard 

to business deals and opening up new markets. 

In this scenario, where management resources are limited for such small scale 

companies, efforts for mutually complementing these resources through alliances are 

effective. In this paper, we focus on the alliances made by small scale manufacturing 

companies for establishing business deals and opening up new markets, by taking the 

example of small scale manufacturing companies involved in such efforts, analyze 

the merits achieved by alliances and the structural requirements for establishing such 

alliances. We analyzed and organized these as 4 points namely, the formation o f a 

[Space] for information exchange, Presence of core companies for facilitating 

business promotion, Establishment of trust relationship and Reduction in adjustment 

costs derived by sharing space in the region. 

 

Keywords: alliances between companies，Partnership, Small scale manufacturing 

companies，Trust，Information sharing, space 
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INTRODUCTION 

This paper aims to clarify how the feature of being locally-based network affect 

formation of collaboration among manufacturing small-to-medium enterprises 

(SMEs) through analysis of its composing factors.  

Among the number of Japanese manufacturing enterprises, 99.3% are SMEs (and 

84.4% are small businesses with less than 20 employees), which indicates that SMEs 

form the basis of monozukuri Japanese term for manufacturing with the spirit to 

produce excellent products and the ability to constantly improve a production system 

and process. 

With progressing shift of large enterprise production bases overseas, and 

liberalization of business relationships as seen in parts/materials global procurement, 

the business environment surrounding the manufacturing SMEs is changing with 

weakening of keiretsu, a form of corporate structure unique to Japan enabling 

long-term and steady business relationship, and changing business transaction 

structures.1  

In such an environment, manufacturing SMEs are having difficulties securing 

steady order quantity from conventional specified business relationship, and 

required to develop new customers on their own, and improve productivity and 

technology in order to win over price competition with businesses in emerging 

nations. However, for a small business that does not have ample management 

resources, it is difficult to speedily tackle these issues alone; and collaborations in 

which partners complement each other’s resources are one of important business 

strategies. In fact, many activities are recognized in different regions of Japan, in  

                                                  
1 In the white paper on Small and Medium Companies 2007, by analyzing the structure of the 

division of labor of the business dealings between companies. it is possible to see a shift from 

the traditional type with close dependence on small number of customers to multi faceted 

business relationship with large number of customers(Mesh structure)  
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which SMEs aware of the issues of their business environment collaborate with each 

other in technology/product developments and sales promotion in order to solve 

these issues. Despite a possibility to collaborate with excellent SMEs in other 

regions offered by rapid advancement of information and communication 

technologies, there are many activities by locally-based business groups and 

collaborative bodies; and therefore, it is conceivable that being efforts of 

locally-based network has some effects on factors involved in business collaboration 

formation. 

 

STRUCTURE 

Objective 

In this paper, we focus on alliances between companies for establishing business 

deals and opening up new markets by taking the example of small scale 

manufacturing companies in Osaka and kyoto who have established such alliances 

and analyze the merits achieved and study the structural requirements in order to set 

up such alliances. 

 

Target group for survey 

The target group of this study are SMEs inclusive of small scale companies or 

alliance organization who have established their operations in a specific area in the 

Kinki region.  Small scale manufacturing companies as defined in the Basic law for 

Small and Medium Companies establishments with 20 or less persons engaged. 
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ACTUAL STATE OF ALLIANCE BETWEEN COMPANIES IN SMALL SCALE 

MANUFACTURING SECTOR 

Target group for survey 

Overview of the manufacturing sector in the Kinki region is taken as the subject of 

study. 

 

Number of establishments as seen from statistics   

The number
2
 of small scale manufacturing companies in the Kinki region were 

96,721 units and total number
3
 of persons engaged in all such establishments totaled 

497,719.  The value
4
 of the manufactured item that were shipped out was 3 trillion 

900 billion.  In terms of the total country, there are 448,131 units (The Kinki region 

comprises about 21.6%, and number of persons engaged is 2,358,560 with total 

shipping value of 23 trillion.  Of these the manufacturing companies account for 

85.7% of the total in the Kinki region and is over 83.5% if we consider the country 

wide figure.   

 

Efforts at establishing alliances by small scale manufacturing companies  

 

Status of business deals  

In order to understand the real status of the efforts of the small scale 

manufacturing companies to establish alliances, we analyzed the status of efforts for 

establishing alliances from the results of the survey of [Small scale companies in the 

Kinki region].  

                                                  
2 Source:2009 Economic Census for Business,  Statistics Bureau of Ministry of Internal 

Affairs and Communications.  Data of 0～19 persons engaged is adapted. . 
3 Same as 1 above 
4 Source: 2009 Census of Manufacturing,Ministry of Economic, Trade and Industry.  

 Data of 4～19 persons engaged is adapted. 
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If we observe the status of business deals of the small scale manufacturing 

companies in the Kinki region in figure1, main business are those of the [SMEs] 

which is the largest, followed by [Major manufacturing companies], [specialized 

wholesale trading companies].  

Fig.1: main business 
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Source ： [Strategy and Inhibition factor analysis for strengthening the 

competitiveness of small-scale manufacturing industry in the Kinki region] (Kansai 

Bureau of Economy, Trade and Industry) 

 

Business dealings(Figure2) have changed from limited small number as 

subcontractors to new companies, to receiving orders from specialized companies 

(new companies) as subcontractors which is about half the total number and orders 

are received from large number of non specified companies [Independent order type] 

is 30.5％, [self manufactured product type] is 16.1％. 
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Fig.2: business dealings  
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Source ： [Strategy and Inhibition factor analysis for strengthening the 

competitiveness of small-scale manufacturing industry in the Kinki region] (Kansai 

Bureau of Economy, Trade and Industry) 

 

If we observe Figure3, the area where the business is generated is mostly [In the 

same prefecture], and if we include those in the [same town or cities] or [nearby 

town and cities], about half can be said to be from the same prefecture. Next is the 

Kinki prefecture at 24.2％. 

Fig.3: the area where the business is generated 
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Source ： [Strategy and Inhibition factor analysis for strengthening the 

competitiveness of small-scale manufacturing industry in the Kinki region] (Kansai 

Bureau of Economy, Trade and Industry) 
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Efforts for establishing alliances with companies  

Next, if we observe the efforts for establishing alliances in Figure 4, about 24.3% 

of companies are working on establishing some kind of alliances and about 11.9% 

are considering this. High growth companies with increasing sales are actively 

working on establishing alliance business and as a result, the number of alliances has 

increased.  

Fig.4: efforts for establishing alliances 
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２　working on
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60%

no
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Source ： [Strategy and Inhibition factor analysis for strengthening the 

competitiveness of small-scale manufacturing industry in the Kinki region] (Kansai 

Bureau of Economy, Trade and Industry) 

 

If we observe Figure 5, product development and technology development is 

overwhelmingly large, and following this, information exchange and cooperation 

are gradually linking to the alliances. This is followed by efforts for securing shared 

orders or unit deals and opening up new markets.  
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Fig.5: Types of alliances being made by small scale companies. 
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Source ： [Strategy and Inhibition factor analysis for strengthening the 

competitiveness of small-scale manufacturing industry in the Kinki region] (Kansai 

Bureau of Economy, Trade and Industry)  

 

The alliance company (Figure 6), indicates the features of the alliance company 

based on the type of alliance.  In the case of technology and product development, 

with regard to opening new market overseas or new business deals, alliances are 

established with trading houses that have market information or networks. 

Especially in terms of business dealings, there are many initiatives for joint orders 

by small scale manufacturing companies in the same business, and in the case of 

initiatives for business deals or opening new markets, small scale manufacturing 

companies that have limited management resources are establishing alliances with 

SMEs or trading houses, and this suggests that use is made of networks or market 

information that provide this.  In this way, alliances between small scale 

manufacturing companies in the same business is large and also alliances with 

SMEs has been increasing, and it appears that there is a tendency for simple 

horizontal type alliances. 
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Fig 6: Type of alliances made by small scale companies and the alliance partner 
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Source ： [Strategy and Inhibition factor analysis for strengthening the 

competitiveness of small-scale manufacturing industry in the Kinki region] (Kansai 

Bureau of Economy, Trade and Industry) 

 

 

CASE STUDY ANALYSIS 

In this section, we have done a comparative case study of 3 types of alliances. One 

is the initiatives for alliance for joint order by small scale manufacturing companies, 

the second is the alliances with SMEs for making business deals and opening up new 

markets, and the third is the alliances for new product development in order to 

develop new markets.  
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Naniwa Industrial park 

We take up the case study of alliances established between companies located 

within the Naniwa industrial park for joint orders.  Cooperative that manages the 

Naniwa industrial park was established in Naniwa city of Osaka in 1980 and has 

integrated about 210 (as On Nov. 2007) SMEs involved in manufacturing processing 

and construction involved with metal processing. There is accumulat ion of firms that 

specialize in small lot, development products or prototype products and order can be 

placed for unit orders or multiple processes, and the advantage is that manufacturing 

site, product and technology are all available in one place. Also joint orders between 

companies in the same park or mutual orders are being actively pursued.  

 

Results of the survey of tenant companies that have entered the park in the year 

2007 show that there is no significant decrease in order or sales and the DI value  is 

maintained at a good state even as compared to the national level
5
.  Level of 

technology and possibility of unit orders has been evaluated and a fall in unit cost of 

orders is not evident. 

In the case of A (precision grinding company No. of employees 5), located in the 

industrial park facilitating unit orders or multiple processing which is the strength of 

the park, its strength is metal polishing technology in cylindrical grinding of metal, 

and it has 150 companies as its trading partners, and about 80% of its total sales is 

through joint orders. A has established alliances with 7-8 companies in and out of 

the park. This company is also a member of subcontractor's cooperative of leading 

manufacturing companies, but it believes that this has little effec t except on securing 

                                                  
5 According to the results of the Management questionnaire implemented by Naniwa Enterprise 

cooperative, increase or decrease in sales and orders as compared to the previous year was 

Increase of 26%，No change 52%，Decrease of 22%, and the DI value was 3.3 and compared 

with the country with small scale manufacturing companies in 2006－18 (Organization for 

small and medium companies [Small business sentiment survey]) is relatively high.  
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orders. The benefits of location are believed to be the availability of all required 

processes within the park, and ease of collecting information relating to business 

dealings or the market. Taking advantage of the cooperative office,  importance is 

given to the opportunity for information exchange etc. regardless of whether in or 

outside of the park. Information is being disseminated, and efforts are being made to 

obtain news of business dealings or pricing etc. 

 

Order alliance is the core business for each of these companies, and based on the 

order content, the combination of the alliance companies is determined, unit is 

flexibly formed and business is shared. The companies receiving the order from the 

customer function as the core company and are responsible for the management of 

the business (including warranty and payment etc.). For this reason, as each 

company has its own customer, the core company for each business dealing is 

different and it can be said that this is a sharing of the business transaction network. 

The requirements for establishing alliances are (a) Mutual Understanding of the 

technology/equipment to be supplied to the customer, (2) Mutually setting stringent 

conditions for receiving the order and maintenance.  (3) Actively holding exchange 

events within the park, exchange between families based on childhood relationship, 

establishment of trust relationship beyond business.  (4) Existence of shared 

network of business dealings and market information. 

 

Kyoto prototype net 

 

History of Organization  

Next as a case study that not only focuses on securing orders, but also works 

actively in making business deals and opening up new markets, we take the example 
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of the Kyoto prototype net, that works on making alliances between small scale 

manufacturing companies and SMEs, business deals and opening up new markets by 

using the web.  The Kyoto prototype net was established in 1981 as the founder unit 

of the Young Entrepreneurs Group SMEs of metal and machinery manufacturers in 

Kyoto (hereafter YEG).   Young Entrepreneurs Group of Kyoto was established in 

1981, and as the name indicates, about 80 companies involved in metal processing 

participated as naturally formed committee. The Kyoto prototype net was formed by 

the voluntary participation of 10 member companies of the Young Entrepreneurs 

Group of Kyoto with the objective of expanding business deals in prototypes.  

The aim is at providing solutions specializing in prototypes, consultation and order 

received through the web.  The main sales points are the speed of reply to a 

consultation related inquiry within 2 hours and saving of time and effort of sorting 

client order by consortium  

 

Since its inception, effort was not only for obtaining joint orders, but arrangement 

of reading meeting of P.F. Drucker’s book with the objective of sharing the vision 

and theory of business management. Further by mutually disclosing the details of 

plant and management, along with sharing the vision, challenges of management are 

also shared.  The main objective is not only to increase the sales of the individual 

companies, but the major goal is increasing the agglomeration of large proto type 

industry in Kyoto. Pursuit of profits of each individual company and the profits of 

the group, and regional interests of the Kyoto region, are all linked and while 

pursuing the regional agent, the focus is not only on individual profit, but also 

establishment of trust between companies. 

 

 



 

 12  

Structure of business management 

One of the member companies by name B (resin enclosure design 10 employees), 

is focusing on receiving of single unit orders of prototypes, and as it is difficult to 

secure a fixed number of orders continuously from each business deal, it aimed to 

expand sales from a few hundred companies to a few thousand.  

As of 2008, 8 companies (including Kyoto prototype workshop) were added to the 

10 companies that were at the time when the network was established taking the total 

number of companies to 18, but B is also one of the companies that came into the 

network later.  Through the Kyoto prototype network and the member company 

network, there are 500 companies with which business deals have been established 

and has been realized in about half of this number.  

 

The management of the Kyoto prototype network is being handled by 2SME who 

are the members of this network.  Company B that was not an initial member, but 

when it started participating, group management structure was formed, and 

foundation of the alliance business was already established. In this respect, Company 

B that participated later on had less burden of management of the Kyoto prototype 

network. 

Especially, for small scale companies like B, the big advantage is the access to 

business deals and market information held by SMEs or Kyoto prototype net.  

In this way, the structure of the organization is not horizontal network side by side, 

but is a 2 tier structure of participating members and management guiding members. 

However, as discussed above, from the fact that the vision is shared, and there are no 

mutual business dealings, thee will be no domination by the management guiding 

members. 

The requirements for establishment of alliances are (a) Sharing of concept 
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between participating members, (b) Establishment of trust between participating 

members, (c) Presence of SME that are the core for handling the alliance business. 

(d) Existence of network for introducing for reciprocal sharing of business deals and 

market information or for introducing order items.  

 

New alliance entity (Alliance for the commercialization of glass material 

coding"[Alliance for commercialization of glass coding material] as New 

alliance business 

Company N, which has an alliance with a leading automobile dealer as well as 

management of the real estate, fine art sales and lease, got the following 

information; If ceramic water purification is used for cleaning the car, the cleaning 

power would be enhanced and would result in luster and shine, while glass type 

coating has increased in addition to the conventionally used polymer coating.  

As compared to the polymer coating, that provides a temporary luster and shine, 

demand for glass coating with luster and shine of a new car and higher durability, 

have been increasing, and it was judged that the market for this would significantly 

change. 

 

By passing the device with built in ceramic under the regular tap water, ion 

washing of the car would be possible and coating would have a sea level activating 

effect and it would be possible to produce functional glass with glass film forming 

effect and research was focused in this area. AS company N did not have the 

technology involved in this research, it was in charge of planning, basic technology 

development and sales, Company S that specialized in ceramic manufacturing 

technology, focused on manufacture of special purpose ceramic, improvement and 

development of special purpose water glass, and company T that is a device 
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manufacturing enterprise, focused on manufacture of set up devices, after service 

and a local university was responsible for validating the rust prevention effect This 

way product commercialization proceeded.  

 

In order to open new markets, alliance was established with the sales company of 

a leading automobile parts manufacturer to act as the alliance company. As a result, 

it was possible to achieve sales and delivery to leading dealers, and also opened up 

opportunities for business deals with other leading automobile manufacturers 

business alliances. 

Company N alone directly drives the manufacturing technology, through the 

power of planning and business promotion, and while playing the role as a core 

functionary of the alliance business, promoted commercialization.  Alliance is 

established with leading manufacturers for opening the market, and links with 

market are established by product development in SME that are technology oriented. 

 

 

OBSERVATIONS 

Benefits of alliance for small scale manufacturing industry  

From the analysis of the above case studies, we will summarize the merits of 

establishing alliances for the small scale manufacturing industry and the main 

factors required for the success of the alliance work.  

The following are the four merits achieved through alliance:  

 

Connectivity up with the market 

Small scale business with limited management resources, who, cannot by 

themselves develop the market, can now develop the market through alliances. In all 
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case studies, the characteristic feature is the integration as a system that facilitates 

entry to the market. 

 

Building of an efficient organization structure  

In all cases, existence of a core company for planning the business were observed, 

and for companies with good planning capability, in addition to their efforts for 

business promotion, by establishing alliances with SMEs, a flexible organization 

structure can be created, and hence, without any in house changes, new business 

development can be achieved which is one of the key merits. Also a win-win 

relationship has been established between the alliance companies.  

 

Technical capability for new business development 

For small scale business, that have difficulty running their own business, by 

acquiring technical information, technical exchange, and obtaining technical 

guidance, technical capabilities are improved.  

 

Risk hedging capability 

In all the cases, a core company exists, and the participating alliance companies 

have trust in the core company and can utilize the branding power of the core 

company.  From the view point of knowhow and cost, and by establishment of the 

difficult to establish quality control system through alliance it is possible to handle 

risks related with business deals.  

 

Requirements for the establishment of alliance business  

The following are the 4 requirements for the establishment of alliance business. 
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[Space] for information.  

The alliance companies mutually share company related information and establish 

relationship for sharing of business deals and market information of the participating 

companies. 

According to Itami（pp.45-49）if there is an intense interaction of horizontally 

generated information, psychological interaction is generated in the participants. In 

this case, the mutual understanding between people increases, and people as 

individuals will deepen this accumulation of information causing psychological 

resonance to occur and a sense of solidarity is born. Even in the case studies, it was 

observed that this kind of information exchange [Space] was created
6
.  

Further according to Itami, even if there is no shape in the form of a [Space], 

information interaction or psychological interaction would take place, but both 

focused and non focused interaction would occur that would result in diffusion of the 

information and hence a limited place in the form of a [Space] is important. 

In both the case studies, [Space] is the focus of functioning. Especially in the case 

of Naniwa industrial park, the structure is not the creation of one business unit for 

sharing objectives, but multiple business units sharing the place as a  park are also 

functioning. 

 

Structure of alliance  

Next, if we see the below figure that shows the relationship between the small 

scale manufacturing companies and the market, and the structural configuration of 

the alliances, the liaison network of company A in the Naniwa industrial park is the 

management company for the companies that received orders from the customers, 

                                                  
6 According to Itami, (p.42), [Place] has been defined as the point at which people participate, 

mutually observe consciously or unconsciously, communication takes place, mutual 

understanding is established, mutually encourage, mutually psychologically stimulate, and 

within the status of this framework. 
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and is the contact point to the customers placing the orders.  This configuration 

changes for each order job. 

On the other hand, in the case of Kyoto prototype network, the web is the contact 

point for the market.  The structure of the alliance company ties the Kyoto 

prototype network that is the business group of the participating companies, and 

horizontal structure is established between the participating companies, however, as 

transactions of the small and medium scale companies are being handled that form 

the core of the alliance business, it can be said that the organization structure that is 

neither vertical or neither horizontal is present. From the view point of the 

participating small scale manufacturing companies, in either case, when seen from 

the stand point of business promotion, the existence of SMEs that form the core is 

one of the key features. 

 

Establishment of trust 

The trust between companies is important in order to continue the relationship 

between companies. In the case of alliance business, profit distribution, and 

disclosure of confidential information related to technology may be raised as issues 

for business promotion, but, it is necessary to build a relationship that overcomes 

these challenges. if we observe the case studies, in the case of Naniwa Industrial 

park, we find that there is a close knit communication, between companies based on 

childhood and family relationship.  Openness of the factory (production 

environment), and mutually understanding the technology and equipment, it is 

possible to establish a smooth alliance. In the case of Kyoto prototype network, 

effort is made for participation in the management study meeting, and through this 

meeting, the mission is shared and trust relationship is established. In addition, 

without increasing members for several years after establishment, strong alliance 
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continued with the 10 companies, and any increased in members  is carefully selected 

by the participating members. 

The trust relationship formed in this way is the foundation of the alliance business.  

According to Sako, this character of trust between companies is of 3 types [Trust 

towards the contract], Trust towards capability], [Friendly trust]. Particularly, the 

subjective evaluation criteria like [Trust towards capability], [Goodwill trust], 

constitute trust, and communication that generate this kind of a relationship is 

required. This is the space described in 4.1.  

From the viewpoint of characteristics of relationship ties, if the mutual 

relationships are good, then the trust of the relationship also improves.(In the case of 

the case study by Wakabayashi [7] p.11), based on mutual relationship by mutual 

orders, or sales/PR through alliance business, mutual relationship is established, and 

high reliability network is established. 

Reduce adjustment costs by sharing of space in the locality.   

This time, when we were gathering information relating to the alliance business of 

medium scale companies, there were many cases where business in the same region 

in certain industrial clusters had alliances, and locality has been used for building 

alliances. All the 3 cases in this research have established alliance companies within 

the area with a certain proximity. In particular, the prototype net has raised the 

mission of making Kyoto the prototype industrial city and emphasizes the sense of 

solidarity rooted in the region.  

When the alliance company rooted in the region, participates in the business 

activity of that region, it is possible to easily acquire the information related to the 

business activity in the region, and by remaining in the region and taking the role of 

governance, it is easy to build mutual trust.  

Itami, Matsushima, Kikkawa are equipped with power to create meaning in space, 
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and by sharing space, physical activity that takes the form of a product becomes 

possible.  Further communication is enabled. In terms of communication, physical 

product information on subtle differences in physical product, face to face 

communication, and communication where a large number of people would 

participate have become possible. Based on this, by sharing space, it has been 

possible to reduce [Adjustment costs) of production, and it can be considered that 

the alliance companies rooted in the region are functioning effectively .  
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SUMMARY 

The development of supermarket chains in Morocco is heading more or less the same way as 

what has been observed in countries like the United States and France, with the emergence of 

key players such as Wal-Mart and Carrefour. The “Marjane Holding” group has reached 

dominant position today, with more than twenty hypermarkets, and it increasingly acts as a 

shaping force in the mass distribution industry. Our research aims to show that supporting 

producers can indeed help foster distributors’ legitimacy. For our empirical research, we 

opted for a case study approach. The data collection involves both parties: the Moroccan 

retailer that support small producers and the suppliers who are small producers of fruits and 

vegetables or red meat. The data has been collected through interviews with people directly 

involved in the trade channel (members of the retailer’s trade team, and small suppliers) as 

well as through consulting of internal documents of the retailer organization. 
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INTRODUCTION 

The development of supermarket chains in Morocco is heading more or less the same way as 

what has been observed in countries like the United States and France, with the emergence of 

key players such as Wal-Mart and Carrefour. The “Marjane Holding” group has reached 

dominant position today, with more than twenty hypermarkets, and it increasingly acts as a 

shaping force in the mass distribution industry. It has developed unique relationships with 

small producers by adopting support services of its own. It aims at making its supply chain 

ever more reliable in terms of quantity and quality. Yet, its quest for efficiency does not seem 

to be the only motive for developing partnership relations. It is also trying to enhance its 

legitimacy, which could also account for the support it offers to small producers. 
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Our research aims to show that supporting producers can indeed help foster distributors’ 

legitimacy. This research builds upon the literature on legitimacy and on the work dealing 

with support services. This trend has given rise to an extensive literature in the field of 

educational sciences and entrepreneurship. In the analysis of relationships within the 

distribution channel, research on support management is found conspicuously lacking. This 

area of research introduces a new concept in the field of the distribution channel: support 

services. We define support services as a process leading to the co-production of knowledge 

and know-how. This learning process, which connects supporting and supported entities, is 

meant to result in the supported suppliers’ gradual empowerment. 

Such support retains the characteristics of customized support, which involves interactive 

relationships that lead the supported entity to go through a learning process. An open and 

frank exchange of ideas can only be supported by an atmosphere of trust, which stimulates the 

transfer of knowledge and know-how and the development of shared objectives on the part of 

all stakeholders (Sabri, 2012). 

 

A QUEST FOR LEGITIMACY 

Neo-institutional theory has made a major contribution to our understanding of the notion of 

legitimacy. There are three distinct generations within that literature of no-institutional theory.  

The early works concentrate on those pressures on organizations that promote isomorphism. 

The second generation breaks with determinism and adopts a voluntarist position where 

agents make strategic choices (Slimane & Leca, 2010), and gave rise to the notion of the 

institutional entrepreneur. In the early years of the twenty first century, a new current 

emerged, which attempted to reconcile determinism and voluntarism and made it possible to 

take into account all the stakeholders. The stress is put on institutional work which is defined 

as “the deliberate action of the actors or the organizations to create, maintain or destabilize 

institutions” (Lawrence and Suddaby, 2006). 

In the study of distribution channels, Grewal & Dharwkdar (2002) were the first to employ 

neo-institutional theory to describe the relationships within distribution channels. Messeghem 

(2005) suggests treating the sector of large-scale food retailing as an organizational field in 

the sense proposed by Dimaggio & Powell (1983), that is as a recognized area of institutional 

life including “key suppliers, resource and product consumers, regulatory agencies, and other 

organizations that produce similar services or products”. Emphasis is placed on the quest for 
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legitimacy. A distributor, like any organization, needs “to justify himself as being in the 

service of the group and to assume his responsibilities as an actor having an influence on the 

company” (Capelli & Sabadie, 2005). According to Suchman (1995), “Legitimacy is a 

generalized perception or assumption that the actions of an entity are desirable, proper, or 

appropriate within some socially constructed system of norms, values, beliefs and 

definitions”.  Zimmerman & Zeitz (2002) believe it is a social judgment which only exists in 

the minds of those who make the judgment. In relation to the sources of legitimacy, Scott 

(1995) defines three types of legitimacy: regulatory, normative and cognitive. Regulatory 

legitimacy stems from the legal environment and the explicit regulating processes, such as the 

activities of setting rules, controls and penalties (Scott, 1995). Organizations are subject to 

coercive pressures arising from structures that ensure stability and order in an environment 

constructed through regulations and rules of control. 

Normative legitimacy arises from positive judgments which other organizations make about 

an organization. These favorable opinions constitute a vote of confidence in the organization 

(Zimmerman & Zeitz, 2002). To acquire normative legitimacy the organization reports any 

practice that conforms to the standards and the values of its environment. Cognitive 

legitimacy is acquired when the organization answers the tacit cultural specificities shared 

within its environment. According to Ruef & Scott (1998), the cognitive aspect of institutions 

produces “rules that specify what types of actors can exist, what structural features they 

exhibit, what procedures they can follow, and what meanings are associated with these 

actions”. In his categorization of the sources of legitimacy Schuman (1995) agrees with Scott 

(1995) in his analysis. He identifies cognitive legitimacy, which is very similar to the concept 

described by Scott (1995). Moral legitimacy makes reference to the normative evaluations of 

the organization and its activities. Schuman (1995) goes beyond Scott (1995) to describe an 

aspect that the latter had not dealt with. This is a question of pragmatic legitimacy, which 

makes reference to pursuit of personal interest (Suchman, 1995). 

Providing new definitions of legitimacy is itself a process of legitimization which involves the 

re-categorization of the actions of an organization so that what was previously illegitimate 

becomes justifiable (Buisson, 2005). Legitimacy can also be seen from a different perspective 

marked by a strategic turn which connects to dependence resources theory. This theory 

stipulates that an organization that is efficient in its choice of internal and external strategies 

will be less dependent on stakeholders for its future success. From this perspective, Suchman 

(1995) describes legitimacy as “an operational resource that organizations extract from their 
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cultural environments and use in pursuit of their objectives”. Legitimacy is described as a 

resource that attracts other resources that are necessary for the development of the 

organization (Aldrich & Fiol, 1994; Zimmerman & Zeitz, 2002). A distributor can manage its 

legitimacy either symbolically or directly (Buisson, 2005). The basic suggestion of the present 

study is that the support services that retailers provide for small producers are part of a bid for 

legitimacy. 

For the empirical research, the present study uses a case study approach. This methodology 

has been successful applied in the study of retailing channels. 

 

METHODOLOGY 

The choice of a case study allowed us to take advantage of advantages that offers the 

qualitative analysis. According to Miles & Huberman (2003), this makes it possible to base 

the study on a particular situation, where the data are collected. The influence of local context 

is not ignored.  

The case study concerned both parts of the dyadic relationship between a Moroccan 

distributor, “Marjane Holding”, and its small suppliers who are producers of fruit and 

vegetables and red meat. A field study of six months within the company made it possible to 

observe the practices of this distributor. The researchers took advantage of this opportunity to 

talk with the people in charge who have a direct link with the suppliers of fresh products, as 

well as to consult internal documents. Later the small producers were contacted to discuss the 

themes of interest in the study. 

 

 

 

 

 

 

 

Table 1: Presentation of the case study 

“Marjane Holding” is a Moroccan subsidiary of the Group “ONA” (abbreviation of 

Omnium Nord-Africain) that distributes for the mass market. . Established in 1990, the 

brand “Marjane” was the first to open the Moroccan market. This distributor occupies a 

leading position, ahead of competitors “Aswak Assalam” and “Label’Vie”. It has 23 stores 

spread across the whole country. Since 2004, “Marjane Holding” has developed supply 

channels with small Moroccan producers. The Group “ONA” is the first Moroccan private 

industrial and financial group. The Moroccan Royal Family is a shareholder in this 

consortium through “Ergis-Siger”. On 31 December, 2010, the group merged with its 

parent company, “Société Nationale d’Investissement”. 
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All in all, 32 interviews were conducted, 5 exploratory, 19 conducted with small producers 

and 8 with people in the distributor who take care of supplies in fresh products (Table 2). 

These interviews were sufficient to produce theoretical saturation (Glaser &Strauss; 1967). 

Table 2: description of interviews 

 

A thematic analysis was conducted, which consists of identifying the “core meanings” of the 

interviews, in spotting “the cores of sense” composing the conversations and the presence of 

which has meaning for the chosen objective of the analysis (Bardin, 2001). Data processing 

was performed with the qualitative analysis software, Nvivo. The software does not conduct 

Actors Number of interviews Description 

Exploratory 

interviews 

Competitors of 

« Marjane 

Holding » 

5 

- Purchasers of fresh product  “Metro” 

(2 interviews) 

- Purchasers of fresh product  ((2 

interviews)“Label’Vie” 

- Purchaser of fresh products  “Aswak 

Assalam” 

Deep 

interviews 

Responsables  

of « Marjane 

Holding » 

8 

- Purchasers of fresh product  (2 

interviews) 

- Responsable supply channels (fresh 

products)  

- Chief purchaser of fresh products 

- Monitor butchery  

- Regional manager 

- Ex-responsible supply channels (fresh 

product) 

- Purchase manager 

 

Small producers  19 

- Suppliers of red meat (11 interviews) 

- Suppliers of fruits and vegetables (8 

interviews ) 

Total 32 
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the analysis. Rather, it is a tool facilitating the work of the researcher. It is used to analyze a 

corpus of views drawn from several sources (interviews, documentary research). The analysis 

proceeded by a process of decontextualisation-recontextualisation, which consists of taking 

items of data from the corpus away from their context to make them semantically 

independent. Then, “word groups” were labeled in the software as “nodes”. This is a wider 

category. The analysis of the contents was based on a process of categorization derived from 

the themes which appeared in the process of analysis.  

 

SUPPORTING AS A FACTOR IN LEARNING 

According to Argyris & Schön (1978) an organization learns when it acquires information in 

all its forms, by whatever means (knowledge, understanding, technical and practical know-

how). Learning, in the study case, is brought about by the transfer of knowledge through 

sharing and exchanging information, as well as by dialogue and communication (Ingham, 

2003; Nicolas, 2008). The distributor encourages small producers to group together in 

cooperatives or associations, by explaining to them the advantages of this initiative which 

makes economies of scale available at certain stages of production. In the production of red 

meat, these savings arise at the level of cattle breeding, sanitary expenses, and expenses 

connected with the hygiene of the herds. In the production of fruit and vegetables, economies 

of scale arise in sorting and selection of agricultural products. The advantage of grouping 

together involves much more than these advantages. Subsequently, it helps suppliers fill the 

orders of the distributor, while demand is rising because of the considerable expansion that 

the brand has witnessed with the opening of new stores. 

The distributor explains to its suppliers the procedures which must be followed. These 

procedures create links in the organization of the supplies and the distributor, and may include 

certain procedures required by the State related to the taxation of products. Products must 

meet the standards required for mass markets and municipal slaughterhouses pay local taxes. 

 

 

 

 

“There is a big difference between the structured groups which can export and the small 

producers in this regard. The organization can provide know-how, while small producers 

need to be led through the processes, explaining the procedures to producers who follow. 

Other partners work with the EU and know how to settle the administrative procedures. 

They become more organized” (Purchaser of fruit and vegetables). 
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Technically, the producers must meet the requirements of quality and follow the instructions 

of the distributor. The distributor requires certain standards that are defined beforehand and 

agrees a negotiated deadline with any new supplier. The small producers interviewed 

discussed these quality requirements, and described them as supportive, because they exhort 

them to improve their products and they do not see them as constraints, so long as they are 

attainable. They require preparation beforehand, but as long as the distributor sets a suitable 

deadline, the measures are seen as support. 

 

 

 

 

The distributor makes a commitment to provide the information about the characteristics of 

products to its suppliers of fresh products, so that these suppliers improve the quality of their 

products, and adapt them according to the requirements of the final customer. The distributor 

provides technical information through workshops with master butchers, agents who take care 

of the management of shelf space, and the heads of departments. It also provides results from 

market research conducted in the stores. 

 

 

 

 

The contribution of support services is not limited to the advantages linked to organizational 

and technical aspects. They also contribute at the economic and commercial level. Small 

producers focus on the profit earned from the distributor, because their margins increase in 

relation to the market price, as well as the value added to their products by being on the 

shelves of the distributor. The history of “Marjane Holding” and its membership of the 

“Group ONA “ supports these reflections, which interpret the support services provided by 

the Moroccan mass-market distributor for small producers of fresh products as a search for 

“I do not see inconveniences. On the contrary, I would like the requirements to be even 

more severe so that it urges us to improve more the quality of our herd. In return, our 

products must be valued on the shelves. Overall, the requirements are affordable” 

(Supplier of red meat). 

 

“We make a commitment provide information for the suppliers, to rectify failures which 

we can detect at the level of quality of the marketed meat so that the supplier adjusts and 

corrects what is missing. And that this is at the level of breeding, age or weight of the 

animal” (Monitor butchery). 
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legitimacy. “Group ONA” often trumpets its commitment to the economic development of the 

country. It declares itself a public-spirited and socially committed group.  

 

SUPPORTING SERVICES AS QUEST OF LEGITIMACY 

This empirical study highlights three dimensions of legitimacy: moral, cognitive and 

pragmatic. 

- Moral legitimacy 

From the distributor’s point of view, support for small producers contributes to the acquisition 

of moral legitimacy. The distributor follows the policy of its group and shows clearly that it 

has a mission to generate progress for local suppliers and promote strong relationships with its 

institutional environment. 

 

 

 

 

In this context, the distributor works in close collaboration with governmental institutions 

(Ministry of Agriculture, farmers’ associations) and civil associations which take care of the 

development of the conditions of breeders and Moroccan farmers, on both the technical and 

the business level. These bodies help the distributor in its contact with small producers, by 

organizing information sessions on the advantage of marketing their products through the new 

channels provided by modern distribution and more specially “Marjane Holding”. The 

distributor is also contacted by foreign bodies which cooperate with the Moroccan 

Government in the finance of development projects, such as USAID, which played the role of 

intermediary between the distributor and an association which is among its main suppliers. 

Furthermore, the activity of the distributor in association with its institutional environment 

does is not limited to the producers of fresh products. Organizations contact the distributor 

within the framework of several economic and integrated projects about the marketing of 

crafts and the value of local products. Overall, the strategy of the distributor can be considered 

“We bring our support to participate in the promotion of state-owned companies, strengthen 

the modernization and the efficiency of supply channels of the kingdom and promote the 

creation of employment”  (Regional manager). 
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a response to normative constraints in the sense of Dimaggio de Powell (1983). These 

constraints amount to implicit standards which determine what behavior is suitable. 

- Cognitive legitimacy 

The cognitive dimension of legitimacy is shown through the expressions of managers, who 

attach importance to following the model adopted by the Chairman and Chief Executive 

Officer “Marjane Holding”. According to Suchman (1995), as long as the perceptions of what 

is considered just, acceptable or justifiable guide the actions of individuals, the dialogue 

between the members of organizations entail the distribution of these valuable systems. 

 

 

 

-Pragmatic legitimacy 

From the point of view of small producers, the distributor is in search of pragmatic 

legitimacy. The distributor is committed to making changes in response to changes in the 

environment. The growth of big international groups in the market, such as Carrefour and 

BIM, and the supply problems which mass-market distribution has witnessed, especially due 

to the lack of organization among small producers, encourage the distributor to anticipate the 

complexity of its sources of supply. 

 

 

 

 

Legitimacy at this level seems to be an essential resource which will attract other critical 

resources to ensure the activity of the distributor (Aldrich & Fiol 1994; Zimmerman & Zeitz, 

2002). The process of legitimization of the distributor “Marjane Holding” acquires a 

pragmatic dimension in the sense of Suchman (1995) because the distributor seeks its own 

advantage by reassuring its suppliers of fresh products. Finally, it can be deduced that the 

management of the legitimacy of the distributor is secured by certain effective practices. The 

“The development of supply channels and the insistence on supporting small producers 

conform to the will of the CEO of Marjane Holding” (Purchaser of red meat). 

 

“With the arrival of new competitors in the market and the supply problems which mass-

market distribution have already witnessed, Marjane tries to reassure its supplies by 

developing relationships with small producers” (Supplier of red meat). 
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analysis of the exchanges between the distributor and its suppliers in fresh produce highlights 

the economic advantage for the small producers. This advantage is easily recognized, since 

the distributor invests a lot of effort in advertising this approach of support services. In 

addition, the study shows that small producers take advantage of measures of organizational 

and technical support, so that they can improve their productivity and their organization. 

 

CONCLUSION 

The results of this study vindicate the basic suggestion stating that the retailer’s support 

services in favor of small fresh produce producers is motivated by its bid for legitimacy. The 

distributor resorts to actual and symbolic actions. 

Striving at implementing more efficient support practices is expected to result in the 

distributor’s increased legitimacy with stakeholders, thus ensuring control over the resources 

necessary for the proper conduct of its business while protecting it from its environment 

inherent hazards. In addition, the study shows that an organization’s practices can be 

interpreted differently depending on the actor’s position. According to the distributor, the 

support offered to small producers is explained as a proactive measure, aimed primarily at 

improving its corporate image, while being consistent with its mission – defined as 

contributing to the country’s socio-economic development. 

On the other hand, small producers illustrate in our study the binding nature of the 

environment from which the distributor operates, prompting them to adapt to it by 

undertaking this support process. 

Our contribution pertains to the scope of research related to the institutional work that 

investigates agents’ activities (Lawrence & Suddaby, 2006).. We take into account the actions 

undertaken by actors to act upon their environment (Ben Slimane & Leca, 2010; Lawrence, 

Suddaby & Leca 2011), and we integrate the various stakeholders involved in the 

institutionalization process: the distributor, small producers and competitors. 

For the distributor, support services not only boost its effectiveness – by increasing the 

reliability of its supplies – but it also strengthens its legitimacy in society at large, and 

especially with the State and consumers. 
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Abstract 

 

Small and medium enterprises play an important role in the Canadian rural business landscape. 

With the rapid development of e-commerce, coupled with increased competition, rural SMEs 

must find new ways to maintain their competitive advantage. This paper proposes an evolution 

of the standard Business Expansion and Retention (BR&E) model based upon the author’s 

reflection of an BR&E pilot project conducted in rural Alberta. While the traditional BR&E 

model is widely recognized and has been employed in economic development projects, the 

authors suggest a modification that enhances the impact, and greater opportunity for SME 

growth by deepening the engagement of community agencies and creating the opportunity for 

local and area linkages. The process of information sharing is highlighted as key to creating the 

web of support necessary for venture growth and sustainibility. The results of BR&E projects 

that employ the new model will be discussed; with the author’s focusing on heightened impact 

resulting from a broader web of linkages which entails the involvement of community agencies 

and inter-community engagement.  

 

Keywords: Business Retention and Expansion, SME, Community Engagement, Economic 

Development 

 

 

Introduction 

 

     SMEs account for more than 90 percent of all firms in US and Canada and play a pivotal role 

in job creation, welfare of economies, and bonding multiple communities together (Riding et al, 

2007; Morrison et al, 2003; Morris & Brennan, 2000). In the absence of larger counterparts, 

SMEs are considered to be the economic engine of rural communities. A recent report suggests 

that there are more than 500,000 rural SMEs serving and creating wealth for thousands of 

Canadian communities (Small Business Economy, 2005, p.54).  The growth of SMEs is multi 

dimensional and depends upon various internal factors such as owner-manager ambitions and 

competencies, and external factors such as region-specific infrastructure and the broader 

economy (Shaw & Conway, 2000; Morrison et al, 2003). Most of the recent literature on 

Canadian SMEs is focused on new venture creation with limited attention paid to the retention 

and expansion of SMEs in rural areas. This paper attempts to fill this gap by providing fresh 

evidence and a new perspective from Alberta.  

 

 While the rural communities in Alberta, which is 661,848 square kilometres with a 

population of 3.6 million, does not face unique economic and social challenges their isolated nature 

may contribute to both operation and communication barriers. In 2011 80 rural communities in 



Alberta were in the process of being delisted as towns due to a combination of declining rural 

populations and economic challenges for agricultural based businesses. As such, business 

retention is perceived to be an urgent requirement for retaining viable rural communities, with 

municipal and provincial level government agencies seeking strategies that will contribute to a 

successful process.  

  

      

     Business Retention & Expansion (BR&E) is a widely used  survey employed to identify 

issues and strengths for small and medium enterprises (SME), (Cothran, 2006, Jagoda 2010). It is 

a  community-based economic development model that promotes job growth by  identifing the 

barriers to survival and growth facing local businesses, and facilitating practical strategies for 

local business owners and municipal representatives to develop an economic plan to improve the 

business climate and foster local action (Saland & Dillman 1994). The model is based on the 

philosophy that existing firms are the key to community economic prosperity, and that 

communities dominated by small, locally owned businesses experience greater economic 

stability and a higher level of prosperity as defined by socioeconomic well-being (Flora, Green, 

Gale, Schmidt, & Flora, 1992, Lyson & Tolber, 1996). 

     The purpose of a BR&E pilot project conducted in Alberta in 2010 was to investigate the 

applicability of existing BR&E models in the Western Canadian context. It was designed to 

achieve two outcomes: first, to investigate the opportunities and challenges confronting rural 

SMEs in maintaining or expanding their operations. Second, it was to provide guidelines for 

improving the exisiting BR&E models by analyzing their effectiveness with the intent to address 

those challenges thereby better facilitating the growth of rural SMEs. Building upon the research 

of North and Smallbone (2006) who recommend a strategic and coordinated approach towards 

building the entrepreneurial capacity of rural areas, the authors revisited the traditional BR&E 

model, and employed the revised model in a province wide study. The authors will discuss the 

prelimary findings of a province wide study employing the modified BR&E model which will 

reach twelve communities and 600 SMEs over a three year period. The impact of the project, 

whereby multi-modes of engagement and communication are pursued during the project 

development and delivery within a wide network of community agencies, and the resultant 

opportunity for local and area linkages, will be outlined. The dyadic process of information 

sharing within the context of the revised model is perceived to be a critical factor in creating the 

web of ongoing support necessary for venture growth and sustainibility both through agency and 

government involvement. As such the multi-stage, and diverse engagement of community 

leaders, organizations, business owners, and government agencies will be outlined.   

     The remainder of this paper is organized as follows. Related literature on BRE models is 

provided followed by a brief summary of the methodology and results from the pilot BR&E 

study. Perceptions regarding the inefficiencies of the traditional model are identified, and the 

modified BR&E model is then introduced. Insights regarding the implementation of the 

emergent model will then be provided. within the context of the project being by conducted in 

rural Alberta communities. Conclusions and suggestions for future research, including the 

implications of employing the modified model within the context of rural communities in other 



countries, are then outlined, with an emphasis on implementation for geographically isolated 

rural societies. 

 



IDENTIFYING TECHNICAL INEFFICIENCY FACTORS FOR THAI 

MANUFACTURING SMALL ENTERPRISES 

 

Teerawat Charoenrat
a
        Charles Harvie

b
          Yot Amornkitvikai

 c
 

 

Abstract  

 

Thai manufacturing small enterprises are recognized as making a significant contribution to 

business numbers, national employment, exports and output of Thailand. Despite their 

obvious importance to the Thai economy, manufacturing small enterprises face a number of 

important disadvantage that act as a barrier to their further development. This study estimates 

the technical efficiency of Thai manufacturing small enterprises by using a stochastic frontier 

model and technical inefficiency effects model. Cross-sectional firm-level data from the 

industrial census conducted in 2007 is utilised. A simple average technical efficiency levels 

in all categories of manufacturing small enterprises analysed are found to be low, indicating a 

high degree of technical inefficiency in the production process. Small enterprise production is 

heavily labour intensive. The technical inefficiency effects model reveals that firm age, 

skilled labour, firm location, ownership type, foreign investment and exporting are key 

factors contributing to manufacturing small enterprises technical efficiency. The paper 

concludes that government policy should place more attention on creating an enabling 

environment to foster manufacturing small enterprise growth, enhance technology, and 

encourage the development of an environment, infrastructure and facilities conducive to 

enhancing the business operation of manufacturing small enterprises in order to enhance their 

technical efficiency. 
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1. Introduction 

Small enterprises
1
 play a pivotal role in accelerating Thai economic development (Dhanani 

and Scholtès, 2002; Wiboonchutikula, 2002; Ha, 2006; Sahakijpicharn, 2007; Office of Small 

and Medium Enterprises Promotion, 2009). They provide backward linkages for large 

enterprises through supply of goods, services, information and knowledge (Regnier, 2000; 

Huang, 2003; Buranajarukorn, 2006; Office of Small and Medium Enterprises Promotion, 

2009). The number of Thai small enterprises was 1,824,272 enterprises, representing 98.91 

per cent of all enterprises in the country and employ more than six million workers, 

accounting for 63.95 per cent of total employment during the period 1994
2
 to 2009. The 

contribution of small enterprises to GDP, at current prices, was approximately 23.70 per cent 

of total GDP over the period 1999-2009 (Office of Small and Medium Enterprises Promotion, 

2001-2009). Focusing on the manufacturing sector, the average number of manufacturing
3
 

SMEs was approximately 460,002, or 27.14 per cent of total SMEs over the period 1994 to 

2009. The employment contribution of manufacturing SMEs is around 2,630,800 workers 

during 1994 to 2009 which, on average, is equivalent to about 27.13 per cent of total 

employment in the private sector in this period. The contribution of manufacturing SMEs to 

total SME GDP is about THB 748,749 million, or 28.68 per cent of total SME output in 1994 

- 2009 (Office of Small and Medium Enterprises Promotion, 2001-2009).  

Despite their obvious important to the Thai economy small enterprises face a number 

of disadvantages that act as barriers to their development. These barriers comprise: financial 

constraints, lack of technical and innovation skills, lack of integration in domestic and 

international markets, lack of export knowledge among others (Sarapaivanich, 2003; 

Punyasavatsut, 2007; Office of Small and Medium Enterprises Promotion, 2008, 2009). 

However, there is a dearth of evidence on Thailand’s manufacturing small enterprises, 

particularly in terms of their technical efficiency and their determinants. The major aim of 

this study is to estimate the technical efficiency and investigate the firm-specific factors that 

                                                            
1 The definition of manufacturing small enterprises in Thailand is generally based on the number of employees, 

or the value of assets. Thus, an enterprise employing up to 50 workers, or with fixed assets, excluding land, not 

exceeding 50 million Thai baht (THB) (approximately US$1.65 million) in the manufacturing sector is 

considered a small enterprise (Office of Small and Medium Enterprises Promotion (2002)). 

2 Data collection of Thai small and medium sized enterprises only started in 1994. 

 
3 It is important to note that the Office of Small and Medium Enterprises Promotion did not identify unspecified 

enterprises by sector over the period 1994 to 2009. 
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could influence the technical inefficiency of Thai manufacturing small enterprises, which has 

not been empirically examined in the existing literature. Therefore, the principle of this study 

is to fill a gap in the literature by estimating the technical efficiency of Thai manufacturing 

small enterprises and firm-specific factors contributing to technical inefficiency by 

manufacturing small enterprises, and by sub-manufacturing sectors of operation classified by 

the Standard International Trade Classification (SITC)
4
: Revision 4. This study also identifies 

appropriate policies to improve Thailand’s manufacturing small enterprises.   

The organisation of the paper is as follows. Section 2 explains the methodology and 

brief discusses the concept of efficiency. Section 3 outlines data and key variables for a 

stochastic frontier production function and technical inefficiency effects function. The 

analytical framework and hypotheses tests are represented in Sections 4 and 5, respectively. 

The empirical results are discussed in Section 6. Section 7 presents the key outcomes from 

the technical inefficiency effects model. Section 8 describes interpretation of the results and 

policy implications. Finally, conclusions are presented in Section 9. 

    

2. Methodology  

 

The performance of a firm is measured by its technical and allocative efficiencies. Technical 

efficiency refers to a firm’s ability to produce the maximum level of output from a given 

combination of inputs. The output of a firm is the level of production in terms of value added, 

while inputs are factors of production, such as labour and capital (Admassie and Matambalya, 

2002; Vu, 2003; Coelli et al., 2005; Zahid and Mokhtar, 2007). Allocative efficiency is the 

firm’s ability to utilise inputs in optimal proportions given their respective prices (Admassie 

and Matambalya, 2002; Coelli et al., 2005; Arunsawadiwong, 2007; Zahid and Mokhtar, 

2007). Technical efficiency can be estimated by either data envelopment analysis (DEA) or 

stochastic frontier analysis (SFA) (Coelli, 1996b; Coelli et al., 2005). DEA is a non-

parametric approach that makes no assumptions concerning the form of the production 

function. Instead, the best practice production function is created empirically from observed 

inputs and outputs. DEA does not identify the difference between technical inefficiency and 

random error (Admassie and Matambalya, 2002; Vu, 2003; Coelli et al., 2005; 

                                                            
4 The 2007 industrial census comprise enterprises engaged in manufacturing industry activities which are 

classified by the International Standard Industrial Classification of all Economic Activities (ISIC): Revision 3. 

However, using ISIC there are 37 sub-manufacturing sectors in the industrial census. To keep the analysis 

tractable we instead adopt SITC: Revision 4 in this study, which consists of only 10 sectors. 
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Arunsawadiwong, 2007; Zahid and Mokhtar, 2007). In contrast, SFA is a parametric 

approach where the form of the production function is assumed to be known and is estimated 

statistically (Coelli, 1996a; Coelli et al., 2005). The advantages of the SFA are that 

hypotheses can be tested with statistical rigour, and that relationships between inputs and 

outputs follow known functional forms. SFA can simultaneously estimate a stochastic 

production model and technical inefficiency effects model (Admassie and Matambalya, 2002; 

Coelli et al., 2005; Arunsawadiwong, 2007; Zahid and Mokhtar, 2007). Therefore, the SFA is 

used here because of its superior advantages over alternative methods.  

 

3. Data and Variables  

 

This study used firm-level data from the 2007 industrial census
5
 compiled by the National 

Statistical Office (NSO) of Thailand. The scope of these censuses consists of enterprises 

engaged in manufacturing industry activities (Category D International Standard Industrial 

Classification of all Economic Activities, ISIC: Revision 3). The 2007 industrial census 

covered all establishments with 10 employed persons or more in all regions throughout the 

nation (the National Statistical Office of Thailand, 2011b). However, this study only focuses 

on Thai manufacturing small enterprises. Thus, the total number of Thai manufacturing small 

enterprises in the 2007 industrial censuses is 49,835. The key variables
6
 are output value 

added (Y), labour input (L), capital input (K). Output value added (Y) is measured as the value 

of gross output minus intermediate consumption. Labour input (L) is measured as the number 

of workers in the enterprise, including owner or partner, unpaid workers, skilled labour and 

unskilled labour. Capital input (K) is measured as the net value of fixed assets after deducting 

accumulated depreciation at the end of the year.  

 

4. The Analytical Framework  

In empirical study Cobb-Douglas and Translog production functions are the most commonly 

used functional forms for SFA to estimate the level of technical efficiency and technical 

inefficiency effects (Kim, 2003; Vu, 2003; Tran et al., 2008; Charoenrat and Harvie, 2011). 

Both the Cobb-Douglas and Translog production functions are tested to determine the 

                                                            
5 The 2007 industrial census is conducted every ten years in Thailand. 

 
6 Summary statistics for key variables utilised in this study by manufacturing small enterprises and by sub-

manufacturing sectors from the 2007 industrial census are available from the authors on request. 
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preferred functional form. Thus, a Cobb-Douglas production function in logarithmic form 

utilising cross-sectional data can be written as follows: 

  

   i = 1,…, N,           (1) 

The Translog production function in logarithmic form using cross-sectional data can be 

expressed as follows: 

  (2) 

 

Where: 

    = value added of firm ; 

   = the net value of fixed assets of firm ; 

   = the total number of employees of firm ;  

   = a random variable which is assumed to be an independently and identically 

distributed normal variable with zero mean and variance , and 

is assumed to be independently distributed of ; and 

  = a non-negative random variable assumed to account for technical inefficiency in 

the production function, and is assumed to be independently and identically 

distributed as truncations at zero of the normal distribution, .  

 

The technical inefficiency effects model  is specified as follows:  

+  

                  +
    

                 +
  

                    
(3) 

Where:  

 = dummy for firm size;  

  = 1 for small enterprises employing up to 50 workers; 

          = 0 for medium enterprises employing between 51-200 workers 

= age of firm i, represented by operating years; 

 = skilled labour of firm i, represented by the ratio of skilled labour to total 

workers; 

 = dummy for municipal area; 

    = 1 if firm i is located in a municipal area; = 0, otherwise; 
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 = dummy for Bangkok; 

    = 1 if firm i is located in Bangkok; = 0, otherwise; 

 = dummy for central region;  

    = 1 if firm i is located in the central region; = 0, otherwise; 

 = dummy for Northern region; 

    = 1 if firm i is located in the Northern region; = 0, otherwise; 

 = dummy for North-eastern region; 

              = 1 if firm i is located in the North-eastern region; = 0, otherwise; 

 = dummy for individual; 

     = 1 if firm i is an individual proprietor; = 0, otherwise; 

 = dummy for juristic partnership; 

    = 1 if firm i is a juristic partnership; = 0, otherwise; 

 = dummy for limited liability company; 

    = 1 if firm i is a limited liability company; = 0, otherwise; 

 = dummy for state and government owned enterprises; 

    = 1 if firm i is a state or government owned enterprise; = 0, otherwise; 

 = dummy for co-operative; 

    = 1 if firm i is a cooperative; = 0, otherwise; 

 = dummy for foreign investment; 

    = 1 if firm i has foreign investment
7
; = 0, otherwise 

 = dummy for exporting manufacturing small enterprises; 

   = 1 if firm i exports more than 50% of its total sales revenue; = 0, otherwise 

 = dummy for government assistance; 

  = 1 if firm i obtains promotional privileges from 

the   Board of Investment (BOI); = 0, otherwise 

   = a vector of unknown parameters to be estimated 

 = a random error defined as the truncation of the normal distribution 2(0, ),N   the 

position of the truncation is 0( )iz    (Coelli et al., 2005; Tran et al., 2008).   

 

                                                            
7 According to the Thai Foreign Business Act 1999 foreign shareholders are allowed to own up to 49 percent of 

a firm’s total shares. 
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The validity of the technical inefficiency term and a stochastic frontier production 

function can be tested by calculating the value of the gamma parameter (γ) (Battese and 

Corra, 1977; Coelli et al., 2005; Arunsawadiwong, 2007). The parameter γ must contain a 

value between 0 and 1 and depends upon two variance parameters of the stochastic frontier 

function (Battese and Corra, 1977; Coelli et al., 2005; Tran et al., 2008). Symbolically, this 

can be defined as follows:  

 γ = σu
2
 + σ

2 
and σ

2
 = σv

2
 / σu

2          
(4) 

 

Where:  

σv
2   

= a random error variance; 

σu
2
  = a technical inefficiency effects variance.

 

 

If the value of γ is close to zero deviations from the stochastic frontier function are 

ascribed to random error, whereas a value of γ close to unity indicates that deviations are due 

to technical inefficiency (Coelli et al., 2005; Arunsawadiwong, 2007; Tran et al., 2008).  

 

5. Hypotheses Tests 

The estimation of a stochastic frontier production function can be utilized to test the 

validation of four hypotheses as follows: 1) adequacy of the Cobb-Douglas production 

functional form; 2) absence of technical inefficiency effects; 3) absence of stochastic 

inefficiency effects; 4) insignificance of joint inefficiency variables. These tests are 

conducted by utilising the generalized likelihood-ratio (LR) test which can be expressed as:  

  

    
        (5) 

Where: 

 and 
 
are the values of a log-likelihood function for the stochastic 

frontier model under the null hypothesis  and the alternative hypothesis . The LR 

test statistic has an asymptotic chi-square  distribution with parameters equal to the number of 

restricted parameters imposed under the null hypothesis , except hypotheses (2) and (3) 

which contain a mixture of a chi-square distribution (Kodde and Palm, 1986). Hypotheses (2) 

and (3) involve the restriction that   is equal to zero which defines a value on the boundary 

of the parameter space. 
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Table 1 exhibits results for hypothesis tests for manufacturing small enterprises. From 

Table 1 the first null hypothesis  is to test whether a Cobb-Douglas or Translog 

production function is an adequate functional form based on manufacturing small enterprises. 

The null hypothesis  is rejected at the 1 per cent level of significance for manufacturing 

small enterprises. Hence, the Cobb-Douglas production function is not an adequate functional 

form for manufacturing small enterprises. However, the Translog production function 

generated inadequate estimation of returns to scale for manufacturing small enterprises, due 

to the magnitude of the estimated coefficients being too large. Therefore, this study is 

employed the Cobb-Douglas
8
 production function for estimating manufacturing small 

enterprises, as defined by equation (1).  

 

The second null hypothesis  tests for the absence of technical inefficiency in the 

model. The second null hypothesis is rejected at the 1 per cent level of significance for 

manufacturing small enterprises, as specified by equations (1) and (3). The third null 

hypothesis , that technical inefficiency effects are not stochastic, is also rejected at the 1 

per cent level of significance, implying that the technical inefficiency effects model is 

applicable for manufacturing small enterprises, given by equations (1) and (3). The last null 

hypothesis  specifies that all estimated parameters of the explanatory variables in the 

technical inefficiency effects model are equal to zero. The null hypothesis is strongly rejected 

at the 1 per cent level of significance for manufacturing small enterprises.  

 

[Insert Table 1 about here] 

 

Table 2 presents the results for a number of null hypotheses relating to sub-

manufacturing sectors classified by SITC: revision 4. The first null hypothesis  tests 

whether a Cobb-Douglas or Translog production function is the preferred functional form for 

sub-manufacturing sectors. The null hypothesis is rejected at the 1 per cent level of 

significance for all sub-manufacturing sectors, except for SITC 2, SITC 6 and SITC 8.  The 

Cobb-Douglas function is not the preferred functional form for SITC 0, SITC 1, SITC 5 and 

SITC 7, whereas the preferred functional form for SITC 2, SITC 6 and SITC 8 is a Cobb-

Douglas function. However, the Translog function estimated returns to scale are deficient 

since the size of the estimated coefficients is too large. Hence, this study is used a Cobb-

                                                            
8 The Cobb-Douglas production function remains the work-horse in many empirical studies because of its 

flexibility, attractive properties and ease of estimation.  
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Douglas production function as the preferred functional form in the subsequent empirical 

analysis.  The second null hypothesis  tests whether technical inefficiency effects are 

absent from the model. This hypothesis is rejected at the 1 per cent level of significance for 

all sub-manufacturing sectors. The third null hypothesis , that technical inefficiency 

effects are not stochastic, is also rejected at the 1 per cent level of significance for all sub-

manufacturing sectors. The last null hypothesis  specifying that all estimated parameters 

of the explanatory variables in the technical inefficiency effects model are equal to zero, is 

rejected at the 1 per cent level of significance for all sub-manufacturing sectors. 

[Insert Table 2 about here] 

6. Empirical Results 

 

Maximum likelihood estimates (MLE) of the parameters of the stochastic frontier and 

technical inefficiency effects models, as defined by equations (1) and (3) are estimated 

simultaneously using the computer programme Frontier Version 4.1 developed by Coelli 

(1996b)
9
. The estimated results for parameters of the stochastic frontier production function 

by manufacturing small enterprises and by sub-manufacturing sectors classified by SITC: 

Revision 4, are reported in Tables 3 and 4, respectively.  

 

6.1 Estimated Input Elasticities and Gamma Parameters 

 

Table 3 presents the results of maximum likelihood estimation by manufacturing small 

enterprises. For manufacturing small enterprises the elasticities of capital  and 

labour , are 0.219 and 1.042 respectively and are significant at the 1 per cent level. 

Manufacturing small enterprises shows increasing returns to scale as the sum of the input 

coefficient exceeds unity (1.26). The estimated gamma parameter (γ) for manufacturing small 

enterprises is 0.65 (see Table 3), indicating that all deviations from the model are ascribed to 

technical inefficiency. In addition, the share of labour in the production function is higher 

than capital irrespective of manufacturing small enterprises. A low elasticity of capital  

                                                            
9 The Frontier 4.1 programme is easy to use and estimates of efficiency are produced as a direct output from the 

package. It is also very flexible in terms of modelling the stochastic frontier model where the researcher is able 

to specify the distributional assumptions for the estimation of the inefficiency term. The programme allows the 

individual level efficiency estimates to vary over time, which is a very attractive advantage. Alternative 

programmes, like LIMDEP, limit the analysis to assuming that either the efficiency estimate is independent over 

time for each individual unit or that the efficiency estimates for each unit are constant over time. 
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reveals that capital has a low share in the production function, whereas the high share of 

labour elasticity  shows that manufacturing small enterprises were labour intensive.  

 

[Insert Table 3 about here] 

 

Table 4 shows the results for sub-manufacturing sectors classified by SITC: Revision 

4. The Cobb-Douglas production functions indicate that all sub-manufacturing sectors have 

positive signs for both capital   and labour  and are highly significant at the 1 per 

cent level. All sub-manufacturing sectors operate under increasing returns to scale. Table 4 

also reveals that the elasticities of labour   in the stochastic production functions are 

much higher than capital . The elasticities of labour  varies between 0.848 in SITC 1 

and 1.108 in SITC 2, while the capital  elasticities range from 0.147 in SITC 7 to 0.299 

in SITC 1. The high value of the labour elasticity indicates that all sub-manufacturing sectors 

are labour intensive. The low value of capital elasticity in the production function presents 

that capital has a low share in all sub-manufacturing sectors. Furthermore, the estimated 

gamma parameters (γ) range from 0.301 in SITC 7 to 0.773 in SITC 5 (see Table 4).  

 

[Insert Table 4 about here] 

 

 

7. Results from the Technical Inefficiency Effects Model 

The estimated results from the technical inefficiency effects model by manufacturing small 

enterprises and by sub-manufacturing sectors classified by SITC: Revision 4, in terms of the 

signs of the coefficients and their significance, for equations (1) and (3) are presented in 

Tables 3 and 4, respectively. All negative coefficient signs of the technical inefficiency 

effects model indicate technical efficiency. Hence, all negative signs must be converted to 

positive for their relationship to technical efficiency. In addition, a summary for the simple 

average technical efficiency levels in all categories of manufacturing small enterprises is 

represented in Table 5. 
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7.1. Firm-specific Factors Contributing to Technical Inefficiency 

 

7.1.1. Firm Age  

Empirical studies have shown that firm age has a positive effect on a firm’s technical 

efficiency (Batra and Tan, 2003; Phan, 2004; Tran et al., 2008; Park et al., 2009; 

Amornkitvikai and Harvie, 2010; Charoenrat and Harvie, 2011). Estimates of coefficients for 

firm age are negative for small enterprises, SITC 0 and SITC 5. The coefficients of SITC 0 

and SITC 5 are highly significant at the 1 per cent level, while that for small enterprises are 

significant at the 10 per cent level. However, the estimated coefficients of SITC 2 and SITC 6 

are positive and are statistically significant at the 10 and 1 per cent level. From these results, 

firm age can also be a negative firm-specific factor affecting technical efficiency (Phan, 

2004; Tran et al., 2008; Le and Harvie, 2010). Older firms may have more experience but this 

can be offset by greater inertia through possession of older machinery, equipment, office 

appliances and software, while younger firms are aggressive and vigorous in the market 

having access to modern plant, equipment and technology (Pasanen, 2006; Tran et al., 2008).  

 

 

7.1.2. Skilled Labour  

Estimates of the coefficients for skilled labour are negative for all categories of 

manufacturing small enterprises, and they are highly significant at the 1 percent level of 

significance. This result specifies that skilled labour has a positive association with a firm’s 

technical efficiency. Skilled labour is one of the important firm-specific factors influencing 

technical efficiency (Admassie and Matambalya, 2002; Zahid and Mokhtar, 2007; 

Amornkitvikai and Harvie, 2010; Charoenrat and Harvie, 2011).  

 

7.1.3. Municipality  

Empirical studies reveal that location in a municipal area has a positive relationship with 

technical efficiency (Krasachat, 2000; Li and Hu, 2002; Yang, 2006; Park et al., 2009; Le and 

Harvie, 2010; Charoenrat and Harvie, 2011).The municipality dummy variable presents a 

negative sign in all categories of manufacturing small enterprises, and they are strongly 

significant at the 1 per cent level of significance, while for the coefficient of SITC 5 is 
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statistically significant at the 10 percent level of significance. In addition, only the coefficient 

for SITC 7 is not statistically significant.  

 

7.1.4. Bangkok  

The Bangkok area is recognised as the major economic centre of the country (Office of Small 

and Medium Enterprises Promotion, 2007). The estimates of the coefficients for Bangkok 

have negative signs in all categories of manufacturing small enterprises, and they are highly 

significant at the 1 per cent level of significance. Thus, negative coefficients signify that 

location in the Bangkok area is positively associated with a firm’s technical efficiency.  

 

7.1.5. Central and Vicinity Regions  

According to Office of Small and Medium Enterprises Promotion (2007), the central and 

vicinity regions contain many large businesses. Estimates of the coefficients for central and 

vicinity regions are found to be negative for SITC 0, SITC 1, SITC 7 and SITC 8, but they 

are not statistically significant. However, the coefficients for manufacturing small enterprises, 

SITC 2, SITC 5 and SITC 6 are positive, but only one category is statistically significant – 

SITC 6 at the 1 per cent level of significance. From this result, it can be specified that the 

positive coefficients indicate that location in the central and vicinity regions have a negative 

impact on technical efficiency of SITC 6. 

7.1.6. Northern Region  

The Northern region contains 17 of the 78 provinces of Thailand (the Office of National 

Research Council of Thailand, 2012). The estimated coefficients for the Northern region had 

positive signs for all categories of manufacturing small enterprises, and they are significant at 

the 1 per cent level of significance, while the coefficients for SITC 1 and SITC 7 are 

statistically significant at 1 per cent and 5 per cent level, respectively. Thus, it can be stated 

that the positive coefficients imply that location in the Northern region is negatively related to 

technical efficiency. 

 

 

7.1.7. North-eastern Region 

This region has the highest population in the country and occupies the largest land area in the 

nation (the Office of National Research Council of Thailand, 2012). The estimated 
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coefficients for the North-eastern region exhibit a positive sign in all categories of 

manufacturing small enterprises, and they are highly significant at the 1 per cent level of 

significance, while SITC 0 is not statistically significant. Hence, the positive signs specify 

that location in the North-eastern region is negatively related to technical efficiency.  

  

7.1.8. Individual Proprietor Ownership 

The advantages of being an individual proprietorship are many (Ward and Dolan, 1998; 

Buranajarukorn, 2006; Cooper and Dunkelberg, 2006; Fernández and Nieto, 2006; Ha, 2006). 

These advantages include 1) complete control within the parameters of the law and decision-

making power over a business; 2) inexpensive and easy form of starting a business; and 3) 

absolute authority over business decisions. The estimated coefficients for individual 

proprietor ownership are all negative, and are strongly significant at the 1 per cent level of 

significance. Thus, it can be expressed that the negative signs imply that individual proprietor 

ownership has a positive relationship with technical efficiency.  

 

7.1.9. Juristic Partnership 

As compared to an individual proprietorship a juristic partnership has the benefits of allowing 

the owner to draw on resources and expertise of co-partners. It can be easily formed by an 

oral agreement between two or more people. Within a juristic partnership, partners share risk 

and management and solve barriers to doing business (Cooper and Dunkelberg, 2006; 

Fernández and Nieto, 2006; Ha, 2006). The estimated coefficients have negative signs for all 

categories of manufacturing small enterprises, and they are highly significant at the 1 per cent 

level of significance. This can be interpreted to mean that that juristic partnership is 

positively related to technical efficiency. 

 

7.1.10. Limited and Public Limited Companies 

A number of studies have emphasised the advantages of limited and public limited companies 

(Cooper and Dunkelberg, 2006; Fernández and Nieto, 2006; Ha, 2006): 1) it has a legal 

existence which separates management from shareholders; 2) it can continue despite the 

resignation or bankruptcy of management and its members; and 3) members can draw up 

their own contract that allows flexibility in responsibility and management. Estimates of the 

coefficients for limited and public limited companies have negative signs for all categories of 

manufacturing small enterprises, and they are highly significant at the 1 per cent level of 
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significance. From these results, it can be specified that limited and public limited companies 

are highly positively related to technical efficiency in all categories.  

 

7.1.11. Government and State Ownership 

The estimated coefficients for government and state enterprises are negative in SITC 0, SITC 

1 and SITC 5. The coefficients for SITC 1 and SITC 5 are statistically significant at the 1 and 

5 per cent level of significance respectively, while SITC 0 is insignificant. However, there are 

positive signs for small enterprises, SITC 2, SITC 6 and SITC 8. The coefficient for SITC 2 

is statically significant at the 5 per cent level, while small enterprises, SITC 6 and SITC 8 are 

all insignificant. Therefore, the negative signs indicate that government and state ownership 

had a positive effect on technical efficiency, while positive signs suggest that there is a 

negative relationship between government and state ownership and technical efficiency.  

 

7.1.12. Cooperatives  

A number of studies (Cooper and Dunkelberg, 2006; Ha, 2006; Thuvachote, 2007) emphasis 

the benefits of being a cooperative: 1) it serves the interest of members rather than the capital 

invested; 2) shareholders have an equal vote at general meetings regardless of their 

shareholding or involvement in the cooperative; 3) it can be considered as one of the most 

stable forms of business. Estimates of the coefficients for cooperatives are found to be 

negative for small enterprises, SITC 0, SITC 1, SITC 5, SITC 6 and SITC 8. The coefficients 

for small enterprises, SITC 0 and SITC 5 are highly statistically significant at the 1 per cent 

level of significance, while for SITC 1, SITC 6 and SITC 8 are not statistically significant. 

However, the estimated coefficient for SITC 2 presents a positive sign, but it is insignificant. 

Thus, it can be stated that negative signs specify that cooperatives have a positive association 

with the technical efficiency. 

 

7.1.13. Foreign Investment 

Many studies have found that foreign investment (via foreign ownership) has a positive 

correlation with technical efficiency (Fukuyama et al., 1999; Goldar et al., 2003; Bottasso 

and Sembenelli, 2004). Estimates of the coefficients for foreign investment present negative 

signs in small enterprises, SITC 0, SITC 1, SITC 5, SITC 6 and SITC 8.  The coefficients for 

SITC 5 and SITC 6 are statistically significant at the 1 per cent level of significance, while 



15 

 

small enterprises, SITC 0, SITC 1 and SITC 8 are all insignificant. However, there are 

unexpected positive signs in SITC 2 and SITC 7, but they are not statistically significant. 

Therefore, the negative signs suggest that foreign investment is positively related to technical 

efficiency.  

 

7.1.14. Exports  

The estimated coefficients for exports are negative and statistically significant for small 

enterprises, SITC 0, SITC 2, SITC 5, SITC 6, SITC 7 and SITC 8. The coefficients for SITC 

5 and 6 are strongly significant at the 1 per cent level of significance, small enterprises are 

significant at the 5 per cent level and SITC 2 is significant at the 10 per cent level. However, 

the estimated coefficient for SITC 1 shows a positive sign, and it is statistically significant at 

the 1 percent level of significance. Hence, it can be stated that the negative coefficients 

specify that there is a positive relationship between exports and technical efficiency. Positive 

signs signify that exports are potentially negatively related to technical efficiency. Many 

empirical studies have found that exporting has a positive association with technical 

efficiency (Rankin, 2001; Bigsten et al., 2002; Kim, 2003; Granér and Isaksson, 2009; 

Amornkitvikai and Harvie, 2010).  

 

7.1.15. Government Assistance  

The government assistance dummy variable presents negative signs in small enterprises, 

SITC 1, SITC 7 and SITC 8. The estimated coefficients for SITC 1 and SITC 8 are 

statistically significant at 5 per cent and 1 per cent level respectively, while the coefficients 

for small enterprises and SITC 7 are insignificance. However, estimates of the coefficients 

for skilled labour has a positive sign for SITC 0, SITC 2, SITC 5 and SITC 6, but only the 

coefficient of SITC 5 is statistically significant at the 5 per cent level of significance. 

Therefore, the negative coefficients imply that government assistance (via the Broad of 

Investment (BOI)) has a negative effect on technical efficiency, whereas the positive 

coefficients indicate that government assistance is negatively related to technical efficiency. 

A number of empirical studies have found that government assistance has a positive and 

significant impact upon a firm’s technical efficiency (Vu, 2003; Tran et al., 2008; Le and 

Harvie, 2010). 

 



16 

 

7.1.16. Results for the Simple Average Technical Efficiency of all Categories of 

Manufacturing Small Enterprises 

Table 5 presents the simple average technical efficiency of manufacturing small enterprises in 

eight categories. The overall simple average technical efficiency of all categories of 

manufacturing small enterprises is 44 per cent. SITC 1: Beverages and tobacco has the 

highest percentage or simple mean technical efficiency, which is 53 percent. The second 

highest percentage simple mean technical efficiency is SITC 5: Chemicals and related 

products, having 51 percent. SITC 0: Food and live animals ranked third at 47 percent simple 

mean technical efficiency. The fourth ranked simple average technical efficiency is SITC 7: 

Machinery and transport equipment, with 46 per cent. SITC 8: Miscellaneous manufactured 

articles ranked fifth at 43 percent simple mean technical efficiency. The sixth ranked simple 

average technical efficiency is Small enterprises, having 42 per cent. The simple average 

technical efficiency of SITC 6: Manufactured goods classified chiefly by material is 37 

percent. Finally, SITC 2: Crude materials, inedible, except fuels has 33 percent simple mean 

technical efficiency.  

 

[Insert Table 5 about here] 

 

 

8. Policy implications  

 

Empirical results from a stochastic frontier production highlight that the overall simple 

average technical efficiency of Thai manufacturing small enterprises are relatively low in 

2007. From these results, it is specified that all categories of manufacturing small enterprises 

have a high degree of technical inefficiency in the operation. The results of the stochastic 

frontier production also indicate the high value of labour elasticity in all categories, and they 

are labour intensive in the production function. The low value of capital elasticity in all 

categories emphasise that capital has a low share in the production function. It can be 

expressed that all categories of manufacturing small enterprises rely upon basic production 

resources, which is labour input. The production can be characterised by unskilled labour, 

labour intensive and low value adding activities. Thus, specific policy recommendations are 

required to improve the technical efficiency of all categories of manufacturing small 

enterprises. The basic law and first SME promotion Act were declared in 2000. The first 

SME promotion plan from 2002 to 2006 provided a strategic direction for developing SMEs. 

The objective of this plan is to develop more entrepreneurs and facilitate SMEs in meeting 
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international quality standards. This plan aimed to enhance the efficiency and capacity of 

SME operators with the objective of enhancing their international competitiveness 

(Mephokee, 2003; Office of Small and Medium Enterprises Promotion, 2003; Punyasavatsut, 

2007). However, the results of the first plan were not accomplished because the SME 

promotion plan was not implemented in unity and lacked a powerful driving force from the 

policy level to the operational level. Government agencies are not well integrated to support 

Thai small enterprises in accordance with the SME promotion plan (Punyasavatsut, 2007; 

Sahakijpicharn, 2007; Office of Small and Medium Enterprises Promotion, 2008). 

Therefore, it is imperative that relevant government agencies have to be well 

equipped to plan an effective role in order to promote and improve the quality of 

manufacturing small enterprises both qualitatively and quantitatively. It should improve 

coordination at the national and sub-national levels, the procedure and structure of 

government agencies and develop the qualifications of human resources in the public sector 

(Office of Small and Medium Enterprises Promotion, 2007, 2008). The Thai government 

should provide both financial and non-financial assistances such as, human resource 

development, innovation technology (IT), innovation, income tax exemption or reduction and 

duty privileges, managerial and technical assistance, and training programme (Office of 

Small and Medium Enterprises Promotion, 2007; Amornkitvikai and Harvie, 2010). 

Furthermore, the Thai government place more emphasis on policies concerning a durable 

collaboration between public and private sectors, such as the promotion of manufacturing 

small enterprises growth and integration, cross-border linkages, on-going learning and 

innovation (Hallberg, 2000; Asasen et al., 2003; Harvie and Lee, 2005b; Hussain et al., 

2009).  

The empirical results of the technical inefficiency effects model in terms of firm age 

are positively and significantly correlated with the technical efficiency for the majority of 

categories of manufacturing small enterprises in 2007. Results of firm age specify that older 

firms can be more experienced than younger firms due to superior management experience 

and knowledge, learning-by-doing, higher technology and equipment (Pasanen, 2006; 

Amornkitvikai and Harvie, 2010; Le and Harvie, 2010). Hence, the SME policy should place 

more focus on create an enabling environment for fostering small enterprises growth, develop 

the environment, infrastructure and facilities conducive to enhancing the performance of Thai 

manufacturing small enterprises (Office of Small and Medium Enterprises Promotion, 2007). 

The empirical results signify that skilled labour has a significant positive correlation with 

technical efficiency for the majority of manufacturing small enterprises in 2007. From this 
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result it can be indicated that the SME policy should give more emphasis on improving 

knowledge and skills of small enterprises personnel and develop the qualifications of human 

resources in manufacturing small enterprises (Office of Small and Medium Enterprises 

Promotion, 2007). Municipal and Bangkok areas are positively and significantly correlated 

with the technical efficiency for almost categories of manufacturing small enterprises in 

2007. These suggest that location in municipal and Bangkok areas are important firm-specific 

factors for manufacturing small enterprises technical efficiency. Thus, it is suggested that that 

an appropriate distribution of equity in terms of the political operation and extensive 

infrastructural development of Thailand is desirable for non-municipal and rural areas (Yang, 

2006; Office of Small and Medium Enterprises Promotion, 2007).  

Location in northern and north-eastern regions has a positive and significant 

correlation with the technical efficiency for all categories of manufacturing small enterprises 

in 2007. This result signifies that the Thai government should place more focus on promoting 

manufacturing small enterprises in the regions and localities, promote the local community 

and local products and build networks of small enterprises in the regions and connections 

involving small enterprises in the regions of the nation and encourage their employment of  

technology to develop their capabilities and business management skills (Office of Small and 

Medium Enterprises Promotion, 2007). The type of manufacturing small enterprises 

ownerships - individual proprietor, juristic partnership, public and limited company are 

positively and significantly correlated with the technical efficiency for all categories of 

manufacturing small enterprises in 2007.. These empirical results suggest that the Thai 

government should focus on developing business support services, implementing a 

competition policy that opens access to markets and creates a level playing field for 

manufacturing small enterprises and all firms in the domestic market (Office of Small and 

Medium Enterprises Promotion, 2007, 2008). Government and state enterprises have a 

positive and significant correlation with the technical efficiency of manufacturing small 

enterprises for two categories in 2007, while they are found to have a negative and significant 

correlation with the technical efficiency in the majority of categories of manufacturing small 

enterprises. Thus, it can be specified that some results are inclusive. Cooperatives are 

positively and significantly correlated with the technical efficiency for the majority of 

categories of manufacturing small enterprises. This suggests that the government policy can 

help improve the development of manufacturing small enterprises cooperatives.  

Foreign investment has positive and significant correlation with the technical 

efficiency for the majority of manufacturing small enterprises in 2007. From this result, the 
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policy implications should  relax foreign ownership controls and encourage foreign 

investment to participate actively in manufacturing small enterprises in an attempt to promote 

technological upgrading, managerial skill and knowledge, good corporate governance and 

good networking with foreign markets (Okuda and Rungsomboon, 2006; Kimura and Kiyota, 

2007; Amornkitvikai and Harvie, 2011). Exports are positively and significantly correlated 

with the technical efficiency for the majority of categories of manufacturing small enterprises 

in 2007. This suggests that policy recommendations should focus more on creating higher 

value added in manufacturing small enterprises, enhance quality standards and the capability 

of manufacturing small enterprises to meet market demands, increase differentiation and 

competitiveness of manufacturing small enterprises, particularly in industrial products (Office 

of Small and Medium Enterprises Promotion, 2007). 

 

9. Conclusions 

Thai manufacturing small enterprises have played a  crucial role in the Thai economy in 

terms of numbers, employment and economic growth over the period 1994 to 2009 (Office of 

Small and Medium Enterprises Promotion, 2007, 2008, 2009). They contribute a great 

distribute to social and economic development of the country (Regnier, 2000; Brimble et al., 

2002; Wiboonchutikula, 2002; Sahakijpicharn, 2007; Office of Small and Medium 

Enterprises Promotion, 2009). This paper has conducted an exhaustive study of the technical 

efficiency performance of Thai manufacturing small enterprises. This study used a stochastic 

frontier production function and technical inefficiency effects model to estimate the technical 

efficiency of Thai manufacturing small enterprises, utilising cross-sectional data from 

industrial census in 2007, classified into two aspects: By manufacturing small enterprises and 

by sub-manufacturing sectors classified by SITC: Revision 4. These categories of 

manufacturing small enterprises were estimated individually to estimate technical efficiency 

and examine whether technical efficiency is positively or negatively related to firm-specific 

factors, including firm age, skilled labour, firm location (municipal and non-municipal areas), 

regional area, type of ownership, foreign investment, exports and government assistance. 

The empirical evidence from a stochastic frontier production function emphasises that 

the simple average technical efficiency of all categories of Thai manufacturing small 

enterprises in 2007 is 44 per cent. From this result, it is concluded that there are low levels of 

technical efficiency in the production process of manufacturing small enterprises in this 

period. Thus, the Thai government should formulate policies to promote and support 
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manufacturing small enterprises, such as managerial and technical assistance, and training 

programme and provide financial assistance to avoid management risks and financial 

problems, promote efficiency in logistics management and in marketing facilities (Harvie and 

Lee, 2005b; Office of Small and Medium Enterprises Promotion, 2007; Amornkitvikai and 

Harvie, 2010). The empirical evidence specifies that the production in all categories of Thai 

manufacturing small enterprises in 2007 remain heavily dependent upon unskilled labour 

input and the production of low skill. Capital input remains of lesser importance in this 

period, but it will be critical, if manufacturing small enterprises are to become more efficient, 

competitive and to move into higher value adding areas of activity that they adopt higher 

levels of technology and are more innovative in their activities (i.e., new product standards, 

processes, managerial and technological upgrading, marketing and management) (Dhanani 

and Scholtès, 2002; Chirasirimongkol and Chutimaskul, 2005; Office of Small and Medium 

Enterprises Promotion, 2007; Punyasavatsut, 2007; Thai Industrial Standards Institute, 2009).  

 Firm-specific factors found to be a positive and significant with the technical 

efficiency of Thai manufacturing small enterprises in 2007 are firm age, skilled labour, firm 

location in a municipal and Bangkok areas, type of manufacturing ownerships (individual 

proprietor, juristic partnership, public and limited company), cooperatives, foreign 

investment and exports. Therefore, specific policy implications will need to focus upon: 1) 

increasing the size of a firm through better access to adequate inputs, such as financial 

services and facilities conducive to enhancing the performance of manufacturing small 

enterprises; 2) create an enabling environment for fostering manufacturing small enterprises 

growth; 3) providing an appropriate distribution of equity in terms of the political operation 

and extensive infrastructural development; 4) building networks of manufacturing small 

enterprises in the regions and connections involving small enterprises in the regions of the 

nation; 5) improving entrepreneurial enthusiasm and skill; 6) encouraging good networking 

with foreign investment; 6) creating higher value added in manufacturing small enterprises to 

meet market demands.  
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Table 1: statistics for hypothesis tests of the stochastic frontier model and technical 

inefficiency effects model by manufacturing small enterprises 

 
 Small Enterprises 

(1) Null Hypothesis Cobb-Douglas Production Function 

0 3 4 5( 0)H        

LR Statistics 558.30 

Critical Value 11.34
 

Decision Reject 
0H
 

(2) Null Hypothesis
 

No technical inefficiency Effects 

0 0 1 15( : = 0)H       L
 

LR Statistics 18120.21 

Critical Value 31.35*
 

Decision Reject 
0H
 

(3) Null Hypothesis No stochastic Inefficiency 

0( : 0)H    

LR Statistics 2132.77 

Critical Value 5.41*
 

Decision Reject 
0H
 

(4) Null Hypothesis (3) No joint Inefficiency Variables 

0 1 2 15( : = 0)H     L  

LR Statistics 15011.08 

Critical Value 30.58
 

Decision Reject 
0H
 

 
Note: All critical values of the test statistic are presented at the 1% level of significance, obtained from a chi-square 

distribution, except those indicated by *, which contain a mixture of a chi-square distribution, obtained from Table 1 of 

Kodde and Palm (1986). 
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Table 2: statistics for hypothesis tests of the stochastic frontier model and technical 

inefficiency effects model by sub-manufacturing sectors classified by SITC: revision 4 

 SITC 0 SITC 1 SITC 2 SITC 3
10

 SITC 5 SITC 6 SITC 7 SITC 8 

(1)  Null Hypothesis Cobb-Douglas Production Function 

0 3 4 5( 0)H        

LR Statistics 190.39 46.28 1.22 N/A 42.60 5.21 134.68 10.28 

Critical Value 11.34 

Decision Reject H0 Reject H0 Do not 

reject H0 

N/A Reject H0 Do not 

reject H0 

Reject H0 Do not 

reject H0 

         

(2) Null Hypothesis
 

No technical inefficiency Effects 

0 0 1 15( : = 0)H       L  

LR Statistics 3294.20 327.76 2090.87 N/A 2719.65 5416.55 945.22 5702.39 

Critical Value 31.35* 

Decision Reject H0 Reject H0 Reject H0 N/A Reject H0 Reject H0 Reject H0 Reject H0 

         

(3) Null Hypothesis No stochastic Inefficiency 

0( : 0)H    

LR Statistics 418.42 44.89 248.00 N/A 346.08 463.13 68.44 762.02 

Critical Value 5.41* 

Decision Reject H0 Reject H0 Reject H0 N/A Reject H0 Reject H0 Reject H0 Reject H0 

         

(4) Null Hypothesis No joint inefficiency Variables 

0 1 2 15( : = 0)H     L  

LR Statistics 2652.63 247.24 1792.19 N/A 2159.52 4684.05 797.10 4641.08 

Critical Value 30.58 

Decision Reject H0 Reject H0 Reject H0 N/A Reject H0 Reject H0 Reject H0 Reject H0 

 

Note: All critical values of the test statistic are presented at the 1% level of significance, obtained from a chi-

square distribution, except those indicated by *, which contain a mixture of a chi-square distribution, obtained 

from Table 1 of Kodde and Palm (1986). SITC 0: Food and live animals, SITC 1: Beverages and tobacco, SITC 

2: Crude materials, inedible, except fuels, SITC 5: Chemicals and related products, SITC 6: Manufactured goods 

classified by material, SITC 7: Machinery and transport equipment, SITC 8: Miscellaneous manufactured 

articles. 

 

 

 

 

                                                            
10

 The estimation of SITC 3: Mineral fuels, lubricants and related materials failed to produce significant results. 
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Table 3: maximum likelihood estimates for parameters of the stochastic frontier model 

and technical inefficiency effects model by manufacturing small enterprises 

Variables Small Enterprises 

Number of Observations 49835 

  Coefficients 

Stochastic Frontier Model 

 Constant 5.407*** 

 

(0.039) 

Capital 0.219*** 

 

(0.003) 

Labour 1.042*** 

 

(0.007) 

Inefficiency Effects Model 

 Constant 2.586*** 

 

(0.045) 

Firm Age (years) -0.002* 

 

(0.001) 

Skilled Labour (ratio) -0.854*** 

 

(0.026) 

Municipality (dummy) -0.385*** 

 

(0.025) 

Bangkok (dummy) -2.343*** 

 

(0.193) 

Central & Vicinity Regions (dummy) 0.009 

 

(0.037) 

Northern Region (dummy) 0.641*** 

 

(0.035) 

North-eastern Region (dummy) 0.389*** 

 

(0.033) 

Individual Proprietor (dummy) -1.245*** 

 

(0.034) 

Juristic Partnership (dummy) -2.960*** 

 

(0.101) 

Limited & Public Limited Company (dummy) -4.469*** 

 

(0.191) 

Government & State Enterprises (dummy) 0.009 

 

(0.198) 

Cooperatives (dummy) -1.901*** 

 

(0.163) 

Foreign Investment (dummy) -0.258 

 

(0.396) 

Export Products (dummy)  -0.621** 

 

(0.264) 

Government Assistance (BOI) (dummy) -0.353 

 

(0.327) 

Variance Parameters 

 Sigma-squared 1.782*** 

 

(0.031) 

Gamma 0.652*** 

 

(0.007) 

Log-likelihood Function -73972.98 

Returns to Scale 1.26 
 

Note: Standard errors are in brackets; *, ** and *** indicate that the coefficients are statistically significant at 10%, 5% and 

1%, respectively. 
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Table 4: maximum likelihood estimates for parameters of the stochastic frontier model and 

technical inefficiency effects model by sub-manufacturing sectors classified by SITC: revision 4 

Variable SITC 0 SITC 1 SITC 2 SITC 5 SITC 6 SITC 7 SITC 8 

Number of Observations 12080 1765 4608 4833 17541 3892 11646 

  Coefficients Coefficients Coefficients Coefficients Coefficients Coefficients Coefficients 

Stochastic Frontier Model 

       Constant 4.626*** 4.553*** 5.524*** 5.760*** 5.675*** 6.910*** 6.192*** 

 

(0.063) (0.164) (0.133) (0.116) (0.065) (0.154) (0.080) 

Capital 0.260*** 0.299*** 0.198*** 0.239*** 0.196*** 0.147*** 0.155*** 

 

(0.006) (0.018) (0.011) (0.010) (0.005) (0.013) (0.006) 

Labour 1.084*** 0.848*** 1.108*** 0.925*** 1.045*** 0.908*** 0.978*** 

 

(0.015) (0.039) (0.026) (0.029) (0.012) (0.031) (0.017) 

Inefficiency Effects Model 

       Constant 2.623*** 1.501*** 2.663*** 2.542*** 2.250*** 3.456*** 2.963*** 

 

(0.097) (0.234) (0.168) (0.207) (0.066) (0.420) (0.085) 

Firm Age (years) -0.023*** -0.015 0.007* -0.025*** 0.004*** 0.001 0.000 

 

(0.004) (0.010) (0.004) (0.007) (0.001) (0.002) (0.002) 

Skilled Labour (ratio) -0.963*** -1.257*** -1.316*** -0.815*** -0.625*** -0.650*** -0.932*** 

 

(0.083) (0.221) (0.097) (0.126) (0.035) (0.094) (0.060) 

Municipality (dummy) -0.542*** -0.273** -0.402*** -0.235* -0.266*** -0.056 -0.438*** 

 

(0.070) (0.142) (0.108) (0.143) (0.036) (0.063) (0.050) 

Bangkok (dummy) -3.444*** -4.283*** -2.828*** -2.097*** -1.179*** -0.703*** -2.153*** 

 

(0.486) (1.423) (0.753) (0.352) (0.167) (0.130) (0.234) 

Central & Vicinity Regions (dummy) -0.104 -0.181 0.188 0.059 0.098** -0.119 -0.012 

 

(0.103) (0.237) (0.139) (0.216) (0.048) (0.101) (0.070) 

Northern Region (dummy) 0.632*** 0.321* 0.766*** 1.948*** 0.650*** 0.247** 0.429*** 

 

(0.086) (0.180) (0.131) (0.211) (0.047) (0.110) (0.069) 

North-eastern Region (dummy) 0.020 0.492** 0.845*** 0.730*** 0.565*** 0.534*** 0.241*** 

 

(0.088) (0.211) (0.131) (0.196) (0.047) (0.114) (0.069) 

Individual Proprietor (dummy) -1.939*** -1.177*** -1.149*** -1.091*** -0.856*** -1.329*** -1.195*** 

 

(0.082) (0.186) (0.092) (0.131) (0.041) (0.407) (0.065) 

Juristic Partnership (dummy) -6.567*** -1.533*** -3.009*** -3.959*** -2.120*** -2.130*** -3.058*** 

 

(0.331) (0.249) (0.309) (0.297) (0.109) (0.426) (0.240) 

Limited & Public Limited Company (dummy) -6.626*** -3.717*** -4.505*** -4.864*** -3.029*** -2.768*** -5.035*** 

 

(0.309) (0.558) (0.532) (0.245) (0.163) (0.437) (0.532) 

Government & State Enterprises (dummy) -0.648 -3.598*** 1.203** -2.348** 0.508 0
11

 0.366 

 

(0.818) (1.351) (0.594) (0.996) (0.351) (1) (0.381) 

Cooperatives (dummy) -2.376*** -0.064 0.865 -4.073*** -0.083 0 -0.252 

 

(0.544) (0.327) (0.996) (0.532) (0.494) (1) (0.390) 

Foreign Investment (dummy) -0.240 -0.851 0.298 -2.873*** -3.643*** 0.260 -1.276 

 

(1.082) (1.074) (1.013) (1.083) (0.366) (0.219) (2.045) 

Export Products (dummy) -0.380 3.220*** -1.205* -2.785*** -0.511* -0.457 -0.456 

 

(0.313) (0.909) (0.715) (0.773) (0.278) (0.596) (0.352) 

Government Assistance (BOI) (dummy) 0.107 -4.479** 0.839 1.706** 0.266 -0.312 -0.906* 

 

(0.324) (2.464) (0.753) (0.794) (0.308) (0.656) (0.492) 

Variance Parameters 

       Sigma-squared 2.254*** 1.695*** 2.089*** 2.482*** 1.283*** 0.944*** 1.662*** 

 

(0.065) (0.137) (0.093) (0.083) (0.027) (0.042) (0.059) 

Gamma 0.633*** 0.677*** 0.744*** 0.773*** 0.512*** 0.301*** 0.702*** 

 

(0.013) (0.030) (0.018) (0.011) (0.019) (0.067) (0.012) 

Log-likelihood Function -17531.08 -2335.66 -6402.83 -5207.40 -22916.51 -3964.41 -14457.72 

Returns to Scale 1.34 1.15 1.31 1.16 1.24 1.06 1.13 
 

 

Note: Standard errors are in brackets; *, ** and *** indicate that the coefficients are statistically significant at 10%, 5% and 1%, 

respectively.  SITC 0: Food and live animals, SITC 1: Beverages and tobacco, SITC 2: Crude materials, inedible, except fuels, SITC 5: 

Chemicals and related products, SITC 6: Manufactured goods classified by material, SITC 7: Machinery and transport equipment, SITC 8: 

Miscellaneous manufactured articles.  

                                                            
11 It is significant to state that the estimated coefficients and standard errors shown for government & state enterprises and cooperatives for 

SITC 7 are all insignificant due to the very small number of observations in these categories. 
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Table 5: a simple average technical efficiency levels in all categories of manufacturing 

small enterprises 

 Categories  A Simple Average Technical Efficiency  

Small Enterprises   0.42 

SITC 0  0.47 

SITC 1  0.53 

SITC 2  0.33 

SITC 5  0.51 

SITC 6  0.37 

SITC 7  0.46 

SITC 8  0.43 

Overall Simple Average Technical Efficiency  0.44 

 

Note: SITC 0: Food and live animals, SITC 1: Beverages and tobacco, SITC 2: Crude materials, inedible, except fuels, SITC 5: Chemicals 

and related products, SITC 6: Manufactured goods classified by material, SITC 7: Machinery and transport equipment, SITC 8: 

Miscellaneous manufactured articles.  
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SUMMARY 

This paper explores how firm characteristics, entrepreneur profiles, and institutional framework 

either strengthen or diminish the relationship between systemic and individual factors and 

entrepreneurial success in Puerto Rico’s (P.R.).  Building on our earlier qualitative research a 

quantitative study using a structural equation modeling (SEM) approach was conducted to 

determine: How and to what extent do systemic and individual factors —moderated by 

institutional framework and firm and entrepreneur characteristics— impact the likelihood of 

entrepreneurial success?  Our findings reveal that firm characteristics, entrepreneur profile, and 

institutional framework will moderate the relationship between systemic and individual factors 

and entrepreneurial success, with individual and inter-organizational networks as mediators.  

Therefore, we can argue that differences in the likelihood of entrepreneurial success exist based 

on the group’s characteristics. Policy makers and entrepreneurial stakeholders need to be aware 

of such differences among groups to develop their strengths and use it to spur entrepreneurial 

activities. 
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INTRODUCTION 

Advanced studies on entrepreneurship need to explore the multi-level interactions among 

external factors such as government policies and programs; organizational factors like firm 

characteristics; and personal factors, such as entrepreneur traits and behavior, to reveal their 

effect on entrepreneurial performance (Welter & Smallbone, 2011).  For example, differences in 

firm characteristics (Wiklund & Shepherd, 2005), entrepreneur profiles (Wagner & Sternberg, 

2004), and institutional framework (Lundström & Stevenson, 2005) may bring distinct 

uniqueness, limitations, and challenges that can moderate the probability of entrepreneurial 

success.  This paper explores how firm characteristics, entrepreneur profiles, and institutional 

framework either strengthen or diminish the relationship between systemic and individual factors 

and entrepreneurial success, as well the mediating role of individual and inter-organizational 

networks.   

 

Using results from the 2007 Global Entrepreneurship Monitor (GEM) study, Puerto Rico was 

selected as the illustrative site for this research. The GEM report found that among high-income 

countries P.R., at 3.1%, has one of the lowest rates of early-stage entrepreneurial activity 

(Bosma, Jones, Autio, & Levie, 2008).   Long reliant on the presence of multinational 

corporations to sustain the economy and historically lax in encouraging local business 

development, P.R. was hard hit by the elimination of tax exemptions in 2006 that incentivized 

U.S. subsidiaries to establish locations on the island (Vélez, 2011).   Despite several attempts to 

jumpstart the economy in the wake of their departure, reports from worldwide organizations such 

as the GEM (Bosma et al, 2008), the World Economic Forum (WEF) (Schwab, 2009), and the 

World Bank (2010) certify the disappointing state of entrepreneurship in P.R.  Experts blame 

structural problems rather than a lack of entrepreneurial spirit for entrepreneurship’s failure to 

flourish in P.R. (Aponte, 2002). 

 

Based on our previous qualitative research (De Hoyos, Romaguera, Carlsson, & Perelli, 2011) a 

quantitative study was designed theorizing that individual level factors and systemic factors act 

as sourcing mechanisms that can predict entrepreneurial success while being mediated by inter-

organizational and individual social networking.  In response, this paper theorizes that those 

factors—systemic and individual—are being moderated by firm characteristics (FC), 
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entrepreneur profiles (EP), and institutional framework factors such as entrepreneurial policies 

(POL) and programs (PROG).  Taking into consideration the present world economic crisis, 

environmental hostility (HOST) is used as a control variable to provide a possible alternate 

impacting factor and explanation for the degree of success. 

 

Our data suggest that firm characteristics such as years in business and scope; entrepreneur 

profile such as education, age, motivation, and number of business attempts; and institutional 

framework such as government policies and entrepreneurial advocacy programs will strengthen 

or diminish the relationship between systemic factors like entrepreneurial education and 

opportunities and individual factors like self-efficacy and social competence and entrepreneurial 

success.  Moreover, government policies and entrepreneurial advocacy programs, as well as firm 

scope, will moderate the mediating role of individual and inter-organizational networking and 

entrepreneurial success.  Therefore, policy makers and entrepreneurial stakeholders, such as 

business associations and civic organizations, need to be aware of the differences among groups 

to exploit their strengths and use those strong suits to spur entrepreneurial activities.    

THEORETICAL BACKGROUND AND HYPOTHESES 

The relationship between systemic factors such as entrepreneurial opportunities and education 

and national mindset, as well individual factors such as entrepreneur’s social competence and 

self-efficacy on entrepreneurial success may be influenced by firm characteristics, entrepreneur’s 

profile and the national institutional framework.  All of these categories may bring differences in 

nature, task, and requirements that may bring distinct challenges and therefore affect the firm 

performance.  For that reason we used the multi-group moderation test to determine if the 

relationships proposed in a model will differ between groups.  The study’s propositions by 

category based on the literature are presented below in more detail.   

 

The Moderating Role of a Firm’s Characteristics  

Firm characteristics refer to the size, years in business, industry type, scope, and location, among 

others, of a business (Wiklund & Shepherd, 2005).  Those firm characteristics can bring distinct 

uniqueness, limitations, and challenges that may affect entrepreneurial performance (Cardon & 

Stevens, 2004; Wiklund & Shepherd, 2005).  For example, researchers found that the degree of 

internationalization may influence an entrepreneurial firm’s performance (Reuber & Fischer, 
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2002; Autio, 2007; Acs & Szerb, 2010).  International-to-global firms may have access to greater 

resources, relationships, and experiences, thus the introduction of new ideas, structures, and 

processes might be more feasible (Lu & Beamish, 2001; Lundström & Stevenson, 2005).  Also, 

years in business may impact the business legitimacy needed to enter unknown or close-knit 

groups to acquire resources, assistance, and cooperation (Hannan & Freeman, 1977).  

Inclusively, Arbaugh, Camp, & Cox (2005)  found a direct relationship between firm age and 

sales growth.  However, in opposition to Arbaugh et al (2005), we contend that young 

entrepreneurial firms, acting in response to new demands from the external environment, may 

bring fresh ideas and concepts that could result in better firm performance. 

 

On the other hand, firm characteristics appear to provide additional differences that help 

entrepreneurs to find and discover new opportunities to create a competitive advantage (Wiklund 

& Shepherd, 2005).  For example, small firms must create alliances to increase purchase 

opportunities and tailor themselves to become more successful to compete with large firms 

(Aldrich & Fiol, 1994) and overcome excessive competition (Bruderl & Schussler, 1990).  Along 

that line of thought, small entrepreneurial firms may provide the efficiency and dynamics needed 

to carry out new ideas as well as new opportunities that will increase competitiveness, 

entrepreneurial growth, and success (Carlsson, 1999). In regard to the aforementioned, this 

research claims that a firm’s characteristics will strengthen or diminish the relationship between 

systemic and individual factors with entrepreneurial success as follows:   

Hypothesis 1. Firm characteristics will moderate the strength of the partially mediated 

relationships between opportunities (H0:1a), entrepreneurial education (H0:1b), national 

mindset (H0:1c), social competence (H0:1d), and self-efficacy (H0:1e) and firm 

performance via inter-organizational and individual social networks, when controlling 

for environmental hostility. 

 

The Moderating Role of an Entrepreneur’s Profile 

Entrepreneur profile refers to an individual’s traits such as the level of education, related 

experience in and out of business, age, years of doing business, motivation for starting their 

business, family background, and gender, to name a few.  An entrepreneur’s profile will 

moderate the probability of entrepreneurial success (Bisk, 2002; Kantis, Ishida, & Komori, 2002; 
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Wagner & Sternberg, 2004).  For example, studies like Wagner & Sternberg (2004) and Acs & 

Szerb (2010) found that the tendency to become an entrepreneur and survive is influenced by 

socio-demographic variables and attitudes.  More specifically, Wagner & Sternberg (2004) claim 

that males, the unemployed, people with contacts in self-employment, and entrepreneurial role 

models, as well as those with past entrepreneurial experience, among other influences, have a 

higher propensity to step into entrepreneurialism and survive.  On the other hand, however, Acs 

& Szerb (2010) suggest that older people become more risk averse, while younger ones become 

risk takers.  In that sense, fear of failure as part of the entrepreneurial attitude may be rooted in 

changing demographics—as the population ages it becomes more risk averse.   

 

Additionally,  an entrepreneur’s social network and prior knowledge and experience, among 

others factors,  may provide the necessary condition for opportunity advancement (Ardichvili, 

Cardozo & Sourav,  2003).  However, the willingness to pursue an opportunity after its 

identification may depend on the individual’s ability to exploit it (Stevenson & Jarillo, 2007).  

Therefore, we propose that an entrepreneur’s profile will strengthen or diminish the relationship 

between systemic and individual factors with entrepreneurial success as follows:   

Hypothesis 2. An entrepreneur’s profile will moderate the strength of the partially 

mediated relationships between opportunities (H0:2a), entrepreneurial education 

(H0:2b), national mindset (H0:2c), social competence (H0:2d), and self-efficacy (H0:1e) 

and firm performance via inter-organizational and individual social networks, when 

controlling for environmental hostility. 

 

The Moderating Role of Institutional Framework: Entrepreneurial Programs and Policies  

Entrepreneurship advocacy programs should assist people in starting businesses when it is 

necessary, but they should also encourage those attracted by venture opportunity even when they 

have other employment options (Kelley et al., 2011). Entrepreneurial advocacy programs may 

influence the number and type of entrepreneurial opportunities through alliances, collaborative 

agreements, subsidies, and policies (Wagner & Sternberg, 2004; Lundström & Stevenson, 2005).  

Consequently, the effectiveness of programs may be affected by the disjunction among 

institutions.  Institutional disjunction results in structural holes and information flow gaps 

between entrepreneurs and entrepreneurial organizations (Burt, 1992; Yang, 2004).  Hence, a 
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lack of inter-organizational networks among entrepreneurial advocates may affect accessibility to 

resources, information, and key contacts and, as a result, the likelihood of success (De Hoyos et 

al, 2011).  

 

To achieve their aim, entrepreneurship advocates—in the public, private, and civic sectors—

should provide programs and services such as incubators, advising, and mentoring that will 

influence entrepreneurial skills, attitudes, and experiences that help identify and take advantage 

of opportunities (Bisk, 2002;  Etermad & Wright, 2003; Wagner & Sternberg, 2004; Lundström 

& Stevenson, 2005).  However, to reach entrepreneurial success, entrepreneurial advocacy 

programs should be managed by people well versed in the needs of entrepreneurs and 

entrepreneurial enterprise; if not, they will act as barriers rather than facilitators (Fitzsimons, 

O’Gorman, & Roche, 2001).   

 

For all of the abovementioned reasons, this research claims that entrepreneurial advocacy 

programs will strengthen or diminish the relationship between systemic and individual factors 

with entrepreneurial success. Consequently, we propose: 

Hypothesis 3:  Entrepreneurial program assistance provided by entrepreneurial 

advocates at the public, private, and civic levels will moderate the strength of the 

partially mediated relationships between opportunities (H0:3a), entrepreneurial 

education (H0:3b), national mindset (H0:3c), social competence (H0:3d), and self-efficacy 

(H0:3e) and firm performance via inter-organizational and individual social networks, 

when controlling for environmental hostility. 

On the other hand, public policies, such as regulatory, trade, labor market, social policies, and 

taxes can affect the entrepreneurial environment by constraining or facilitating resource 

acquisition and opportunity structures that will increase entrepreneurial entry and survival rates 

(Aldrich & Waldinger, 1990; Wagner & Sternberg, 2004; Lundström & Stevenson, 2005).  

Policy options can depend on several country factors, including predisposing factors like a 

population’s general attitude toward entrepreneurship, the size and role of the government, the 

prevalence of existing entrepreneurial enterprises, and inter-organizational networking activities, 

among others (Aldrich & Waldinger, 1990; Butler & Hansen, 1991; Wagner & Sternberg, 2004; 

Lundström & Stevenson, 2005).  Likewise, Acs & Szerb (2010) state there are three different 
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policy approaches and implications based on the level of country development: factor-driven, 

efficiency-driven, or innovation-driven.  For that reason, policies supporting entrepreneurs 

should try to avoid designing the same instruments and strategies for all regions, nations, and 

entrepreneurs (Kantis et al, 2002; Wagner & Sternberg, 2004).  Consequently this research 

claims that entrepreneurial advocacy programs will strengthen or diminish the relationship 

between systemic and individual factors with entrepreneurial success as follows: 

Hypothesis 4.  The governmental policies that encourage entrepreneurial ventures will 

moderate the strength of the partially mediated relationships between opportunities 

(H0:4a), entrepreneurial education (H0:4b), national mindset (H0:4c), social competence 

(H0:4d), and self-efficacy (H0:4e) and firm performance via inter-organizational and 

individual social networks, when controlling for environmental hostility. 

 

Environmental Hostility as Controlled Cause 

In this study, environmental hostility is used as a control variable since this contextual factor 

may affect successful venture activities (Covin, Slevin, & Covin, 1990). Environmental hostility 

denotes an unfavorable external force for business as a consequence of radical changes, intensive 

regulatory burdens, and fierce rivalry among competitors, among others (Covin & Slevin, 1989).  

As entrepreneurship is a complex task extremely sensitive to “habitat” (Miller, 2000), 

environmental hostility is expected to impact firm performance.  Hence, environmental hostility 

was isolated from the determinants integral to this study.   

 

Based on all of the aforementioned literature the model proposed is as follows: 
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Figure 1. Proposed Quantitative Research Model 

  

 

RESEARCH DESIGN AND DATA COLLECTION 

This is an empirical study using structural equation modeling (SEM) that attempts to explore the 

moderation effect of institutional framework, firm characteristics, and entrepreneur profile on the 

relationship between systemic and individual factors and firm performance, as Figure 1 in the 

proposed model shows.  We tested the proposed model using partial least squares (PLS) method 

because it is appropriate for formative factors and small sample sizes (Chin, 1998; Chin, 

Marcolin, & Newsted, 2003).   To obtain t-statistics for the paths in our model, in line with 

Baron and Kenny’s (1986) test, we conducted a bootstrap test using 2000 resamples.  

 

Before modeling the proposed relations, data screening was done to ensure the meeting of data 

analysis requirements. Once the data were free from outliers and adequate for the multivariate 

analysis, Exploratory Factor Analysis (EFA) was conducted to define the underlying structure of 

the variables. Following this step, the Confirmatory Factor Analysis (CFA) took place to assess 

the degree to which the data met the expected structure. For both analyses—EFA and CFA—the 
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respective reliability and validity tests were applied. During the CFA, the proposed model was 

modified to obtain the best “goodness of fit” model for the proposed relationships. After that, we 

examined variance among the groups under consideration in the proposed model through CFA 

multigroup analysis. Details for each of the aforementioned tests and/or procedures are explained 

in detail in the following sections. 

 

Construct Operationalization 

This research—conducted online through a web-based survey administered by Qualtrics around 

an initial qualitative study conducted in 2009 and 2010 (De Hoyos et al, 2011) and through other 

research literature—was developed and used to test the proposed model. The study was 

specifically designed to test the validity of the theoretical measurement model and hypothesized 

relationships among the constructs. The survey items were derived from existing measures, such 

as the National Expert Survey (NES) 2005 (Reynolds et al, 2005) and the International Survey of 

Entrepreneurs (ISE) (Covin & Slevin, 1989), with some adaptations to fit the uniqueness of this 

research. We relied on existing measures since our intention in this study was not to develop new 

measures when available items had been validated in prior research.  

 

Specifically, measures of institutional framework factors (POL and PROG) were adapted from 

the National Expert Survey (NES) (Reynolds et al, 2005). The entrepreneur profile 

measurements were adapted from Kantis et al (2002), while firm characteristics measurements 

were adapted from several researchers, among them Wiklund & Shepherd (2005).  We 

considered the guidelines of Petter, Straub, & Rai (2007) regarding formative vs. reflective for 

this study. The entrepreneurial success-related constructs of firm performance were 

operationalized as formative through different scales such as sales growth rate and net profit 

margin, change in the number of employees, and variances in financial conditions over the last 

three years (Jarvis, MacKenzie, & Podsakoff, 2003) and guided by the literature for that type of 

measurement (Chua, 2009).  Governmental policies, entrepreneurship programs, entrepreneur 

profile, and firm characteristics were operationalized as categorical variables.  (See Construct 

Definition Table in Appendix D for more details.)   

 

Because we had more than two variables predicting our dependent variable, we conducted a 
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multicollinearity test. This test produces a variable inflation factor (VIF) to indicate whether the 

independent variables are explaining unique variance in the dependent variable or if they are 

explaining overlapping variance (Petter et al, 2007). The results of the analysis indicate that the 

predictor variables are separate and distinct (VIF range from 1.01 to 1.51). 

 

The initial survey was pre-tested on a group of known entrepreneurs using Bolton’s technique, 

operationalizing item response theory (Bolton, 1993). During pilot tests, five questions were 

flagged due to problems in comprehension. Subsequent changes were approved by the testers. 

Since entrepreneurs’ time is limited, the questionnaire was calculated to be completed within 20 

minutes to improve the response rate. This was determined acceptable during pretesting by 

several entrepreneurs. 

 

Data Collection Sample  

This study was conducted with current entrepreneurs doing business in different industries and 

regions in P.R. Complete demographic information is reported in Appendix B. The data were 

collected through a survey that assured participants that the study was purely for research 

purposes and participation was voluntary. All surveys had the option of being answered in 

Spanish or English, the thought being that while Spanish is the primary language in P.R., most 

Puerto Rican entrepreneurs consider English the language of business. Study participants were 

identified and selected from the Puerto Rico Trade and Export Office official Register of 

Business. This list is public, but needs to be requested. A total of 1,500 surveys were emailed; 

221 were returned, resulting in a response rate of approximately 15%. However, only 135 were 

returned completed and usable for data analysis. Lower response rates for entrepreneur surveys 

seem typical when compared with the general population (Dennis, 2003).  

 

We tested for response bias based on the time of response (early vs. late) following Armstrong 

and Overton’s (1977) test. To do this, we conducted a one way ANOVA using the dependent 

variables (3 observed variables), and using response date as the distinguishing factor. The results 

of the ANOVA show that there is no significant difference among the values (5.66 to 6.44) for 

the dependent variable between early and late responders.  
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There were 464 missing values in the data set, which accounted for 5% (n=8640) of the total 

number of values in the data set. Since substitution also is acceptable if the number of missing 

values is less than 5% (Tabachnick & Fidell, 2007), we input the mean value for each missing 

value. The minimum, maximum, and mean values of all the indicator variables appear to be 

reasonable.  

 

Statistical Analysis 

Based on a bivariate outlier analysis at a confidence interval of 95%, we found close to 115 cases 

of outliers. However, while we expect some observations to fall outside the ellipse, we only 

deleted five respondents who fell outside more than two times (Hair, Black, Babin, & Anderson, 

2010).  Descriptive statistics, correlations, and Cronbach’s alphas for all the variables are 

presented in Table 1.  

 

Measurement Model: Exploratory Factor Analysis and Confirmatory Factor Analysis  

An EFA was used to reveal the underlying structure of the relationship among a set of observed 

variables. Principal Axis Factoring with Direct Oblimin rotation was performed with valid, 

reliable, and adequate results (as shown in Appendix A), which based on the collected data 

validates that eleven factors exist throughout the survey. We chose oblique rotation because of 

its assumption of correlated variables consistent with our understanding of the issues in this 

study (Ferketich & Muller, 1990; Field, 2005). Direct Oblimin, which is a particular type of 

oblique rotation, was selected because it allows factors to be correlated and diminished 

interpretably (Costello & Osborne, 2005).   



 12 

Table 1. Descriptive Statistics, Correlations, and Cronbach’s Alphas 

Factor Promo Mind ONetw Edu Host Adapt SE Opp Perce Expre INetw Mean SD 

Promo (0.9)           3.7305 .7794 

Mind -.171 (.925)          2.8263 1.042 

ONetw .111 -.200 (.926)         3.0295 .9172 

Edu -.069 -.175 .146 (.849)        3.0483 1.033 

Host -.138 .327 -.080 -.162 (.867)       2.9641 1.064 

Adapt -.138 .110 -.026 .076 .011 (.857)      4.4063 .5960 

SE -.123 .075 -.041 -.058 .065 .281 (.874)     4.3559 .5793 

Opp .026 .042 -.060 .039 .014 -.032 -.175 (.868)    3.4081 1.116 

Percep .169 .073 .014 -.006 .028 -.341 -.323 .166 (.842)   4.0966 .4912 

Expres .207 -.212 -.048 .144 -.020 -.142 -.002 .044 .026 (.90)  3.6974 .8410 

INetw -.139 -.013 -.171 -.017 .214 .273 .117 -.079 -.154 .016 (.817) 3.2500 .8535 

Note. Figures in parentheses are Cronbach’s Alphas. 

 

The KMO measure of sampling adequacy was .687, and Bartlett’s Test of Sphericity was 

significant (
2
 = 3819.86, df=703, p< 0.000), indicating sufficient inter-correlations. Moreover, 

almost all MSA values across the diagonal of the anti-image matrix were above .50 and the 

reproduced correlations were over .30, suggesting that the data are appropriate for factoring. An 

additional check for the appropriateness of the respective number of factors that were extracted 

was confirmed by our finding of only 4% of nonredundant residuals with absolute values greater 

than 0.05.  

 

The selected EFA structure was the one with the eigenvalues greater than 1, which also fit with 

the eleven expected factors. The solution was considered good and acceptable through the 

evaluation of three possible models—including 12 and10 factor solutions—and their respective 

statistical values. During the evaluation process, twelve items were eliminated for their 

communality values below .50 (Igbaria, Livari, & Maragahh, 1995). The total variance explained 

was 68.7%, which exceeds the acceptable guideline of 60% (Hair et al, 2010). To test the 

reliability of the measures, we used a coefficient alpha (Gerbing & Anderson, 1988). Acceptable 

values of Cronbach’s alpha greater than .70 indicate good reliability (Nunnally, 1978). As the 

statistics presented in Table 1 show, all factors have acceptable reliability.  

 



 13 

Convergent validity deals with the extent to which measures converge on a factor upon initial 

estimate and can be made based on the EFA loadings. Since all of the variables loaded at levels 

greater than .50 on expected factors, convergent validity is indicated (Igbaria et al, 1995). 

Discriminant validity measures the extent to which measures diverge from factors they are not 

expected to quantify. In EFA, this is aptly demonstrated by the lack of significant cross loadings 

across the factors (over .20 differences). The items belonging to the same scale had factor 

loadings exceeding .50 on a common factor and no cross-loadings (see Table A1). The eleven 

extracted factors seem to be reflective constructs as each item asks similar things.  

 

We performed the CFA using PLS and began by reviewing the factors and their items to 

establish face validity. We specified the measurement model in PLS with the eleven factors 

derived from the EFA; no modifications are considered to improve the original model. Our EFA 

modified model shows all the reliability coefficients above .70 and the Average Variance 

Extracted (AVE) above .50 for each construct. The measurements are thus reliable, and the 

constructs account for at least 50% of variance.  

 

In the Correlations Table, (see Table A2) the square root of each construct’s AVE is greater than 

the correlation between constructs, thus establishing sufficient discriminant validity (Chin, 

1998). Each item loads higher on its respective construct than on any other construct, further 

establishing convergent and discriminant validity (Gefen, Straub, & Boudreau, 2000).  

 

Since we used a single survey to a single sample, we needed to conduct a common method bias 

test to ensure that the results of our data collection were not biased by this mono-method. To do 

this, we examined our latent variable correlation matrix for values exceeding 0.900. According to 

Bagozzi, Yi, & Phillips (1991) this is a strong indication of common method bias. However, the 

highest correlation we have is 0.396, with an average correlation of .118, and the lowest positive 

correlation of .013. These values provide sufficient evidence that our data collection was not 

biased by a single factor due to mono-method. 

 

Structural Model 

We tested our structural model using PLS-Graph 3.0. We initially took an exploratory approach 
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by testing a fully specified model and then trimming non-significant paths one by one until only 

significant paths remained. Significance of paths was estimated using t-statistics produced during 

bootstrapping, using 2000 resamples.  Next we performed a mediation analysis using causal and 

intervening variable methodology (Baron & Kenny, 1986) and the respective analysis to examine 

the direct, indirect, and total effects.   

 

Finally, this study conducted multi-group moderation tests for entrepreneurs profile, firm 

characteristics, and the institutional framework such as entrepreneurial policies and programs, as 

proposed by Jöreskog & Sörbom (1993).  Baron and Kenny (1986) defined a moderator variable 

as a “variable that affects the direction and/or strength of the relationship between an 

independent or predictor variable and a dependent or criterion variable” (p. 1174).  To test the 

multi-group moderation, first, separate path analyses were run for each group and path 

coefficients were generated for each sub-sample. Then, we estimated a multigroup SEM model 

keeping those paths that proved to be significant in at least in one of the groups.  Finally, the 

model was tested to determine if there was a significant difference between the two groups 

through the t-statistic test and its respective p-value as described by Keil et al (2000). 

FINDINGS 

The Moderating Role of Firm Characteristics and Entrepreneur Profile 

This research hypothesized that firm characteristics, such as type of industry, firm scope, and 

region, as well years in current business, will moderate the relationships proposed in our model 

(H1).  In addition, we theorized that an entrepreneur’s profile, such as education, gender, 

attempts, age, motivation, and family background, will moderate all the relationships proposed 

(H2).  Our results show five relationships moderated by firm characteristics and seven by 

entrepreneur profile (see Appendix C for statistical details).  This implies that our first two 

hypotheses were partially supported.   

 

First, we observed that the entrepreneur profile and firm characteristics moderate the relationship 

between opportunities and inter-organizational networks as well as individual networks. In the 

relationship between opportunities and inter-organizational networks, the difference seems to lie 

in the entrepreneur’s actual age as well as in the motivation to begin his/her own business and 

the number of years in the current business. However, the difference in the relationship between 
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opportunities and individual networks was the number of entrepreneurial attempts.  Nevertheless, 

none of the above listed characteristics moderate the relationship between inter-organizational or 

individual social networks and firm performance. Therefore, in the end, the mediator role of both 

types of networks does not help to turn opportunities into entrepreneurial success.  

 

These results provide a foundation for our first finding: Even when some groups of 

entrepreneurs (particularly entrepreneurs who are 30 years of age or under, went into 

business with exogenous motives, have been in their current business for 5 yrs. or less, are in 

their first  attempt,  and were assisted by advocacy programs) perceive the existence of 

entrepreneurial opportunities, these opportunities do not turn into successful firm 

performance because their individual social networks and their inter-organizational networks 

do not act as facilitators for entrepreneurial success (except for those entrepreneurs who 

managed their opportunities through the advocacy programs, which is explained later).  See 

Appendix C and Figure 2 for more details.  

 

Women and local businesses, in addition to the governmental policies and advocacy programs 

later discussed, show a moderating role in the relationship between self-efficacy and individual 

social networks. According to our results, it seems that the positive effect of self-efficacy on the 

creation of networks is strongly contemplated by women entrepreneurs (beta= .37; p<.10) and 

local businesses (beta= .58; p<.10).  However, only those who are at the international-global 

level turn their individual social networking into entrepreneurial success (beta= .08; p <.05). 
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Figure 2. Firm Characteristics and Entrepreneur Profile as Moderators 

  

 

Furthermore, the international-global business group is the only one that shows a slightly 

positive effect between their individual social networks and firm performance.  Hence, our 

second finding is: Only the individual social networks for those entrepreneurs involved in 

internationalization have a small but positive effect on firm success.  It appears that through the 

process of internationalization they obtain the entrepreneurial social skills necessary to capitalize 

on their social networks (See Figure 2 above).  

 

The Moderating Role of Institutional Framework: Entrepreneurial Programs and Policies 

Entrepreneurial Program Assistance 

Entrepreneurial program assistance or the lack thereof, on the part of entrepreneurial advocates at 

the governmental, private, and civic levels seems to be a significant moderator for 

entrepreneurial success.  Three out of twelve relationships in the proposed model show a strong 

positive relationship with the moderating role of entrepreneurial program assistance (See 

Appendix C). However, unexpectedly we found a strong negative effect for those who received 

assistance in two additional relationships.  This implies that our hypothesis number 3, which 
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proposes that entrepreneurial program assistance provided by entrepreneurial advocates will 

moderate all of the relationships proposed in the model, was partially supported.    

 

Entrepreneurs who received assistance from entrepreneurial advocacy programs show a positive 

effect on systemic factors in the model, like the way perceived opportunities relate to the creation 

of networks at the inter-organizational (Beta= .19; p< .05)  and individual levels  (Beta= .30; p<. 

10).  Moreover, the assistance received by entrepreneurs through the advocacy programs seems 

to be a key factor in the relationship between inter-organizational networks and entrepreneurial 

success (Beta= .34; p<.05).  Thus, based on our results, our third finding is: Inter-organizational 

networks act as a facilitator to transform perceived opportunities into successful 

entrepreneurial ventures; but they only work for those entrepreneurs who receive assistance 

from the entrepreneurial advocacy programs.  See Figure 3 below and Appendix C for details.  

This could mean those entrepreneurs who receive assistance are more capable of launching their 

perceived opportunities by managing them through the inter-organizational networks provided 

by the advocacy programs.    

 

In contrast, assistance received from the advocacy programs adversely affects the probability of 

entrepreneurial success either by not contributing directly to the exploitation of an entrepreneur’s 

perceived opportunity  (Beta= -.71; p< .05) or by not helping to transform their individual social 

networks (Beta= -.37; p <.05) into business success.   Nevertheless, it is important to mention 

that in the case of those who did not receive assistance—whether they did not solicit it or 

because they were unable to obtain it—all of the six relationships under study were negative.  

See Figure 3 above and Appendix C for details. 
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Figure 3. Entrepreneurial Program Assistance as a Moderator 

  

 

Governmental Policies 

Governmental policies that encourage entrepreneurial ventures seem to moderate four out of 

twelve relationships proposed in the model (See Appendix C for details).  Our findings partially 

support H4 since there are significant differences between the entrepreneurs who were 

encouraged by governmental policies and those who were not.  For those who were encouraged 

by governmental policies, three of the relationships within the model were significantly positive 

and one slightly negative.  However, for those who were not encouraged by governmental 

policies, those four relationships were negative.  Surprisingly, governmental policies do not 

moderate the effect of systemic factors like perceived opportunities and national mindset or the 

mediating role of inter-organizational networks with entrepreneurial success. 

 

Entrepreneurs who were encouraged by governmental policies show a better development of 

their individual social networks based on the positive effect of the individual factors under 

consideration—social competence (Beta= .38; p < .01) and self-efficacy (Beta= .14; p < .10).  

Additionally, encouragement from governmental policies seems to be a relevant moderator to the 
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effect of entrepreneurial education on entrepreneur self-efficacy development (Beta= .37; p < 

.01).  However, in the end, the negative effect of individual networking on entrepreneurial 

success (even at its least) still prevents those policies from resulting in an improvement in firm 

performance (Beta= -.05; p < .10).  It is relevant to mention that for our proposed model, the 

lowest negative effect found between individual social networking and entrepreneurial success 

was when an entrepreneur felt encouraged by governmental policies. 

   

Thus, based on our data, entrepreneurial encouragement from governmental policies is 

fundamental to improving individual networking and consequently firm performance.  The 

entrepreneurs encouraged by governmental policies seem to be more able to use their 

entrepreneurial education, social competencies, and self-efficacy to improve their individual 

networks and in turn decrease the detrimental effect of individual networking on firm 

performance.  This brings us to our fourth and final finding: Entrepreneurs encouraged by 

governmental policies are more capable of using their entrepreneurial education, social 

competence, and self-efficacy to overcome networking challenges and increase the probability 

of entrepreneurial success. See Figure 4 below and Appendix C for more details.  

Figure 4. Governmental Policies as a Moderator 
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DISCUSSION 

Stevenson & Jarillo (2007) asserted that when an opportunity is detected and individuals are 

willing, the ability to exploit it is vital. In that line of thought, our investigation reveals that the 

inability of P.R.’s entrepreneurs to exploit opportunites is because of their individual networking 

barriers.  Acs & Szerb (2010) show that a lack of adequate networking may impede countries to 

reach the next stage of development.  In that sense, our finding expands the views of Aponte 

(2002a), Aponte & Rodríguez (2005) and the 2007 GEM report  (Bosma et al., 2008), all of 

which state that the general population in P.R. recognizes that opportunities exist and wants to 

follow them, but perceives it is not feasible to do so.  Thus, we agree that the problem is not the 

lack of opportunities and we add according to our findings that networks utilized by 

entrepreneurs at the individual level may represent a barrier to successfully exploiting those 

perceived opportunities.  Furthermore, the literature states that networking as part of the 

entrepreneurial attitude may affect the general disposition of a country’s population toward 

entrepreneurs, entrepreneurship, and business start-ups (Acs & Szerb, 2010); and perceptions 

about entrepreneurship may affect the supply and demand of national entrepreneurial activities 

(Bosma et al., 2008).  Therefore, our finding that individual social networks have a negative 

influence on entrepreneurial success may explain the contradiction between the positive 

perceptions toward entrepreneurship reported by Aponte (2002b) and the lower entrepreneurial 

activity recounted by the 2007 GEM study.  However, the reasons why entrepreneurs’ networks 

at individual level have a negative impact on their success are out of the scope of this study. 

 

According to Kantis et al. (2002), the government’s role in entrepreneurship, at various levels, is 

to act as a catalyst.  However, a survey conducted by Aponte & Rodríguez (2005) shows that 

Puerto Rican experts, when evaluated alongside other countries, harbor negative perceptions of 

the island’s governmental policies. For example, P.R.’s governmental policies have a negative 

impact (-0.79) compared to countries like Singapore (0.76), Finland (0.37), and the United States 

(0.35).  In that sense, our study elaborates on the understanding of that negative perception by 

showing that governmental policies in P.R. narrowly encourage entrepreneurs by enhancing their 

social competence and self-efficacy.  However, the effect that governmental policies have on 

institutional factors is lower when entrepreneurial education is the only factor slightly driven by 

it.  Kantis et al. (2002) further explains the government’s role as a catalyst by being the agent 
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that plans the strategy, builds the vision, mobilizes key players, and commits resources to 

promote a dynamic entrepreneurial environment as well as the emergence and development of 

entrepreneurs.  Therefore, the finding related to the deficient impact of governmental policies in 

P.R.’s entrepreneurial environment may explain the limited emergence and growth of new 

entrepreneurial venture and the marginal development of existing enterprises, as well as the lack 

of an entrepreneurial eco-system conducive to success. 

 

Along with governmental policies, entrepreneurial advocacy programs behave as an institutional 

framework for entrepreneurial development. This study reveals that P.R.’s inter-organizational 

networks of entrepreneurial advocacy programs at the public, private, and civic levels are 

advantageous to entrepreneurs in their success.  At this stage in the development of P.R.’s 

entrepreneurial environment, it appears necessary to manage opportunities through the inter-

organizational networks of entrepreneurial advocacy programs to be feasible.  This discovery is 

particularly important because the literature on network theory claims that the collaborative 

networks between institutions and among individuals are critical to innovation and technological 

development, start-up, and to continuing businesses (Hoang & Antoncic, 2003). Collaborative 

networks, contingent teamwork, pragmatic alliances, contractual links, and relational ties, among 

others, could provide the interaction necessary for knowledge transfer, in regards to technology; 

organizational practice; and tacit knowledge that tends to stay within a complex system (Spencer, 

2008).   Hence, this finding may represent for P.R. a promising progress toward the innovation-

driven stage. 

 

Regrettably, our research also reveals that only a few entrepreneurs (25%) take advantage of the 

entrepreneurial advocacy programs, mostly because they do not seek them out. The majority of 

those who sought assistance received it but from private advocacy groups.  This again points out 

the issue raised by Aponte (2002a) that governmental programs are not widely known and their 

effectiveness is hindered by slow, bureaucratic processes, politics, and even the attitudes of its 

employees.  This continues to be a problem; a 2005 a survey with Puerto Rican experts 

positioned entrepreneurial governmental programs close to those of developing economies 

(Aponte & Rodríguez, 2005).   
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In conclusion, this study was conducted with entrepreneurs doing business in P.R. who have 

diverse entrepreneur and firm characteristics. This by itself may account for a wide range of 

differences between surveyed groups and the role of each factor under consideration.  Therefore, 

entrepreneurial stakeholder —government administrators, entrepreneurial organizations, business 

associations, educators and entrepreneurs— must be aware of those differences to design a 

blueprint that may lead Puerto Rico to building a successful entrepreneurial environment.  For 

example, based on our four main findings, they should be aware that several groups of 

entrepreneurs perceive the existence of entrepreneurial opportunities, but their networks at the 

individual and inter-organizational levels are not facilitating the entrepreneurial process as 

expected.  By contrast, both networks—individual and inter-organizational—seem to act as an 

obstacle to entrepreneurial success. Secondly, entrepreneurial advocates should inquire into the 

social skills that entrepreneurs in the process of internationalization have developed, as these are 

the only group that has been able to overcome the challenges posed by networks at the individual 

level and thus become successful. Third, public, private, and civic entrepreneurial advocate 

organizations should continue to strengthen their inter-organizational relationships, given the 

discovery that entrepreneurs who use their programs seem to be more successful, reaping the 

benefits afforded by their inter-organizational networks. Finally, policy makers should pay 

particular attention to the discovery that entrepreneurs motivated by public entrepreneurial 

policies seem to take advantage of the entrepreneurial education to improve their self-confidence 

and develop better social skills turn it into better individual social networking and firm 

performance. 

CONTRIBUTION TO THEORY & PRACTICE 

This study examines the moderator role of firm characteristics, entrepreneur profile and 

institutional framework over systemic and individual factors related to entrepreneurial success 

using the island of P.R. as a case study. Limited scholarly research has been conducted on the 

entrepreneurial environment in P.R., and examinations of institutional and individual factors 

together are even scarcer. Moreover, no scholarly work has been conducted that analyzes the 

moderating roles of firm and entrepreneur characteristics or entrepreneurial policies and 

programs on the island, making this a pioneering research. 

 

This research adds to the body of entrepreneurship theory demonstrating the group 
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characteristics that may strengthen or diminish the relationship of individual and systemic factors 

on entrepreneurial success. Our research suggests that policy makers and entrepreneurial 

advocates should be aware of the differences among entrepreneurial groups to develop a master 

plan that may contribute to improving the current and prospective entrepreneurial environment. 

Hence, the results of our research could be used to assist policy makers, entrepreneurial 

advocacy organizations, and entrepreneurs themselves with carrying out their entrepreneurial 

goals. Policy makers should be aware of the need to develop a strong integrative system through 

their policies and programs that help entrepreneurs to take advantage of entrepreneurial 

opportunities and turn them into entrepreneurial success. Entrepreneurial advocacy 

organizations, for their part, should continue strengthening the inter-organizational networks that 

now seem to be very helpful for entrepreneurs, yet at the same time review the overall content of 

their programs to be more helpful. Entrepreneurs themselves should reevaluate the use and 

composition of their individual networks as well as their social competencies. In that line, 

academic institutions and entrepreneurial organizations that have programs geared toward 

entrepreneurs should be informed about the systemic and individual deficiencies so they may 

enhance their curriculum design for current and future entrepreneurs.  

LIMITATIONS 

The size and composition of our sample may limit the generalization of our findings as our 

sample is specific to entrepreneurs doing business in P.R. A wide variety of entrepreneurs were 

included in our sample to take into account their diverse individual and firm characteristics. 

While our results may provide a basis for other countries, they should be examined bearing in 

mind each country’s individual context. In addition, constructs were measured by respondents 

who self-reported information about their firms and perceptions and may be inherently biased. 

That being said, potential bias is considered a minimal risk in this case for the development of 

practice-relevant theory as respondents were not asked to identify themselves or their 

organizations (Venkatraman & Ramanujam, 1986).  

FUTURE RESEARCH 

Our work suggests the need for further research on other possible interactions between 

institutional and individual factors that may help to develop a successful entrepreneurial 

environment, such as the mediating role of perceived opportunities, entrepreneurial policies and 

programs. Further research on individual and systemic factors not included in this research is 
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also recommended such as the role of financial capital, more specifically the effect of 

individuals’ savings and the availability of investors. Lastly, based on our results, additional 

research into the composition, use, and development process of individual social networks, 

specifically, is advised. 
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Appendix A. Measurement Model Results 

Table A1. Final Pattern Matrixa 

  
Factor 

Promo Mind ONetw Edu Host Adapt SE Opp Perc Expr INetw 

(Q16_5) .891                     

(Q16_6) .889                     

(Q16_4) .803                     

(Q16_3) .626                     

(Q11_2)   -.935                   

(Q11_4)   -.805                   

(Q11_1)   -.803                   

(Q11_3)   -.793                   

(Q17_3)     .945                 

(Q17_4)     .933                 

(Q17_1)     .795                 

(Q17_2)     .788                 

(Q17_5)     .739                 

(Q10_2)       .947               

(Q10_3)       .878               

(Q10_1)       .613               

(Q20_1)         -.863             

(Q20_3)         -.791             

(Q20_2)         -.721             

(Q15_5)           -.885           

(Q15_4)           -.765           

(Q15_2)         .211 -.703           

(Q15_1)           -.618           

(Q13_3)             -.926         

(Q13_2)             -.768         

(Q13_4)             -.743         

(Q13_1)         -.237   -.663         

(Q12_1)               .913       

(Q12_2)               .832       

(Q14_2)                 .866     

(Q14_3)                 .746     

(Q14_4)                 .691     

(Q14_1)                 .595     

(Q16_1)                   .913   

(Q16_2)                   .901   

(Q18_3)                     -.767 

(Q18_5)                     -.766 

(Q18_4)                     -.732 
a 12 items deleted/ 3rd version 
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Table A2. Confirmatory Factor Analysis: Loading and Measurement Properties of 

Constructs 
 

  Construct/ Items 

Loadings/ 

Weights t-Value AVE 

Composite 

Reliability Communalities 

1 Promotion     0.77 0.93   

  Q16_3_1 0.7564 20.3088     0.5722 

  Q16_4_1 0.9087 28.9024     0.8258 

  Q16_5_1 0.9306 30.0956     0.866 

  Q16_6_1 0.9025 28.4506     0.8145 

2 National Mindset     0.817 0.947   

  Q11_1_1 0.8868 36.7491     0.7864 

  Q11_2_1 0.9141 44.5225     0.8357 

  Q11_3_1 0.9162 52.5999     0.8395 

  Q11_4_1 0.8986 39.6549     0.8074 

3 

Inter-

Organizational 

Networks     0.775 0.945   

  Q17_1_1 0.8559 26.9619     0.7326 

  Q17_2_1 0.8471 25.7777     0.7176 

  Q17_3_1 0.9333 28.1935     0.8711 

  Q17_4_1 0.9331 30.7195     0.8707 

  Q17_5_1 0.8263 27.1805     0.6828 

4 Education     0.772 0.91   

  Q10_1_1 0.7871 25.1831     0.6196 

  Q10_2_1 0.9252 26.6255     0.8559 

  Q10_3_1 0.9169 23.6663     0.8408 

5 Hostility     0.79 0.919   

  Q20_1_1 0.9037 37.2128     0.8167 

  Q20_2_1 0.8547 54.852     0.7305 

  Q20_3_1 0.9073 38.4972     0.8231 

6 Adaptability     0.702 0.904   

  Q15_1_1 0.799 21.3127     0.6385 

  Q15_2_1 0.8365 24.7434     0.6998 

  Q15_4_1 0.8514 19.7499     0.725 

  Q15_5_1 0.8633 18.709     0.7453 

7 Self-Efficacy     0.733 0.916   

  Q13_1_1 0.8217 15.1947     0.6753 

  Q13_2_1 0.8521 19.295     0.7262 

  Q13_3_1 0.9086 17.6227     0.8256 

  Q13_4_1 0.8394 18.6761     0.7047 

8 Opportunities     0.883 0.938   

  Q12_1_1 0.9399 86.787     0.8834 

  Q12_2_1 0.9399 86.787     0.8834 

9 Perception     0.684 0.896   

  Q14_1_1 0.7704 19.7143     0.5936 

  Q14_2_1 0.8916 27.3927     0.795 

  Q14_3_1 0.8576 26.7221     0.7355 

  Q14_4_1 0.7812 17.3595     0.6103 

10 Expressiveness     0.911 0.953   

  Q16_1_1 0.9545 112.9245     0.911 

  Q16_2_1 0.9545 112.9245     0.911 

11 
Individual 

Networking     0.733 0.892   

  Q18_3_1 0.8623 28.7039     0.7435 

  Q18_4_1 0.8411 27.7983     0.7074 

  Q18_5_1 0.8648 27.0316     0.7479 

DV_Formative             

  Firm Performance     0.381 0.746   

  Q35_1 0.3318 11.8367     0.4143 

  Q36_1 0.3318 11.2715     0.4126 

  NPM_AVG 0.3318 13.953     0.4376 

  SGR_AVG 0.3318 21.2274     0.5257 

  Empl_AVG 0.3318 4.5872     0.1163 
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Appendix b. Survey Respondent Socio-Demographic Information and Firm Characteristics 

Socio-Demographic Groups  % 

Education     

  Technical College or Less 23% 

  Bachelor’s degree or Higher 77% 

Gender    

  Male 72% 

  Female 28% 

Business Attempt(s)    

  First Attempt 61% 

  2 or More 39% 

Age    

Think 30 or Less 81% 

  31 or More 19% 

1st Venture 30 or Less 56% 

  31 or More 44% 

Current Venture 30 or Less 40% 

  31 or More 60% 

Current Age 30 or Less 10% 

  31 or More 90% 

Motivations    

  Market opportunity 26% 

  Lost job 20% 

  Don't want to work for anyone 19% 

  Family business 14% 

  Wanted to be an entrepreneur 21% 

Family Background    

  Self-Employed 43% 

  Employee 57% 

Firm Characteristics Groups % 

Industry 
 

Retail 

 

22% 

  Manufacturing 12% 

  Wholesale 7% 

  Construction 12% 

  Transportation 4% 

  Communication 2% 

  Financial  0% 

  Professional Service 41% 

  Others 1% 

Scope 
 

Global 

 

5% 

  International 8% 

  Island-wide 42% 

  Regional 24% 

  Local 22% 

Region 
 

North 

 

36% 

  South 8% 

  East 8% 

  West 44% 

  Central 4% 

Years in Current 

Business 

 

1 year or less 

 

9% 

  2 to 3 years 27% 

  4 to 5 years 13% 

  5 to 10 years 23% 

  More than 10 years 38% 
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Appendix C. Summary of Significant Moderators by Group 

FIRM CHARACTERISTICS (H1) p-value

Moderator/ Path Group 1 (# sample) Group 2 (# sample) (2-tailed)

Scope: Global (17) Island (113)

Education and Entrepreneurial Success 
 0.05 -0.78 0.04

Scomp on Inetw 0.30 -0.18 0.06

Self-Efficacy and Individual Networking 
 0.06 0.58 0.09

Individual Networking and  Entrepreneurial Success 
 0.08 -0.83 0.04

Yrs in Current Business: < 5yrs (59) > 5yrs (72)

Opportunity and Inter-Organizational Networking 0.25 -0.35 0.0001

Education and Entrepreneurial Success 
 0.28 -0.14 0.08

ENTREPRENEUR PROFILE (H2) p-value

Moderator/ Path Group 1 (# sample) Group 2 (# sample) (2-tailed)

Gender: Males (97) Female (38)

Self-Efficacy and Individual Networking 
 0.04 0.37 0.10

Education: Technical (31) Higher (104)

Social Competence and Entrepreneurial Success 
 -0.36 0.31 0.002

Social Competence and Individual Networking 
 0.54 0.19 0.07

Fam. Background: Self-Employed (56) Employee (74)

Social Competence and Entrepreneurial Success 
 -0.44 -0.17 0.08

Age started to Think: <30 yrs  (109) > 30 yrs (26)

Self-Efficacy and Entrepreneurial Success  
 -0.16 0.76 0.004

Current Venture Age: <30 yrs  (54) > 30 yrs (81)

Social Competence and Individual Networking 
 0.019 0.306 0.05

Current age: <30 yrs  (14) > 30 yrs (121)

Opportunity and Inter-Organizational Networking 0.53 -0.14 0.04

Motivation: External (60) Internal (75)

Opportunity and Inter-Organizational Networking 0.11 -0.21 0.03

Education and Self-Efficacy  0.33 -0.02 0.05

Attempts: 1st (83) 2 or More (52)

Opportunity and Individual Networking 0.17 -0.11 0.05

Social Competence and Individual Networking 
 0.13 0.49 0.02

Education and Self-Efficacy  -0.13 0.37 0.004

ENTREPRENEURIAL PROGRAMS (H3) p-value

Moderator/ Path Group 1 (# sample) Group 2 (# sample) (2-tailed)

Received Assistance: Yes (33) No (101)

Opportunity and Inter-Organizational Networking 0.19 -0.22 0.04

Opportunity and Entrepreneurial Success  
 -0.71 -0.09 0.02

Self-Efficacy and Individual Networking 
 0.50 -0.01 0.02

Individual Networking and  Entrepreneurial Success 
 -0.37 -0.40 0.01

Inter-Organizational Networking and Entrepreneurial Success 0.34 -0.23 0.04

GOVERNMENTAL POLICIES ENCOURAGEMENT (H4) Not (45) Encourage (90)

Social Competence and Individual Networking 
 -0.11 0.38 0.002

Education and Self-Efficacy  -0.13 0.37 0.004

Self-Efficacy and Individual Networking 
 -0.19 0.14 0.09

Individual Networking and  Entrepreneurial Success 
 -0.53 -0.05 0.08

Betas

Betas

Betas
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Appendix D. Construct Definition Table 

Construct Definition Scholarly Sources Items Scales Source 

INDEPENDENT 

VARIABLE: 

SYSTEMIC 

FACTORS 

    

Entrepreneurial 

Governmental Policies 

The extent to which government 

policies concerning taxes, 

regulation and their application 

are size neutral and/ or whether 

these policies discourage or 

encourage new and growing 

firms 

Kantis, Ishida, & 

Komori ( 2002); 

Lundström & Stevenson 

(2005) ; Audretsch & 

Thurik ( 2004)   

1. I was encouraged by government policies at the national and 

local/municipal levels. 

2. I consistently abided by the official government tax and regulations  

3. I did not experience difficulty with government bureaucracy, 

regulations and licensing requirements. 

4. How long did it take to obtain most of the required business permits 

and licenses? 

National Expert Survey 

(NES) 2005, adapted 

(Reynolds, et al., 2005) 

Alpha: over .70 

Entrepreneurship 

Programs 

The extent to which 

government, private and civic 

organization programs assist 

new and growing firms. 

 

 

Kelley, Bosma, & 

Amorós (2011); 

Lundström & Stevenson 

( 2005); 

Fitzsimons, O'Gorman, 

& Roche (2001) 

 

1. Did you receive some kind of assistance from the governmental, 

private and/ or civic entrepreneurial advocates? 

Why not?  

a) I did not apply for the assistance 

b) I applied for the assistance, but did not receive it 

2. I received assistance from a wide range of sources from the 

(government, private, or civic) sectors within a single agency. 

3. I received effective support from (government, private, or civic) 

entrepreneurial programs. 

4. I experienced that people who work on (government, private and civic 

sectors are competent and well versed in business needs. 

5. I found what I needed when seeking help from the (government, 

private, or civic) entrepreneurial program. 

6. What types of assistance or support did you receive from each sector? 

NES  2005 adapted 

(Reynolds, et al., 2005) 

Alpha: over .70 

Entrepreneurial 

Education 

The extent to which training in 

creating or managing SME is 

incorporated within the 

education and training system at 

all levels (primary, secondary 

and post-school 

 

 

Kelley, Bosma, & 

Amorós (2011); 

Levie and Autio (2007); 

Varela (2003) 

 

1. My primary and secondary education encouraged creativity, self-

sufficiency, and personal initiative. 

2. My primary and secondary education provided adequate instruction in 

market economic principles. 

3. My primary and secondary education provided adequate attention to 

entrepreneurship and new firm creation. 

4. My college and university education provided good and adequate 

preparation for the creation and growth of firms.. 

5. My college-level business and management education provided good 

and adequate preparation for the creation and growth of firms. 

6. My vocational, professional and/ or continuing education provided 

good and adequate preparation for the creation and growth of firms. 

NES 2005, adapted  

(Reynolds, et al., 2005) 

Alpha: over .63 

Entrepreneurial 

Opportunities 

The extent to which 

environmental context influence 

the discovery and willingness to 

exploit existing entrepreneurial 

opportunities. 

Shane (2003); 

Shane & 

Venkataraman, (2000)  

1. In my view, there are good opportunities to create new firms. 

2. In my view, there are more entrepreneurial opportunities than people 

that are able to take advantage of them. 

3. I could easily pursue entrepreneurial opportunities. 

NES 2005, adapted 

(Reynolds, et al., 2005) 

Alpha: over .67 
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INDEPENDENT 

VARIABLE: 

INDIVIDUAL 

FACTORS 

Definition Scholarly Sources Items Scales Source 

National Mindset 

toward 

Entrepreneurship 

The extent to which existing 

social and cultural norms 

encourage or discourage 

individual actions that may lead 

to a new business. 

Guiso, Sapienza, and 

Zingales (2006); Casson 

(2003) 

1. I was encouraged by the national culture to be individually successful 

through its promotion of autonomy and personal initiative. 

2. I was encouraged by the national culture to take risks. 

3. The national culture stimulates creativity and innovativeness. 

4. I was encouraged by the national culture to take charge of my own life.  

NES 2005, adapted 

(Reynolds, et al., 2005) 

Alpha: over .80 

Entrepreneur’s Self-

Efficacy 

An individual’s assessment of 

his/her ability to carry out a task 

in a successful way. 

Matthews, Deary, & 

Whiteman (2003)  

Bandura  (1997) ; 

Krueger & Brazeal 

(1994); Boyd & Vozikis 

(1994) 

1. I am able to achieve most of the firm’s goals that I have set by myself. 

2. I am confident that I can accomplish any difficult firm task. 

3. I am confident that I can perform effectively on many different firm 

tasks compared to other people. 

4. I can perform quite well in spite of adversities in the firm.. 

Chen, G., Gully, S. & 

Eden, D. (2001) 

Alpha: over .85 

Entrepreneurs’ Social 

Competence 

Refers to the ability to interact 

effectively with others and adapt 

to new social situations with the 

purpose of  leverage business 

opportunities and develop 

strategic partnership and 

relationships  

 

Sub-Construct Name: 

Social Perception:  

Ability to perceive accurately 

the emotions, traits, motives and 

intentions of others 

 

Social Adaptability: 

Ability to adapt to, or feel 

comfortable in, a wide range of 

social situations 

 

Expressiveness 

Ability to express feelings and 

reactions clearly and openly 

 

Self-promotion 

Tactics designed to induce liking 

and a favorable first impression 

by others. 

 

 

Baron, (2000); Baron & 

Markman (2000) 

 

Social perception 

1. I am a good judge of other people.  

2. I can usually recognize others’ traits accurately by observing their 

behavior.  

3. I can usually read others well—tell how they are feeling in a given 

situation.  

4. I can tell why people have acted the way they have in most situations.  

5. I generally know when it is the right time to ask someone for a favor.  

 

Social adaptability 

6. I can easily adjust to being in just about any social situation.  

7. I can be comfortable with all types of people—young or old, people from 

the same or different backgrounds as myself.  

8. I can talk to anybody about almost anything.  

9. People tell me that I am sensitive and understanding. . 

10. I have no problems introducing myself to strangers. . 

 

Expressiveness 

11. People can always read my emotions even if I try to cover them up.  

12. Whatever emotion I feel on the inside tends to show on the outside.  

 

Self-promotion 

13. I talk proudly about my experience or education.. 

14. I make other people aware of my talents or qualifications. 

15. I make people aware of my accomplishments. 

16. I let others know that I have a reputation for being competent in a 

particular area. 

Baron & Markman,  

(2003) 

Alpha: Over .71 
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MEDIATOR 

VARIABLE: 

Entrepreneurial 

Networking Process 

Definition Scholarly Sources Items Scales Source 

Inter-Organizational 

Networking Process: 
 

Refers to the systemic networks 

process between entrepreneurial 

advocates at government, civic 

and private level that will assist 

entrepreneurs in their venture 

process. 

 

Granovetter (1983); 

 Brüderl & 

Preisendörfer (1998);  

Jack, Drakipoulou, & 

Anderson (2008) 

I experienced a good… 

1. formal structure of collaboration between the government, private and 

civic sectors. 

2. informal structure of collaboration between the government, private 

and civic sectors. 

3. collaborative relationship between the government, private and civic 

sectors to promote the creation and/ or growth of my firm. 

4. collaborative relationship with the government, private and civic 

sectors in the creation and/or growth of my firm. 

5. supportive environment from the government, private and civic sectors 

in the creation and/or growth of my firm. 

Chen, Zou, & Wang 

(2009) adapted 

Individual Networking 

Process: 

 

Refers to the entrepreneur 

engagement on the networking 

process.  

 

Baron (2000); 

Coleman J. (1988); 

Aldrich & Zimmer 

(1986); Dubini & 

Aldrich (1991); 

Manning, Birley, & 

Norburn (1989) 

1. I collaborate with my fellow entrepreneurs.   

2. I create business partnerships through established relationships with 

friends, family members, and schoolmates.    

3. I search for business partners through business associations, 

government agencies, or civic organizations. 

4. I spend significant time with other entrepreneurs or potential 

entrepreneurs sharing business experiences, information, opinions, 

support, and motivation. 

5. I seek assistance in private business associations, government 

agencies, or civic organizations to overcome challenges. 

6. I seek the aid of family, friends, schoolmates, former colleagues, and 

other personal contacts to overcome challenges. 

Chen, Zou, & Wang 

(2009) adapted 

MODERATOR 

VARIABLES 

Definition Scholarly Sources Items Scales Source 

Firm Characteristics Taking into account the 

differences in performance for 

its size, age, location and type of 

industry. 

 

Sub-Construct Name: 

 

Firm Size:  

Number of full-time employees 

 

Industry Type: 

SIC Classification 

 

Years of Founded: 

Firm age. Number of years since 

founding 

 

Location: 

Region in which business 

operates 

Wiklund & Shepherd 

(2005); Cardon & 

Stevens, (2004); Bruderl 

& Schussler (1990); 

Ranger-Moore, (1997); 

Wiklund & Shepherd 

(2005); Covin, Slevin, 

& Covin (1990)   

Firm Size 

1. Please indicates the number of employees your company had during 

the following years?  (Consider part-time employees as .5 of the total) 

a. 2010 

b. 2009 

c. 2008 

Type of Industry 

1. Please indicate the primary industry of your current business  

a. Retail 

b. Manufacturing 

c. Wholesale 

d. Construction 

e. Transportation or Communication 

f. Financial 

g. Professional Service 

h. Other (please specify) _________ 

Years establishment 

1. How old is the current business?  

____ Years of founded 

Location 

Wiklund & Shepherd 

(2005) 
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Scope: 

Geographical business coverage 

 

1. In what part of Puerto Rico are your company’s headquarters  

a. North 

b. South 

c. East 

d. West 

e. Center 

Scope 

1. Please indicates where your product/services are currently offered 

a. Global 

b. International 

c. Island-Wide 

d. Regional 

e. Local / Municipal 

Entrepreneur’s Profile Taking into account the owner’s 

characteristics differences that 

may influence entrepreneurial 

success 

 

Sub-Construct Name: 

 

Education: 

Highest Educational level 

 

Entrepreneurial Experience: 

Amount of  previous business 

attempt 

 

Gender: 

Sex of owner 

 

Age: 

Owner age 

 

Entrepreneurial type: 

Opportunity (who started a 

business to exploit a market 

opportunity) or necessity (who 

started a business because 

he/she could not find a job) 

 

 

Parent Background: 

Previous exposition to business 

environment 

 

 

 

 

 

 2. Please indicates the highest level of education you completed  

a. Below high school  

b. Graduated from high school  

c. Graduated from a Technical Institute 

d. Bachelor degree 

e. Master degree 

f. Doctoral degree or more 

3. This is my _____business attempt as an entrepreneur: 

a. First 

b. Second 

c. Third 

d. More than three 

4.  Gender 

a. Male 

b. Female 

5.  Age:  How old were you at the time you started… 

a. to think of becoming an entrepreneur 

b. your first venture 

c. your current venture 

d. current age 

6. Please indicate the PRIMARY motivation for starting your FIRST 

business: 

a. I saw a market opportunity 

b. I lost my job or was at risk of losing it 

c. I don't want to work for anyone 

d. I come from a business family 

e. I always wanted to be an entrepreneur 

7. Family Background (Parents) 

a. Self-employed 

b. Employee 

Kantis, Ishida, & Komori 

(2002) 



 38 

DEPENDENT 

VARIABLE 

Definition Scholarly Sources Items Scales Source 

Entrepreneurial 

Success 

Measured based on its financial 

performance  

 

Sub-Construct Name: 

 

 Sales Growth Rate: 

Average revenue growth 

compared with three years ago. 

 

Employee amount change 

Average increase in full-time 

employment compared with 

three years ago. 

 

Net profit margin 

The net profit margin for year 

2010 should be computed 

dividing the net income by the 

revenues or sales [NI/S x 100].    

 

Financial condition 

Financial condition compared 

with three years ago. 

 

Venkatraman & 

Ramanujam (1986); 

Murphy, Trailer, & Hill 

(1996); Randolph, 

Sapienza, & Watson 

(1991);  

 

1. What was the sales growth rate compared with the previous year?  

For 2010, 2009 and 2008 

a. loss 

b. 1 – 5% 

c. 6 – 10% 

d. 11- 15% 

e. 16-20% 

f. 20-25% 

g. Over 25% 

2. Did the number of employees in your firm, compared  to 2008 (three 

years ago)… 

a. Decrease 

b. No Change 

c. Increase 

3. Please approximate your net profit margin for 2008 through 2010 

a. loss 

b. 1 – 5% 

c. 6 – 10% 

d. 11- 15% 

e. 16-20% 

f. 20-25% 

g. Over 25% 

4.  Compared with 2008 (three years ago), for 2010 did your company 

incur…  

a. loss,  

b. break-even  

c. Profit 

Chua (2009) 

CONTROL 

VARIABLE 

  1.   

Environmental 

Hostility 

 

Refers to the unfavorable 

external forces for business 

results of radical industry 

change, intensive regulatory 

burden, fierce rivalry among 

competitors among others.  

Covin & Slevin, (1989); 

Werner, Brouthers & 

Brouthers (1996); Zahra 

& Garvis (2000) 

2. The external entrepreneurial environment in which my firm 

operates is very safe, with little threat to the survival and well-

being of my firm. 

3. The external entrepreneurial environment in which my firm 

operates is rich in investment and marketing opportunities. 

International Survey of 

Entrepreneurs (ISE);  

Covin & Slevin, (1989) 

 

 

 

 

 



 

ENTREPRENEURIAL SUCCESS: 

 INTERPLAY BETWEEN SYSTEMIC AND INDIVIDUAL FACTORS  

VIA NETWORKING 

 

Moraima De Hoyos-Ruperto, University of Puerto Rico- Mayagüez Campus 

 

 

SUMMARY 

This study explores how the nature of an entrepreneurship environment may provoke desired entrepreneurial 

success. To illustrate this, our study investigates Puerto Rico’s (P.R.) unexplained stagnant entrepreneurial 

environment when compared to other high-income countries.  A quantitative study using Partial Least Squares 

(PLS) was conducted to determine: How and to what extent do systemic and individual factors— mediated by 

inter-organizational and individual social networking activities—impact the likelihood of entrepreneurial success?  

Our findings reveal that systemic factors in P.R. as a whole are not working as suitable sources for the 

complementary relationships needed to create an environment conducive to successful entrepreneurship. 

Meanwhile, Puerto Rican entrepreneurs are not using networks efficiently to overcome the inadequate institutional 

structure. Therefore, to nurture a successful entrepreneurial environment, policy makers must design a better 

interconnected entrepreneurial system that will work in harmony with entrepreneurs; while entrepreneurs in turn 

must be taught to effectively use their networks. 
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INTRODUCTION 

Entrepreneurship scholars hold very different beliefs about the nature of entrepreneurship activities (Gartner, 1990) 

and explanations of its role in desired economic progress (Acs & Szerb, 2010; Birch, 1979; Gartner, Shaver, 

Carter, & Reynolds, 2004; Low & MacMillan, 1988). However, since entrepreneurship is a complex and dynamic 

phenomenon (Gartner et al., 2004; Shapero, 1984), different views exist regarding the factors that really spur it 

(Acs & Szerb, 2010). Hence, researchers must clearly establish the limitations and arguments upon which they are 

basing their study (Shane & Venkataraman, 2000). Advanced studies on entrepreneurship need to explore the 

interaction between external factors, such as entrepreneurial opportunities and education and national mindset 

toward entrepreneurship; and personal factors, such as entrepreneur’s social competence and efficacy and their 

influences on entrepreneurial performance (Welter & Smallbone, 2011).  

 

This research focuses on entrepreneurs doing business in P.R. because among high-income countries P.R., at 3.1 

percent, has one of the world’s lowest rates of early-stage entrepreneurial activity (Bosma et al., 2008) despite the 

government’s two-decade effort to spur it. Long reliant on the presence of multinational corporations to sustain the 

economy and historically lax in encouraging local business development, P.R. was hard hit by the elimination of 

tax exemptions in 2006 that incentivized U.S. subsidiaries to establish locations on the island. Despite several 

attempts to jumpstart the economy in the wake of their departure, reports from worldwide organizations such as the 

Global Entrepreneurship Monitor (GEM) (Bosma et al., 2008), the World Economic Forum (WEF) (Schwab, 

2009), and the World Bank (2010) certify the disappointing state of entrepreneurship in P.R. Experts blame 

structural problems rather than a lack of entrepreneurial spirit for entrepreneurship’s failure to flourish in P.R. 

(Aponte, 2002b). 

 

Based on our previous qualitative research, this paper theorizes that individual-level factors, including entrepreneur 

self-efficacy (SE) and social competence (SC), and systemic factors such as entrepreneurial education (EDU), 

opportunities (OPP), and national mindset (MIND) act as sourcing mechanisms that can predict entrepreneurial 

success. However, while these factors perform as sourcing mechanisms, they are being moderated by other 

systemic factors such as entrepreneurial policies (POL) and programs (PROG), firm characteristics (FC), and 

entrepreneur profiles (EP). This study additionally proposes that inter-organizational networks (ONETW) and 

individual social network activities (INETW) mediate all of the abovementioned relationships with entrepreneurial 

success (ES). Considering the actual world economic crisis, environmental hostility (HOST) is used as a control 

variable to provide a possible alternate impacting factor and explanation for the degree of success. 
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Our data suggest that systemic factors as a whole are not working as suitable sources of the complementary 

relationships needed to create an environment conducive to successful entrepreneurship. Institutional factors are 

not well interconnected among them to complement entrepreneurs’ challenges. Meanwhile, entrepreneurs are not 

efficiently using their networks to overcome the inadequate institutional structure. Therefore, a better 

interconnected entrepreneurial system and more effective individual social networking may be necessary for both 

practitioners and policy makers to design a successful entrepreneurial environment. 

THEORETICAL BACKGROUND AND HYPOTHESES 

Systemic factors such as entrepreneurial education (Levie & Autio, 2007), opportunities (Shane & Venkataraman, 

2000), and national mindset toward entrepreneurship (Casson, 2003) and individual factors such as social 

competence (Baron & Markman, 2000) and perceived self-efficacy (Bandura, 1997) can positively or negatively 

influence the overall entrepreneurship success of a nation. However, while these factors perform as sourcing 

mechanisms, they are being mediated by other factors such as inter-organizational network activities (Butler & 

Hansen, 1991) and/or the entrepreneur’s social networking activities (Hoang & Antoncic, 2003; Johannisson, 

1998) as our conceptual research model in Figure 1 below shows. 

------------------------------------ 

Insert Figure 1 about here 

------------------------------------ 

 

To address the abovementioned concepts, an empirical study with entrepreneurs was designed to examine the 

following question: How and to what extent do systemic and individual factors—mediated by inter-organizational 

and individual social networking activities—impact the likelihood of entrepreneurial success?  

 

Entrepreneurial Success as the End Product 

Several authors remarked on the importance of using multiple performance dimensions (Randolph, Sapienza, & 

Watson, 1991; Venkatraman & Ramanujam, 1986). Therefore, this study uses both growth measurements, such as 

sales growth rates and increases in the number of employees, and profit measurements, such as net profit margin 

and financial conditions compared with three years prior, through a primary data source—questionnaire—to assess 

entrepreneurial success based on firm performance (Questionnaire and Construct Definition Table is available 

upon request).   

 

Systemic Factors as Sources of Entrepreneurial Success 

Institutions and governments play key roles in fostering environments that produce a continuous supply of new 

entrepreneurs and enable them to be successful (Lundström & Stevenson, 2005; Welter & Smallbone, 2011). 

However, there are several points of view regarding the key factors that lead to a successful entrepreneurial 

environment (Acs & Szerb, 2010; Gartner et al., 2004; Levie & Autio, 2007; Lundström & Stevenson, 2005; 
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Shapero, 1984). For that reason, GEM intended to enhance understanding of the role of intitutional factors through 

their concept of Entrepreneurial Framework Conditions (EFCs). The EFCs recognize ten different factors that may 

affect the creation and development of new firms. Among those factors, our study considers opportunities, national 

mindset, and education as causal factors and individual and inter-organizational networks as mediators building on 

our earlier qualitative interview responses (De Hoyos et al., 2011). A broad literature review to support our 

hypotheses follows.  

 

The Role of Entrepreneurial Opportunities in the Possibility of Entrepreneurial Success 

The literature underscores the importance of recognizing and exploiting opportunities as well as a willingness to 

accept the opportunities to achieve entrepreneurial success (De Carolis & Saparito, 2006; Krueger, 2000; Shane, 

2003; Shane & Cable, 2003; Shane & Venkataraman, 2000; Singh, 2000; Tat-Keh, Der-Foo, & Chong-Lim, 2002). 

Opportunities, however, are not always perceived in the same way; therefore, how they are presented, the people 

they are presented to, and how they take advantage of them are crucial (Shane & Venkataraman, 2000). Thus, 

entrepreneurial alertness is a necessary condition for the success of opportunity identification (Ardichvili, Cardozo, 

& Sourav, 2003). Therefore, we propose:  

Hypothesis 1a.  Perceived entrepreneurial opportunities will positively impact entrepreneurial success, 

when controlling for environmental hostility. 

 

Hypothesis 1b. Perceived entrepreneurial opportunities will positively impact inter-organizational 

networking, when controlling for environmental hostility. 

 

Hypothesis 1c.  Perceived entrepreneurial opportunities will positively impact individual social networking, 

when controlling for environmental hostility. 

 

The Role of National Mindset in Entrepreneurship and Entrepreneurial Success 

Managing entrepreneurship in a balanced and safe manner in an era of increasing global competitiveness requires, 

among other things, a shift in the mindset of country leaders, as well as individual citizens, toward an 

entrepreneurial understanding (Cohen, 2007). In fact, the 2004 European Commission defined entrepreneurship as 

the mindset and process needed to create and develop economic activity, blending risk-taking, creativity, and/or 

innovation within a new or existing organization. A national mindset, which includes cultural stereotyping, norms, 

and values as well as individual attitudes and aspirations, may determine, among other things, industrial structure, 

the expertise developed, access to institutions, and the likelihood of a successful venture (Casson, 2003; Guiso, 

Sapienza, & Zingales, 2006). For that reason, it is expected that a country with an adequate entrepreneurial mindset 

embrace an individual sense of responsibility about what happens around them and also cultivate a collaborative 
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and cohesive environment as part of its entrepreneurial strategy (Aldrich & Zimmer, 1986). When lacking strong 

cultural support toward entrepreneurship, the best and the brightest individuals do not want to be entrepreneurs and 

decide to enter some other profession (Guiso et al., 2006). Consequently, policy makers and entrepreneurial 

advocates need to be aware of the strategies needed to build a national mindset conducive toward entrepreneurship. 

Therefore, we propose:  

Hypothesis 2.  National mindset will directly impact entrepreneurial success, when controlling for 

environmental hostility. 

 

The Role of Entrepreneurial Education in the Likelihood of Entrepreneurial Success 

Entrepreneurial education is a cornerstone of entrepreneurial success (Ronstadt, 1987) as the educational system’s 

structure may influence national development (Todaro, 1981). Consequently, entrepreneurship education is 

considered one of the principal influencing factors in the venture creation process and on venture success (Levie & 

Autio, 2007). The World Economic Forum (2009) highlighted the importance of entrepreneurship education and 

training on entrepreneurial development in the following way: 

 

… while education is one of the most important foundations for economic development, entrepreneurship is 

a major driver of innovation and economic growth. Entrepreneurship education plays an essential role in 

shaping attitudes, skills and culture—from the primary level up. We believe entrepreneurial skills, attitudes 

and behaviors can be learned, and that exposure to entrepreneurship education throughout an individual’s 

lifelong learning path…is imperative (World Economic Forum, 2009: 7-8). 

 

Unfortunately, the 2010 GEM points out that the content of entrepreneurship education is inadequate in 

most countries (Corduras-Martinez, Levie, Kelley, Saemundsson, & Schott, 2010). Kirby (2003) affirmed that 

educational systems need to focus not simply on what is taught but how it is taught. Hence, the educational system 

needs to make individuals capable of acting independently, innovatively, and with the capacity for achieving goals 

and taking risks to create new sources of wealth and employment (Varela, 2003). Furthermore, students need to 

develop the entrepreneurial ability to create business ideas, identify and recognize opportunities, set up businesses, 

and manage their growth (Gibb & Hannon, 2006; Reynolds, Hay, & Camp, 1999; Wilson, Kickul, & Marlino, 

2007). On the other hand, Wilson et al. (2007) contend that entrepreneurial education that leads to entrepreneurial 

success is one that promotes self-efficacy and self-confidence. Moreover, self-efficacy enhanced by education may 

impact entrepreneurial intention (Zhao, Seibert, & Hills, 2005), perceived feasibility (Peterman & Kennedy, 2003), 

and successful venture performance (Bandura, 1997). Consequently, we propose: 
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Hypothesis 3a.  Appropriate content of entrepreneurial education will positively impact entrepreneurial 

success, when controlling for environmental hostility. 

 

Hypothesis 3b.  Appropriate content in entrepreneurial education will positively impact individual self-

efficacy, when controlling for environmental hostility. 

 

Hypothesis 3c.  Self-efficacy will partially mediate the relationship between entrepreneurial education and 

entrepreneurial success, when controlling for environmental hostility. 

 

Individual Factors as Sources of Entrepreneurial Success 

Our qualitative study interview responses lead us to believe there are two key individual factors that need to be 

taken into account when considering P.R.’s entrepreneurial environment: social competence and perceived self-

efficacy (De Hoyos et al., 2011). For that reason, we are concerned with the positive or negative effect of both on 

entrepreneurial success. In the following, we present the literature review to support our hypotheses.   

 

The Role of Entrepreneurs’ Social Competence in Entrepreneurial Success 

Entrepreneurs’ social competence refers to their ability to interact effectively with others and adapt to new social 

situations with the purpose of developing strategic relationships that leverage business opportunities and 

competitiveness (Baron, 2000). Baron & Markman (2003) claim that the higher an entrepreneur’s social 

competence, the greater their financial success.  

 

To operationalize the entrepreneur social competence construct, this study adopted the four dimensions used by 

Baron & Markman (2003): Social Perception, Social Adaptability, Expressiveness, and Self-Promotion. Social 

perception refers to the ability to accurately perceive the emotions, traits, motives, and intentions of others; while 

social adaptability indicates the ability to adapt to, or feel comfortable in, a wide range of social situations. 

Expressiveness denotes the ability to express feelings and reactions clearly and openly, and self-promotion points 

out the ability to design tactics to induce liking and favorable impressions by others. Based on the abovementioned 

literature, we propose:  

Hypothesis 4a.  An entrepreneur’s social competence will positively impact entrepreneurial success, when 

controlling for environmental hostility. 

 

Hypothesis 4b.  An entrepreneur’s social competence will positively impact individual social networks, 

when controlling for environmental hostility. 
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The Role of Entrepreneurs’ Self-Efficacy in Enhancing Entrepreneurial Success 

According to Krueger & Brazeal (1994), individuals’ self-efficacy or self-confidence can affect venture decisions 

and firm performance; and Boyd & Vozikis (1994) claim that self-efficacy is fundamental to moving from 

entrepreneurial intention to action. However, perceived self-efficacy could be more relevant to entrepreneurial 

success. As Markham, Balkin, & Baron (2002) point out, individuals are motivated by their perception rather than 

by their objective ability.  

 

Perceived self-efficacy refers to an individual’s assessment of his/her skills and ability to carry out a task, but it 

could be different in reality (Bandura, 1997). As Wilson et al. (2007) mention, based on Bandura’s studies, “This 

concept reflects an individual’s innermost thoughts on whether they have the abilities perceived as important to 

task performance, as well as the belief that they will be able to effectively convert those skills into a chosen 

outcome” (p. 389).  

 

However, Simon, Houghton, & Aquino (1999) contend that the positive side or view of the aforementioned 

researchers state that perceived self-efficacy will negatively affect entrepreneurial outcomes because of individual 

overconfidence or overestimation of skills. As a result, entrepreneurs may overlook contradictory signs and 

information and harbor higher expectations of success. Following Simon et al.’s (1999) line of thought, we 

hypothesize: 

Hypothesis 5a.  Perceived self-efficacy will negatively impact entrepreneurial success, when controlling for 

environmental hostility. 

 

Hypothesis 5b.  Perceived self-efficacy will impact individual social networks, when controlling for 

environmental hostility. 

 

The Mediator Role of Individual Social Networking and Inter-Organizational Networking  

 

As Audretsch and Thurik (2004) mention, Thorton & Flynne (2003) and Saxenian (1994) argue that “(successful) 

entrepreneurial environments are characterized by thriving supportive networks that provide the institutional fabric; 

linking individual entrepreneurs to organized sources of learning and resources” (p. 5). Hence, individual social 

networking and inter-organizational strategic network activities are important to a successful startup and to an 

ongoing competitive advantage as they may constrain or facilitate resource acquisition and the identification of 

new opportunities (Beckert, 2010; Brüderl & Preisendörfer, 1998; Butler & Hansen, 1991; Minniti, 2005; Klyver 

& Hindle, 2006; Shane & Cable, 2003).    

For this study, the individual social networking construct represents entrepreneurs engaging in networking 
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activities to enhance his/her entrepreneurial venture (Aldrich & Zimmer, 1986). These entrepreneurial networking 

activities may occur with other entrepreneurs; personal contacts like relatives, friends, and acquaintances; and 

entrepreneurial advocates in public agencies, civic organizations, and/or private business associations (Birley, 

1985). The aim of those networking activities is to provide assistance to entrepreneurs in the form of expert 

opinions and counseling, shared experiences and role models, information and resources, and support and 

motivation (Manning, Birley, & Norburn, 1989). Consequently, we propose:  

Hypothesis 6.  Individual social network activities will positively impact entrepreneurial success, when 

controlling for environmental hostility. 

 

Additionally, for this research inter-organizational networking consists of formal and/or informal collaborative 

networking activities among entrepreneurial advocates at the public, private, and civic levels that may facilitate the 

entrepreneurial process from an idea generating stage, to a development stage and later to a strategic positioning 

one (Butler & Hansen, 1991; Dubini & Aldrich, 1991; Uzzi, 1996). Those collaborative network activities may 

include alliances to improve entrepreneurial mechanisms, such as permits and funding, as well as processes like 

internationalization, knowledge spillover, innovation, and investment in R&D (Audretsch & Thurik, 2004; 

Saxenian, 1994; Schwab, 2009). Therefore, we propose:  

Hypothesis 7.  Inter-organizational network activities will positively impact entrepreneurial success, when 

controlling for environmental hostility. 

 

As entrepreneurship is embedded in networks, opening entrepreneurs to social networks may advance or constrain 

links to better resources and information, as well as offer faster responses to opportunities and challenges (Aldrich 

& Zimmer, 1986; Klyver & Hindle, 2006; Saxenian, 1994; Shane & Cable, 2003). Furthermore, inter-

organizational networks may facilitate or constrain the information and resources that could turn opportunities into 

successful ventures (Aldrich & Zimmer, 1986; Butler & Hansen, 1991).  

 

Additionally, Brüderl & Preisendörfer (2000) contend that venture success is attained only if entrepreneurs make 

effective use of their networks. Consequently, entrepreneurs with high social competence (Manning et al, 1989) 

and self-efficacy (Boyd & Vozikis, 1994) are more likely to establish strategic networks that will help them 

overcome their limited resources and barriers, particularly of information. This was confirmed by Baron & 

Markman (2003) who found that entrepreneurs’ social networks assist them in gaining access to strategic business 

contacts, but through the effective use of their social competence. Therefore, we propose: 

Hypothesis 8a. Inter-organizational network activities will partially mediate the relationship between 

opportunities and entrepreneurial success, when controlling for environmental hostility. 
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Hypothesis 8b. Individual social networking activities will partially mediate the relationship between 

opportunities and entrepreneurial success, when controlling for environmental hostility. 

 

Hypothesis 8c. Individual social networking activities will indirectly mediate the relationship between 

social competence and entrepreneurial success, when controlling for environmental hostility. 

 

Hypothesis 8d. Individual social networking activities will partially mediate the relationship between self-

efficacy and entrepreneurial success, when controlling for environmental hostility. 

 

Environmental Hostility as Controlled Cause 

In this study, environmental hostility is used as a control variable since this contextual factor may affect successful 

venture activities (Covin, Slevin, & Covin, 1990). Environmental hostility denotes an unfavorable external force 

for business as a consequence of radical changes, intensive regulatory burdens, and fierce rivalry among 

competitors, among others (Covin & Slevin, 1989). As entrepreneurship is a complex task that is extremely 

sensitive to “habitat” (Miller, 2000), environmental hostility is expected to impact firm performance. Hence, 

environmental hostility was isolated from the determinants integral to this study.  

Based on all of the aforementioned literature the model proposed is as follows: 

------------------------------------ 

Insert Figure 2 about here 

------------------------------------ 

 

RESEARCH DESIGN AND DATA COLLECTION 

This is an empirical study that attempts to model the relations, effects, and interactions among variables in the 

proposed model (see Figure 2) using PLS. PLS is ideally suited for small sample sizes, formative indicators, and 

data that do not conform to traditional statistical assumptions of normality, homoscedasticity, linearity, and 

multicollinearity (Chin, Marcolin, & Newsted, 2003). To obtain t-statistics for the paths in our model, in line with 

Baron and Kenny’s (1986) test, we conducted a bootstrap test using 200 resamples. Before modeling the proposed 

relations, data screening was done to ensure the meeting of data analysis requirements.  

 

Once the data were free from outliers and adequate for the multivariate analysis, Exploratory Factor Analysis 

(EFA) was conducted to define the underlying structure of the variables. Following this step, the Confirmatory 

Factor Analysis (CFA) took place to assess the degree to which the data met the expected structure. For both 

analyses—EFA and CFA—the respective reliability and validity tests were applied. During the CFA, the proposed 

model was modified to obtain the best “goodness of fit” model for the proposed relationships. In addition, we 
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examined variance among the groups under consideration in the proposed model through CFA multigroup analysis. 

Once all the tests and the recommended modifications from the previously mentioned analyses were complete, we 

proceeded to test the structural hypotheses with the modified structural model to obtain the final model (shown in 

Figure 3). Details for each of the aforementioned tests and/or procedures are explained in detail in the following 

sections. 

 

Construct Operationalization 

This research—conducted online through a web-based survey administered by Qualtrics around an initial 

qualitative study conducted in 2009 and 2010 and through other research literature—was developed and used to 

test the proposed model. The study was specifically designed to test the validity of the theoretical measurement 

model and hypothesized relationships among the constructs. The survey items were derived from existing measures 

with some adaptations to fit the uniqueness of this research. We relied on existing measures since our intention in 

this study was not to develop new measures when available items had been validated in prior research.  

 

Measures of systemic factors (POL, PROG, EDU and OPP, and MIND) were adapted from the National Expert 

Survey (NES) (Reynolds et al, 2005). Measures of individual factors were adapted from different sources. The 

construct of SE was adapted from Chen, Gully, and Eden (2001); the constructs of SC were adapted from Baron 

and Markman (2003); and measures of INETW and ONETW were modified to reflect the entrepreneurial 

networking process adapted from Chen, Zou, and Wang’s (2009) measurements. Finally, the ES construct was 

modified to reflect the firm performance based upon Chua (2009). We considered the guidelines of Petter, Straub, 

& Rai (2007) regarding formative vs. reflective for this study. Variables were operationalized as reflective, 

formative, and categorical as follows: The variables EDU, OPP, MIND, SC, SE, HOST, INETW and ONETW 

were operationalized as reflective constructs on a five-point Likert scale (with 1=strongly disagree and 5=strongly 

agree).  

 

The entrepreneurial success-related constructs of firm performance were operationalized as formative through 

different scales such as sales growth rate and net profit margin, change in the number of employees, and variances 

in financial conditions over the last three years (Jarvis, MacKenzie, & Podsakoff, 2003). We chose to measure firm 

performance through sales and employee growth, net profit margin, and financial condition, as well as through 

formative indicators guided by the literature of that type of measurement (Chua, 2009; Diamantopoulos & 

Winklhofer, 2001). Likewise, because we had more than two variables predicting our dependent variable, we 

conducted a multicollinearity test. This test produces a variable inflation factor (VIF) to indicate whether the 

independent variables are explaining unique variance in the dependent variable or if they are explaining 

overlapping variance (Petter et al., 2007). The results of the analysis indicate that the predictor variables are 
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separate and distinct (VIF range from 1.01 to 1.51). 

 

The initial survey was pre-tested on a group of known entrepreneurs using Bolton’s technique, operationalizing 

item response theory (Bolton, 1993). During pilot tests, five questions were flagged due to problems in 

comprehension. Subsequent changes were approved by the testers. Since entrepreneurs’ time is limited, the 

questionnaire was calculated to be completed within 15 minutes to improve the response rate. This was determined 

acceptable during pretesting by several entrepreneurs. 

 

Data Collection Sample  

This study was conducted with current entrepreneurs doing business in different industries and regions in P.R. 

Complete demographic information is reported in Appendix C. The sample consisted of 135 participants. The data 

were collected through a survey that assured participants that the study was purely for research purposes and that 

participation was voluntary. All surveys had the option of being answered in Spanish or English, the thought being 

that while Spanish is the primary language in P.R., most Puerto Rican entrepreneurs consider English the language 

of business. Study participants were identified and selected from the Puerto Rico Trade and Export Office official 

Register of Business. This list is public, but needs to be requested. A total of 1,500 surveys were emailed; 221 were 

returned, resulting in a response rate of approximately 15%. However, only 135 were returned completed and 

usable for data analysis. Lower response rates for entrepreneur surveys seem typical when compared with the 

general population (Dennis, 2003).  

 

We tested for response bias based on the time of response (early vs. late) following Armstrong and Overton’s 

(1977) test. To do this, we conducted a one way ANOVA using the dependent variables (3 observed variables), and 

using response date as the distinguishing factor. The results of the ANOVA show that there is no significant 

difference among the values (5.66 to 6.44) for the dependent variable between early and late responders.  

 

There were 464 missing values in the data set, which accounted for 5% (n=8640) of the total number of values in 

the data set. Since substitution also is acceptable if the number of missing values is less than 5% (Tabachnick & 

Fidell, 2007), we input the mean value for each missing value. The minimum, maximum, and mean values of all 

the indicator variables appear to be reasonable.  

 

Statistical Analysis 

Based on a bivariate outlier analysis at a confidence interval of 95%, we found close to 115 cases of outliers. 

However, while we expect some observations to fall outside the ellipse, we only deleted 5 respondents that fell 

outside more than two times (Hair, Black, Babin, & Anderson, 2010).  Descriptive statistics, correlations, and 
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Cronbach’s alphas for all the variables are presented in Table 1.  

 

Measurement Model: Exploratory Factor Analysis and Confirmatory Factor Analysis  

An EFA was used to reveal the underlying structure of the relationship among a set of observed variables. Principal 

Axis Factoring with Direct Oblimin rotation was performed with valid, reliable, and adequate results (as shown in 

Appendix A), which based on the collected data validates that eleven factors exist throughout the survey. We chose 

oblique rotation because of its assumption of correlated variables consistent with our understanding of the issues in 

this study (Ferketich & Muller, 1990; Field, 2005). Direct Oblimin, which is a particular type of oblique rotation, 

was selected because it allows factors to be correlated and diminished interpretably (Costello & Osborne, 2005).   

------------------------------------ 

Insert Table 1 about here 

------------------------------------ 

The KMO measure of sampling adequacy was .687, and Bartlett’s Test of Sphericity was significant (
2
 = 3819.86, 

df=703, p< 0.000), indicating sufficient inter-correlations. Moreover, almost all MSA values across the diagonal of 

the anti-image matrix were above .50 and the reproduced correlations were over .30, suggesting that the data are 

appropriate for factoring. An additional check for the appropriateness of the respective number of factors that were 

extracted was confirmed by our finding of only 4% of nonredundant residuals with absolute values greater than 

0.05.  

 

The selected EFA structure was the one with the eigenvalues greater than 1, which also fit with the eleven expected 

factors. The solution was considered good and acceptable through the evaluation of three possible models—

including 12 and10 factor solutions—and their respective statistical values. During the evaluation process, twelve 

items (10.4-10.6; 12.3; 14.5; 15.3; 16.3-16.6; 18.1-18.2) were eliminated for their communality values below .50 

(Igbaria, Livari, & Maragahh, 1995). The total variance explained was 68.7%, which exceeds the acceptable 

guideline of 60% (Hair et al., 2010). To test the reliability of the measures, we used a coefficient alpha (Gerbing & 

Anderson, 1988). Acceptable values of Cronbach’s alpha greater than .70 indicate good reliability (Nunnally, 

1978). As statistics presented in Table 1 show, all factors have acceptable reliability.  

 

Convergent validity deals with the extent to which measures converge on a factor upon initial estimate. Convergent 

validity can be made based on the EFA loadings. Since all of the variables loaded at levels greater than .50 on 

expected factors, convergent validity is indicated (Igbaria et al, 1995). Discriminant validity measures the extent to 

which measures diverge from factors they are not expected to quantify. In EFA, this is aptly demonstrated by the 

lack of significant cross loadings across the factors (over .20 differences). The items belonging to the same scale 

had factor loadings exceeding .50 on a common factor and no cross-loadings (see Table B1.1). The eleven 
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extracted factors seem to be reflective constructs as each item asks similar things.  

 

We performed the CFA using PLS and began by reviewing the factors and their items to establish face validity. We 

specified the measurement model in PLS with the eleven factors derived from the EFA, no modifications are 

considered to improve the original model. Our EFA modified model shows all the reliability coefficients above .70 

and the Average Variance Extracted (AVE) above .50 for each construct. The measurements are thus reliable, and 

the constructs account for at least 50% of variance.  

 

In the Correlations Table, (see Table B4) the square root of each construct’s AVE is greater than the correlation 

between constructs, thus establishing sufficient discriminant validity (Chin, 1998). Each item loads higher on its 

respective construct than on any other construct, further establishing convergent and discriminant validity (Gefen, 

Straub, & Boudreau, 2000).  

 

Because we used a single survey to a single sample, we needed to conduct a common method bias test to ensure 

that the results of our data collection were not biased by this mono-method. To do this, we examined our latent 

variable correlation matrix for values exceeding 0.900. According to Bagozzi, Yi, & Phillips (1991) this is a strong 

indication of common method bias. However, the highest correlation we have is 0.396, with an average correlation 

of .118, and the lowest positive correlation of .013. These values provide sufficient evidence that our data 

collection was not biased by a single factor due to mono-method. 

 

Structural Model 

We tested our structural model using PLS-Graph 3.0. We used a PLS method because we had formative factors, 

which are more accurately estimated (Chin, 1998). We initially took an exploratory approach by testing a fully 

specified model and then trimming non-significant paths one by one until only significant paths remained. 

Significance of paths was estimated using t-statistics produced during bootstrapping, using 2000 resamples (see 

trimmed model in Figure 3). 

 

Next we performed a mediation analysis using causal and intervening variable methodology (Baron & Kenny, 

1986).  Mathieu and Taylor (2006) indicate that mediator variables are explanatory mechanisms that shed light on 

the nature of the relationship that exists between two variables. Mediated paths connecting independent variables 

(Opp, SComp, and SE) to dependent variable (ES) through a mediating variable (ONetw and INetw) were analyzed 

to examine the direct, indirect, and total effects. For each of the mediation hypotheses being tested (H3c; H8a to 

H8d), a model was first run without the mediation paths then with the mediator. 
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FINDINGS 

The estimate path loading results based on PLS, significance, and R
2
 are presented in Figure 3. To avoid errors in 

statistical conclusion a validity appropriate power level was established (power level at 0.80, and significance level 

of .05) and used to compute the effect size to guarantee statistically significant results and control over the 

possibility of Type I and Type II errors (Hair et al., 2010). The R
2
 values show that the number of predictors used 

in this research for ES (Beta=.133; p<.05) and for INETW (Beta=.116; p<01) are sufficient to explain it. We found 

an acceptable power over .80 (Hair et al, 2010) at 95% and 99% of confidence, respectively. Hence, the 

independent factors proposed in the model were sufficient to explain both. However, this was not the case for 

ONETW (.014) and SE (.012). This may be because in both cases our model considered only one predictive factor 

for the analysis. Additionally, the f-squared for the effect of SC on INETW indicates a small effect (f
2
=0.84). 

HOST, which shows a strong and significant negative effect on ES (λ = -.33; p<.01) at 99% of confidence, was 

included in our model as a control variable. The mediation roles of networking remain as interesting subject details 

throughout this section. Figure 3 below details the abovementioned results, and Appendix B summarizes the 

hypotheses and statistical results that will be discussed below. 

------------------------------------ 

Insert Figure 3 about here 

------------------------------------ 

Systemic Factors as the Roots to Entrepreneurial Success 

This research suggests that systemic factors such as OPP, MIND, and EDU will directly impact ES. To assert this 

claim, this examination begins by proposing that perceived entrepreneurial opportunities will positively and 

directly impact entrepreneurial success (H1a) and inter-organizational (H1b) and individual networks (H1c). 

Remarkably, our results show that none of those suggestions (H1a to H1c) were sustained (see Figure 3 and 

Appendix B).  

 

Secondly, this research postulates that a national mindset toward entrepreneurship directly impacts entrepreneurial 

success (H2). Unfortunately, we did not find a significant direct relationship between MIND and ES. Finally, we 

hypothesized that entrepreneurial education has a direct (H3) and indirect effect through self-efficacy (H3c) on 

entrepreneurial success. However, the EDU received by the entrepreneurs surveyed does not appear to be 

appropriate to provoke a direct significant effect on ES nor indirectly through the enhancement of entrepreneur SE 

since the hypotheses H3a, H3b, and H3c were not supported (see Figure 3 and Appendix B). 

 

All of the abovementioned results provide the foundation for our first finding: Systemic factors in P.R.—

entrepreneurial opportunities, national mindset toward entrepreneurship, and entrepreneurial education—are 

not suitable sources for boosting entrepreneurial success.  
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The Role of Individual Factors in the Likelihood of Entrepreneurial Success 

This paper theorizes that individual factors such as social competence (H4a) and self-efficacy (H5a) may act as 

direct driving forces for entrepreneurial success. In the case of entrepreneur’s SE, this paper suggests that 

perceived SE will negatively impact ES. Additionally, we hypothesized that social competence (H4b) and self-

efficacy (H5b) may affect individual social networking. However, our results show a positive but insignificant 

direct effect from entrepreneur’s SE on ES (H5a). Moreover, from all of the abovementioned hypotheses, H4b was 

the only one to show a significant direct relationship between entrepreneur’s SC with INETW (λ= .265; p < .01). 

Therefore, our second finding is: Entrepreneur’s social competence enhances their individual social networking 

activities. (See Figure 3 and Appendix B)  

 

The Mediating Role of Individual Social Networking and Inter-Organizational Networking 

This research hypothesizes that individual social networks (H6) and inter-organizational networks (H7) have a 

positive direct effect on ES. Surprisingly, our data reveals a significant inverse relationship between INETW and 

ES (λ = .214; p <.05) and an insignificant but still negative effect between ONETW and ES (see Figure 3 and 

Appendix B). Hence, our third finding is: Individual social networks have a negative effect on entrepreneurial 

success. 

 

This paper also suggests that inter-organizational networks mediate the relationship between entrepreneurial 

opportunities and entrepreneurial success (H8a). Additionally, we theorize that individual social networks mediate 

the relationship between entrepreneurial opportunities (H8b), social competence (H8c) and self-efficacy (H8d) 

with entrepreneurial success. Our data reveals an indirect relationship between SC and ES through INETW (H8c).  

Yet, as previously discussed, the relationship between INETW with ES is negative. Therefore, our finding number 

four is: Entrepreneur’s social competence indirectly affects entrepreneurial success through the development of 

individual social networks. However, even when an individual’s social competence enhances their social 

network, the individual social network diminishes their entrepreneurial success (see Figure 3 and Appendix B). 

 

In summary, this research hypothesizes that systemic factors such as national mindset and entrepreneurial 

education and opportunities act as positive drivers for entrepreneurial success. Unfortunately, our findings suggest 

that institutional factors in P.R., as a whole are not functioning as proper providers of the complementary 

relationships needed to create an environment conducive to successful entrepreneurship. On one hand, 

entrepreneurial opportunities and education as well national mindset seem to be too far away to act as catalysts for 

entrepreneurial success. On the other, networks at the individual and inter-organizational levels show an adverse 

effect on entrepreneurial success. In regard to the individual factors under consideration, our findings suggest that 
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even when social competence shows significant indirect effect on entrepreneurial success through individual 

networking, the final outcome is not powerful since individual networks have a negative effect on firm 

performance. On the other hand, perceived self-efficacy obtained through entrepreneurial education seems to be 

insignificant for entrepreneurial success. Thus, for both individual factors we found a limited complementary 

relationship with the institutional structure.  

DISCUSSION 

This study was conducted with entrepreneurs doing business in P.R. who have diverse entrepreneur and firm 

characteristics. This by itself may account for a wide range of differences between surveyed groups and the role of 

each factor under consideration. However, even among those potential differences, the lack of an adequate 

institutional structure conducive to entrepreneurship is present among all the relevant factors.  

 

A study recently published by the SBA Office of Advocacy categorized P.R. as a country that should be in the 

economic development stage known as “innovation-driven.” However, their results showed that P.R.—at 

number17 out of 40 countries surveyed—had not exploited its full potential. In the innovation-driven stage, 

entrepreneurship plays a more important role in increasing economic growth. This study further specified that 

institutions need to be strengthened before entrepreneurial resources can be deployed to drive innovation. 

Consequently, our examination expands upon the abovementioned study by explaining why P.R. has not yet 

attained the innovation driven stage. It reveals that Puerto Rican institutions are neither suitable nor structured to 

lead the local economy from an efficiency-driven to an innovation-driven one.  

 

Stevenson & Jarillo (2007) assert that when an opportunity is detected and individuals are willing, the ability to 

exploit it is vital. In that line of thought, our investigation reveals that the inability of P.R.’s entrepreneurs to 

exploit opportunites is because of their individual networking barriers. Acs & Szerb (2010) demonstrate that a lack 

of adequate networking may prevent countries from reaching the next stage of development. In that sense, our 

findings expand the views of Aponte (2002a), Aponte & Rodríguez (2005), and the 2007 GEM report (Bosma et 

al., 2008), all of which state that the general population in P.R. recognizes that opportunities exist and want to 

follow them, but perceive it is not feasible to do so. Thus, we agree that the problem is not the lack of opportunities 

but add that networks utilized by entrepreneurs at the individual level may represent a barrier to successfully 

exploiting those perceived opportunities. Furthermore, the literature states that networking as part of the 

entrepreneurial attitude may affect the general disposition of a country’s population toward entrepreneurs, 

entrepreneurship, and business start-ups (Acs & Szerb, 2010); and perceptions about entrepreneurship may affect 

the supply and demand of national entrepreneurial activities (Bosma et al., 2008). Therefore, our finding that 

individual social networks have a negative influence on entrepreneurial success may explain the contradiction 

between the positive perceptions toward entrepreneurship reported by Aponte (2002b) and the lower 
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entrepreneurial activity recounted by the 2007 GEM study. However, the reasons why entrepreneur networks at 

individual level have a negative impact on their success are beyond the scope of this study. 

 

As previously mentioned, beliefs, values, and preferences will have direct impacts on economic outcomes (Guiso 

et al., 2006). Nonetheless, our study shows that P.R.’s national mindset toward entrepreneurship is not acting as a 

source of entrepreneurial success. A positive national mindset toward entrepreneurship is essential to developing 

adequate collaborations and institutional and industrial structures and to responding to perceived opportunities 

(Aldrich & Zimmer, 1986); this finding may help to explains why the institutional factors as a whole, are not the 

most adequate for generating a successful entrepreneurial environment.  

 

Changing the mindset of a nation, as Romaguera (2010) states, is an incredibly challenging task that requires 

changing individual mindsets through a well-designed master plan. But, “as culture takes time to change” 

initiatives developed in P.R. since the mid 1990s—which include university level courses on entrepreneurship, 

recognizing entrepreneurial success via media coverage of entrepreneurial award winners and massive awareness 

of entrepreneurship as a pursuable societal goal—are the seeds of the art, science, and process of making an 

entrepreneurial miracle happen (Romaguera, 2010).  

 

However, the entrepreneurial miracle is not a mystical product. As Romaguera (2010) exemplifies, it is part of a 

well-conceived plan of action that primarily requires knowing where we are as a country and where we want to go. 

It is in this sense that entrepreneurial education in P.R. and internationally seems to be scarce (Aponte & 

Rodríguez, 2005; Corduras-Martinez et al., 2010). The problem, as many researchers state, starts with the lack of 

consensus among educators regarding the adequate content of entrepreneurial education (Corduras-Martinez et al, 

2010; Gibb, 2011; Varela, 2011) as well as the lack of understanding that entrepreneurial education should be 

customized to the specific needs of the group they are supposed to influence (Gibb, 2011). Along this line, our 

study confirms Varela (2011) and Gibb (2011), who show that the entrepreneurial education that has a successful 

effect on firm performance is the one that can impact entrepreneurs’ competencies, such as self-efficacy, and 

specific target-groups like new startups and those in the internationalization process. To achieve the desired impact 

of education, entrepreneurial advocates must determine which groups they want to impact and how. This also 

requires a blueprint plan with evaluation, measurement, and corrective action. 

 

In conclusion, those with a stake in entrepreneurial success—government administrators, entrepreneurial 

organizations, business associations, educators, and entrepreneurs—must be aware of all abovementioned 

discoveries to design a master plan that may lead P.R. to build a successful entrepreneurial environment.   

 



18 
 

CONTRIBUTION TO THEORY & PRACTICE 

This study examines the impact of systemic and individual factors on entrepreneurial success using the island of 

P.R. as a case study. Limited scholarly research has been conducted on the entrepreneurial environment in P.R., 

and examinations of institutional and individual factors together are even scarcer. Moreover, no scholarly work has 

been conducted that analyzes the mediating roles of individual and inter-organizational networks on the island, 

making this a groundbreaking investigation. 

 

This research adds to the body of entrepreneurship theory demonstrating the relationships and factors that may 

facilitate or hinder entrepreneurial success. Our research suggests that a better interconnected entrepreneurial 

system and stronger individual competencies may be necessary for both practitioners and policy makers to develop 

a master plan that may contribute to improving the current and prospective entrepreneurial environment. Hence, 

the results of our research could be used to assist policy makers, entrepreneurial advocacy organizations, and 

entrepreneurs themselves with carrying out their entrepreneurial goals. Policy makers should be aware of the 

necessity of designing an integrative system through their policies and programs that help interlock entrepreneurial 

opportunities and education and a national mindset favorable to entrepreneurship for both current and future 

generations. Entrepreneurial advocacy organizations, for their part, should continue strengthening the inter-

organizational networks that now seem to be very helpful for entrepreneurs, yet at the same time review the overall 

content of their programs. Entrepreneurs themselves should reevaluate the use and composition of their individual 

networks as well as their entrepreneurial competencies. In that line, academic institutions and entrepreneurial 

organizations that have programs geared toward entrepreneurs should be informed about the systemic and 

individual deficiencies so they may enhance their curriculum design for current and future entrepreneurs.  

 

LIMITATIONS 

The size and composition of our sample may limit the generalization of our findings as our sample is specific to 

entrepreneurs doing business in P.R. A wide variety of entrepreneurs were included in our sample to take into 

account their diverse individual and firm characteristics. However, the purpose of this study was to examine the 

systemic and individual factors that may facilitate or hinder entrepreneurial success in P.R., and our results may 

provide a basis for other countries. Yet, they should be examined bearing in mind each country’s individual 

context. In addition, constructs were measured by respondents who self-reported information about their firms and 

perceptions and may be inherently biased. That being said, potential bias is considered a minimal risk in this case 

for the development of practice-relevant theory as respondents were not asked to identify themselves or their 

organizations (Venkatraman & Ramanujam, 1986).  
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FUTURE RESEARCH 

Our work suggests the need for further research on other possible interactions between institutional and individual 

factors that may help to develop a successful entrepreneurial environment, such as the mediator role of perceived 

opportunities or the impact of entrepreneurial policies and programs as moderator. Further research on individual 

and systemic factors not included in this research is also recommended such as the role of financial capital, more 

specifically the effect of individuals’ savings and the availability of investors. Lastly, based on our results, 

additional research into the composition, use, and development process of individual social networks, specifically, 

is advised. 
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Appendix A:  

Measurement Model Results 

Table A1  

Final Pattern Matrix
a 

 

  
Factor 

Promo Mind ONetw Edu Host Adapt SE Opp Perc Expr INetw 

(Q16_5) .891                     

(Q16_6) .889                     

(Q16_4) .803                     

(Q16_3) .626                     

(Q11_2)   -.935                   

(Q11_4)   -.805                   

(Q11_1)   -.803                   

(Q11_3)   -.793                   

(Q17_3)     .945                 

(Q17_4)     .933                 

(Q17_1)     .795                 

(Q17_2)     .788                 

(Q17_5)     .739                 

(Q10_2)       .947               

(Q10_3)       .878               

(Q10_1)       .613               

(Q20_1)         -.863             

(Q20_3)         -.791             

(Q20_2)         -.721             

(Q15_5)           -.885           

(Q15_4)           -.765           

(Q15_2)         .211 -.703           

(Q15_1)           -.618           

(Q13_3)             -.926         

(Q13_2)             -.768         

(Q13_4)             -.743         

(Q13_1)         -.237   -.663         

(Q12_1)               .913       

(Q12_2)               .832       

(Q14_2)                 .866     

(Q14_3)                 .746     

(Q14_4)                 .691     

(Q14_1)                 .595     

(Q16_1)                   .913   

(Q16_2)                   .901   

(Q18_3)                     -.767 

(Q18_5)                     -.766 

(Q18_4)                     -.732 
a
 12 items deleted/ 3

rd
 version 
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Table A2:  

Confirmatory Factor Analysis: Loading and Measurement Properties of Constructs 

 
 
  Construct/ Items 

Loadings/ 
Weights t-Value AVE Composite Reliability Communalities 

1 Promotion     0.77 0.93   

  Q16_3_1 0.7564 20.3088     0.5722 

  Q16_4_1 0.9087 28.9024     0.8258 

  Q16_5_1 0.9306 30.0956     0.866 

  Q16_6_1 0.9025 28.4506     0.8145 

2 National Mindset     0.817 0.947   

  Q11_1_1 0.8868 36.7491     0.7864 

  Q11_2_1 0.9141 44.5225     0.8357 

  Q11_3_1 0.9162 52.5999     0.8395 

  Q11_4_1 0.8986 39.6549     0.8074 

3 
Inter-Organizational 

Networks     0.775 0.945   

  Q17_1_1 0.8559 26.9619     0.7326 

  Q17_2_1 0.8471 25.7777     0.7176 

  Q17_3_1 0.9333 28.1935     0.8711 

  Q17_4_1 0.9331 30.7195     0.8707 

  Q17_5_1 0.8263 27.1805     0.6828 

4 Education     0.772 0.91   

  Q10_1_1 0.7871 25.1831     0.6196 

  Q10_2_1 0.9252 26.6255     0.8559 

  Q10_3_1 0.9169 23.6663     0.8408 

5 Hostility     0.79 0.919   

  Q20_1_1 0.9037 37.2128     0.8167 

  Q20_2_1 0.8547 54.852     0.7305 

  Q20_3_1 0.9073 38.4972     0.8231 

6 Adaptability     0.702 0.904   

  Q15_1_1 0.799 21.3127     0.6385 

  Q15_2_1 0.8365 24.7434     0.6998 

  Q15_4_1 0.8514 19.7499     0.725 

  Q15_5_1 0.8633 18.709     0.7453 

7 Self-Efficacy     0.733 0.916   

  Q13_1_1 0.8217 15.1947     0.6753 

  Q13_2_1 0.8521 19.295     0.7262 

  Q13_3_1 0.9086 17.6227     0.8256 

  Q13_4_1 0.8394 18.6761     0.7047 

8 Opportunities     0.883 0.938   

  Q12_1_1 0.9399 86.787     0.8834 

  Q12_2_1 0.9399 86.787     0.8834 

9 Perception     0.684 0.896   

  Q14_1_1 0.7704 19.7143     0.5936 

  Q14_2_1 0.8916 27.3927     0.795 

  Q14_3_1 0.8576 26.7221     0.7355 

  Q14_4_1 0.7812 17.3595     0.6103 

10 Expressiveness     0.911 0.953   

  Q16_1_1 0.9545 112.9245     0.911 

  Q16_2_1 0.9545 112.9245     0.911 

11 
Individual 

Networking     0.733 0.892   

  Q18_3_1 0.8623 28.7039     0.7435 

  Q18_4_1 0.8411 27.7983     0.7074 

  Q18_5_1 0.8648 27.0316     0.7479 

DV_Formative             

  Firm Performance     0.381 0.746   

  Q35_1 0.3318 11.8367     0.4143 

  Q36_1 0.3318 11.2715     0.4126 

  NPM_AVG 0.3318 13.953     0.4376 

  SGR_AVG 0.3318 21.2274     0.5257 

  Empl_AVG 0.3318 4.5872     0.1163 
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APPENDIX B:  

Summary of Hypotheses Results 

             
  Path 

Loading 

(λ) 

H0 

Accepted 

H1 1a: Perceived entrepreneurial opportunities will positively impact 

entrepreneurial success, when controlling for environmental hostility. 
.051 ns NO 

1b: Perceived entrepreneurial opportunities will positively impact inter-

organizational networking, when controlling for environmental hostility. 
-.118 ns NO 

1c: Perceived entrepreneurial opportunities will positively impact 

individual social networking, when controlling for environmental hostility. 
.091 ns NO 

H2  2: National mindset will directly impact entrepreneurial success, when 

controlling for environmental hostility. 
-.091 ns NO 

H3 3a: Appropriate content of entrepreneurial education will positively 

impact entrepreneurial success, when controlling for environmental 

hostility. 

-.059 ns NO 

3b: Appropriate content in entrepreneurial education will positively 

impact individual self-efficacy, when controlling for environmental 

hostility. 

.111 ns NO 

3c: Self-efficacy will partially mediate the relationship between 

entrepreneurial education and entrepreneurial success, when controlling 

for environmental hostility. 

  

NO 

 

 

H4 4a: An entrepreneur’s social competence will positively impact 

entrepreneurial success, when controlling for environmental hostility. 
.153 ns NO 

4b: An entrepreneur’s social competence will positively impact individual 

social networks, when controlling for environmental hostility. 

.265*** YES 

H5 5a: Perceived self-efficacy will negatively impact entrepreneurial success, 

when controlling for environmental hostility. 
.057 ns NO 

5b: Perceived self-efficacy will impact individual social networks, when 

controlling for environmental hostility. 

.086 ns NO 

H6 6: Individual social network activities will positively impact 

entrepreneurial success, when controlling for environmental hostility. 

-.214** NO,  

H7 7: Inter-organizational network activities will positively impact 

entrepreneurial success, when controlling for environmental hostility. 
-.015 ns NO 

H8 8a: Inter-organizational network activities will partially mediate the 

relationship between opportunities and entrepreneurial success, when 

controlling for environmental hostility. 

 

 

 

NO 

8b: Individual social networking activities will partially mediate the 

relationship between opportunities and entrepreneurial success, when 

controlling for environmental hostility. 

 NO 

8c: Individual social network activities will indirectly mediate the 

relationship between social competence and entrepreneurial success, when 

controlling for environmental hostility. 

 YES 

8d: Individual social networking activities will partially mediate the 

relationship between self-efficacy and entrepreneurial success, when 

controlling for environmental hostility. 

 NO 
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APPENDIX C:  
Survey Respondent Socio-Demographic Information and Firm Characteristics 

 
Socio-Demographic Groups  % 

Education     

  Technical College or Less 23% 

  Bachelor’s degree or Higher 77% 

Gender    

  Male 72% 

  Female 28% 

Business Attempt(s)    

  First Attempt 61% 

  2 or More 39% 

Age    

Think 30 or Less 81% 

  31 or More 19% 

1st Venture 30 or Less 56% 

  31 or More 44% 

Current Venture 30 or Less 40% 

  31 or More 60% 

Current Age 30 or Less 10% 

  31 or More 90% 

Motivations    

  Market opportunity 26% 

  Lost job 20% 

  Don't want to work for anyone 19% 

  Family business 14% 

  Wanted to be an entrepreneur 21% 

Family Background    

  Self-Employed 43% 

  Employee 57% 

Firm Characteristics Groups % 

Industry 
 
Retail 

 
22% 

  Manufacturing 12% 

  Wholesale 7% 

  Construction 12% 

  Transportation 4% 

  Communication 2% 

  Financial  0% 

  Professional Service 41% 

  Others 1% 

Scope 
 
Global 

 
5% 

  International 8% 

  Island-wide 42% 

  Regional 24% 

  Local 22% 

Region 
 
North 

 
36% 

  South 8% 

  East 8% 

  West 44% 

  Central 4% 

Years in Current 
Business 

 
1 year or less 

 
9% 

  2 to 3 years 27% 

  4 to 5 years 13% 

  5 to 10 years 23% 

  More than 10 years 38% 
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FIGURE 3:  

PLS Results of Proposed Structural Model without Moderators 
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Table 1:  

DESCRIPTIVE STATISTICS, CORRELATIONS, AND CRONBACH’S ALPHAS 

 

Factor Promo Mind ONetw Edu Host Adapt SE Opp Perce Expre INetw Mean SD 

Promo (0.9)           3.7305 .7794 

Mind -.171 (.925)          2.8263 1.042 

ONetw .111 -.200 (.926)         3.0295 .9172 

Edu -.069 -.175 .146 (.849)        3.0483 1.033 

Host -.138 .327 -.080 -.162 (.867)       2.9641 1.064 

Adapt -.138 .110 -.026 .076 .011 (.857)      4.4063 .5960 

SE -.123 .075 -.041 -.058 .065 .281 (.874)     4.3559 .5793 

Opp .026 .042 -.060 .039 .014 -.032 -.175 (.868)    3.4081 1.116 

Percep .169 .073 .014 -.006 .028 -.341 -.323 .166 (.842)   4.0966 .4912 

Expres .207 -.212 -.048 .144 -.020 -.142 -.002 .044 .026 (.90)  3.6974 .8410 

INetw -.139 -.013 -.171 -.017 .214 .273 .117 -.079 -.154 .016 (.817) 3.2500 .8535 

Note. Figures in parentheses are Cronbach’s Alphas. 
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INTRODUCTION 

From a macroeconomic point of view the core element of the market process is to intermit 

new ideas and new ventures to a selection process. From evolutionary theory we know the 

basic pattern of variation, selection, and retention (Aldrich and Martinez 2001) that mirrors 

the logic of the market process as well. As for new ideas and start-ups, this logic implies that 

only a part of the initial population is able to survive over a longer period of time. Statistics 

on insolvencies (e.g. Creditreform 2009; Schrör 2009) as well as numerous empirical work 

(Mata and Portugal 1994; Wagner 1994; Mahmood 2000; Fritsch and Weyh 2006; Brüderl et 

al. 2007) reveal that almost 50% of new ventures fail within five years after foundation. Ten 

years after founding, however, ‘age’ as a variable loses its influence on the survival of the 

firm (Wagner 1994; Mahmood 2000). After this time, only ten percent of the initial 

population remains in the market wherefore Timmons and Spinelli (2007: 84) state: “[…] 

for new businesses, […] failure is the rule, not the exception“.  

 

However, in the face of the manifold liabilities of new ventures these results are not 

surprising. Start-ups are confronted with liabilities of newness and adolescence (e.g. 

reputation disadvantages of new ventures) (Stinchcombe 1965; Brüderl and Schüssler 1990), 

liabilities of smallness (Aldrich and Auster 1986), and in case of international 

entrepreneurship liabilities of foreignness (Hymer 1976; Zaheer 1995). A higher longevity of 

the ventures could be desirable from a macroeconomic and microeconomic view as well. It 

would strengthen the positive new venture effects of economic renewal and employment 

creation (Fritsch et al. 2004; Hagen et al. 2011). Therefore, this phenomenon of 

entrepreneurial failure is the centerpiece of this paper. 

 

There is a striking evidence as for the asymmetry between research on critical success factors 

on the one hand and research on factors causing business failure on the other. Besides the 

vast literature on key success factors (e.g. Stuart and Abetti 1987; Roure and Keely 1990; 

Cooper et al. 1994; Baptista et al. 2007), little has been said about the final reasons of failure 

(for further comments on this issue see also Bruno and Leidecker 1988; McGrath 1999; 

Zacharakis et al. 1999; Shepherd 2003; Cope et al. 2004). Notably, success and failure are not 

two sides of the same coin considering that research seldom conceptualizes successful 

ventures as non-failed (Castrogiovanni 1996). Despite that, research on success factors is 



3 

 

somewhat questioned in terms of rigor and relevance (Kieser and Nicolai 2005). There are 

numerous ways to be successful and every day the number of promising options grows. For 

example, Timmons and Spinelli (2007) identifiy more than one hundred success factors. 

Oppositely, however, we can expect that for the very nature of entrepreneurial failure only a 

limited set of factors applies and that failure paths seem to be rather similar if we compare 

insolvent firms.  

 

The run of events is a critical dimension since failure is the negative outcome of the last stage 

of a corporate crisis. Business research presumes that corporate crises are complex 

phenomena of oftentimes long-term evolved trajectories of manifold and interrelated causes 

(Seeger et al. 2003). It is not easy to separate causes, effects, and symptoms of a firm’s crisis. 

Therefore we presume that the aim to figure out stand-alone factors of success and failure is 

quite questionable. But especially in context of failure it seems that processes of business 

failure evolve and form a pattern. Moreover, we assume that there might be some typical 

factors that trigger processes of failure. E.g. shrinking turnover causes financial trouble which 

often ends in a bad reputation and so forth. Thus, a more or less self-energizing process is 

triggered and runs along an often precarious path. To date, we know little about these 

patterns. Related to the status quo of research on business failure Thornhill and Amit (2003, 

p. 479) state: "[T]he mechanics of firm failure remains an understudied phenomenon". In this 

context Sitkin (1992) emphasises the comparatively high benefits stemming from analyzing 

entrepreneurial failure – an up to now widely unnoticed remark. 

 

Against this background, we scrutinize causes and effects of entrepreneurial failure. Thereby 

we address a research gap by raising the research question: What are reasons and patterns of 

entrepreneurial failure? To answer our question, we proceed as follows: First, we provide a 

basic understanding of the subject matter of entrepreneurial failure and highlight the status 

quo of research on entrepreneurial failure. Related to that, we employ competence-based 

theory of the firm (henceforth: CbTF) as a branch of research on dynamic capabilities 

(Freiling et al. 2008) which belongs to the interpretive paradigm (Burrell and Morgan 1979). 

On this basis we deduce main causes for and patterns of entrepreneurial failure and draft a 

priori propositions which is in line with the abductive research process of our study. Finally, 

we give insight in our case-study designed empirical work, discuss our findings and give a 

brief outlook on further research possibilities. 
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CONCEPTUAL FOUNDATIONS AND STATE OF THE ART OF ENTREPRENEURIAL FAILURE 

Before we address research on causes of entrepreneurial failure, we outline a measure for 

entrepreneurial failure. Thereby we refer to Watson and Everett (1993) who present four 

measures of entrepreneurial failure: (1) insufficient revenues, (2) discontinuity (change of 

ownership, closure) for any reason, (3) liquidation or sale to prevent further losses, and (4) 

bankruptcy. 

 

It is somewhat difficult to establish an overall understanding of entrepreneurial failure as 

these measures comprise different elements and range on different levels. The most 

undoubted indicator of business failure is bankruptcy but only a minor part of failed ventures 

really go bankrupt while the most are liquidated (Egeln et al 2010; Hagen et al. 2011). 

Liquidation or sale of a company to avoid further losses imply actions due to business 

distress as key deciders see no more opportunities for success. Inadequate revenues, 

however, not necessarily require situations of acute distress and characterize so-called 

’living dead‘ ventures (Ruhnka et al. 1992; DeTienne et al. 2008) that still exist on the 

market but generate marginal revenue compared to the original expectations of founders and 

investors. For this reason we argue that bankruptcy, liquidation, and sale to avoid further 

losses as well as ‘living deads’ are adequate measures of new venture failure while 

discontinuations for any reason, however, can also be attributed to acquisitions of rather 

successful firms or personal reasons such as illness or age and are therefore not regarded as 

entrepreneurial failures within the scope of this paper. In this sense, entrepreneurial failure is 

the final step of a more or less long-lasting negative development. 

 

The phenomenon of entrepreneurial failure is far from being well explored in business 

research although many studies focus on the analysis of insolvency and crisis (Hall 1992; 

Stokes and Blackburn 2001; Bates 2005; Saridakis et al. 2008). Based on a literature review 

about the failure of businesses in general, Crutzen and van Caillie (2008) point out that most 

contributions either employ an organizational or a financial approach to research on business 

failure. This goes along with a preference to focus on specific stages of the failure process. 

While organizational approaches tend to focus on the early stages and therefore on the 

causes of the failure process, financial approaches (cf. Balcaen and Ooghe 2006) pinpoint 
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the last stages and their respective financial indicators of failure (Crutzen and Van Caillie 

2008). In sum, the outcome of existing research is quite heterogeneous and addresses 

different parts of the causal chain of entrepreneurial failure. Financial approaches mostly 

examine operational factors (e.g. measuring indebtedness, cash flow to net sales ratio, or 

cash flow to total debt ratio) and, thus, address more the symptoms associated with the 

economic situation of the venture rather than focusing relevant strategic aspects (Laitinen 

1992; Sullivan et al. 1995). While ‘failure prediction models’ allow estimating the 

probability of venture failure and therefore provide monitoring information for investors, 

they do not contain meaningful information on the root causes allowing a deeper 

understanding of failure reasons as well as sound implications for entrepreneurial decision-

making. To derive managerial implications, identification of causal relationships of new 

venture failure is needed (Abdelsamed and Kindling 1978). As mentioned above, earlier 

steps of entrepreneurial failure are addressed by organizational research approaches on 

critical factors of entrepreneurial failure that we will outline next. 

 

The hazard rate of new ventures is addressed by manifold studies based on population 

ecology theory (Hannan and Freeman 1977) that address obstacles of new ventures by 

liabilities (e.g. ’liability of smallness‘ (Welsh and White 1981; Aldrich and Auster 1986) and 

’liability of newness and adolescence‘ (Stinchcombe 1965; Hannan and Freeman 1984; 

Brüderl and Schüssler 1990; Fichman and Levinthal 1991)). Related to that, Audretsch and 

Mahmood (1995) state that a low initial firm size, the market entry in times of high 

unemployment and macroeconomic downturns, founding in a capital-intense industry and 

the ownership structure of subsidiaries are hazardous to new venture survival. The findings 

of Mata et al. (1995) suggest that founding in periods of high rates of entry activity in the 

new ventures’ industry and founding in a shrinking industry have a negative impact on 

survival. Thornhill and Amit (2003) acknowledge age-varying determinants of firm failure. 

By applying resource-based theory they find that failure of young firms is caused by a lack 

of valuable resources and capabilities (in particular deficiencies in general management and 

financial management abilities), while failure of older firms is related to insufficiently 

coping with the challenges of a changing competitive environment. With respect to the aim 

of deriving managerial implications, the deterministic approach of population ecology 

studies points to external causes of failure that can hardly be influenced by entrepreneurs. 

However, just in case of entrepreneurial failure, internal factors seem to matter and 
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entrepreneurs have considerable discretion as for the run of events of their venture. 

Therefore, a more voluntaristic perspective is necessary to better understand the entire set of 

factors related to start-up failure. We will address this later in more detail below. 

 

In particular in the context of entrepreneurship research we know comparatively little about 

the root causes of failure (Bruno and Leidecker 1988; Cope et al. 2004). Table 1 portrays 

manifold findings whereby lacks of capitalization and management skills as well as doubtful 

strategic decisions are pointed out as main problematic areas of new venture failure 

(Duchesneau and Gartner 1990; Venkataraman et al. 1990; Bruno et al. 1992; Lussier 1995; 

Zacherakis et al. 1999; Egeln et al. 2010).  

 

- insert table 1 about here - 

 

Most research highlights that managerial shortfalls of founders predominantly have a 

considerable impact on new venture failure. These deficiencies are particularly relevant in 

early phases of the start-up process as main reasons for bankruptcy (Pennings et al. 1998; 

Stam et al. 2010). The finding is rather unspecific for no generalizable deficiencies can be 

specified. Moreover, the causality is not really surprising facing the oftentimes small number 

of people involved in managing the venture in early stages of development. Independent 

from insolvency surveys, there is some empirical evidence that the availability of 

entrepreneurial skills positively correlates with entrepreneurial performance (e.g. Bates 1985 

and 1990; Stuart and Abetti 1990; Brüderl et al. 1992; Herron and Robinson 1993; Chandler 

and Hanks 1994; Storey 1994; Brüderl and Preisendörfer 2000; Lee et al. 2001). Colombo 

and Grilli (2007) analyze the relation between entrepreneurs’ human capital and growth of 

new technology-based firms based on econometric models. Their findings indirectly reveal 

that entrepreneurs of technology-based firms possess a very different set of skills and, 

therefore, prefer working in teams for the purpose of closing managerial gaps and triggering 

synergies. Freiling (2009) analyzes statistical surveys on managerial problems of founders. 

The commonalities are rather obvious: Insufficient knowledge and skills in the realm of 

finance, accounting, and taxes on the one hand and marketing issues on the other are the 

most critical shortfalls of founders. As for human capital, Cooper et al. (1994) and Dahlqvist 

et al. (2000) note that general human capital is related to entrepreneurial failure. Rauch and 
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Rijsdijk (2012) added to this debate that special human capital has direct negative effects on 

business failure.  

 

Besides economic reasons of new venture failure there seem to be quite meaningful findings 

from behavioural theory dealing with entrepreneurial failure. Entrepreneurship research has 

pointed out that entrepreneurs are more prone to heuristics and certain cognitive biases than 

other people (Busenitz and Barney 1997). They argue that established firms are more likely 

to have developed routines in decision-making that reduce the complexity in decision-

making for managers in a reasonable manner (Nelson and Winter 1982), while start-ups 

typically lack such routines due to their short history, causing entrepreneurs to (over-

)simplify decision-making by relying on biases and heuristics. Despite the effect of 

complexity reduction, this may lead to serious and often path-related errors. E.g., Ucbasaran 

et al. (2010) note that entrepreneurs, compared to non-entrepreneurs, have a greater tendency 

to be over-optimistic. Hmieleski and Baron (2009) state a negative relationship between 

entrepreneurs’ optimism and the performance (in terms of revenue and employment growth) 

of their new ventures. In this context, Cassar (2010) finds empirical evidence for 

considerable over-optimism in nascent entrepreneurs’ expectations that end up in over-

estimation of the business’ future performance. Surprisingly, (nascent) entrepreneurs who do 

business planning reveal even stronger effects of the over-optimism bias than those who do 

not. This is consistent with the findings of Forbes (2005). Entrepreneurs exhibit more 

overconfidence the higher their firm’s managerial scope in terms of scanning, analysing and 

planning is. In the context of failure, over-optimistic business planning, e.g. in terms of 

turnover forecast, may (mis-)lead the entrepreneur to expenses based on turnovers only 

expected by the entrepreneur. Besides this potential threat of liquidity problems it seems 

rather obvious that overconfident entrepreneurs get frustrated when facing unexpected 

outcomes. This may finally lead to business closures.  

 

Understanding entrepreneurial failure as a process involves a closer look at the run of events. 

Organizational crises usually develop over a longer period of time. With respect to the 

mentioned managerial shortcomings and to the finding of poor strategic decisions of failed 

entrepreneurs as main causes of new venture failure we need to take a closer look at the 

mechanisms that prevent start-ups from turning back to a sound organizational path of 

development. Insofar, we need to better understand phenomena like lacking responsiveness 
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and persistence of poor strategic decisions in the context of organizational trajectories of the 

new venture. These phenomena may be closely related to the already mentioned cognitive 

biases.  

 

The reason for this is that ventures typically show up in competition with rather scarce 

resources so that initial decisions go along with considerable organizational commitment. As 

path dependence research (Sydow et al. 2009) and research on organizational decline 

suggest, ventures may be locked-in on unfavourable organizational paths - often without 

considerable chances to break them. Against this background, research on organizational 

decline and path dependence stresses the importance of prior successful and well-established 

routines. Routines and heuristics enable entrepreneurs to efficiently resolve recurring 

problems. While routines provide the venture with stability and predictability in their 

activities, they often simultaneously reduce the firm’s responsiveness - be it caused by 

irreversible investments or by cognitive inertia. Thus, many scholars point to the ‘success 

breeds failure’ phenomenon (Miller 1990, 1994; Whyte et al. 1997; Audia et al. 2000; 

DeNicolis-Bragger et al. 2003; Barnett and Pontikes 2008) that rests on a non-reflection and 

non-questioning of successful routines and heuristics. In this sense, entrepreneurs could 

make use of dysfunctional routines and/or heuristics when new or adjusted solutions are 

necessary. The reasoning is similar to the Leonard-Barton (1992) debate on core rigidities. 

Dysfunctional persistence of established and formerly successful routines is core of the 

threat rigidity phenomenon as well. But while ‘success breeds failure’ addresses causes for 

crisis development, threat rigidity refers to the reaction to threatening situations in the realm 

of avoidance strategies and an increasing non-recognition of the organizational environment 

(Kiesler and Sproull 1982; D'Aveni and MacMillan 1990), e.g. because of uncertainty about 

the effectiveness of new patterns of action (Staw et al. 1981; Hambrick and D’Aveni 1988).  

 

Besides dysfunctionality of successful routines, escalating commitment points to the effects 

of unsuccessful actions and decisions in terms of mental lock-ins. While resource 

commitment involves investment decisions in connection with sunk costs (Staw 1997), 

cognitive commitment refers to the motive of self-justification. That is, decisions and their 

respective consequences are to be justified to oneself and to others which triggers 

suppression or misinterpretation of negative feedback. Cognitive commitment occurs when 

decision makers feel personally responsible and is caused by fears of failure (of possible 
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consequences, such as loss of face) or too high levels of self-efficacy as to one’s own 

problem solution capability (which is closely related the concept of internal locus of control, 

cf. Staw and Ross 1987; McCarthy et al. 1993; Staw, 1997; Whyte et al. 1997). Closely 

related to that, Kiesler and Sproull (1982: 560-561) highlight the role of mental models that 

reflect in cognitive and emotional dependence to planning efforts: „When managers have a 

personal stake in the plans, they will be likely to underinterpret stimuli indicating planning 

failures or overinterpret stimuli indicating planning success.“ We can assume that 

underinterpreting stimuli that indicated planning failures is also closely related to self-

justification. 

 

With respect to the state of research on new venture failure we conclude the following 

interim result: Considering the findings on organizational decline and behavioural research 

we need to be aware of root causes that may stimulate or contribute to escalation of processes 

of new venture failure that are usually looked at from an economic perspective by 

entrepreneurship researchers. In spite of organizational approaches of research on 

entrepreneurial failure, there is striking evidence of the heterogeneity of research designs 

applied and the heterogeneity of their findings. Thus, the picture of strategic aspects relevant 

to entrepreneurial failure is still vague and rather diffuse. Moreover, empirical surveys on the 

causes of entrepreneurial failure do not tell us meaningful details on the causal chains and the 

run of events in case of failure. Causes, effects and symptoms are neither explicitly pointed 

out nor aligned in a causal relationship. Moreover, empirical research relies predominantly on 

quantitative methods (as for some exceptions see Bruno et al. 1992; Zacherakis et al. 1999; 

Pleschak et al. 2002) and lacks theoretical background. The lack of longitudinal studies is 

rather evident and marks a cornerstone for further research on this issue (Rindfleisch 2011). 

This situation relies to a large extent on the problem of identifying failed entrepreneurs 

willing to tell their story. Besides that, empirical research in this realm is problematic since 

cognitive biases of failed entrepreneurs oftentimes play an important role.  Attribution theory 

(Weiner 1986) stresses the self-serving bias and actor-observer bias that entrepreneurs tend to 

attribute failure to external factors whereas they trace back causes of success to their own 

personal behalf (Zacharakis et al. 1999; Silvia and Duval 2001). E.g. in the survey of Egeln et 

al. (2010), 37% of asked entrepreneurs claimed a negative market development as a cause of 

the failure of their ventures – despite the fact of overall positive rates of market growth in 

their respective branches during the period of their existence. Yet, the methodological 
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problem of a single informant bias (Kumar et al. 1993; Ernst 2003) is not adequately 

considered in research on new venture failure. We will address this in more detail in our 

research methodology section. 

THEORETICAL EXPLANATIONS AND A PRIORI CAUSALITIES  

Theoretical Approaches and the Nature of Entrepreneurial Action 

Business and management studies deal with different paradigms and theoretical traditions. 

E.g. in market equilibrium, there is no room for entrepreneurial action. Aspects of 

incomplete and asymmetrically distributed information, undiscovered opportunities, 

different levels of motivation, lacking skills and capabilities, however, are - as cornerstones 

of entrepreneurial action - dynamic real-world phenomena and should be addressed by 

theoretical frameworks. What are adequate theories? The search starts with considering 

antecedents that reflect the reality of new venture processes. In order to address this issue in 

more detail below we need to recall for the essence of entrepreneurial action. 

 

With respect to the very nature of venturing we can summarize that founding new firms by 

entrepreneurs - be it stand alone or in teams - happens in a typical context: Every 

entrepreneur is equipped with an individual (and incomplete) set of information, knowledge, 

skills, and ambition. Entrepreneurs strive for satisfying their needs (Campbell 1992) - be 

they of the economic (e.g. income, profit), social, or psychological kind. Besides the findings 

from goal setting theory (e.g. Locke and Latham 2002), entrepreneurship research tells us 

that creative freedom, autonomy, and self-realization besides economic issues rank among 

the top motives that drive entrepreneurial action and start-up processes (Kuratko et al. 1997). 

Different from persons scrutinized in typical areas of business research, entrepreneurs are 

people equipped with a willingness to shape the outer environment to position their firms 

and themselves in a favourable fashion. An internal locus of control is the according feature 

that entrepreneurship research often uses to address the nature of entrepreneurs (e.g. Kroeck 

et al. 2010). It reflects the rather voluntaristic viewpoint as for the relationship between 

entrepreneurs and their firms on the one hand and business environments on the other. 

Finally, understanding the nature of venturing takes an explicit consideration of time. 

Entrepreneurs start with certain competitive moves. These moves force themselves and 

maybe even other parties to make related decisions. This causes competitive dynamics and 
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often creates moderate states of path dependence. It suggests that time and, therefore, the 

chronological order of the run of events play a pivotal role.  

 

In terms of the paradigmatic grid developed by Burrell and Morgan (1979), the cluster of the 

‘interpretive paradigm’ represents a sound starting point for understanding entrepreneurial 

failure in terms of the core assumptions. Referring to Freiling et al. (2008), theories of this 

tradition primarily assume: subjectivism of the people, radical uncertainty, moderate 

voluntarism and relevance of time. As for human behaviour, there are different concepts how 

to model it. However, all the concepts employed have a common denominator. Different 

from the homo oeconomicus concept, they regard people as striving for making rational 

decisions, equipped with free will and trying to modify the set of targets, means, and 

alternatives in a manner that is favourable from their personal point of view (Mises 1949). 

Mostly, people are not able to make perfectly rational decisions. Due to a lack of 

information, knowledge, skills, and experience, they decide according to the ‘trial and error’ 

notion that is mirrored in von Mises’ (1949) concept of the acting man (homo agens). More 

than that, perception and evaluation schemes among people differ and cognitive biases occur 

that might lead to misinterpretations and misbelieves. In this respect, people often make 

promises they are unable to keep. The last aspect holds particularly true in case of over-

optimistic entrepreneurs. Insofar, the rather new envelope concept of ‘bounded reliability’ 

(Verbeke and Greidanus 2009) is a sound candidate to consider this and to replace the over-

simplistic concept of ‘bounded rationality’.  

 

Comparing the reality of start-up endeavours in the context of entrepreneurial failure as 

outlined above with these antecedents, we conclude that this set of assumptions is to a large 

extent able to reflect entrepreneurship reality. Insofar, we adopt this set of antecedents 

henceforth and employ the competence-based theory of the firm (CbTF) to develop cause-

and-effect structures that shed light on entrepreneurial failure as the dependent variable by 

addressing firm’s resources and capabilities as crucial drivers of failure processes. 

 

A Competence-based View on Entrepreneurial Failure 

Since the explanandum of CbTF is competitiveness or survivability, respectively, this theory 

is directly related to the research question of our paper. Building on market process theory of 

the Austrian School (e.g. Mises 1949), CbTF deals with the notion of trial and error. Due to 
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incomplete and asymmetrically dispersed knowledge in the market people develop 

expectations based on prior knowledge as a frame of reference for decision-making. Due to 

uncertainty, the real outcome of decisions is in most cases different from the expected. This 

causes adapted expectations and new actions - and so forth. However, based on the 

availability and use of knowledge and skills there are sometimes monumental differences 

among entrepreneurs. The differences cause a specific handling of the entrepreneurial 

actions that help explaining performance measures such as survivability or competitiveness.  

 

When looking for reasons for unbalanced entrepreneurial skills and poor decision making, 

we come back to the antecedent of subjectivism. Since organizations as well as people differ 

in what they know, can, and want and idiosyncrasies are a pervasive fact of (economic) life, 

it is not astonishing at all, that successful and non-successful entrepreneurs differ in this 

respect. The results of empirical surveys (cf. section 2) on this research topic clearly support 

this reasoning. In addition to that, these studies specify the deficiencies related to the start-up 

process. We consider CbTF useful to explain entrepreneurial problems in connection with 

assets, resources, skills, and capabilities and employ the terminology in terms of Freiling et 

al. (2008).  

 

Entrepreneurial action requires the availability of a certain resource endowment and, in 

particular, knowledge and skills. CbTF considers firms as open systems (Sanchez and Heene 

1996) that are permanently in touch with external parties (customers, suppliers, collaboration 

partners, consultancies etc.). Figure 1 portrays the interfaces of the firm to the business 

environment and at the same time illuminates issues of internal coordination. In fact, the 

exchange processes with external partners and the internal coordination are close to the 

exploitative actions addressed above while renewal allows for addressing the explorative side 

of entrepreneurship. In this context, some potential bottlenecks appear that may cause an 

insufficient handling of entrepreneurial activities. These bottlenecks can be located within the 

value-added system of the firm as portrayed in the middle of figure 1. The problems can be 

fixed by integrating external assets of the different kind or by fostering internal development 

processes of the firm. 

 

- insert figure 1 about here – 
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Commencing with the elements of the value-added system, there might be absolute 

bottlenecks when the resource endowment is simply too scarce to be competitive. In this 

context, the firm might be equipped with an insufficient amount of financial capital, human 

resources, market assets and so forth. The bottleneck can be located in one category of 

assets, as empirical surveys quite often reveal. Empirically relevant is to a large extent the 

case when bottlenecks are an inter-related problem of the entire resource endowment, so that 

many problems need to be fixed almost simultaneously.  

 

Market process theory and, in particular, CbTF tell us that the resource endowment of firms 

is constantly in a state of flux. Accordingly, entrepreneurs are often in a position to 

overcome critical bottlenecks. This, however, requires entrepreneurial foresight and action as 

well as the activation of certain mechanisms that reinforce the young firm’s resource system. 

One important cornerstone in this regard is the acquisition of what Sanchez and Heene 

(1996) call ‘firm-addressable assets. As for these assets we can distinguish among 

knowledge and other kinds of external assets. In the open system view according to Sanchez 

and Heene (1996) the firm-addressable assets are not specified as for the resource owner. 

Cohen and Levinthal (1990) highlighted the vital role of the so-called ‘absorptive capacity’. 

The absorptive capacity consists of three interconnected elements: the recognition, the 

integration, and the application of external knowledge to commercial ends (Cohen and 

Levinthal 1990). Although (external) knowledge might belong to the most important drivers 

of resource and capability development, we should not under-estimated the need to acquire 

other kinds of external assets as well.  

 

Different from that, figure 1 highlights the interface between the firm and the product 

market. In this context, firms constantly learn by participating in the market process. Simply 

speaking, the more they are involved in transactions, the more they are able to learn and to 

reconfigure their resource endowment. Once again, due to subjectivism there is no 

automatism that fuels organizational renewal by learning in the market place. Instead, the 

firm’s personnel (with contact to the customer) might manage transactions individually. The 

same holds true for internal reconfiguration processes at the different layers of the value-

added system of the firm. Some firms perform better, i.e. they absorb more information in 

the market and are more capable in drawing the right conclusions (and implementing the 

consequences), while other firms perform low. In our context and based on CbTF, we need 
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to consider obstacles to learning and the downside of learning outcomes. First, a low pace of 

learning as for reconfiguring the value-added system leads to ‘vicious circles’ with 

unfavourable results. Second, entrepreneurs normally make decisions based on mental 

models and dominant logics (Prahalad and Bettis 1986) as outlined above. These patterns are 

useful to reduce the contextual complexity and, therefore, to ease decision-making. 

However, they could lead to increasing inflexibility and cause unawareness of contextual 

developments. Via learning pathologies entrepreneurial failure becomes more likely. In 

terms of the learning model developed by Argyris and Schön (1978) this could imply that, at 

best, single-loop learning occurs while at the same time useful processes of un-learning do 

not take place at all. However, in these events, processes of double-loop learning and deutero 

learning might be useful but do not take place. Such ‘cognitive limitations‘ prevent 

entrepreneurs from reflecting their own decisions and reinforce the ‘pathological’ trajectory 

that finally ends up in entrepreneurial failure.  

 

Closely related to that, we look at those system elements that control the entire management 

and value-added system of the firm. According to figure 1, we refer to the strategic logic, 

sometimes also called ‘dominant logic’ (Prahalad and Bettis 1986), and the management 

processes. Both system elements are closely inter-related. The strategic logic consists of 

previously learned mental models that help decision-makers (here predominantly 

entrepreneurs) selecting information, getting orientation in a complex and dynamic world, 

and making sound decisions by activating available knowledge. Since the business 

environment often and sometimes radically changes, the strategic logic must be responsive 

to consider novel constellations and ways to success. As figure 1 tells us, e.g. environmental 

scanning, benchmarking, and advice from consultants (Sanchez and Heene 1996) support 

renewing mental patterns and, thus, to ensure necessary adaptations of the dominant logic. 

These adaptations, however, do not happen automatically but depend on the open-

mindedness of decision-makers, in particular entrepreneurs.  

 

With respect to this, we need to know more about the behavioural and, in particular, 

cognitive dimension of making decisions by entrepreneurs. The antecedents about human 

nature tell us that, due to subjectivism, entrepreneurs are equipped with individual 

interpretation schemes. Despite the considerable variety of the mental structures, prospect 

theory (Kahneman and Tversky 1979) suggests that certain commonalities exist. People face 
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problems when judging situations in the face of uncertainty. Notably, entrepreneurial tasks 

are difficult to perform in states of information overload, high novelty, complexity, time 

pressure, and uncertainty. This makes them prone to cognitive biases (Baron 1998). In fact, 

some systematic biases are well researched (Kahneman and Lovallo 1993; Busenitz and 

Barney 1997; Baron 1998; Camerer and Lovallo 1999; Zacharakis and Sheperd 2001; Cassar 

2010). They rest on situational contexts faced by entrepreneurs and on individual differences 

among the decision-makers (Baron 1998; Forbes 2005). However, findings of Burmeister 

and Schade (2007) remind us to be careful by assuming that entrepreneurs are more biased 

than other people. In fact, there seem to be differences depending on the investigated bias. 

Baron (2004) suggests that successful entrepreneurs are less susceptible to certain cognitive 

biases, e.g. sunk costs, than less successful ones, so even failed entrepreneurs may be 

especially prone to certain cognitive biases. Keeping this in mind, we find that entrepreneurs 

judge their individual situation and their skills often in a too positive manner (Forbes 2005). 

Koellinger et al. (2007) find that this holds particularly true for nascent de-novo 

entrepreneurs. This over-confidence is problematic for entrepreneurs who make initial 

decisions and investments that create - often considerable - organizational commitment. 

Consequently, they believe that difficult situations will come to a good end although 

information on markets or business environments contradicts this believe (Baron 2004). In 

these situations they stick to initial mistakes and, thus, create ‘escalating commitment’ 

(McCarthy et al. 1993; Baron 1998). In the face of the usually scarce resources in case of 

start-up processes these commitments make entrepreneurs and their firms stick to the wrong 

track too long so that finally there is no (easy) way out. In terms of research on 

organizational paths (Sydow et al. 2009) this might create a lock-in the firm can no more 

escape from. Entrepreneurial over-optimism may lead to planning fallacy (Baron 1998; 

Forbes 2005). This may be an explanation for the findings that over-optimism is negatively 

related to, first, performance indicators of revenue and employment growth (Hmieleski and 

Baron 2009) and, second, nascent entrepreneurs’ survival chances (Koellinger et al. 2007). 

In addition to the overconfidence bias, attribution biases may hinder entrepreneurs who are 

on a problematic path to assign causes of problems correctly (Zacharakis et al. 1999; Silvia 

and Duval 2001). As Baron (1998) points out, entrepreneurs underlie the self-serving bias 

and, thus, show a strong tendency to attribute positive outcomes to internal circumstances 

(e.g. own skills) while attributing negative outcomes to external factors. This leads to the 

problem of commitment described above. 



16 

 

 

CbTF provides us with arguments that help to explain the empirical findings on new venture 

failure. For the purpose of our abductive research process and explorative empirical 

fieldwork that we discuss in the next section, we need to be a priori aware of the bottlenecks 

of the firm’s resource endowment, an insufficient capacity of absorbing external knowledge 

and other kinds of firm-addressable assets that weaken internal processes of resource and 

capability deployment, lacking open-mindedness and inflexibility of decision-makers, the 

downside of learning processes (low pace of learning, inert mental models) and underlying 

cognitive biases (over-optimism bias, self-serving bias) that can trigger self-reinforcing 

rigidities and prevent start-ups from necessary adaptations in competition. 

 

RESEARCH METHODOLOGY 

Research Design 

The research design should carefully consider the subjective, idiosyncratic, dynamic and 

complex nature of the failure phenomenon. Moreover, there is a huge research gap as for the 

final reasons of failure and the typical run of events in those cases. The early state of research 

reminds us to carefully analyze the often complex web of factors that play a role in case of 

start-up failure. In the face of these facts, we apply a qualitative and exploratory research 

design (Eisenhardt and Graebner 2007). Thus, we address context-sensitive process research 

questions of ’how‘ and ’why‘ due to cross-case research (Yin 2009; Barratt et al. 2011) and 

refer to the epistemological principle of pattern prediction according to von Hayek (1964) to 

better understand the basic principles of entrepreneurial failure. To prepare empirical research 

we condense explanatory variables from previous research and employ a theory that is able to 

consider them. As for the relevant factors, research on organizational capabilities and 

competences is in a promising position to consider these constructs. Whereas most streams of 

competence research seek to explain competitive advantages of firms, the CbTF focuses on 

organizational survival. It is therefore chosen. 

 

CbTF belongs to the interpretive paradigm that predominantly aims at theory building, 

striving to generate descriptions, insights and explanations about social phenomena in order 

to derive a system of interpretations and causalities as for the constitution of processes (Gioia 

and Pitre 1990). This corresponds with a qualitative and explorative methodological backing 
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of grounded theory (Glaser and Strauss 1967) and case-study design (Yin 2009; Eisenhardt 

1989). Thus, we apply CbTF (Freiling et al. 2008) to develop research propositions based on 

a priori constructs (Eisenhardt 1989, Barratt et al. 2011). By confronting previous findings 

and theoretical considerations on the one hand with the results of empirical fieldwork on the 

other, we employ the iterative logic of inquiry based on grounded theory (Strauss and Corbin 

1990). This process of research follows neither a purely inductive logic as proposed by early 

works on grounded theory (Glaser and Strauss 1967) nor a purely deductive logic as proposed 

by critical rationalists (Popper 1959) but rather an ‘abductive’ logic (Reichertz 2007), as 

mentioned above.  

 

Literature provides no clear recommendation on the amount of cases needed for cross-case-

research. Even more, Yin (2009) rejects such a recommendation. In line with von Hayek’s 

(1964) concept of pattern matching, he argues that case study research should not follow the 

‘sampling logic’ of quantitative methods in the sense of ‘statistical generalization’, e.g. 

surveys, since their purpose is not to scrutinize the scope or frequency of specific phenomena. 

Instead, he pledges for a ‘replication logic’ approach in the sense of an ‘analytical 

generalization’. For example, the amount of twelve cases is adequate when the last three 

cases do not provide an increase of knowledge. On the other hand, Eisenhardt (1989) 

suggests a minimum of at least four cases for the purpose of pattern prediction due to cross-

case research. She argues that more than ten cases are difficult to handle due to the growing 

complexity of data.  

 

Qualitative case-study based research is confronted with concerns regarding arbitrary, invalid 

conclusions and problems of generalization (Miles 1979; Gephart 2004; Gibbert et al. 2008). 

Nevertheless case-study based research has found a growing body of acceptance even in top 

journals (Eisenhardt and Graebner 2007; Barratt et al. 2011; Welch et al. 2011). To conduct 

rigorous case study research (Eisenhardt 1989; Eisenhardt and Graebner 2007; Gibbert et al. 

2008; Yin 2009) suggests applying four criteria that we address in table 2 in line with the 

core elements of our research design (for an overview for general means to address quality 

requirements see Gibbert et al. 2008): First, construct validity refers to the data collection 

phase and to the extent to which a study scrutinizes what it wants to investigate. Second, 

internal validity refers to the causal relationships between variables and results and to the 

data analysis phase by demanding for logical reasoning to defend research conclusions. 
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Third, external validity in case study research refers to ’analytical generalization‘ from 

empirical observations to theory. Fourth, reliability refers to enabling subsequent researchers 

to derive same insights if they reproduce the study’s research design. 

 

We conducted our empirical research in Germany. In Germany entrepreneurial failure is 

stigmatized and tabooed by society. It is quite hard to get a second chance (Kay et al. 2007; 

European Commission 2007; Federal Ministry of Economics and Technology 2009). 

Therefore, failure goes along with negative emotions that minder the willingness of failed 

entrepreneurs to talk about their failure (Bruno et al. 1992). Due to this, it is quite hard to 

acquire interview partners that are willing to tell their story. Moreover, the already mentioned 

problem of single informant bias requires employing modes of triangulation (Kumar et al. 

1993). In the face of these difficulties, we applied a convenient sampling approach due to our 

aim of detecting patterns of new venture failure that are not specific to contextual factors. 

According to Park and Bay (2004), cases from different competitive environments can be a 

useful approach to multiple case study design.  

 

- insert table 2 about here - 

 

We developed four case studies from failed German new ventures by conducting eight semi-

structured with each case consisting of one interview of the failed entrepreneur and one with 

an investor (venture capitalist or business angel). For the purpose of data triangulation, we 

used business plans as a third source. All ventures were growth oriented, backed with venture 

capital, located in the business-to-business sector, and remained not longer than ten years in 

the market (excluded one that was categorized as ’living dead‘).  

 

Field work was carried out from 2010 to 2011. The interviews lasted between 1:38 hours and 

2:35 hours and were semi-structured with questions derived from literature and CbTF. For 

avoiding biases, in every interview two interviewers took part. One interviewer was in charge 

of moderation whereas the other interviewer remained passive for the sake of observing the 

interview situation from a more neutral point of view. At the beginning of the interview the 

respondents were asked to tell the run of events the narrative way - commencing with the 

very early steps of the seed phase till the final failure. After the narrative part a vital and open 

discussion followed up based on a semi-structured interview guide. Whereas the moderating 
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interviewer had to concentrate on his active role, the other member of the interview team 

observed the interview and paid particular attention to contradictions and aspects that were 

still open or ambiguous. Thus, this person could easily raise additional question and to 

summarize findings by conclusions and an interim result that should animate the interviewee 

to confirm the statements or to correct them whenever necessary. By this function, we intend 

to ensure high levels of accordance of interviewees and the perception of interviewers. 

Moreover, this role was useful to clarify certain causalities.  

With one exception (Delta case) the typical interviews constellation comprised one 

interviewee and, as mentioned, two interviewers. Notably, as for the interviewed 

entrepreneurs all of them became restart entrepreneurs.  

 

Despite high acquisition efforts by the researchers, non-restarters could not be motivated for 

participating in the case study research. It is assumed that restarters were able to cope 

emotionally with the failure. They passed through learning loops and, therefore, are capable 

of reflecting the causes accordingly. Notwithstanding, the danger of a fundamental attribution 

bias and problems of the ex-post survey (e.g. memory gaps and sense-making) remain. The 

interviews of the case studies were conducted separately with the entrepreneur and the 

investor side. Both sides were informed about this and expressed their consent in advance. 

Therefore – except for one case - there were no open conflicts between the interviewees.  In 

cases where open conflicts with all investors prevailed, it was not possible to obtain an 

interview approval of both interview partners. As a result, these case constellations remain a 

blind-spot of research and should be considered in future research. 

 

There was no general rule with whom to conduct the interviews at first (either the 

entrepreneur or the investor side). However, this is not relevant since the researchers 

conducted the interviews as if case-specific knowledge would be non-existent in order to 

avoid biases. Likewise, this helped the assurance of anonymity claimed by the interview 

partner. Although discrepancies between the investor and the entrepreneur perspective in the 

perception and interpretation of events with lower relevance for the explanation of failure 

occurred, the central strand and causal attributions of investors and entrepreneurs have been - 

surprisingly - very congruent. In addition to the presumably increased reflection of restarters 

and the non-existence of open conflicts between the interviewees, the mutual knowledge of 

the interview partners, i.e. interviews have been conducted with both sides, may yield an 
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increased objectivity or rather decreased biases. Details of the four cases are provided in table 

3.  

 

- insert table 3 about here - 

 

All interviews were digitally recorded and afterwards transcribed. We began data analysis by 

constructing single case histories. Therefore, we applied coding techniques (Miles and 

Huberman 1994) by using MAXQDA software to identify main causes and cause/effect 

structures within single case chronologies that we derived from business plans and from 

semi-structured interviews of entrepreneurs and investors. Afterwards, we did cross-case 

analysis to check for consistent patterns by comparing insights of each case with those of the 

other cases (Eisenhardt and Gartner 2007). We first present details of the single cases and 

then conclude main findings of cross-case analysis in the next section. 

 

Company Alpha 

Company Alpha was founded in 2005 by four already experienced (serial) entrepreneurs. The 

team had across-the-board business planning competences, particularly in the realm of 

marketing, legal and technology. In the pre-seed-stage Alpha won business-planning contests 

and received many positive feedbacks on their business idea. The entrepreneurial team 

expected financing and technological development as main challenges due to technological 

novelty of their business solution and high initial investments to be made. They were 

confident that their solutions provide considerable customer value and they expected “(…) 

quick market acceptance.” Between 2006 and 2009, a business angel, a group of business 

angels, a regional venture capitalist, a strategic investor and an early stage venture capitalist 

invested 1.5 Mill. EUR. Despite the initial expectations, technological development was only 

a minor issue. In the beginning of the start-up stage, Alpha realized revenues almost as 

expected. However, in later steps unexpected long decision cycles of potential customers 

turned the sales challenge into Alpha’s dominant problem. Potential customers were bound to 

established competitors by long-term contracts so they faced considerable switching costs. 

Moreover, due to the novelty of the business model, there were no competitive role models in 

the market. Thus, pricing became a particular issue. In the light of these developments, sales 

costs were higher than expected. In sum, the costs developed as expected but revenue growth 

was more than sluggish. While the founders and other shareholders claimed for cost 
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reductions but agreed on an adaptation of their performance expectations facing the long-term 

perspective of the business, the early stage venture capitalist insisted on staying on targets 

and pledged to raise sales efforts. From the early stage venture capitalist’s point of view, the 

entrepreneurial team was responsible for the situation. Conflicts escalated and the 

entrepreneurs resigned from business. By now, the status of Alpha is ‘living dead’. 

 

Company Beta 

The business idea for Beta arose in August 2008. Founder A met founder B, who searched 

areas of application for his process technology to produce innovative marketing media. 

Founder A, a marketing and sales manager, came up with the idea of producing and 

marketing novel merchandising items using this method. With the aid of a business 

consultant, the founders developed a business plan. A cardinal error can be found in the 

creation of the business plan:  

“The business planning was prepared carelessly. We had a consultant, who came from 

the banking sector. We have done the preliminary work for him and he managed to adapt 

everything to banking standards. The business plan was developed based on perceived 

assumptions, which were supported by arguments and validated externally. The line of 

argument has been designed to represent Beta as a successful model. Thus, with regards 

to the creation of the business plan, I picked those lines of arguments that were in 

compliance with my requests. However, I failed to do a solid market research, to 

consider the market itself and the different market segments. I did not have a clue about 

the average margins or how large the volumes were. If all this would have been done 

before, I would have been able to realize that Germany was a completely saturated 

market. The causes of failure lie in the lack of acceptance of the product. There is no 

market for this.” 

 

Beta was founded in November 2008. A was the business leader, B the co-partner. Very soon 

conflicts between A and B arose due to the fact that B tampered into the operations while A 

claimed for making sole decisions. In January 2009, the conflict escalated and Beta was 

restructured until 31/03/2009. A and B agreed to a license payment scheme in order to make 

use of property rights. In addition, A's sister, a lawyer, took over the shares of B - primarily 

to support her brother. 

 

The first financing of Beta was carried out by a loan in the amount of 250,000 EUR from a 

regional bank. Nevertheless, Beta could not realize any revenues. In November 2009, took 

out a loan in the amount of 220,000 EUR from a second financial institution. Although Beta 

was still unable to realize first revenues, the creditors did not question the efforts made. 
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Already in the middle of a severe crisis in 2010, Beta was still capable of raising more money 

from another bank. However, the managerial issues in this crisis changed dramatically: 

"We have no longer acted in respect of the product and the market, but focused on 

raising money and protecting our liquidity." 

 

In October 2010, Beta got its first and only job. Nevertheless, that job had nothing to do with 

the original product. In December 2010, A applied for insolvency. In addition to the loss-

making business planning, Beta committed operational errors that led to the erosion of 

financial resources. Besides wrong choices when hiring personnel, Beta misallocated the 

financial means. Founder B has received 450,000 EUR for property rights and licenses, even 

though the actual value only amounted 250,000 EUR. However, neither did A examine the 

property rights, nor did he employ a patent attorney. 

 

A justifies his behavior and adherence to wrong decisions as follows: 

“Of course you end up having too little money, but why is it missing? In our case, this 

problem emerged due to the high level of unprofessionalism, naivety and misjudgment of 

myself. (...) Certainly, I have perceived the problems at some point, but suppressed them 

effectively. More and more critics and legitimate concerns came up, but I always 

dismissed these and did not allow criticism. ... And with regards to customers, I 

immediately found the decision makers to be too risk-averse and stupid. It was a mixture 

of arrogance, presumption and existential fear. …  Due to high emotional and (self-

made) time pressure, I was not capable of reflecting this subconscious perception. You 

are not really concerned about the failure. ... The last six months from June to December 

were crucial. Starting in June, when liquidity broke down, we changed course by 

expanding the product portfolio in order to convince new investors. Although this 

implicates that even the entrepreneur himself lost faith with the concept, I was not able to 

face the reality anymore. In December 2009, I drew hope from an interested investor, 

generating euphoria again. However, after the Due Diligence in March 2010, he 

rejected his plans when realizing that there was no substance. Up to that point, I have 

always believed in the product and in the feasibility of the concept. That was euphoria 

paired with stupidity." 

 

The behavior of A is based on a high perceived self-efficacy, which he has built up during 

former professional successes: 

"I am an idea machine. I am good at representing and selling things. In my previous 

jobs, I've had great success with these capabilities; I've created so many new things and 

sold them. I can turn someone like Inge Meisel into Claudia Schiffer. That is my strength. 

... I did behave like a marketing and sales manager, but not like an entrepreneur. I 

ignored that I would not be able to lead a company with my shortfalls. You have to get 

much more help and expertise. But in my arrogance, I did not allow criticism or different 

opinions - that was for sure.” 
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Obviously, there are strong mental patterns that prevent the entrepreneur from questioning 

the own beliefs by the feedback received. Metaphorically speaking, A is highly committed to 

a mental track he does not want to leave. In the middle of the crisis and after lots of negative 

feedback his only conclusion is trying harder the same. In times where ways out of the crisis 

are still available he over-confidently ignores any kind of external and internal advice. Later 

on, there no way out any more.  

 

Company Gamma 

The founders A and B know each other for a very long time and accumulated considerable IT 

expertise. In 1986, they already developed the business idea when they collaborated as 

employees. Later on, in 1996, they founded a consultant engineering company and sold this 

still existing company in 2008. In 1998, they started the pre-seed phase of the firm Gamma. 

Gamma was founded in September 1999 by five entrepreneurs.  

 

A and B were principal shareholder and three employees from the pre-seed phase became 

minority shareholder. The business idea of Gamma was based on the following concept: 

Gamma’s customers were provided with software created by established software companies 

for industrial development processes via the internet. This license-based revenue model only 

charged the customers for the actual time they used the software so that they were able to 

reduce their overall costs. The entrepreneurs identified the refusal of the software firms to 

rent their software to any third party as the main risk for Gamma’s success. Notwithstanding, 

the well-established software companies were interested in the idea since they saw the 

possibility that young or small firms, that cannot afford the software, were introduced to their 

products and might purchase these when gaining more market share. 

 

To develop the data center and to make it available to customer were some of the 

technological and financial challenges, i.e. to establish a use-based accounting system and to 

create a security system ensuring that the software is only available to contract customers and 

that the data is protected from competitors. Furthermore, hundreds of software licenses 

needed to be gained in order to cover capacity peaks on the one hand. On the other hand, 

these licenses were necessary due to the fact that the workflow of industrial development 

processes requires different software solutions and thus, a full range of software offers. The 
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founders expected highly dynamic market growth. Target customers were OEMs as well as 

sub-contractors of engineering services. The aim was to serve 500 customers. 

 

In order to meet this portfolio of costumers, a broad distribution network needed to be 

established. Simultaneously, a VC-financing was required to penetrate the market as a 

pioneer and to occupy it as well as to manage the high initial investments in software licenses 

and computer infrastructure. The first financing in the amount of approximately 1 million 

EUR took place in February 2000 after an extensive Due Diligence by a strategic investor, a 

VC-company of a large IT group, enabling the establishment of Gamma. The VC-firm took 

intense care of Gamma since Gamma’s success was supposed to come along with increasing 

revenues for the IT-group. 

 

The VC-company replaced the third managing executive by a leading sales manager and a 

commercial manager so that A and B could focus their efforts solely on technical 

development and pre-marketing. Soon Gamma was able to demonstrate the proof of concept, 

increased its workforce to the amount of ten, had its first customers and annual sales of 

100,000 EUR. 

"The first launch for smaller companies was very good. We got access to the managers 

and customers of large software companies that were enormously sensibilized. The 

interest in the market was great, media reports increased and there was a real spirit of 

optimism there." 

 

The growth phase was financed by a contribution of a VC-firm in the amount of 

approximately 2 million EUR during March 2001. The entry into international markets was 

initiated to follow within six months. 

"That was a pretty adventurous hockey-stick planning. It was a good time for this; 

around 2000 when the internet hype prevailed at the stock market. In retrospect, it was 

very easy to get venture capital, since investors were likely to support every start-up. The 

examination of our business case was very superficial. They recognized the customer 

value, the IT-group, the competition and the market which already took notice of us. For 

them it was immediately plausible that one could make money with that idea. Not really 

established in the market, the venture capitalists pushed us going public.” 

 

Gamma rapidly grew in terms of employees (from 10 to 40 in six months) by stagnating 

sales. The end of 2001 marked the beginning of a significant corporate crisis. 

"The second VC-investor exerted an enormous pressure on us due to the issue that we 

had high costs, but sales were too little. Every two weeks, we were supposed to report to 

the shareholders and to explain ourselves. We passed on this pressure to our sales staff. 
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...we blamed our employees and found them to be incompetent. In addition, we sought 

that their stories about positive customer signals were only based on wishful thinking. 

Today, I think that the marketing department tried its best to place our solution on the 

market. It has failed because of larger customers... Credibility was a problem there, i.e. 

customer concerns regarding the feasibility of the concept (because otherwise they could 

not offer services to their clients properly). Or their concern with respect to our licenses, 

i.e. they worried about us having too few licenses so that they would not have access on 

demand. Or doubts about the data integrity and the security in terms of data 

transmission. The time for our solution did not yet come. ... And sometimes even the 

customer IT competed with us, since they had their own computer capacities and 

licenses. .... This has not always been successful, but slowed down the entire process." 

 

In 2001, Gamma achieved a turnover of 300.000 EUR. Nevertheless, at the beginning of 

2002, Gamma got under pressure exerted by the software companies: 

"At the beginning, the software firms were enlightened to make their software available 

for us. However, they only experimented with us and allowed the rental – which was 

valid until revoked only. In 2002, they closed down the license access, for different 

reasons. Some wanted to perform Gamma’s business model themselves, while others felt 

strongly about the cannibalization. Some were concerned that consumers could interpret 

any supply issues as a software error. At some point we could no longer provide all the 

software modules along the development chain, which, however, was particularly 

important for larger customers." 

 

In the run of the crisis the governance conflicts escalated. Besides the pressure of the venture 

capitalists the founders found themselves in situations of dissent and - over time with 

increasing frequency - quarrel. A and B managed the business based on different mental 

logics. These logics and beliefs rest to a large extent on the different background of the two 

entrepreneurs. 

"B was in charge of technical and commercial duties, whereas I was responsible for 

sales and the market. Therefore, I recognized first that the market was not likely to start 

up quickly and that we needed to reduce costs. In addition, B was the initiator and driver 

of the business idea. I originally wanted to take care of our first company and only 

joined this one due to friendship reasons. B was so much more committed to Gamma. .... 

The opinions diverged more and more and at some point, no harmony was left between 

us. The conflict was rather incidental, and not the central cause of failure. But I refused 

to deal with this situation any longer. " 

 

As in other cases as well, governance problems occur and often escalate. Between 

entrepreneurs and investors a certain tension developed. In the run of events, monitoring 

became an issue. The investors were unsatisfied as for lacking professionalism of the 

management of the entrepreneurs. Thus, they intervened to ensure a regular reporting that 

conforms to industry standards. A recalled: 
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“Sometimes it is hard to meet obligations, such as managing the own administration and 

organization. Therefore, we did not realize that the efforts we put it paid off. ... The 

second investors were only interested in commercial numbers and in the ROI. They 

introduced new reporting guidelines that we were not well schooled in. Therefore, we 

had to submit hundreds of pages of reporting at the end of a month. ... To cope with this, 

a few days after the meeting, we needed to hire a commercial director and an accountant 

and also employed two employees in the accounting department in order to get the 

reporting done. Additionally, the costs for their employment were not considered in the 

planning of the financing budget in the amount of 2 million EUR – even though 

recruiting, hiring and training of sales staff took place simultaneously. However, they 

came gradually, and the sales cycle generally requires six months to a year until a 

salesperson can generate cash. Naively enough, all this was not even considered in the 

planning design. The whole thing was an absolute economic disparity; of course, four 

people were employed in the accounting department, but to have only one sales person 

first, then the second, then the third, and so forth.... Although you do take notice that 

deviating from the plan, however, you do not really care. Then, later on you do take 

care, however, often it is too late to change course.” 

 

Founder A and the investors agreed upon a dissolution contract. In February 2002, A resigned 

from office and resume office of the first start-up of the founders of A and B again. B 

conducted Gamma’s business on his own. As the milestones were not reached, in August 

2002, the two investors announced their withdrawal from contracts. In September 2002, 

Gamma applied for insolvency. Gamma’s birth defect is seen in the business planning and in 

an euphoric mood, preventing a critical reflection: 

"The Business Case met our realistic expectations, in which we believed in. We were in 

high spiritis. .... Within our area of expertise, we were the pioneers. So, obviously we 

found the whole concept to be great and sought of entering the stock market after two 

years. You know, you have to have an exciting story in order to persuade an investor. 

Investors request you to be optimistic, to broaden your horizons and to think big. That is 

when the principle of hope flows in ... to the planning. And if they react euphoric and 

enjoy a great reputation (as in the case of the IT-group in the IT market), then ... then 

you do not question anything and start to feel euphoric as well." 

 

As in other case studies as well, Gamma had serious problems of thinking in terms of the 

market. First, Gamma was not sufficiently aware of the necessity of carefully analyzing the 

target market. Second, Gamma only insufficiently understood the buying behavior of the 

target customers and the real sales cycles. Insofar, Gamma was unable to understand what 

was going on in the market. The same holds true as for understanding competition and 

competitive dynamics in the market.   

"The revenue forecast was determined by extrapolation. In a complex vein, market size 

and potential were researched within various sectors. The objective was to achieve 2 or 
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3% market share in the respective sectors. The study of marketability probably was 

something like the birth defect of Gamma. What are the differences between laboratory 

tests and real application scenarios in the market? What circumstances are likely to 

occur which may shipwreck the whole concept? At the beginning we did not take enough 

care of these issues and believed that our concept will make its way due to the enormous 

cost savings of the customers. And also the danger posed by the software companies has 

not been considered sufficiently: 'That's no competition, on the contrary. This is an 

additional business for them'.“ 

 

A justifies the escalation of the crisis and adherence to wrong decisions as follows: 

"First, with regards to the principle of hope, you would not admit that the whole 

situation can be identified as desperate. But then they continue asking you by salami 

slicing. This is a vicious circle. The more we fail to meet the performance expectations, 

the more intense and extensive reporting is expected by the investors expected. Up to 

40% of your time is devoted to justify your situation in front of the investors. This is 

mainly due to the fact that you need to ask managers, technicians and sales people in 

order to prepare your reports. Everything/everyone is working to generate the 

shareholder reporting and lacks the capacity to then deal with any other problems. The 

issue arising here is that you are only concerned with the reporting and yourself, but fail 

to take care of the customer and the market. There is no time to reflect the situation." 

 

Company Delta 

Delta was founded by three entrepreneurs, two engineers and one businessman (financial 

accountant), who were familiar with each other for a longer time. The founders intended to 

implement their know-how as special machine constructors, since the technology market was 

booming. Founded in February 2000, the first customer placed a 200,000 EUR order on Delta 

in May 2000. In August 2000, Delta received a contract award of 100,000 EUR. Impressed 

by this development, in August 2000, a US company placed an 8 Million US-$ offering for a 

takeover, but dropped it a bit later on due to the 9/11 disaster and the dawn of the internet 

hype. 

 

In 2002, the first financial support in the amount of 400,000 EUR took place. The investor 

was a former customer of Delta, who had sold his company on the stock market and founded 

a venture capital firm with the money he had made. In 2004, a second financing was done by 

a regional VC-institute in the amount of 600,000 EUR. Between 2003 and 2007, Delta 

recorded annual sales growth between 50% and 70%. In 2007, Delta reached an annual 

turnover of 4 million EUR, employed a workforce of 33 people with steadily growing orders. 

To cope with the anticipated growth in 2008, the company hired 12 additional engineers, 
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since experience shows that these need a training period of half a year in order to be 

productive. 

"At the end of 2007, we, the founders, sought to get Delta organized and to include a 

second hierarchical level. We had many new employees that needed to be integrated 

professionally. The office building was not enough anymore.... We had too many large 

meetings being inefficient. All these problems needed to be resolved urgently. [...] 

However, the first investor had gone public with his VC-company and incurred huge 

losses. Since we were the hottest prospect in his portfolio, he had to sell us, seeking to 

turn us into a stock corporation. [...] With the fantastic end of 2007 and the fantastic 

start in 2008, the desire to go public or rather to sell us even became bigger. .... We 

could no longer take care of the business operations. " 

 

In February 2008, the founder advised the investors of a financing gap. This gap came into 

existence due to the pre-financing of projects, the project volumes and the newly recruited 

engineers in July 2008. In the middle of 2008, the global economic crisis became an issue and 

suddenly, Delta failed to acquire new orders. At that time, Delta had 19 orders in its pipeline. 

The highest priority was designated to two orders of large well-respected clients. 

Nevertheless, the management of these orders caused problems for the company. The 

machines did not pass the verification tests of the customers and later amendments took too 

much time. As a result, in addition to the lack of revenue from new contracts, Delta also 

failed to generate cash from already existing orders. 

"You receive an order with 40% of the price as advance payment and then you start 

developing. If the machine is finished, you have to deal with 100% of the costs of 

purchased parts. Therefore, the machine needs to be accepted as quickly as possible.... 

In addition, delays in the processing of other jobs may emerge. As far as the two well-

respected clients were concerned, we could not postpone these orders to be able to 

complete simpler, smaller orders first. These two machines tied up too many resources." 

 

Although the turn of the business was highly visible, the activities did not really change. The 

same held true as for the mental models of the entrepreneurs. Things had to be changed but 

nothing really happened for a rather long time. Furthermore, governance issues got out of 

control in times of the crisis and caused confusion as well as conflict. Entrepreneur A 

admitted: 

"We had some highly motivated employees, but the 12 new ones could not be instructed 

because we had to deal with the high pressure of whether the clients would accept our 

machines. There were always the same people that had to work overtime. Founder B 

(commercial director) and I (CEO) were supposed to spend 80% of our time on finding 

investors, although we were needed urgently in the technical field as well. The third team 

founder was a thoroughbred engineer who sought to increase the pressure on the 

employees but often failed to deal with them. At some point, we became incapable of 
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paying punctually. We tried to change things in the organizational field; however, efforts 

needed their time to show results. And because we were under such pressure, we almost 

refused to see any positive changes and were thus, not really able to cope with this 

spiral." 

 

The investors shared the conclusion that the entrepreneurs made considerable mistakes and 

were not sufficiently qualified: 

"The personal relationship of the founders was very good; however, there have been 

massive failures in terms of commercial issues in the past. For example, this kind of 

financing would have demand the situation to be anticipated. Nevertheless, 

corresponding sensitivity analyzes have never been performed. Neither the commercial 

plan nor the derived liquidity planning were appropriate for this undertaking. The rapid 

growth of the working capital may lead to an increasing demand for capital which 

cannot be covered. If this would have been argued in a feasible vein before, the funds 

certainly would have been available - even based on external capital. In my opinion, this 

was one of the main reasons. In addition, certain inexpediences may lead to the 

establishment of bad specifications. Finally, we and the bank also called for the head of 

the merchant. Of course, in some way he rightly suggested that the acceptance of the 

machine by the customer cannot be influenced or forced. Obviously, such a project 

business is difficult to plan. In addition, they had relatively high share of sales in the US. 

Following the insolvency of Lehman Brothers on 15
th

 September, 2008, no orders were 

placed anymore. Before that day, the system still worked because new orders involved 

advance payments that could be used for pre-financing the current orders. But then this 

concept did not work anymore. " 

 

In the opinion of the founders, Delta’s birth defect was located in the first financial support: 

"The capital error was located within the dealings with capital investors. The first 

financial support provided 400,000 EUR; unfortunately, the investor lacked the 

necessary experience to calculate the firm’s requirements. We were always forced to 

delay supplier payments instead of running the business properly. .... At some point, we 

extended our current-account-credit to 1.6 million EUR. It should be noted, that our 

desire still was to lead a solid, owner-managed medium-sized enterprise. .... The first 

investor more or less ‘starved’ us, and refinancing took place in quite small amounts, 

although we would have needed the money much earlier. .... Due to the poor profitability 

and high debts, despite all efforts in 2008, we did not find an investor. " 

 

The problematic constellation as for the first investor caused follow-up problems that got out 

of control. Likewise, the regional VCG identified the selection of the first investor to be the 

source of the problems: 

"The first investor joined the company with a small share of 25% percent. He really had 

a low book value. We then raised a minority share of 25%, so that the first one had about 

45% of the shares. The refinancing became extremely difficult because the shareholder 

group was not willing to give away shares with significant levels of value. Particularly 

the first investor did not agree to give up shares and thus, we were not able to stabilize 
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the company. This one couldn’t really be taken seriously because he could not produce 

high levels of liquidity.... In such situations, of course, the value of the company 

decreases accordingly. That was difficult." 

 

Both founders had believed in Delta’s success, at least until the company went bankrupt. 

Despite serious doubts, their basic beliefs and their mental models seem to be unchanged 

over time:  

"We had absolute confidence in the market. Machines were available for 5.5 million 

EUR and worked to full capacity. Unfortunately, we failed to acquire new orders. The 

investors did not make additional payments. We successfully tried to receive payments 

from other sources, i.e. from suppliers and customers; however, that was not enough. As 

a merchant, my task would have been to recognize that this does not work anymore. But 

as an entrepreneur, I tried to ‘save the day’. Nevertheless, it was not possible to save 

anything. Furthermore, we were deeply indebted so that only one possibility is left. … 

Finally, the current-account-credit matured, Delta was heavily indebted and applied for 

insolvency." 

 

DISCUSSION 

We deduced from CbTF that we need to be a priori aware of the bottlenecks of the firm’s 

resource endowment, an insufficient capacity of absorbing external knowledge and other 

kinds of firm-addressable assets that weakens internal processes of resource and capability 

deployment, lacking open-mindedness and inflexibility of decision-makers, the downside of 

learning processes (low pace of learning, inert mental models) and underlying cognitive 

biases (over-optimism bias, self-serving bias) that can trigger self-reinforcing rigidities and 

prevent start-ups from necessary adaptations in competition. In accordance with our 

abductive research design we now formulate propositions that are developed in CbTF terms 

and derived from our empirical work. The case studies reveal three major factors that play a 

key role in the failure process. We address these issues one by one and, thereby, develop 

research propositions.  

 

The first set of propositions deals with firm’s embeddedness in markets. In this realm, we can 

observe that entrepreneurs are equipped with a lot of energy and self-confidence. They are 

convinced that their concepts and products will be a success in markets. The case studies 

reveal that the mindsets of the entrepreneurs are significantly influenced by internal issues. 

However, as for market peculiarities, the founders are often rather unaware. One issue is 

market intelligence. In the cases of Alpha, Beta and Gamma, the founders based their plans 

on completely false assumptions about the behavior and purchasing decision process of 
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potential customers. In the case of Beta, if nothing else the acceptance of the product was 

overestimated due to a superficial research. In the case of Alpha, the entrepreneurs were 

persuaded to offer a superior value to potential customers and that the market could be 

entered without any problems. Besides often insufficient market analyses, they do not take 

enough care of the wishes of the customers and their mindsets. The cases Alpha, Beta und 

Gamma reveal completely unrealistic calculations and expectations of the founders and a 

high level of unawareness of the customer’s buying process including low evidence of 

customer’s needs and wants. Industrial buying processes are often very complex. At a 

personal level, the contact person of the customer does not always clearly state what he or she 

really thinks about the product and/or the start-up.  

 

Initially, it is quite common that entrepreneurs conduct a preliminary conversation with 

potential customers in order to test the market acceptance. Nevertheless, these conversations 

take place under conditions which founders are rarely aware of. The atmosphere here can be 

described as follows: There are two sides and each side knows that a business is not yet 

conducted. The founders are still new to the business; the opponent is aware of this. Often 

principles of courtesy and interest are applied. Notwithstanding, this interest should not be 

equalized with the factual intent to purchase. Moreover, those buying decisions are typically 

not made by single persons but buying teams. Insofar, if the contact person should be highly 

committed to buy products from the start-up, it does not mean much since other members of 

the buying center can hold completely different positions. Finally, every transaction is 

embedded in a set of organizational procedures, decision-making rules and practices, and 

organizational policies that are in most cases rather intransparent from the perspective of the 

start-ups. Without a sound understanding of these peculiarities and without awareness of the 

real decision-makers, it is often impossible for the start-up to move into a favourable position 

in terms of bargaining. Insofar, an insufficient understanding of the customer’s buying 

context is a first reason for a low turnover. Entrepreneurs misunderstand buying behaviour, 

signals of the customer, and, thus, the sales cycle. Against this background, we propose: 

 

P1a. A misunderstanding of the buying process and the buying behaviour of potential 

customers by entrepreneurs is positively related to new venture failure. 

 

It would be possible that misinterpretations or rather disregards of the demand side could be 

explained by competence deficits of the founders. In the light of our findings, however, this 



32 

 

seems to be only a half-truth. The precarious run of events is also fueled by the behavior and 

attitudes of investors. The investors in many cases did not notice the planning fallacies of the 

entrepreneurs. This is rather surprising facing the fact that many of the investors are experts. 

Moreover, they had the chance to screen important information on the venture within the 

scope of due diligence procedures. However, the investors often believed what the 

entrepreneurs promised and animated the entrepreneurs to develop optimistic ‘hockey stick’ 

plans. This seems particularly surprising, since in the cases of Alpha and Gamma 

entrepreneurs had experiences in the area of start-ups; and simultaneously, in the case of 

Beta, entrepreneurs showed sales experiences. The three cases identified arrogance and 

euphoria as reasons for the poor performance and non-consideration. 

 

P1b. Investors who do not correct entrepreneurs’ misinterpretations of the demand fuel the 

process of new venture failure. 

 

The second set of propositions deals with the principles and mental structures of decision-

making. The common sense of the entrepreneurship research suggests a certain degree of risk 

tolerance and optimism in order to overcome challenges and to cope with the uncertainty 

about the outcome of the start-up project. When considering failed start-ups, it becomes 

obvious that the line to a dysfunctional euphoria is really fine, particularly when eliminating 

risks and overestimating opportunities. 

 

The question arises of why these failed plans are diagnosed at a very late stage. The cases 

suggest that positive feedback offers the breeding ground of euphoria. Thus, the 

entrepreneurs of the cases Alpha, Beta and Gamma take financing commitments as 

confirmation of their plans and are likely to misinterpret signals of their target customers. 

While positive customer feedback has been recognized to a great extent, negative criticism 

has been dismissed as a starting difficulty. The entrepreneurs considered above tended to 

attribute successes to their own strategy, but did not do the same with regards to large 

problems. This false attribution and the exaggerated self-confidence left no room for self-

critical reflections. 

 

Furthermore, the case studies Alpha, Gamma and Delta imply that conflicts between 

investors and entrepreneurs are likely to accelerate the process of failure. Although conflict 

can be principally useful or destructive, in case of governance of young firms in crises 
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conflict seems to be predominantly detrimental. If revenues are not proceeding as planned, 

investors tend to become nervous and to exert high pressure. Thus, they set up another front 

within the crisis. Instead of actually doing business, the founders try to reassure their 

investors. Thus, they spend most of their rather precious time on mitigating conflicts. In the 

case of Alpha, this resulted in power struggles between founders and investors, which 

accelerated the downturn. In the case of Gamma, the entrepreneurs were not aware of the 

extent of reporting requested by institutional venture capitals. The case of Delta pointed out 

that the entrepreneurs made several mistakes: neither did they check the professionalism and 

reliability of the first investor, nor did they conduct a neutral assessment of the company 

value. Additionally, they achieved too little funding for their shares. 

 

During the business planning the entrepreneurs develop an idea on how to get into the 

business and how to make it profitable. With regard to this strategic logic, they select 

information and reach general decisions. Positive feedbacks, e.g. in terms of successful 

venture capital acquisition or (misunderstood) signals from potential customers trigger over-

confidence. This strengthening of the strategic logic seems to hinder the perception of 

trajectory deviations. Thus, positive developments are attributed to their own actions, 

whereas negative ones are mostly associated with unfavorable developments. Likewise, 

entrepreneurs identify deviations from the target path as temporary. In their view, these 

deviations can be corrected when acting consistently. Nevertheless, over time this becomes 

more and more illusionary. The mental models which were useful initially, may lead to a 

dangerous isolation from the outside world. Therefore, we propose: 

 

P2a. Over-optimism based on misinterpretations of feedback (customer feedback, investor 

feedback) and attribution biases is positively related to new venture failure.  

P2b. Inert strategic logics prevent corrections of over-optimism and, thus, positively related 

to new venture failure. 

 

The last explanatory area builds on this. When most of the targets according to business 

planning remain unachieved, growing scepticism of investors causes first liquidity problems. 

More, the divide between (lower than expected) revenues and real costs reinforces existing 

problems. At the same time former trust and/or confidence in the relationship between 

entrepreneurs and investors turns into growing scepticism of the investors and raises serious 

doubts whether the entrepreneurs are capable of managing the business. Later on, mistrust 

replaces former trust. At this point in time, many problems already escalated and caused 
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counter-productive modes of conflict. However, the escalating conflicts between 

entrepreneurs and investors oftentimes do not cause revisions of the entrepreneurs’ plans and 

actions but, inversely, keep them on the misleading track. This causes considerable conflicts 

between entrepreneurs and investors that oftentimes completely get out of control. Once 

mitigation fails, liquidity problems arise and can no longer be fixed due to fundamental 

mistrust among the decision-makers involved.  

P3. Escalating conflict between entrepreneurs and investors in connection to an ill-defined 

entrepreneurial governance system is positively related to new venture failure. 

 

CONCLUSIONS 

By dealing with entrepreneurial failure and trying to show mechanisms that are of distinct 

relevance to analyzing entrepreneurial failure we faced a considerable research gap of the 

conceptual and empirical kind. Our paper took previous empirical findings into account to 

the end of developing a new conceptual starting point of understanding entrepreneurial 

failure. Therefore, we found CbTF relevant to explain empirical findings. From the 

competence-based perspective we learned that entrepreneurial action rests on decisions made 

by people, in particular entrepreneurs, who act on the basis of the assets and knowledge 

available to them. This, however, does not shed enough light on the cognitive processes in 

the background. Therefore, our second core point was to consider behavioural aspects as 

well as the time dimension within the interpretive paradigm CbTF belongs to. Prospect 

theory enables us to better understand misinterpretations and cognitive biases of decision-

makers that cause misleading decisions while research on path dependence is useful to better 

understand the destructive paths of organizational failure. While we pointed out the inherent 

hazard of path dependent evolutions, we need to limit our conclusions insofar as path 

dependent downward spirals may dissolute when unforeseen exogenous forces (e.g. shocks, 

catastrophes, crises) occur. 

 

So far, we did primarily explorative fieldwork and identified first causalities. Future 

empirical research is needed to specify the propositions for at this time we identified causal 

areas but not clear-cutting constructs, yet. Insofar, more explorative research is useful as 

well as first steps of exploitative research. One main challenge of exploitative research will 

be to access a huge number of people that are able and willing to report on entrepreneurial 
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failure. Identification of respondents and finding sound ways of motivating them to take part 

in this kind of research will be a challenge due to the very nature of the problem. Almost 

everyone involved on entrepreneurial failure has a rather low willingness to participate. 

Another issue is that, according to the iterative research design of this paper, the different 

steps of empirical research should correspond with theory application and development. Our 

results reveal that in terms of the open system view of the firm obviously not all system 

elements matter in the same way. Moreover, the findings could be reinterpreted within the 

scope of an adopted open system view that takes particular notice of start-ups.  

 

Another issue of future research could be a comparison of failed and successful 

entrepreneurs and/or ventures. Actually, we suppose that the failure reasons differ from 

critical factors of success. However, there is still a lack of proof. A comparison, however, 

would be possible and rather easy, as long as a sufficient number of failure cases is available 

for access to successful start-ups has never been a problem. 

 

So far, we developed propositions based on a first reality check. These causalities play a role 

in patterns of entrepreneurial failure. We already shed some light on self-reinforcing 

mechanisms of failure that cause, finally, a lock-in the start-up firm can no more escape from 

so that failure can no longer be avoided. In terms of research on organizational paths it 

would be interesting to know more about the factors that cause these lock-in effects. This 

deserves more attention in future research, the more so as entrepreneurial failure seems to be 

an ideal research object of organizational path dependence in terms of Sydow et al. (2009). 
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Table 1. Empirical findings on failure causes in context of new ventures 

Source: own illustration, based on the systematization of Egeln et al. (2010); specified 

percentages correspond to the scope of answers, multiple answers were permitted 

 

Findings Sources 

poor strategic decisions 

too strong dependence on one/few customers 

 Bruno and Leidecker 1988 

 Venkataraman 1990 

 Bruno et al. 1992 

 Egeln et al. 2010 (44%) 

limited planning horizon/-efforts 

 Hunsdiek and May-Strobl 1986 

 Duchesneau and Gartner 1990 

 Gaskill et al. 1993 

 Egeln et al. 2010 (38%) 

rigid focus on target customers  Egeln et al. 2010 (34%) 

malinvestments  Egeln et al. 2010 (32%) 

growth strategy is too risky 

 Hill and Hlavacek 1977 

 Cressy 2006 

 Egeln et al. 2010 (31%) 

no cost-covering prices 
 Gaskill et al. 1993  

 Egeln et al. 2010 (30%) 

too high prices 
 Gaskill et al. 1993 

 Egeln et al. 2010 (28%) 

inappropriate advertising strategy 

 Gaskill et al. 1993 

 Zacharakis et al. 1999 

 Egeln et al. 2010 (26%) 

low product diversity  
 Pleschak et al. 2002 

 Egeln et al. 2010 (24%) 

regional focus is too narrow  Egeln et al. 2010 (21%) 

too strong dependence on one/few suppliers  Egeln et al. 2010 (20%) 

deferred investments  Egeln et al. 2010 (18%) 

too high product diversity  Egeln et al. 2010 (17%) 

regional focus is too broad  Egeln et al. 2010 (10%) 

business concept/planning errors 

 Hill and Hlavacek 1977 

 Maisberger 1997 

 Zacharakis et al. 1999 

 Lussier and Halabi 2010 

 Cardon et al. 2011 

excessive costs 
 Maisberger 1997 

 Pleschak et al. 2002 

vague/doomed business model 

 Duchesneau and Gartner 1990 

  Maisberger 1997 

 Cardon et al. 2011 

inappropriate timing of market entry 

 Bruno and Leidecker 1988 

 Bruno et al. 1992 

 Zacharakis et al. 1999 

 Cardon et al. 2011 

no/hardly any market research  Duchesneau and Gartner 1990 

incorrect business definition 
 Bruno and Leidecker 1988 

 Bruno et al. 1992 

underestimation of capital requirements for market  Pleschak et al. 2002 
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launch and production development 

faulty financing concept  Pleschak et al. 2002 

flawed marketing/sales concept  Pleschak et al. 2002 

too late or insufficient marketing activities  Pleschak et al. 2002 

excessive R&D costs  Pleschak et al. 2002 

underestimation of customer-related modification 

efforts 
 Pleschak et al. 2002 

Skill and qualification shortfalls 

controlling 

 Hunsdiek and May-Strobl 1986 

 Pleschak et al. 2002 

 Egeln et al. 2010 (32%) 

 Cardon et al. 2011 

marketing 

 Maisberger 1997 

 Egeln et al. 2010 (23%) 

 Lussier and Halabi 2010 

market knowledge 

 Hunsdiek and May-Strobl 1986 

 Pleschak et al. 2002 

 Egeln et al. 2010 (22%) 

organizational skills/ 

operational management 

 Bruno and Leidecker 1988 

 Duchesneau and Gartner 1990 

 Meyer 1999 

 Pleschak et al. 2002 

 Egeln et al. 2010 (22%) 

 Lussier and Halabi 2010 

 Cardon et al. 2011  

insufficient knowledge in human resources 

management/ 

deficiencies in the staffing policy 

 Hill and Hlavacek 1977 

 Pleschak et al. 2002 

 Egeln et al. 2010 (13%) 

technical skills 
 Zacharakis et al. 1999 

 Egeln et al. 2010 (8%) 

no/hardly any (start-up) consultancy 

 Duchesneau and Gartner 1990 

 Gaskill et al. 1993 

 Maisberger 1997 

 Kay and May-Strobl 2001 

imbalanced qualifications 
 Schulte 1999 

 Cressy 2006 

contract design  Hunsdiek and May-Strobl 1986 

overestimation of one’s own capabilities 

 Hill and Hlavacek 1977 

 Maisberger 1997 

 Cardon et al. 2011 

lack of commitment  Maisberger 1997 

lack of perceverance  Maisberger 1997 

incompetent key personnel 

 Duchesneau and Gartner 1990 

 Zacharakis et al. 1999 

 Cressy 2006 

 Cardon et al. 2011 

lack of entrepreneurial vision 

 Duchesneau and Gartner 1990 

 Zacharakis et al. 1999 

 Franco and Haase 2010 

unfavorable personality traits/ 

impulsive behavior of the lead entrepreneur 

 Duchesneau and Gartner 1990 

 Pleschak et al. 2002 

very high internal locus of control of the  

lead entrepreneur 
 Duchesneau and Gartner 1990 

sales and distribution 
 Bruno and Leidecker 1988 

 Bruno et al. 1992 
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lack of experience 

 Gaskill et al. 1993 

 Michael and Combs 2008 

 Franco and Haase 2010                            

weak communication skills  Franco and Haase 2010 

lack of business knowledge  Pleschak et al. 2002 

insufficient strategic management  Pleschak et al. 2002 

Intra-corporate causes 

insufficient process innovations  Egeln et al. 2010 (28%) 

insufficient product innovations 
 Egeln et al. 2010 (22%) 

 Franco and Haase 2010 

insufficient personnel reduction  Egeln et al. 2010 (17%) 

insufficient product quality 

 Bruno and Leidecker 1988 

 Bruno et al. 1992 

 Zacharakis et al. 1999 

 Egeln et al. 2010 (13%) 

technical planning targets are not achieved  Pleschak et al. 2002 

high decision-making power of the lead 

entrepreneur 
 Duchesneau and Gartner 1990 

non-participative decision-making  Duchesneau and Gartner 1990 

Problems on sales and factor markets 

decline in sales/ 

collapse of the target market 

 Pleschak et al. 2002 

 Egeln et al. 2010 (57%) 

 Cardon et al. 2011 

bad dept losses  Egeln et al. 2010 (52%) 

increasing prices on factor markets  Egeln et al. 2010 (49%) 

poor industry development 

 Zacharakis et al. 1999 

 Egeln et al. 2010 (42%) 

 Franco and Haase 2010 

 Cardon et al. 2011 

generally poor economic situation  Egeln et al. 2010 (39%) 

strong competition 

 Gaskill et al. 1993 

 Egeln et al. 2010 (35%) 

 Franco and Haase 2010 

personnel acquisition issues 
 Egeln et al. 2010 (35%) 

 Franco and Haase 2010 

lack of customer loyalty  Egeln et al. 2010 (27%) 

problems related to tapping new markets 
 Bruno et al. 1992 

 Egeln et al. 2010 (26%) 

problems related to customer acquisition  Egeln et al. 2010 (25%) 

poor supplier relations/ 

problems with suppliers or cooperation partners 

 Zacharakis et al. 1999 

 Pleschak et al. 2002 

lack of service quality of infrastructural network 

partners/bureaucracy 

 Heimerl and Reiß 1998 

 Franco and Haase 2010 

cautious customer behavior  Pleschak et al. 2002 

uncompetitive product  Pleschak et al. 2002 

image/reputation problems  Pleschak et al. 2002 

Financial problems 

undercapitalization/ 

lack of financial reserves/ 

insufficient equity capital 

 Hill and Hlavacek 1977 

 Bruno and Leidecker 1988 

 Duchesneau and Gartner 1990 

 Bruno et al. 1992 

 Zacharakis et al. 1999 

 Pleschak et al. 2002 
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 Thornhill and Amit 2003 

 Egeln et al. 2010 (65%) 

increasing/early debt 

 Hill and Hlavacek 1977 

 Bruno and Leidecker 1988 

 Bruno et al. 1992 

 Thornhill and Amit 2003 

 Egeln et al. 2010 (56%) 

credit refusal 
 Egeln et al. 2010 (45%) 

 Cardon et al. 2011 

lack of investment capital  Egeln et al. 2010 (34%) 

loan terminations 
 Egeln et al. 2010 (22%) 

 Cardon et al. 2011 

problems with banks/ 

restrictive behavior of the principal bank 

 Maisberger 1997 

 Pleschak et al. 2002 

low funding availability 
 Zacharakis et al. 1999 

 Franco and Haase 2010 

poor VC/shareholder cooperation 

 Bruno and Leidecker 1988 

 Bruno et al. 1992 

 Gaskill et al. 1993 

 Zacharakis et al. 1999 

 Cardon et al. 2010 

lower sales than planned  Pleschak et al. 2002 

Personal issues 

stress/excessive workloads  Egeln et al. 2010 (18%) 

disappointment related to income expectations 
 Egeln et al. 2010 (20%) 

 Cardon et al. 2011 

to high personal liability  Egeln et al. 2010 (13%) 

health reasons  Egeln et al. 2010 (13%) 

family reasons 
 Maisberger 1997 

 Egeln et al. 2010 (12%) 

too strong risk aversion  Egeln et al. 2010 (8%) 

dissonance regarding corporate strategy 
 Hill and Hlavacek 1977 

 Egeln et al. 2010 (6%) 

problems related to succession  Egeln et al. 2010 (4%) 

Internal management issues 

conflict/disagreements in management team 

 Hill and Hlavacek 1977 

 Bruno and Leidecker 1988 

 Meyer 1999 

 Pleschak et al. 2002 

 Egeln et al. 2010 (8%) 

compensation of shareholders  Egeln et al. 2010 (4%) 

management changes  Egeln et al. 2010 (3%) 
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Table 2. Key Elements of the Research Design 

Justification of 

research approach 

there is a gap in existing theory that does not adequately explain the phenomenon under 

investigation 

the research is exploratory and therefore calls for case research to build theories 

the research is explanatory (i.e., asking “how” and “why” types of questions) 

the context and experiences of actors are critical 

Research question  What are causes and patterns of new venture failure? 

Unit of analysis Failed new ventures 

Research purpose 

and role of existing 

theory 

CbTF aims to explain competitiveness; modification is needed to explain new venture 

failure. 

Research approach is therefore neither purely inductive (deriving new theory strictly 

from data) nor deductive (testing or confirmation/falsification of existing theory); an 

abductive approach is applied: CbTF and formerly research findings provide a priori 

propositions for exploratory fieldwork. 

Case selection and 

number of cases 

Convenient approach 

Number of cases: 4 

Data collection and 

analysis 

Data triangulation: business plans and guideline-based semi-structured interviews with 

entrepreneurs and investors. 

Data analysis occurs simultaneously and iterative to data collection which allows to 

adjust constructs and relationships as well as questions for follow-up guideline-based 

semi-structured interviews. First, within-case-analysis is conducted. Second, cross-case 

analysis is performed by comparing the first two cases at a time and then successively 

adding further cases to analysis while applying replication logic. 

Quality 

measurements 

Construct validity:  

 Research framework is explicitly derived from literature and theory (CbTF). 

 Theoretically derived a priori knowledge (in particular internal causes of 

failure, precarious paths of organizational development, biases in perception 

and expectation) is matter of the guideline for semi-structured interviews. 

 Reduction of single informant bias (Kumar et al. 1993; Ernst 2003) through 

means of triangulation (business plans and semi-structured interviews with 

entrepreneurs and investors), 

 Reduction of subjective researcher interpretation biases through reflecting 

conclusions with the interviewees. 

Internal validity: 

 Is achieved through replication logic related means of cross-case pattern 

matching. 

External validity: 

 Is addressed through cross-case analysis and through outlining details on the 

case-study contexts to allow the reader to follow cross-case conclusions. 

Reliability: 

 All elements of the applied research design are clearly outlined and 

documented. 
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Table 3. Profile of Case Study Companies 

 Alpha Beta Gamma Delta 

Sector Internet/Software Creative 

Industry 

IT Logistics Mechanical 

Engineering 

Period of 

Existence 

2005 to date 2008-2010 1999-2002 2000-2009 

Status ‘living dead’ insolvent insolvent insolvent 

Members of 

Initial Team 

4 2 5  3 

Investments 

(cumulated) 

1.5 Mill. EUR 0.6 Mill. € 6 Mill. DEM 4 Mill. EUR 

Max. of Annual 

Revenue 

0.7 Mill. EUR 20,000 € 0.3 Mio DEM 4 Mill. EUR 

Max. of 

Employees 

14 2 40 45 

Business Sector B-to-B B-to-B B-to-B B-to-B 
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Figure 1. The Open System View of the Firm (Source: Sanchez and Heene 1996: 41) 
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Abstract 

The study aim at evaluating the leadership pattern and the extent to which it has affected 

organizational performance in some selected small scale industries in Nigeria. The study 

analyzed the relationship between leadership and organizational performance in the industries 

with a view of determining their overall performance level vis-à-vis labour management 

relations and productivity. Three small scale industries were randomly selected for the study that 

is one from the shoe production, book publishing, and plastic production firms. The first 

hypothesis was tested using chi square and the results revealed that leadership pattern in small-

scale industries significantly affect overall performance of the business outfit. In testing the 

second hypothesis Friedman Ranking Test was used to rank how existence of favourable working 

environment has affected/enhanced the employee’s output. The result also revealed that 

existence of favourable working environment enhances employee’s output which on the long run 

helps to stabilize the business enterprises.  

 

 

 

Keywords: Organizational Performance, Leadership, Management, Employee. 

 

 

 

mailto:Abiola_1007@yahoo.com


INTRODUCTION 

An organization is a social set up which has a boundary that separates it from its environment, 

pursues its own collective goals, and controls its own performance (Hicks and Gullet, 1975). In a 

formal organization, interactions are rationally coordinated and directed through time on a 

continuous basis. The person at the helm of affairs is usually the leader. Kraines (2001) stressed 

that the word leadership has been used by most disciplines; however, there is large disagreement 

as regards the exact meaning. This view was also supported by Taffinder (2006), who gave 

different definitions to leadership: “leadership is getting people to do things they have never 

thought of doing, do not believe are possible or that they do not want to do.” With reference to 

an organization, he defined leadership as “the action of committing employees to contribute their 

best to the purpose of the organization.” While one a complex and more accurate view, he 

explains that you only know leadership by its consequences – from the fact that individuals or a 

group of people start to behave in a particular way as a result of the actions of someone else. 

According to Riggio et al (2008), leadership is a learning process that is not only centered in 

what needs to be said but also in learning how to say it in ways that others can understand and 

follow. Thus, this relationship of mutual abilities is the leader-follower relation. Both create it so 

that both can do the right things. They further states that it an ongoing process in which leaders 

and followers may change their roles, but leadership and followership always function the same 

way. 

Leadership as viewed by Kouzes and Posner (1987) is an ongoing process of building and 

sustaining a relationship between those who aspire to lead and those willing to follow. Their 

views explore common patterns of action at the core of effective leadership. Authenticity, 

initiative, courage, and inspiration, as well as the abilities to frame engaging opportunities, foster 

collaboration, and empower others–qualities available to all no matter where they sit in the 

hierarchy–can enable groups of ordinary individuals to accomplish extraordinary things. 

Leadership is multidimensional in skill and orientation. Successful leaders need to understand 

people and organizations, tasks and processes, self and others. They must attend to current 

realities while envisioning future possibilities, and need confidence and strategies for working 

competently across a wide range of diverse issues – from fostering the organizational clarity that 



comes from sound structures and policies to unleashing energy and creativity through bold 

visions, from creating learning organizations where workers mature and develop as everyday 

leaders to managing the conflict inevitable in a world of enduring differences (Gallos, 2008). 

Kotter (1999) disagreed with some people’s views that there has been a dearth of quality 

leadership throughout history, he stated that what is clear is that the increasingly fast-moving and 

competitive environment we will face in the twenty first century demands more leadership from 

more people to make enterprises prosper. Without that leadership, organizations stagnate, lose 

their way, and eventually suffer the consequences. He believes that leadership gap exists for 

many reasons and correcting the problem is made difficult for many additional reasons. Instead 

of nurturing talent, encouraging people to lead and to learn from mistakes and successes, 

organizations all too often ignore leadership potential, offer no relevant training or role models, 

and punish who make small errors while trying to lead. Individuals, too, get in their own way by 

failing to assess their developmental needs realistically and to proactively seek means of meeting 

those needs. 

Concept of Leadership 

Just as human needs in organization are numerous, it is important to effectively coordinate the 

behaviour of people in order to achieve organizational aims and objectives. Often time, 

leadership has been linked to management as it involves directing, controlling to an extent the 

nature, degree, extent and passé of activities and changes occurring within the organization. 

According to Kotter (1999) leadership and management are two distinctive and complementary 

systems of action. Each has its own function and characteristic activities. Both are necessary for 

success in an increasingly complex and volatile environment.  

Management is about coping with complexity. Its practices and procedures are largely a response 

to one of the most significant development of the twenty century. Without good management, 

complex enterprises tend to become chaotic in ways that threaten their very existence. Good 

management brings a degree of order and consistency to key dimensions like the quality and 

profitability of products. 

Leadership, by contrast, is about coping with change. Part of the reason it has become so 

important in recent years is that the business world has become more competitive and more 



volatile. Faster technological change, greater international competition, the deregulation of 

markets, overcapacity in capital-intensive industries, an unstable oil cartel, raiders and junk 

bonds, and the changing demographics of the work force are among the many factors that have 

contributed to the shift. The net result is that doing what was done yesterday, or doing it 5% 

better, is no longer a formula for success. Major changes are more and more necessary to survive 

and compete effectively in this new environment. More change always demands more 

leadership. 

Kotter (1999) further states that different functions–coping with complexity and coping with 

change–shapes the characteristic activities of management and leadership. Each system of action 

involves deciding what needs to be done, creating networks of people and relationships that can 

accomplish an agenda, and then trying to ensure that those people actually do the job. But each 

accomplishes these three tasks in different ways. 

Firms manages complexity first by planning and budgeting–setting targets or goals for the future 

(typical for the next month or year), establishing detailed steps for achieving those targets, and 

then allocating resources to accomplish those plans, by contrast, leading an organization to 

constructive change begins by setting a direction–developing a vision of the future (often the 

distant future) along with strategies for producing the changes needed to achieve that vision. 

Management develops the capacity to achieve its plan by organizing and staffing–creating an 

organizational structure and set of jobs for accomplishing plan requirements, staffing the jobs 

with qualified individuals, communicating the plan to those people, delegating responsibility for 

carrying out the plan, and devising systems to monitor implementation. The equivalent 

leadership activity, however, is aligning people. This means communicating the new direction to 

those who can create coalitions that understand the vision and are committed to its achievement. 

Finally, management ensures plan accomplishment by controlling and problem solving–

monitoring results versus the plan in some detail, both formally and informally, by means of 

reports, meetings, and other tools; identifying deviations; and then planning and organizing to 

solve the problems. But for leadership, achieving a vision requires motivating and inspiring–

keeping people moving in the right direction, despite major obstacles to change, by appealing to 

basic but often untapped human needs, values, and emotions. 



In essence, management as a process is rooted in the interactions of people at work directed 

towards maximization of efficiency scared resources, labour, machineries, raw materials and 

information. 

Levels of leadership 

A leader is anyone who directs and controls a group of people to achieve a set purpose. 

However, a social organization has many leaders operating at the same time. They may be rivals 

but they share the various leadership functions of planning, directing, reviewing, and 

coordinating. Circumstances may cause changes in leadership pattern thus leading to 

classification of leadership, based on how it is performed (Hicks and Gullet, 1975, Riggio and 

Conger, 2007). He stated that there might be two types of leaders: 

i. Unofficial Leader: this leader is often not important in an organization though the power 

ascribed to such leader may rise and fall. 

ii. Official Leader: the individual holding this position is officially given charge over the 

subordinates who should be directed and controlled. The subordinates need to be led 

to value the rewards they obtain from their work this could be money, friendship, 

status, approval or a combination of any of these. In most cases official leaders could 

be called supervisors or managers and they reserve the power to reward or punish. To 

a large extent, the success of such leadership depends on experience and teachers 

virtuosity, but on their management style at a greater extent. 

Leadership Ability 

It is unquestionable that there are unlimited researches on how people acquire leadership ability, 

however, the aristocrats believe that it is in-born (in the blood) just like monarchy. Most work 

known today attempts to describe leadership act and techniques, theorize about why leaders 

emerge; understand people and the dynamics of interpersonal relations. Both near and far, there 

exist highly talented people with leadership ability. Various informal groups; preparatory to 

university, family to social institutions, traditional settings to modern setting all have 

distinguished set of people who have demonstrated superior leadership act. However, teaching 

this process can be difficult. This could be due to the fact that leadership is a dynamic personal 

process. Leadership could be said to be dynamic because it varies with circumstances and 



individuals involved. It is also said to be personal because of the inter-personal influences 

allowed. However, this process could be difficult, which could be attributed to the fact that 

leadership is a dynamic personal process (Gerhard, 2002). 

Leadership could be said to be dynamic because it varies with circumstances and individuals 

involved. It is also said to be personal because of the interpersonal influences allowed, 

meanwhile, this does not necessarily mean direct contact between the leader and the 

subordinates. While some leaders are known to have direct contact with their subordinates as 

evidenced in most small scale industries, others are void of this process, possibly because of 

larger number of subordinates involved. 

Roles of Small Business 

The existence of small scale business is so unique to the nation and they are often referred to as 

the engine growth of most economies of the world. The individual entrepreneur becomes self 

reliant and are able to do things in their own way. They are known to promote creativity among 

business and their existence broadens the source of revenue generation for the government. They 

sometimes provide input for the use of medium and large scale industries, which their operation 

helps to reduce rural-urban migration of graduates and jobless ones.  

Aside from the primary aim of a business which is making of profit, a business has all that social 

responsibility also of providing safe products to the consumers; the creation of employment 

opportunities; control of environmental pollution and provision of social needs of the society.  

While performing those various roles in the society, it is expected that small scale business 

should be able to control its investment, merchandise, equipment, building and personnel to 

ensure maximum use for production.  To be successful small scale business owners must ensure 

careful and constant study of the market and wisely plan their activities so as to remain in the 

market; gain more market share in the industry they belong. There must be strong working 

relationship with suppliers, customer selection and market consideration as well as thoughtful 

selection of goods and well planned sales promotion. Inadequate adherence to some of those 

aforementioned needs will generally leads to business failure. 



However, because the underlying motives of those who set up in business on their own vary so 

widely, the question of what is – or is not – a successful business is difficult to answer. For many 

small scale business owners, their ability, year by year, to pay their way and keep their heads 

above water, is enough. Their personal satisfaction comes from their high degree of 

independence or their freedom to develop their personal skills and ideas. If they are satisfied with 

their own progress and they contribute, however modestly, to the well-being of the community 

they serve, who shall say they are not successful? (Elvy, 1984). 

Features of Small Scale Business  

Management:    The management is generally coordinated by its owners. As managers, they are 

in the position to make their own decisions. 

Capital requirements:   The amount required is relatively small compared with that of larger 

firms. 

Local operations: Most small firms operate in local areas. The owner often lives in the 

community where the business is located. Other features are: 

1. The possession of some special personal skill, knowledge or interest that is connected 

with a certain type of commodity service. 

2. The discovery of a particular need for certain types of goods or services that are not 

fulfilled adequately by existing producers or traders. 

3. The recognition of a better way to satisfy a particular need for certain goods and services. 

4. The realization of a better way to promote the sales of certain types of existing products 

or services. 

Strengths of the Small Scale Business 

There are three factors – flexibility, the personal touch leading to speed of decision and the 

ability to improvise, which give the small business a distinct edge over large competitors. 

1. Flexibility: It is simpler for the small scale business to undertake something special and 

change production programmes very often, in the time it take the production committee 

of the major manufacturer to sit down to have a meeting on the subject. 



2. The Personal \touch: the owner(s) often knows his customers personally, just as he 

knows personally his suppliers of raw materials and components. He usually knows 

personally the people who work for him. Because of his first-hand knowledge of all 

aspects of his business he can, when needed, make rapid decisions. 

3. Improvisation: one distinct advantage that the small firm has over bigger rivals is the 

comparative ease with which it can improvise in an emergency. This made it possible for 

them to bring to the market something that is new even though its novelty may be no 

more than a modified design that gives the product greater appeal to the eye, greater 

usefulness, or enables it to be sold more cheaply. 

The small scale business owner, with his facility for improvisation, his flexibility, his ability to 

produce special, short runs economically, often has far greater scope than his bigger rivals to 

innovate. The proof for this according to Elvy (1984) lies in the experience of the past years 

because most of the new product ideas developed over the past two decades was originated by 

small manufacturing firms. This is one of the most important features of the small business and 

the reason why a thriving small business community is so vital to the industrial health of the 

nation. 

METHODOLOGY 

The study area for the study is South Western Nigeria comprising Lagos, Ogun, Oyo, Osun, 

Ondo and Ekiti states. Three small scale industries were selected, that is shoe production, book 

publishing and table water production (represented as A B C). The registers of the small scale 

business association in each states was used to randomly select the respondents. One hundred 

and eighty (180) questionnaires were distributed, that is 30 for each state and 10 per categories 

selected. One hundred and thirty eight (138) questionnaires were returned, representing 77% of 

the total distributed. The respondents when viewed from gender perspective were 92 (66.67%) 

male and 46 (23.23%) female. Majority of the small scale business owners (73% of the 

respondents) falls between age 29 years and 40 years. It shows that the bulk of the work force is 

still young and energetic. It can be seen that most members of the work force are within the 

productive age which encourages effective performance. Most of the staff 45% have been with 

the companies for more than five years and are more likely to know about the company(s) 

leadership pattern and performance over the years.  



The study revealed that 85 (62%) of the respondents described the management style in their 

organization as autocratic. This shows that the business owner never entertain any form of 

contribution from the employees. However, one need to bear in mind that people wants not only 

personal but also human connection and an emotional link with their leaders in the workplace 

which will encourage their growth and development (Hill and Lineback, 2011). Those that 

choose laizze-faire were 15 (10%), this is alien to the small scale businesses in it early stage of 

their existence as most owners normally hold tenuously to the managing of the affairs of their 

business, therefore it is not surprising to find that very few respondents picked this management 

style. 38 (28%) respondents choose participative/democratic leadership style, this is a style 

which one only see in medium and large scale business industries. It is known that in developed 

nations the business owners will reluctantly adopt this type of leadership style, as they will feel 

threatened. They will not want to share opinion and thought of managing their business with 

people they believe does not have much at stake. Hence, participative/democratic management 

style is not popular with the small scale business. In essence, the boss is always in the world of 

his own excluding others from coming within the orbit of power, thereby alienating himself from 

his workers. Researches revealed that managers/supervisors in organizations normally ignore an 

important aspect of management which required that bosses also needs to be managed, and not 

only subordinates, product, markets and technologies in their organizations (Gabarro and Kotter, 

2005). 

 



Training and development is an important aspect of any organization, it is inarguable that staff 

need to be developed in order to sustain/improve their performance (Goldman, 2006). Among 

the employees of the small scale business understudied 34 (25%) claimed that there exist training 

facilities in their organization, while majority 104 (75%) stated that there is no adequate training 

facilities for them. Further investigation revealed that high rate of less qualified personnel are 

found among the table water small scale industries, however the book publishing organization 

strife to improve their workforce with on-the-job training. Though, it will reduce the overhead 

cost, but it is important that managers identify training needs of their employees and arrange both 

on-the-job and off-the-job-training for them so as to improve the organizational performance. 

It is instructive to know that the respondents were unequivocal in their assessment of the 

performance of their organization as only 30 (22%) of them adjudged their organizational 

performance as outstanding and the rest stated that they are either average or poor 108 (68%) 

respectively 

The respondents were asked to rank the level of conduciveness of the working environment 

using scale of 0 – 5 (with 0 being the least and 5 being conducive).Majority of the workers 

(65%) are of the opinion that their working environment is strongly unsuitable. (30%) of the 

respondents believed that their working environment is unsuitable, while (4%) and (1%) are of 

the opinion that the working environment is average and suitable respectively. The same opinion 

was expressed when the issue of salary was raised, as none of the respondents were satisfied with 

their salary. Bearing in mind that unsatisfied worker may perform below optimal level and 

without any doubt this will affect the objectives, productivity and efficiency of the organization. 

Other questions based on worker’s satisfaction, motivation and recognition were also put 

forward to the respondents; understanding the fact that lack of proper recognition of staff input 

may prompt workers to look for jobs in other companies where their contributions and skills will 

be recognized and properly remunerated. This normally lead to high staff turn-over as most 

employer of labour in South Western Nigeria find it difficult to motivate their workers due to 

their perception that there are many skilled unemployed in the labour market they can always 

replace them with. 

Five factors that can enhance organizational performance such as: recruitment of well 

educated/experienced workers; acquisition of state of the art technology; participative leadership 



and proper motivation of staff; research and development and free flow of information and 

personal recognition were identified and respondents were asked to select those that were 

available in their respective organizations. All the respondents 49.3% were of the view that 

participative leadership and proper motivation is most important factor for enhancing 

organization performance. Research and development, and free flow of information and personal 

recognition with 21% and 18% respectively came next in their choice while acquisition of state 

of the art technology was the least favoured. Factors and criteria for promotion in those 

companies under consideration also revealed that the Managing Director’s discretion 68 (49%) 

happen to be one of the major criteria for promoting employees.  

 

This may be seen as a subjective way of elevating employees which may lead to inequity among 

the employees in the organization. While years of service 31 (22.5%) was next choice of the 

respondents, which shows that years in services does not count when it comes for promotion 

consideration. 29 (21%) respondents states that input to the department’s activities are 

considered for promotion in their own establishments, while only 10 (7.2%) of the respondents 

believed that favoritism is what is place in their organizations.  

Hypothesis Testing 

Two hypotheses were formulated – Leadership pattern in small scale industries significantly 

affect the overall performance of the business; and existence of a favourable working 



environment enhances employees’ high input to their organization. The first hypothesis was 

tested using Chi square and the result presented in table below revealed that all the three small 

scale businesses employed favourable leadership patterns. That is the hypothesis was accepted, 

indicating that all the chi square values for the leadership pattern employed by the small 

businesses were significant at 1% level as shown in table 1 below. 

Table 1: Chi-Square Table for Leadership Style 

 Company A Company B Company C 

Chi-Square 

df 

Assymp.Sig. 

                    33.976
a* 

                               2 

                          .001 

                       6.400
b* 

                               2 

.                          041 

                     15.842
c* 

                               2 

                          .001 

a. 0 cells (.0%) have expected frequencies less than 5. The minimum expected cell frequency is 28.3 

b. 0 cells (.0%) have expected frequencies less than 5. The minimum expected cell frequency is 5.0. 

c. 0 cells (.0%) have expected frequencies less than 5. The minimum expected cell frequency is 12.7. 

The results obtained revealed that leadership pattern in small-scale industries significantly affect 

overall performance of the business; it shows that good leadership in all its ramification leads to 

high organizational performance.  

Table 2: Friedman Rank Test for Existence of favourable working environment 

 Mean Rank Ranking 

Company A 22.20 1
st
 

Company B 1.78 3
rd

 

Company C 2.02 2
nd

 

 

Test Statistics
a
 

N 45 

Chi-Square 13.481 

df 2 

Asymp. Sig. .001 



For the second hypothesis Friedman Rank Test was used to rank how the existence of favourable 

working environment had affected/enhances employee’s output. Company A had the highest 

rank of 2.20, followed by Company C that ranked 2.02 and Company B is the least with 1.78. 

This shows that the existence of favourable working environment enhances employee’s high 

output which on the long run helps to stabilize the business enterprises.  

RESULTS AND IMPLICATIONS 

The leadership pattern used in the selected companies (shoe production, book publishing and 

table water production – represented as A B C)) in this study contributed to the ineffectiveness of 

the organizations based on inadequate materials and equipment to work with; under staffing; 

break down of machinery and tools, insufficient raw materials, lack of performance 

measurement, and lack of motivation for staff amongst other factors. Poor spread of executive 

skills and delegation of power among the staff results to inability to take decisions when the 

manager is not available, which hampered use of initiative by the staff.  

It was observed that the owner of the business uses ‘one size fit all’ in addressing issues like 

finance, production, marketing, distribution and recruitment. In essence the business owner 

becomes jack of all trade by claiming expertise in all areas. Some of the employees were not 

promoted in recent years. Thus, they are dissatisfied and this affects their attitude to work. They 

gave favoritism and managing director’s discretion as the cause. 

The business owners were expected to motivate their staff according to their contributions to the 

organization and to give them freedom to use individual discretion at some specific levels which 

will enhance leadership role in the future. The entrepreneurs should also assist their employees to 

meet their personal needs and aspiration which will bring about improved performance, 

satisfaction and high productivity. The use of unskilled relatives to head a unit/department will 

on the long run cause disaffection as the staff will see their presence as a threat to their existence 

in the organization, however, the business owner’s relatives serves as a check on the staff 

excesses.  

 

 



Conclusion and Recommendations 

During the course of the study, many factors such as poor spread of executive skills and 

delegation of power among staff; lack of formal control mechanism in the area of expertise of the 

manager in the organization. ‘One–man–show’ is the bane of small scale industries in Nigeria; in 

that the owner of the business believes that he has expertise in all areas of the business (finances, 

marketing, distribution, recruitment and production) forgetting that his degree of expertise will 

vary in these fields. This will invariably leads to sordid handling of those areas where he lack 

expertise. On the other hand, the business owners may decide to place some of those 

crucial/important areas of the business in the hands of their relations. This tends to serve dual 

purposes such as “safety assurance” as well as check/whistle blowers on the other employees. In 

some of the organizations this had led to distrust and literarily placing a ceiling on how far the 

employees could grow on the job since the business owner’s relations are placed at the top. 

Aside from inadequate materials and equipment, under staffing, lack of free flow of information 

among the workers and their employers, there was the issue of lopsided promotion criteria which 

had led to dissatisfaction with resultant effect of poor attitude to work. Leaders should promote 

subordinates according to their contributions to the organization and not according to the wimps 

and caprices of the managing directors 

It is a well known fact that employees came into the organizations because they believe that their 

personal goals could be met while they strive to help achieve the organization’s objectives. It is 

expected that owners or small scale business should recognize the needs of their workers, 

employ appropriate motivational tool such as promotion of staff based on merit and skills, 

provide suitable working environment and provide appropriate leadership style that will 

encourage free flow of information among employer, superior officers and other employees 

(Idowu, 2007). This is in line with Unamaka, and Ewurum, (1995) assertion that good motivation 

is critical for achieving organization objectives which can only be achieved when 

leaders/managers shows understanding of the needs of the subordinates. It will then provide 

energy and focus needed to drive the organization. This view was supported by Hill and 

Lineback, (2011) that says this kind of human relationship with the small business owners will 

be a crucial factor that can determine an employee's level of engagement with the work. 



The business owners should not turn themselves into jack of all trade but allow others to use 

their initiatives in some of the areas where they can display superior competence; this will 

further enhance leadership role and freedom to use individual discretion at some specific levels 

there by ensuring high performance and productivity at the same time. Riggio et al, (2008) were 

of the opinion that free flow of information and use of own initiative by the staff will create good 

followership and mentoring will not be difficult.  
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Appendix  

Options A B C Total % 

Existence of Training Facilities      

Yes  10 2 22 34 25 

No  36 44 24 104 75 

Total  46 46 46 138 100 

Performance Evaluation of Company      

Outstanding  9 6 15 30 22 

Average  23 15 16 54 39 

Poor  14 25 15 54 39 

Total  46 46 76 138 100 

Leadership Style in practice      

Autocratic  30 30 25 85 62 

Lassie-faire  8 2 5 15 10 

Participative/Democratic 8 14 16 38 28 

Total  46 46 46 138 100 

Suitability of Working Environment      

5 2 0 0 2 1 

4 4 0 2 6 4 

3 4 6 2 12 9 

2 6 6 16 28 21 

1 30 34 26 90 65 

Total 46 46 46 138 100 

Factors for Enhancing Organizational 

Performance 

     

A 6 0 4 10 7.2 

B 4 0 2 6 4.3 



C 20 28 20 68 49.3 

D 5 14 10 29 21 

E 11 4 10 25 18 

Total  46 46 46 138 100 

Factors and criteria for promotion in 

companies 

     

Years of services 12 6 13 31 22.5 

Input to the Dept. 12 4 13 29 21 

Favoritism 6 2 2 10 7.2 

MD’s Discretion 16 34 18 68 49.3 

Total 46 46 46 138 100 
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INTRODUCTION 

 Comparing apples with oranges was, for many years thought to be impossible. True as it 

may be in some areas, for business excellence however, this is possible and should be 

encouraged. Benchmarking world class best practice with those businesses in developing 

economies like South Africa could be equated to comparing apples with oranges. ‘Cutting and 

mixing the two to make fruit salad’ is even a more brilliant innovation for business growth and 

sustainability to be realised.  

 This study benchmarks the South African Excellence Model (SAEM), which was 

developed to measure business management performance (SAEF, 2005:2; Smit, Cronje, Brevis 

& Vrba, 2011:45) against selected similar models that do the same in developed economies 

(Arefjev and Strucheuskaya, 2006:29;  Santos-Vijande and Alvarez-Gonzalez, 2007:33). That is, 

the models used in developed countries serve as benchmarks. These benchmark models are 

comprehensive and seem to have similar management performance measurement criteria. Each 

of these models is developed and adapted to the local environment. The argument is: Unless the 

two economies mix their resources and learn from each other, there would be no cross-

fertilisation of innovative ideas that are needed for continuous improvement, growth and 

sustainability of these economies. 

 The challenge is that, although both developing and developed economies have good 

business excellence models (BEMs), which measure similar businesses’ management 

performance, the survival rate of new businesses in South Africa is low (Smit, et al; 2011:19). 

Furthermore, management performance of small and medium-sized enterprises (SMEs) in South 

Africa seems not to be performing well in comparison with similar businesses in developed 

economies (Smit, et al; 2011:19). There seems to be a huge gap in management performance 

between the two economies. The study seeks to benchmark the management performance of 

South African SMEs against those in the developed economies.  

  The primary research question is: Why are South African SMEs not performing 

well in comparison to similar businesses in the developed economies? Although South Africa is 

categorised under developing economies, the study area (Gauteng Province) is more developed 

than most provinces and fits most criteria for developed countries; given its relatively high level 

of economic growth and security. Developed countries are industrialised and technologically 

advanced, highly urbanised, relatively wealthy, and have generally evolved through both 
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economic and demographic transitions (Botha and Musengi, 2012:24). Measuring management 

performance of South African SMEs, and benchmarking their performance against world-class 

best practice would provide a better understanding of management performance gaps in 

comparison with other economies like the United States of America and Europe, for example. 

Addressing these gaps could play a role in continuous improvement of SMEs in South Africa.    

 The primary objective of the study is to benchmark the management performance of 

South African SMEs against similar businesses in developed economies.  

 Secondary objectives are to compare the South African Excellence Model against world-

class best practice business excellence models, measure the management performance of South 

African SMEs using the SAEM and recommend strategies to improve South African SMEs’ 

management performance.  

 

LITERATURE REVIEW 

 There are a number of business excellence models (BEM) that are used to measure 

management performance. These models include the Deming Application Prize (DAP) that was 

first awarded in 1951, followed by the United States’ Malcolm Baldrige National Quality Award 

(MBNQA) in 1988. The European Foundation for Quality Management (EFQM) followed in 

1992 (Oschman, 2004:77). The South African Excellence Model (SAEM) was developed, 

launched in 1997 and awarded in 2000.   

 Any business that would like to improve its performance could select one of these models 

and conduct a self-assessment. The selection should, however, be based on the environment 

where the business is situated. For example, a business could not import a European model and 

apply it in South Africa. It would have to be adapted to the South African environment.  

 All the mentioned models stress the importance of self-assessment (Oschman, 2004:77). 

Self-assessment is briefly explained below. 

 Balbastre and Moreno-Luzón (2003:369) define self-assessment as a comprehensive, 

systematic and regular review of the activities and results of an institution, contrasted with an 

excellence model. Pun (2002:761) points out that self-assessment can enhance the making of 

comprehensive, systematic and regular reviews of an institution’s activities that ultimately result 

in planned improvement actions. The assessment process helps institutions identify their 
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strengths and areas that need improvement as well as best practices where they exist (Oschman, 

2004:77). 

 The study however, focuses on comparing only three of the most prominent and 

comprehensive business excellence models. These are the models that measure more aspects of 

the management performance. That is, the MBNQA, EFQM and SAEM. These business 

excellence models are briefly reviewed below.   

 

United States’ Malcolm Baldrige National Quality Award  

 The Malcolm Baldrige National Quality Award (MBNQA) was created to promote 

quality awareness, identify the requirements for quality excellence, and share information about 

successful quality strategies and benefits (Oschman, 2004:79). Arefjev and Strucheuskaya 

(2006:29) reported similar sentiments when they stated that “MBNQA is used in a number of 

TQM studies as a means to measure quality practices and performance. The validity of the 

MBNQA model has been tested by many scholars.”   

 Dale (2003:480) reported that the MBNQA model has two triads: the leadership and the 

results triads. The leadership triad includes the leadership, strategic planning, and customer and 

market focus categories. The results triad includes the human resources, process management 

and business results categories.  

 Arefjev and Strucheuskaya (2006: 30-31) discussed similar criteria for performance 

excellence. These criteria are leadership, strategic planning, customer and market focus, 

information and analysis, and knowledge management, human resource focus, process 

management, and business / organisational performance results.  

 Oschman (2004:79) reported that “one objective of the MBNQA is to provide a model 

that shows understanding and improvement of quality management by continuously improving 

the award criteria themselves”.  

The MBNQA criteria are descriptive and they are built on a core set of values and paradigms. 

Some of the key concepts of the MBNQA award that Heaphy and Gruska (1995:2) described, 

include customer-driven quality, leadership involvement, continual improvement and learning 

and employee participation and development.  
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 Heaphy and Gruska (1995:382) also mentioned perceived barriers to using the MBNQA 

criteria. These barriers are time constraint, fear of assessment findings, no perceived need and 

lack of trained examiners to do assessment.  

 Fortunately, all the above barriers could be overcome with some motivation of both 

management and employees to do self-assessment. 

 

The European Foundation for Quality Management  

 The European Foundation for Quality Management (EFQM) model has its roots in the 

philosophy of Total Quality Management (TQM). The potential of TQM is a means of gaining 

competitive advantage. This potential inspired fourteen leading European businesses in 1988 to 

form the European Foundation for Quality Management. Their objectives were “to stimulate, and 

where necessary, to assist management in adopting and applying the principles of TQM, and to 

improve the competitiveness of European industry” (Lamotte and Carter, 1999:5).  

 The EFQM consists of nine criteria: five categories in the quality improvement enablers 

and four categories in the results side. The quality improvement enabler categories are 

leadership, people management, policy and strategy, resources and processes. The results 

categories are people satisfaction, customer satisfaction, and impact on society and business 

results (Oschman, 2004:80). 

 The advantages of the EFQM Model from the empirical research perspective reported by 

Santos-Vijande and Alvarez-Gonzalez (2007:24) are: 

 The model is regularly revised and updated, incorporating the contributions of EFQM 

consultants. Therefore, the set of constructs underlying the model is not limited to a single 

researcher’s view of TQM, which also guarantees its comprehensiveness, dynamism and 

tracking of the latest developments in TQM. 

 It provides an extensive set of sub-criteria to detail the exact meaning of each criterion. 

This facilitates the items’ identification in the scale development. 

 The EFQM Excellence Model has obvious prestige among European firms as a sound 

quality standard and there is an ever-increasing number of firms involved in the recognition 

process to achieve the European Quality Award. This happens as the benchmarking utility of the 

model increases. 
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 Santos-Vijande and Alvarez-Gonzalez (2007:33) further reported that “the EFQM Model 

constitutes an unquestionable benchmark in TQM for European firms, and is receiving an ever-

growing number of applications for recognition at its different levels…” Santos-Vijande and 

Alvarez-Gonzalez concluded that adopting the EFQM Excellence Model contributes to firms 

outperforming competition, i.e., the achievement of competitive advantage. 

 In spite of the advantages and contributions of the EFQM , Williams, Bertsch, Van der 

Wiele, Van Iwaarden & Dale (2006:1288-1289) reported a range of concerns about the European 

Excellence Model and the self-assessment process. Organisations were questioning the relevance 

and usefulness of assessing themselves against its criteria and weightings.  

 The following main types of criticisms were amongst others stated by Williams, et al;: 

 

 An increasing ‘points score’ against the criteria of the model was no guarantee 

that the number of internal and external defects noted, or the number and the 

vehemence of customer complaints, would diminish. 

 

 Suppliers who were award winners and those known to be keen advocates of the 

model and the self-assessment process, were not only delivering products and 

services with defects but also seemed incapable of rectifying the things that had 

gone wrong. Management and staff were becoming bored by the self-assessment 

process and, after the third or so cycle of assessment had been completed, there 

appeared to be little added value from the committed resources. 

 Top management used the model to assess their unit managers rather than to 

improve business performance. Large sums were spent on training staff as 

assessors, assembling data, and preparing reports but unit managers’ focus was far 

more on meeting the minimum number of points set by top management than on 

accurate diagnostics and implementation of action plans that would result in 

improvement of unit performance. 

 Eriksson (2004:35) reported that…“only about one-fifth, or at best one-third, of the TQM 

programmes in the United States and Europe have achieved significant or even tangible 

improvements in quality, productivity, competitiveness or financial results”.  Eriksson argued 

that …” the failure of TQM is, however, largely due to the fact that all philosophical, strategic, 
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and measurement dimensions of TQM concept are not adequately addressed. Instead of 

implementing “Total Quality Management”, organisations are implementing mainly “partial 

quality management…”  

 In spite of criticisms levelled against the EFQM excellence model, its relevance and 

importance cannot be disputed. Williams, et al; (2006:1287) asserted that “over the last 20 years 

business excellence models have become very popular and have been widely used in self-

assessment with the aim of improving organisational performance”. 

 This view is supported by Santos-Vijande and Alvarez-Gonzalez (2007:33) when they 

stated that the EFQM model is receiving an ever-growing number of applications for recognition 

at its different levels (committed to excellence, recognition for excellence, and the EFQM 

excellence award).  

 

The South African Excellence Model 

 The South African Excellence Model (SAEM) is a product of the South African 

Excellence Foundation (SAEF) . The SAEF was an association not-for-gain, incorporated under 

section 21 of the South African Companies Act, No. 61 of 1973.  It was launched on 28 August 

1997 and commenced business on 14 August 1998 (SAEF, 2004:2). 

 The SAEM was developed by, amongst other organisations, the CSIR, Eskom, Standard 

Bank of South Africa and DaimlerChrysler South Africa to deal with the issue of performance 

excellence in organisations (Smit,  et al; 2011:45). It was developed by using the MBNQA in the 

United States of America and the EFQM as a point of departure. It is a diagnostic self-

assessment tool that allows organisations to identify their strengths and areas for improvement. It 

scores business performance against internationally recognised criteria for performance 

excellence. The SAEM is a non-prescriptive framework for management education, 

organisational self-assessment and continuous performance improvement for all organisations 

(SAEF, 2004:4).  

 The SAEF (2000a:6) states that the SAEF model was adapted for SMEs by a task team 

that was funded by the Department of Trade and Industry (DTI). After the model had been 

adapted, it was tested and evaluated by organisations in engineering and manufacturing, amongst 

                                                            
 The SAEF was liquidated in 2006. Ideas Management Southern Africa cc bought the  

  SAE model in 2007 and is currently the custodian of this intellectual property. 
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others. The organisations represented in the SME Project Team included the Business Systems & 

Metrics, C.V. Francis & Associates, CSIR, DaimlerChrysler South Africa, DTI, First National 

Bank of Southern Africa, Honeywell Southern Africa, National Productivity Institute and Ntsika 

Enterprise Promotion Agency. 

 The SAEM has eleven criteria to evaluate management performance. These criteria are 

leadership; policy and strategy; customer and market focus; people management; resources and 

information management; processes; impact on society; customer satisfaction; people 

satisfaction; supplier and partnership performance, and business results (SAFRI, 2004:1). 

 

CONTINUOUS IMPROVEMENT (REVIEW)

ENABLERS

500 points
RESULTS

500 points

5. Resources &

Information

Management

60 points

 2. Strategy &

Planning

70 points

6. Processes

 120 Points

3. Client &

Market Focus

60 points

4. People

Management

90 points

10. Suppliers &

Partnership

Performance

30 points

7. Social

Responsibility

60 points

8. Client

Satisfaction

170 points

9. People

Satisfaction

 90 points

11. Business

Results

150 points

1. Leadership

100 points

   

 

Adapted from SAEF (2000a:14) 

 Figure 1 South African Excellence Model 

 

 The SAEM is the result of a researched combination of the USA Malcolm Baldrige 

National Quality Award (MBNQA) model and the European Foundation for Quality 

Total Level 1:   1 000 points 

(In South Africa, weighted points are:  Level 2 = 500 points and Level 3 = 250 points) 
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Management (EFQM). It was customised in order to suit the South African conditions, hence 

there are different scoring points (see Figure 1).  

 

METHODOLOGY 

 Comparative and content analysis research designs were used for data collection and 

analysis. The SAEM in South Africa is compared with the United States’ Malcolm Baldrige 

National Quality Award (MBNQA) and the European Foundation for Quality Management 

(EFQM) models. Their performance models and their applicability were compared against one 

another. 

 First, secondary data (mainly theory) were collected through studying and analysing 

prominent business excellence models. Three of these models (SAEM, MBNQA and EFQM) 

form part of the study. 

 Then primary data, forming the empirical part, were collected through face-to-face 

interviews using the Performance Excellence Self-Assessment Questionnaire (PESQ). The PESQ 

is a standardised questionnaire that was adapted from the South African Excellence Model 

(SAEM). Sixty-four randomly selected SMEs were investigated. In total, 326 employees 

participated in the self-assessment process of the sampled SMEs. These employees were 

purposely selected based on the total number of employees in a particular sampled business. 

They represented staff at all levels, namely top management, middle management, lower-level 

management and labourers. The number of employees interviewed per sampled business varied 

from 1 - 21 employees. The reason for this variation was that some businesses employ fewer 

employees than others.  

 Equality of variance tests were conducted to determine the variations in responses where 

only one respondent represented a SME compared to where the SMEs were represented by 

several respondents. Levene’s test of variances (Field, 2000:6) was used for this purpose. 

Levene’s test revealed that the requirement of homogeneity was met on the basis of standard 

deviations in samples as small as one employee to several employees. 

 Two sub-populations of SMEs in Gauteng were used for the study, namely the Gauteng 

Master Builders Association (GMBA) and the Construction Industry Development Board 

(CIDB). SMEs in these sub-populations were randomly selected 
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 The study used probability sampling. A stratified random sample was selected from each 

of the identified sub-populations.  

 The SAEF (2000b:4) presents five main approaches to the self-assessment process: the 

Matrix, the Questionnaire, the Workshop, the Pro Forma and the Award Simulation.  The matrix 

and the questionnaire are perception-based.  The rest of the approaches are fact-based. These 

approaches are costly and time consuming.  

 This study followed the matrix approach because it is an effective and efficient tool for 

getting a quick idea of where an organisation is at the moment.  

 The questionnaire used for the matrix approach includes each of the eleven criteria and 

their components. The participants in the self-assessment process read each question and wrote 

down what the business is doing in terms of that specific criterion.  

 The participants had to provide proof in the form of descriptive evidence of what they are 

doing in the business. The participants then wrote the relevant score in each area to reflect the 

progress (see Figure 2 and sample of questionnaire for the different scores).  

 

Scoring descriptions and options 

Standard 

method 

 Scoring options   

 

Scoring descriptions 

 

Levels   

% 

 

 

 

 0 

 

       0%  Not started … across potential implementation area. 

 

 

 

 1 

 

 ≤ 25% 

 

 Some progress … across about ¼ of potential implementation 

area. 

 

  2 

 

 ≤50% 

 

 Good progress …across about ½ of potential implementation area. 

 

  3 

 

 ≤75% 

 

 Substantial progress … across about ¾ of potential 

implementation area. 

 

 

 

 4  ≤100%  Fully achieved … across entire potential implementation area. 

Source: Adapted from Ladzani, 2009:73 

 

 Figure 2 Scoring Description and Options 

 

 When scoring the management performance of the business, areas of improvement are 

scored zero (0) and one (1). Score zero (0) is when someone has no ideas, or has ideas but not 
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acted on them. When there is some evidence of soundly based approaches and prevention-based 

systems, subject to occasional review, the score is one (1) (SAFRI, 2004:5). 

 The strengths of the business management performance are the scores of two (2), three 

(3) and four (4). When there is evidence of soundly based, systematic approaches and 

prevention-based systems, subject to regular review with respect to business effectiveness, 

integrated into normal operations and planning well established, the score is two (2).  The score 

is three (3) when there is clear evidence of soundly based, systematic approach and prevention-

based systems, clear evidence of refined and improved business effectiveness through review 

cycles. This score is usually associated with best in the Southern Africa Development 

Community (SADC) (SAFRI, 2004:5).  

 World-class best practice is a score of four (4). When a business gets such a score, there 

is clear evidence of soundly based, systematic approach and prevention-based systems, clear 

evidence of refined and improved business effectiveness through review cycles and the approach 

has become totally integrated into normal working patterns(SAFRI, 2004:5). 

 

FINDINGS 

 Content analysis revealed that the selected three models originate from the Total Quality 

Model (TQM). The MBNQA was developed for the American environment whereas the EFQM 

was developed for the European markets. The SAEM was developed by using the MBNQA and 

the EFQM as a point of departure. The study revealed that the SAEM is as good a management 

performance measurement instrument as the MBNQA and the EFQM. 

 Empirical research established that 73.4 percent of the sampled SMEs formally measured 

their management performance. The measurement tools they used were, however, not effective 

enough for measuring SMEs’ management performance. None of the sampled SMEs knew about 

or used the SAEM, which the researcher found to be more effective and yields more reliable 

outputs.  

 Similarities between the three selected models were that they are all non-financial and 

comprehensive measures of quality awards.    
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Table 1 Summary of Selected Management Evaluation Models 

 

No. Business 

Performance 

model 

What the model 

measures: Strengths 

Weaknesses Number of 

aspects/criteria/ 

perspectives  of 

evaluation 

1 MBNQA Non-financial and 

Comprehensive 

Do not cover 

financial 

measurement 

sufficiently 

Seven 

2 EFQM Non-financial and 

Comprehensive 

Nine 

3 SAEM Non-financial and 

Comprehensive 

Eleven 

Source: Adapted from Ladzani, 2009: 62 

 

Comparison of the three models is reflected in Table 2 below. 

Table 2 Comparison of Criteria for the Excellence Models 

 

 

Criteria 

MBNQA Model EFQM Model SAEM  

1 Leadership Leadership  Leadership 

2 Strategic planning  Policy and strategy Policy and strategy 

3 Customer and market focus - Customer and Stakeholder 

Focus 

4 Human resources 

development and 

management 

People 

 

People management 

`5 Information and analysis Partnership and resources Resources information 

management 

6 Process management Processes Processes 

7 - Society results Impact on society 

8 -  Customer results Customer and stakeholder 

satisfaction 

9 - People results People satisfaction 

10 - - Supplier and partnership 

performance 

11 Business results Key performance results  Organisation results 

No. of 

Criteria 

7 9 11 

Adapted from Lamotte and Carter (1999:6), Oschman (2004:80, 81, 82), and Bond (2006:3)  

 

 The MBNQA, EFQM and SACEM originate from TQM. They are all measures of 

quality awards. The MBNQA was developed for the American environment whereas the EFQM 

was developed for the European markets. SAEM was developed for the South African 

environment.  
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 These models have differences; especially in terms of their criteria (see Table 2 above). It 

would, for example, add more value for businesses to benchmark their performance against 

similar businesses in the industry, locally and internationally.  

 Williams, et al; (2006:1290) argue that there is no model that could be used across all 

countries and situations as follows: 

 

…there is no one best worldwide award structure. The national awards vary on the 

dimensions used, the weightings given to the dimensions and on the number of different 

awards needed in order to cover different industry and service segments. It is also 

suggested that differences found are related not only to national culture but also to a 

country’s stage of economic development. 

 

Table 3 Responding SMEs Total Annual Turnover in Rand Value 

 

 Total annual 

turnover Frequency Percent Valid Percent 

Cumulative 

Percent 

Size or class 

less than R150 000 6 9.3 9.3 9.3 micro 

R0.15m < R2.00m 14 21.9 21.9 31.2 very small 

R2.00m < R5.00m 19 29.7 29.7 60.9 Small 

R5.00m < R20.00m 20 31.3 31.3 92.2 medium 

More than R20.00m 5 7.8 7.8 100.0 Large 

 Total 64 100.0 100.0   

Source: Researcher’s own construction 

 

 The first and the last columns on Table 3 show the total annual turnover and size or class 

compositions of SMEs based in the construction industry sub-sector as per the schedule of the 

National Small Business Act Number 102 of 1996. Of the respondents, 31.3 percent had a 

turnover of between R5.0 million and R20.0 million; 29.7 percent had a turnover of between 

R2.0 million and R5.0 million, and 7.8 percent had a turnover of more than R20.0 million. The 

rest of the respondents had a turnover of less than R2.0 million.  

 This analysis indicated that of the respondents, 61 percent could be classified as small 

and medium-sized enterprises. Very small enterprises fall in the interval R0.15 to R2.0 million. 

Only 9.3 percent of the respondents were micro-enterprises (turnover of less than R150 000).  
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 Distinguishing SMEs is however, mainly based on economic (or qualitative) and 

statistical (or quantitative) guidelines. Table 3 used only quantitative guidelines to establish the 

sector or sub-sector of SMEs. There is usually an overlap where some of the SMEs that are in a 

certain category, should in fact be in the other. For example, the category where the turnover is 

more than R20 million, falls under SMEs when all other guidelines are used.  

 

Table 4 SMEs’ Management Performance Measuring Instruments  

 

 

Performance instruments 

Extent of use 

Number of 

SMEs Percentage 

Balance score card 5 9.4 

ISO 9000 1 1.9 

Quality Management 12 22.6 

Value Chain Management 2 3.8 

SA Excellence Model - - 

Financial Statements 31 58.5 

Other 2 3.8 

N 53 100 

Source: Researcher’s own construction 

 

 The responding owner-managers were asked to indicate the management performance 

measurement instruments used in the business. A total of 53 SMEs responded to this question. 

 Of those SMEs that responded to this question, 31 (58.5%) used financial statements; 12 

(22.6%) used quality management; five (9.4%) used balance scorecards; two (3.8%) used value 

chain management and other (unspecified) performance management instruments, respectively, 

and only one (1.9%) used ISO 9000. None of the respondents used the South African Excellence 
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Table 5 SMEs’ Management Performance Criteria Scores  

 

Management performance Criteria 

World-class best 
practice 

 

 

South African / 
SADC best practice 

 

SMEs scores 
achieved 

 
Deviations from 
world-class best 

practice 

Deviations from 
South African / 

SADC best practice 

 

 Actual 

scores 

Equivale

nce (%) 

Actual 

scores 

Equivale

nce (%) 

Actual 

scores 

Equivale

nce (%) 

Actual 

scores 

Equivale

nce (%) 

Actual 

scores 

Equivale

nce (%) 

Leadership 25 100% 18.75 75% 18 72% 7 28% 0.75 3% 

Planning & strategy 17 100% 12.75 75% 2 11.8% 15 88.2% 10.75 63.2% 

Customer & market focus 15 100% 11.25 75% 10 66.7% 5 33.3% 1.25 8.3% 

People management 23 100% 17.25 75% 7 30.4% 16 69.6% 10.25 44.6% 

Resources and information management 15 100% 11.25 75% 10 66.7% 5 33.3% 1.25 8.3% 

Business processes 30 100% 22.50 75% 13 43.3% 17 56.7% 9.50 31.7% 

Total for enabler criteria 125 100% 93.75 75% 60 48.5% 65 51.5% 33.75 26.5% 

Social responsibility 15 100% 11.25 75% 0 0.0% 15 100% 11.25 75% 

Customer satisfaction 43 100% 32.25 75% 32 74.4% 11 25.6% 0.25 0.6% 

People satisfaction 22 100% 16.50 75% 7 31.8% 15 68.2% 9.25 43.2% 

Supplier & partnership performance 7 100% 5.25 75% 2 28.6% 5 71.4% 3.25 46.4% 

Business results 38 100% 28.50 75% 3 7.9% 35 92.1% 25.50 67.1% 

Total for achievement criteria 125 100% 93.75 75% 44 28.5% 81 71.5% 49.50 46.5% 

TOTAL SCORES 250 100% 187.50 75% 104 38.5% 146 61.5% 83.25 36.5% 

Source: Researcher’s own construction

1 2 3 
4 

5 
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Table 5 shows the world-class best practice and the South African / SADC management 

performance benchmarked scores against the respondents’ SMEs management performance 

scores achieved. Each of the criterion scores in the world-class best practice equals to 100 

percent and those of the South African/SADC best practice equal to 75 percent (see columns 1 

and 2). The 75 percent is a realistic achievement for management performance and describes 

world-class best practice (SAFRI, 2004:5). Since industry weighted averages for SMEs were not 

available, preliminary industry benchmark was thus set at 75 percent management performance 

for all the criteria.   

 The overall management performances of the responding SMEs are shown in column 3. 

Columns 4 and 5 show deviations from world-class and South Africa / SADC best practices. The 

difference between maximum and scored points, criteria priority scores (where the lowest 

number indicates higher priority) and achievement in percentage form are shown in these 

columns.  

 The world-class best practice actual scores against the sampled SMEs actual scores 

achieved shown in Table 5 above (see columns 1 and 3) are further represented graphically in 

Figure 3 below.  
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1’: Leadership; 2’: Strategy & planning; 3’: Customer & market focus; 4’: People management; 5’: Resources & information management; 6’: 

Business Processes; 7’: Impact on society; 8’: Customer satisfaction; 9’: People satisfaction; 10’: Supplier and partnership performance; 11’: 

Business results 

Source: Researcher’s own construction  

 Figure 3 World-class Best Practice versus Respondents’ Criteria Points 

 

 Figure 3 shows the respondents’ position in terms of management performance criteria. 

The criteria points (highest points per criterion) are the world-class best practice points. Below 

each grid (highest point per criterion) are the average points scored by all the sampled SMEs. 

 The weakest link in the study area was social responsibility criterion. This criterion 

scored an average of zero points as against the 15 maximum points for the world-class best 

practice management performance. It was thus ranked the lowest of the eleven management 

performance criteria.  The strongest link was customer satisfaction that scored 32 out of the 

maximum of 43 points. Deviations between the actual best practice scores and the actual 

achieved scores in the study area are clearly revealed as shown in Table 5 and Figure 3.  

 These findings where deviations of the achieved scores from best practice scores are 

established are good indications to prioritise action plans for management performance 

improvement.   
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 CONCLUSIONS AND RECOMMENDATIONS 

 Secondary research benchmarked management performance of SAEM against world-

class best practice BEMs. SAEM was found to be on a par as a good management performance 

measurement instrument with MBNQA and the EFQM. Efficient financial management is core 

to the success of any business. Thus, lack of knowledge and sufficient focus on financial 

management deprive any business of achieving their basic objective to be successful (De Beer, 

Kritzinger, Venter, Steyn, Labuschagne, Ferreira, Groenewald & Stapelberg, 2002:31). All three 

models however, lack the financial management measures.  

 The empirical study measured the management performance of SMEs in the study area. 

While SAEM is in fact ‘better’ than the two other models, by virtue of the fact that it was 

adapted from the two models, the management performance results showed low scores in 

comparison with world-class best practice scores. This could be attested to the fact that SAEM is 

not utilised amongst South African SMEs. The findings of the study further revealed unparallel 

gaps between the South African SMEs management performance against those of world-class 

best practice management performance.  

 None of the responding SMEs used SAEM to measure their management performance. It 

is recommended that SMEs’ stakeholders aggressively market SAEM, given its role and benefits 

to improving business excellence when appropriate actions are taken. It is further recommended 

that SMEs’ support mechanisms should be packaged in such a way that they include the training 

on the use of SAEM in their businesses.  

 The SAEM should also be strengthened by including two financial management criteria. 

The one criterion of financial management (financial planning and management) should be on 

the input side, (that is, enablers) and the other side (financial management output) on the output 

side (that is, results).  

 SMEs’ owner/managers should be encouraged to prioritise and make interventions on 

those management performance criteria that recorded poor ratings. Priorities should be 

considered in terms of both criteria’s low scores and the scores of the individual focus areas in 

each criterion (Note: each criterion has ten focus areas – see sample of SAEM questionnaire 

attached in the annexure).  
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Annexure 

SAMPLE OF SOUTH AFRICAN EXCELLENCE MODEL QUESTIONNAIRE 

 

          
 

Matrix Chart Assessment Sheet 
To be completed by all ( BS ) participants 

  
Matrix Chart Assessment Sheet 

To be completed by all (BS ) participants 

 
1.   Leadership 

 

  
1.   Leadership 

 

 
How the behaviour and actions of the executive team and all other leaders 
inspire, support and promote a culture of Performance Excellence. 

  
How the behaviour and actions of the executive team and all other 
leaders inspire, support and promote a culture of Performance 
Excellence. 

 
Step 
 

 
Description 

 
Score 

  
Step 
 

 
Description 

 
Score 

 
10 

 
All managers are pro-active in sustaining continuous 
improvement. 

   
10 

 
All managers are pro-active in sustaining 
continuous improvement 

 

 
 
9 

 
Managers are able to demonstrate their external 
involvement in promotion of Total Quality Management as 
a business philosophy based on their own experience. 

   
 
9 

 
Managers are able to demonstrate their external 
involvement in promotion of Total Quality 
Management as a business philosophy based on 
their own experience. 

 

 
8 

 
Managers have a consistent approach towards continuous 
improvement across the unit. 

   
8 

 
Managers have a consistent approach towards 
continuous improvement across the unit. 

 

 
7 

 
The management team are proactive in valuing, 
recognising and rewarding all employees for continuous 
improvement 

   
7 
 

 
The management team are proactive in valuing, 
recognising and rewarding all employees for 
continuous improvement.  

 

 
6 

 
Managers are visibly involved in the development and 
support of improvement teams and act as champions. 

   
6 

 
Managers are visibly involved in the development 
and support of improvement teams and act as 
champions. 

 

 
5 

 
A process is in place to ensure managers are working with 
customers and suppliers, and that the effectiveness of this 
process can be assessed. 

   
5 

 
A process is in place to ensure managers are 
working with customers and suppliers, and that 
the effectiveness of this process can be 
assessed. 

 

 
4 

 
A process is in place to ensure managers are visibly 
involved as role models in organisation improvement 
within the unit.  The effectiveness of the process is 
reviewed. 

   
4 

 
A process is in place to ensure managers are 
visibly involved as role models in organisation 
improvement within the unit.  The effectiveness of 
the process is reviewed. 

 

 
 
3 

 
A process is in place to ensure mutual under-standing of 
organisation issues through two-way communication, both 
vertically and horizontally throughout the unit. 

   
 
3 

 
A process is in place to ensure mutual under-
standing of organisation issues through two-way 
communication, both vertically and horizontally 
throughout the unit. 

 

 
 
2 

 
A process is in place to create and continually increase an 
open awareness of organisation issues throughout the 
unit.  

   
 
2 

 
A process is in place to create and continually in-
crease an open awareness of organisation issues 
throughout the unit. 

 

 
1 

 
The management team have a process in place to 
develop their own awareness of the concepts of, ie Total 
Quality Management. 

   
1 

 
The management team have a process in place 
to develop their own awareness of the concepts 
of, ie Total Quality Management. 

 

 
Score ( Assessment ) Descriptions & Options 

 
            
 

  
Score ( Assessment ) Descriptions & Options 

 
            
 

Not started … or little progress across potential implementation 
area. 

 
0 

 Not started … or little progress across potential 
implementation area. 

 
0 

Some progress … across about ¼ of potential implementation area.  
1 

 Some progress … across about ¼ of potential 
implementation area. 

 
1 

Good progress … across about ½ of potential implementation area.  
2 

 Good progress … across about ½ of potential 
implementation area. 

 
2 

Substantial progress … across about ¾ of potential implementation 
area. 

 
3 

 Substantial progress … across about ¾ of potential 
implementation area. 

 
3 

Fully achieved … across entire potential implementation area.  
4 

 Fully achieved … across entire potential implementation 
area. 

 
4 
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SUMMARY 

This paper examines efficiency performance of exporting and non-exporting Australian 

manufacturing SMEs using Business Longitudinal Database released by the Australian Bureau of 

Statistics for the period 2005-2007. Results from an analysis of 844 manufacturing SMEs find that 

Australian manufacturing SMEs achieved a high technical efficiency level, especially the 

exporting SMEs at more than 80 percent. The non-exporting SMEs tended to have lower 

efficiency level compared to their exporting peers. The results also show an increase in technical 

efficiency level for both exporting and non-exporting manufacturing SMEs during the period 

examined. There is evidence of self-selection of more efficient firms into exporting from the 

increase in exports participation and efficiency level as well as better performance of exporting 

SMEs. The paper calls for a focus on improving SME efficiency performance as a way to 

increase their participation in exports and not only the traditional instruments. 

Keywords: Small and Medium Enterprises (SMEs), Efficiency performance, Manufacturing 

Firms, Exports, Australia. 

 

 

 

 

 

 

 

 

 

 

 

 

Paper prepared for presentation at the International Council for Small Business (ICSB) World 

Conference, Wellington, New Zealand, 10-13 June 2012. 

mailto:CLLE@swin.edu.au


 

1 
 

INTRODUCTION 

Australian small and medium enterprises (SMEs)
1
 consistently account for over 99% of the total 

number of businesses in the past decade. At June 2009, there were 2,044,736 SMEs out of a total 

of 2,051,085 businesses in operation in Australia, representing a share of 99.7% (ABS, 2010b). 

The latest figure shows that 45,581 Australian businesses exported goods and services in 2009 

(ABS, 2010b). This is a significant growth from about 25,000 exporting businesses in 2001. 

However, the 2009 figure fell short of the target of the Government to have 50,000 Australian 

exporters by 2006. Of the total exporters, 43,259 were exporters of merchandise goods and 3,422 

were exporters of services (ABS, 2010b). Among the goods exporting businesses in 2008/09, 

there were 37,327 SMEs representing 83 percent of all goods exporting businesses (ABS, 

2010b). In the service sector it was reported that the export participation rate among Australian 

service firms was only 1.2 percent despite being the second largest service economy in Asia-

Pacific (Patterson 2004).  

Sensis Business Index reported that only 17 percent of Australian SMEs exported in 2007 

(Sensis,2007). This is the highest level since 2004. It represents a strong growth from only 4 

percent reported in 2000 (ABS, 2000). Sensis Business Index reported that 13% of Australian 

SMEs exported in 2010 (Sensis, 2011). Data from the Business Longitudinal Database (BLD) 

also indicated a low level of participation in exports by Australian SMEs. According to figure 

from the BLD, only 11 percent of SMEs were exporters in 2006-2007 (Hansell and Talgaswatta, 

2009). The level of export participation in Australian SMEs is thus low compared to OECD 

countries or European countries (Austrade, 2001; European Commission, 2004).  

Hansell and Talgaswatta (2009) note previous studies have found that exporting firms and non-

exporting firms have different characteristics including productivity. They observe that most 

studies are from America and Europe with a focus on large businesses. According to them a few 

Australian studies were available on exporting at the firm level, and those confined to small and 

medium-sized enterprises (SMEs) are even fewer. 

Despite the importance of export to Australian economy as outlined in a Austrade’s paper 

(Austrade, 2000), there are few studies about SMEs exports. The limited number studies about 

export of Australian SMEs held the low “intention to export” to ‘tyranny of distance’, 

protectionism until 1980s, and the type of goods exported (mineral and rural commodities) 

                                                 
1 Defined as businesses with less than 200 employees. 
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(Austrade, 2001; Gittins, 20 April 2002; OECD, 1997). All of these factors have been improved 

greatly due to the increasingly globalised economy and application of internet and e-commerce 

in the last two decades. Most of the studies about export performance of Australian SMEs look at 

specific types of firm (such as family business or service firms) and issues (cultural factors, 

psychic distance, or managerial characteristics) (Brewer, 2007; Gierczycki and Reid, 1998; 

Graves and Thomas, 2006). A more recent paper used a probit model to analyse traditional 

factors such as firm age, firm size, foreign ownership, innovation, ICT use and labour 

productivity, and the probability of exports for Australian SMEs (Hansell and Talgaswatta, 

2009). However, this study did not examine the performance of exporting and non-exporting 

SMEs. Other paper that evaluated the performance of Australian small firms based on BLD 

focuses on their innovation activities (Gronum and Verreynne, 2011).  

In the Australian Economic Indicators (ABS, 2010a), the statistics showed that SME exporters 

have higher total sales, sales per employee, and value-added; pay higher average wages; and 

possess more assets than SME non-exporters. The SME exporters have also been in operation 

under current ownership longer and employ more staff than SME non-exporters.  

This paper has the aim to examine technical efficiency performance of Australian manufacturing 

SMEs. It has the following objectives: (i) evaluating technical efficiency performance of 

Australian manufacturing SMEs; (ii) comparing efficiency performance of exporting and non-

exporting Australian manufacturing SMEs; and (iii) providing evidence-based recommendations 

for enterprise managers and policymakers. This research will be the first to examine the technical 

efficiency of Australian SMEs using the BLD. It analyses two categories of SMEs which are 

exporting and non-exporting. The paper thus focuses on an important sector of businesses in the 

Australian economy namely manufacturing sector and understanding their competitiveness in the 

global market.  

The research is significant because of several reasons. First, an evaluation of the efficiency level 

of Australian SMEs from a rich longitudinal dataset will offer a clear picture about performance 

and competitiveness of these enterprises.  Second, an investigation of the relationship between 

technical efficiency and export could shed lights to understand the low participation of 

Australian SMEs in export activities. Third, empirical evidence from the research will help 

develop recommendations regarding this important sector of businesses in Australia. 
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LITERATURE REVIEW 

Exporting is widely believed to have a positive impact on the performance of firms due to self-

selection of more efficient firms into exporting and learning-by-exporting (Arnold and 

Hussinger, 2005; Delgado, Farinas, and Ruano, 2002; OECD and APEC, 2007; Wagner, 2007b). 

While the support for the self-selection hypothesis is confirmed in dozens of studies (Greenaway 

and Kneller, 2005; Wagner, 2007b), the evidence for the learning-by-exporting hypothesis is 

mixed (Fernandes and Isgut, 2005a).  

One of the key studies on the relative productivity of exporters and non-exporters and on 

causality between exporting and productivity was conducted by Wagner (2007a). Wagner gave a 

synthesis of findings from 54 empirical studies published between 1995 and 2006 on the effects 

of international trade on productivity of SMEs. The author investigated the relationship of 

exports and productivity of SMEs by using firm-level data from 34 countries. Among the 

countries covered are highly industrialised countries (such as the United States, the United 

Kingdom, Canada and Germany); countries from Latin America (such as Chile, Colombia and 

Mexico); Asian countries (China, Korea, Indonesia and Taiwan); transition countries (Estonia 

and Slovenia); and least developed countries from sub-Saharan Africa. Wagner pointed out 

exporters are more productive than non-exporting firms of the same size from the same narrowly 

defined industry. According to findings from the literature on exports and productivity, the 

author emphasised an important reason for the positive productivity differential between 

exporters and non-exporters is self-selection of more productive plants on export markets. 

Furthermore, there is evidence for a market driven selection process in which exporters that have 

low productivity fail as successful exporters, while only those that are more productive continue 

to export (Wagner, 2007b). 

However, some recent studies have indicated that by following an export-oriented strategy, firm 

may also experience some issues that can have negative impacts on its performance. These can 

include over-dependency on volatile foreign customers and markets, lack of understanding about 

overseas markets, and higher transaction costs in export activities (Le, 2010; Mok, Yeung, Han, 

and Li, 2010). Exporting firms have to bear extra costs, for example market research, adaptation 

of products to local regulations or transport costs. These extra costs are one reason for a self-

selection of the more productive firms on international markets (Wagner, 2011a). In addition, it 

could take time for the learning from exporting to take place and there could be a time lag before 

the benefit of this is reflected on efficiency performance. 
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Productivity is defined as the efficiency, with which firms turn inputs (labour, physical capital, 

energy, materials, managerial know-how) into outputs (goods, services) (Wagner, 2011a, p.4). 

Productivity is important for the competiveness of firms, regions and countries on local, national 

and international markets. Productivity is also an important factor of growth and welfare. 

Therefore, there have been many empirical studies that investigated the relationship between 

productivity and firms’ international activities (Amendolagine, Capolupo, and Petragallo, 2011; 

Arnold and Hussinger, 2005; Aw, 2002; Aw and Huang, 1995; Delgado, Farinas, and Ruano, 

2008; Fernandes and Isgut, 2005b; Fryges and Wagner, 2008; Grazzi, 2011; Mok et al., 2010; 

Oh, 2011; Powell and Wagner, 2011; Redding, 2011; Vogel and Wagner, 2011; Wagner, 2007b, 

2011a).  Table 1 below provides a summary about the above studies. 
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Table 1: Empirical Studies about Exports and Performance of Small and Medium Enterprises (SMEs) 
 

No. Authors Estimation 

period 

Country Topics 

investigated 

Methodology/ 

Econometric 

Technique  

Independent/Dependent 

Variables 

Major Finding 

1 Amendolagine, 

Capolupo and 

Petragallo 

(2011) 

1995-2003 Italy Exports and 

performance in 

manufacturing 

firms 

Regression analysis; 

, propensity score 

matching 

N.A Export entrants improve their productivity 

in the first period after entry although this 

effect vanishes in the subsequent period. 

This occurs for both total factor 

productivity (TFP) and labour 

productivity growth rates. New exporters 

earn higher profits than their domestic 

counterparts do. 

2 Arnold and 

Hussinger 

(2005) 

1992-2000 Germany Exports and 

performance in 

manufacturing 

firms 

A two-factor 

logarithmic Cobb-

Douglas production 

function 

Ordinary least 

squares 

Matched sample 

TFP 

Export intensity 

No. employees 

Sales 

Innovator 

R&D expenditure 

Share of sale (new product) 

Wage 

Firm age 

The average total factor productivity 

(TFP) growth of exporters is slightly 

slower than for non-exporting firms. 

Thus, there are no significant productivity 

differences between reporting and non-

exporting firms. There are no statistically 

productivity gains from exporting. 

 

3 Aw (2002) 1981-1991 Taiwan The link between 

firm size, growth 

and productivity 

Regression analysis 

,  

Regression analysis; 

Ordinary least 

squares 

Sales 

Employment  

Book value of the capital 

stock  

Expenditures on labour and 

different types of 

intermediate inputs 

Firm age 

1. Firms with higher initial levels of 

productivity are more likely to survive 

and grow in size 

2. The growth in productivity in several of 

Taiwan’s major industries is positively 

related to firm size, suggesting that in 

these industries micro firms that survive 

and grow bigger have higher growth in 

TFP. 

4 Aw and Hwang 

(1995) 

1986 Taiwan Exports and 

performance in 

Taiwanese 

electronics industry 

the Chow test 

The translog 

production function 

Cobb-Douglas 

production function 

Cross section 

Labour 

Capital services 

Value-added 

There are significant differences in 

productivity levels between exporters and 

non-exporters. The contribution of these 

differences to output differences between 

the two groups of producers varies 3-20%, 

depending on the electronic product and 

model specification. 

5 Delgado, 1991-1996 Spanish Exports and Descriptive N.A Firms that eventually enter the export 
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Farinas and 

Ruano (2008) 

performance in 

manufacturing 

firms 

analysis; 

Regression analysis; 

The Kolmogorov-

Smirnov statistics 

Nonparametric 

estimation 

market had higher than 7% of the median 

productivity than non-exporters in the 

period prior to their entry 

There are no significant differences 

between the productivity growth 

distribution of entering exporters and the 

distribution of continuing exporters in the 

period after entry and similarly for 

entering exporters and non-exporters. 

6 Fernandes and 

Isgut (2005b) 

1981-1991 Colombia Exports and 

profitability in 

manufacturing 

enterprises 

Descriptive 

analysis; 

Regression analysis; 

Ordinary least 

squares 

Output 

Labour 

Intermediate inputs 

Skill intensity 

Wage premium 

Capital Vintage 

Production experience 

Plant age 

Export experience 

 

There is strong evidence of learning-by-

exporting for young Colombian 

manufacturing plants. Total factor 

productivity increases 4-5%for each 

additional year a plant has exported, after 

controlling for the effect of current 

exports on total factor productivity. 

Learning-by-exporting is more important 

for young than for old plants and in 

industries that deliver a larger percentage 

of their exports to high-income countries. 

7 Fryges and 

Wagner (2008) 

1995-2005 Germany Exports and 

profitability in 

manufacturing 

enterprises 

Descriptive 

analysis; 

Regression analysis; 

generalized 

propensity score 

methodology 

The Kolmogorov-

Smirnov statistics 

Number of employees 

Wage per employee 

Labour productivity 

Firm size 

There is a causal effect of firms’ export 

activities on labour productivity growth. 

At an export-sales ratio of 19%, a firm’s 

export activities have a causal effect 3% 

increase in the firm’s labour productivity 

growth rate. However, exporting improves 

labour productivity growth only within a 

sub-interval of the range of firms’ export-

sales ratios. 

8 Grazzi (2011) 1989-2004 Italy Trade and 

profitability 

Descriptive 

analysis; non-

parametric 

comparison of 

distributions; 

regression analysis 

Size (Total sales) 

Productivity (Labour & 

TFP) 

Gross Margins 

No evidence for profitability differential 

between exporters and non-exporters over 

all; positive relation for some sectors, 

negative for others. 

9 Mok et al. 

(2010) 

2002 China Exports and 

technical efficiency 

in manufacturing 

enterprises 

Regression analysis 

Non-parametric data 

envelopment 

analysis 

Stochastic frontier 

analysis 

Number of employees 

Net value of fixed assets 

Technical efficiency 

Exports 

Firm size 

Tangibility 

Clothing firms with a high degree of sales 

in the domestic market or with a high 

level of export orientation experience a 

higher level of technical efficiency than 

those firms trying to conquer both the 

local and the overseas markets 
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Capital/labour ratio 

10 Oh (2011) 1993-2003 Korea Productivity 

growth, efficiency 

change and 

technical change 

Descriptive 

analysis; 

Regression analysis  

A second-stage 

regression analysis. 

TFP 

Sales 

Capital input 

Labour/Number of worker 

Total fixed assets 

A competitive market condition, R&D 

activities, export activities and 

innovativeness increased the rate of 

productivity growth 

11 Powell and 

Wagner (2011) 

N.A Germany Exports and  

productivity  

In manufacturing 

industries 

Descriptive 

analysis; 

New unconditional 

quantile estimation 

technique 

Quantile estimation 

Ordinary least 

squares 

 

TFP 

Total sales per employee 

Neither low productivity exporters nor 

high productivity non-exporters are a rare 

species  

There is a rather large difference in 

productivity at the bottom of the 

distribution. The exporters are more 

productive throughout the entire 

distribution 

12 Redding (2011) N.A N.A Reviews the recent 

theoretical literature 

on heterogeneous 

firms and trade 

The Melitz Model 

Integrated 

Equilibrium 

Trade and Market 

Size 

Gravity 

N.A With positive fixed exporting costs and 

for sufficiently large values of fixed and 

variable trade costs, only some firms 

export. These exporting firms are larger 

and more productive than firms that only 

serve the domestic market 

13 Vogel and 

Wagner  (2011) 

2003-2005 Germany Exports and 

profitability in 

business service 

enterprises 

Descriptive 

analysis; 

Regression analysis; 

generalized 

propensity score 

methodology 

Productivity (turnover per 

employee) 

Firm size (number of 

employed persons) 

Export status (dummy) 

Services exporters are less profitable 

compared to non‐exporters, though 

difference is small. Evidence for 

self‐selection of less profitable services 

firms into exports. No positive causal 

effect of exports on profits. 

14 Wagner (2007c) N.A N.A Exports and 

profitability in 

enterprises 

Survey of the 

Evidence 

from Firm-level 

Data 

N.A Exporters are more productive than non-

exporting firms of the same size from the 

same narrowly defined industry 

15 Wagner (2011b) N.A N.A Exports and 

profitability in 

enterprises 

A synthesis and 

evaluation of the 

literature  

N.A Exporting firms are more productive than 

otherwise identical firms that sell on the 

national market only. 
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METHODS 

Productivity and efficiency represents the economic aspects of firm performance. Growth 

in efficiency and productivity is the most important aspect of growth as it focuses on the 

quality of growth. For this reason theoretical and empirical works on firm performance 

focus on measuring enterprise productivity and efficiency (Storey, 1990). This study 

focuses on technical efficiency which refers to the ratio between actual output and the 

maximum output the firm could produce with the set of inputs and technology it uses 

(Coelli, Rao, and Battese, 2005). 

According to Farrell (1957), efficiency measure contains an efficient production frontier 

which is the output that a perfectly efficient firm could obtain from any given 

combination of inputs. The performance of a productive unit will be measured against 

that efficient frontier (Farrell, 1957). If there is a gap between the efficient frontier and 

the actual performance of the firm that firm is inefficient. 

A model to measure of technical efficiency in the ith firm can be defined as: 

*

i

i

Y
TE

Y
                (1) 

where: 

Yi: Actual output 

Y
*

i: Maximum possible output 

The above equation is the basic model used for measuring technical efficiency according 

to Kalirajan and Shand (1999:152). The actual output is observable in this equation. 

However, maximum possible output is not observable and must be estimated. A ratio of 

one in the above equation would mean that the firm is technically efficient and operates 

on the production frontier. 

A number of techniques have been developed to estimate this frontier. Several authors 

broadly classified them into two main groups: parametric and non-parametric (Coelli et 

al., 2005; Kalirajan and Shand, 1999; Kumbhakar and Lovell, 2003; Murillo-Zamorano, 

2004). The parametric method uses an econometric technique by specifying a stochastic 

production function which assumes that the error term is composed of two elements. One 
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is the typical statistical noise which represents randomness. The other represents 

technical efficiency which is commonly assumed in the literature to follow a one-sided 

distribution (Alvarez and Crespi, 2003; Murillo-Zamorano, 2004).  

In the context of this study the stochastic frontier production function approach is most 

relevant. The first reason is the ability of the stochastic frontier approach to consider both 

factors beyond the control of the firm and firm-specific factors, and hence it is closer to 

reality. The second reason is the separation of the random variation of the frontier across 

firms, the effects of measurement error and other random shocks from the effect of 

inefficiency. 

The stochastic frontier production model was developed independently and 

simultaneously by Aigner, Lovell and Schmidt (ALS) (1977), Meeusen and Van den 

Broeck (MB) (1977), and Battese and Corra (1977). In this model there is a composed 

error term which captures the effects of exogenous shocks beyond the control of the 

analysed units in addition to incorporating technical inefficiency. Errors in measurement 

of outputs and observations are also taken into consideration in this model (Kumbhakar 

and Lovell, 2003; Murillo-Zamorano, 2004). 

The generalised functional form in the Cobb-Douglas case of the stochastic 

production function can be specified as: 

( )i i i iY x V U
,                                                 i = 1, …,N,         (2) 

where 

 iY
 is the production (or the logarithm of production) of the i-th firm; 

xi  is a k 1 vector of (or transformation of)  the input quantities of the i-th 

firm; 

 is a vector of unknown parameters; 
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Vi  are random variables which are assumed to be independently and 

identically distributed (iid) as N(0, 
2

v ),2 

Ui  which are non-negative random variables that are assumed to account for 

technical inefficiency in production and are often assumed to be iid. 

2(0, )uN
. It is assumed to be half-normal, exponential and truncated from 

below at zero.3 

However, the Translog model has been widely accepted as a relatively flexible functional 

form because it is in second order log-linear form. It does not impose assumptions about 

constant elasticities of production nor elasticities of substitution between inputs. It thus 

allows the data to indicate the actual curvature of the function, rather than imposing a 

priori assumptions (Pascoe, Kirkley, Gréboval, and Morrison-Paul, 2003). This functional 

form allows variability in the elasticity of substitution among factors of production and is 

more flexible in permitting substitution effects among inputs. Thus, it is claimed to be a 

relatively dependable approximation to reality (Giulkey, Lovell, and Sickles, 1983 as 

cited by Sun, 2006:9). However, it has some drawbacks, including a potentially high 

correlation between cross-term variables due to the fact that more parameters have to be 

estimated. In addition, if a sufficient data series is not available, it could result in degrees 

of freedom problems (Pascoe et al., 2003). However, the drawbacks will be expected to 

be minimum when the sample is large and the correlation among variables is not too 

high, which is the case for the data used in this study. 

In their original forms, the Cobb-Douglas function and the Translog function are not 

linear. By transforming the variables into logarithms, both models will become linear and 

can be estimated in a linear regression framework (Coelli et al., 2005:212). 

The translog specification can be expressed as follows: 

                                                 
2 This means that the errors are independently and identically distributed normal random variables with 

zero means and variances σ2. 
3 Ui reflects one-sided deviations of actual output from the maximum level of production due to technical 

inefficiency. If a firm is fully technically efficient, Ui=0, otherwise it will be greater than zero. Thus, it is 

also called a one-sided error component. 
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Where:  

Yi = Output of firm i  

 Ki = Capital input of firm i 

 Li = Labour input of firm i 

Mi = Intermediate input for firm i 

 Vi = Random error in which vi  N(0,
2

v) 

 Ui = Technical Inefficiency in which ui  N( i,
2

u) 

This empirical research will analyse Business Longitudinal Database (BLD) released by 

the Australian Bureau of Statistics in 2009. The dataset includes a sample of 2,732 SMEs 

covering three periods 2004-2005, 2005-2006, and 2006-2007. The data contains 

information about basic financial indicators from Business Activity Statement (BAS). It 

identifies firms that are exporters of goods and services and those who are non-exporters. 

This allows an analysis of the difference in technical efficiency performance between 

exporters and non-exporters. 

According to the statistics from ABS (ABS, 2010b), SMEs represented 86% of goods 

exporters by number and contributed less than 5 percent of the total value of goods 

exports. The Wholesale trade and Manufacturing industries had the highest value of the 

SME goods exports in 2008-09 (ABS, 2010b).  

Table 2 shows the number of employing SMEs from the 2006-07 BLD according to 

industry and whether or not they are exporters. At the aggregate level 11.3 percent of 

businesses in the sample are exporters. The three sectors with highest share of exporters 

are Information Media and Telecommunications (27.5%), Wholesale Trade (26.5%), and 
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Manufacturing (24.4%). Among these sectors Manufacturing has the largest number of 

observations in the sample and for these reasons the paper will focus on manufacturing 

sector. 

Data from the BLD also revealed that almost half of the manufacturing SMEs in the 

sample involved in exports in 2005. Export participation rate increased to 53 percent in 

2006 and 59 percent in 2007 (Table 3).  

Table 2 - Number and Proportion of 2006 - 07 BLD Units by Export Status 

 

Non-Exporting SMEs  Exporting SMEs Total  
 

No.  %  No.  %  No.  

Industry Division (ANZSIC 2006)      

Agriculture, Forestry and Fisheries  1179  95.4  57  4.6  1236  

Mining  184  88.9  23  11.1  207  

Manufacturing  659  75.6  213  24.4  872  

Construction  331  96.2  13  3.8  344  

Wholesale Trade  405  73.5  146  26.5  551  

Retail Trade  265  89.5  31  10.5  296  

Accommodation and Food Services  375  98.4  6  1.6  381  

Transport, Postal and Warehousing  377  97.4  10  2.6  387  

Information Media and Telecommunications  145  72.5  55  27.5  200  

Rental, Hiring and Real Estate Services  174  97.2  5  2.8  179  

Professional, Scientific and Technical Services  252  85.7  42  14.3  294  

Administrative and Support Services  198  91.7  18  8.3  216  

Arts and Recreation Services  221  93.3  16  6.8  237  

Other Services  331  95.4  16  4.6  347  

Total  5096  88.7  651  11.3  5747  

Source: Hansell and Talgaswatta (2009) 

Table 3: Exporting and Non-exporting Manufacturing SMEs from BLD 

Year Exporting SMEs Non-Exporting SMEs Total 

 Firms % of Total Firms % of Total  

2005 127 49% 134 51% 261 

2006 149 53% 133 47% 282 

2007 179 59% 122 41% 301 

Source: Author’s calculation from BLD 

The study uses input-output variables from the BAS in the BLD including: (i) total sales; 

(ii) capital purchase; (iii) non-capital purchase; and (iv) total salary, wages and other 

payments. These variables represent output (Y), capital (K), material and energy (M), and 

labour (L), respectively. Export sales data from the BAS was used to distinguish between 
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exporting and non-exporting firms. There are a total of 844 observations in the survey 

sample of the BLD in 2005, 2006 and 2007 eligible for analysis. A cross-sectional 

analysis was carried out for exporting and non-exporting firms for the three periods and 

the results were presented and discussed in the next section. 
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RESULTS AND DISCUSSIONS  

Maximum likelihood estimation (MLE) was carried out using the frontier model in 

STATA for the BLD in the Remote Access Data Laboratory (RADL) with access granted 

by ABS. The restrictive nature of RADL made it difficult to attempt estimations with 

other software packages written for efficiency analysis with more flexibility such as 

FRONTIER 4.1. Results from estimations were shown in Tables 4, 5 and 6 below. 

Since the first order coefficients estimated in the Translog stochastic production function 

are not informative and do not convey direct economic meaning (Hill and Kalirajan, 

1993) they are not discussed here.
4
 The MLE also provides estimates of the variance 

parameters sigma-squared (σ2). It determines whether there is technical inefficiency or 

not. If σ2 is equal to zero, all firms are fully efficient. If σ2 is larger than zero, then all 

firms are not fully efficient. The values of σ2 are 0.07 in 2005, 0.05 in 2006 and 0.12 in 

2007, indicating that all firms in the sample are not fully efficient. 

As shown in Tables 4, 5 and 6, the mean technical efficiency for exporting SMEs in the 

manufacturing sector is estimated at 84 percent and 88 percent, in 2005 and 2006, 

respectively. Thus, there was an increase of mean technical efficiency for these firms 

during the period studied. These results indicate they can increase their output by 16 

percent in 2005 and by 12 percent in 2006 with the same level of input. Estimation results 

for exporting SMEs were not available under MLE for the 2007 data because a 

discontinuous region was encountered. RADL does not allow access to raw data so it is 

not possible to understand the reason for this. There is evidence of self-selection of more 

efficient firms into exporting as the increase in technical efficiency level over the 

examined period also corresponds with the increase of export participation as shown in 

Table 3. 

Average technical efficiency level of non-exporting firms is 60 percent and 69 percent in 

2005 and 2006, respectively. Efficiency level found for Australian non-exporting 

manufacturing SMEs is comparable to the range reported reported for manufacturing 

firms in other countries at 60 to 70 percent (Tybout, 2000). However, SMEs in the 

                                                 
4 To understand how much output will increase when an input increases, while the other inputs are held 

constant elasticities of substitution among the inputs are often calculated. However, this is not the focus of 

the paper. 
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manufacturing sector appear to have achieved full technical efficiency in 2007 at least 

among the non-exporting SMEs. Similar to the exporting SMEs, there was a rise in 

technical efficiency of non-exporting SMEs in the 2005-2007 period. 

Compared with technical efficiency level of exporting SMEs, the non-exporting firms 

achieved a much lower technical efficiency level, at least in the first two periods when a 

comparison is possible. The difference in technical efficiency between exporting and 

non-exporting SMEs is quite significant at 14 and 19 percent in 2005 and 2007. Although 

it is not possible to conclude about the learning-by-exporting hypothesis, there is 

additional evidence for the self-selection of more efficient firms into exporting.  

Table 4: Estimation Results for Manufacturing SMEs 2006 

2005 Exporting SMEs Non-exporting SMEs 

 Coeff S.E Z P>|z| Coeff S.E Z P>|z| 

K (Captial) -0.5034458 0.2708786 -1.86 0.063 0.1229583 0.2707441 0.45 0.65 

M (Non-capital) 1.956028 0.4090677 4.78 0 0.0756213 0.396042 0.19 0.849 

L (labour) 0.5064225 0.3223972 1.57 0.116 0.375049 0.2225648 1.69 0.092 

K2 -0.004152 0.0060471 -0.69 0.492 -0.0084189 0.0134793 -0.62 0.532 

M2 -0.0492432 0.0159492 -3.09 0.002 0.0286895 0.0151713 1.89 0.059 

L2 0.0062523 0.0107947 0.58 0.562 -0.0158149 0.0055336 -2.86 0.004 

L*M -0.0252458 0.0131719 -1.92 0.055 0.0006934 0.0133858 0.05 0.959 

K*M 0.0526921 0.0229793 2.29 0.022 -0.0053806 0.0230617 -0.23 0.816 

K*L -0.0114308 0.0139338 -0.82 0.412 0.0108879 0.0108404 1 0.315 

Constant -6.366972 2.483535 -2.56 0.01 4.918866 3.26611 1.51 0.132 

σ2 0.0699514 0.0158854 0.0388167 0.1010862 0.8345841 0.1536084 0.533517 1.135651 

Mean technical efficiency 0.8442877 0.0928712   0.6036868 0.1389179   

log likelihood 38.953339    -133.13898    

No of observations 127    134    

Source: Author’s calculation from BLD 
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Table 5: Estimation Results for Manufacturing SMEs 2006 

2006 Exporting SMEs Non-exporting SMEs 

 Coeff S.E Z P>|z| Coeff S.E Z P>|z| 

K (Captial) -0.4056887 0.1770194 -2.29 0.022 -0.5418886 0.1894399 -2.86 0.004 

M (Non-capital) -0.1467092 0.3316214 -0.44 0.658 0.4528358 0.2563331 1.77 0.077 

L (labour) 1.722881 0.4100966 4.2 0 0.3120966 0.1874757 1.66 0.096 

K2 -0.0162494 0.0072316 -2.25 0.025 0.011659 0.0087278 1.34 0.182 

M2 0.081286 0.0196056 4.15 0 0.0126318 0.0094328 1.34 0.181 

L2 -0.0121655 0.0268371 -0.45 0.65 -0.0152004 0.0034748 -4.37 0 

L*M -0.116932 0.0325352 -3.59 0 -0.0057128 0.0097504 -0.59 0.558 

K*M -0.0033783 0.0159167 -0.21 0.832 0.0045992 0.0126839 0.36 0.717 

K*L 0.0584876 0.0245833 2.38 0.017 0.0217364 0.0077338 2.81 0.005 

Constant 0.4233777 1.351578 0.31 0.754 6.281955 2.343575 2.68 0.007 

σ2 0.0468811 0.009605 0.0280556 0.0657066 0.3973095 0.0785826 0.2432904 0.5513286 

Mean technical efficiency 0.8892146 0.0459062     0.6893406 0.1302328     

log likelihood 47.416823       -83.373746       

No of observations 149       133       

Source: Author’s calculation from BLD 

 

Table 6: Estimation Results for Manufacturing SMEs 2007 

2007 Exporting SMEs Non-exporting SMEs 

No export  Coeff S.E Z P>|z| Coeff S.E Z P>|z| 

K (Captial)     0.2496593 0.1661907 1.5 0.133 

M (Non-capital)     -0.1575443 0.2836054 -0.56 0.579 

L (labour)     0.7569434 0.2036306 3.72 0 

K2     0.0042837 0.0073407 0.58 0.56 

M2 Estimation results not available under MLE 0.0226485 0.0104943 2.16 0.031 

L2     -0.0355226 0.0049066 -7.24 0 

L*M     0.0301278 0.0108538 2.78 0.006 

K*M     -0.0182831 0.0140101 -1.3 0.192 

K*L     -0.0022399 0.0050984 -0.44 0.66 

Constant     2.865249 2.256391 1.27 0.204 

σ2     0.1152774 0.014978 0.0859212 0.1446337 

Mean technical efficiency     0.997506 0.0000105     

log likelihood     -41.317428       

No of observations 179       122       

Source: Author’s calculation from BLD 
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CONCLUSIONS AND IMPLICATIONS 

Using the Business Longitudinal Database, this paper has evaluated efficiency 

performance of Australian manufacturing SMEs in the period from 2005-2007. It 

examined the difference between the performance of exporting and non-exporting firms 

in an attempt to understand the reason for the participation of SMEs in exporting. 

Estimation results from Stochastic Frontier Model indicate that Australian manufacturing 

SMEs achieved a high technical efficiency level, especially the exporting SMEs at more 

than 80 percent. The non-exporting SMEs tend to have lower efficiency level compared 

to their exporting peers. Their performance is at the similar range recorded for 

manufacturing firms in developing countries. The results also show an increase in 

technical efficiency level for both exporting and non-exporting manufacturing SMEs 

during the period examined. There is evidence of self-selection of more efficient firms 

into exporting from the increase in exports participation and efficiency level as well as 

better performance of exporting SMEs. However, there is not enough evidence to 

conclude about learning-by-exporting for these manufacturing SMEs. 

Empirical evidence from this paper suggests that in order to increase export 

participation of Australian SMEs it is important to improve efficiency performance of the 

SMEs. Traditional instruments such as trade fairs, marketing studies, and prospective 

missions are useful in reducing entry costs and facilitating entry of new firms, but they 

may not be enough to sustain firm competitiveness in foreign markets (Alvarez, 2007). 

By increasing efficiency SMEs will be competitive in the global market. Thus, priority 

supports to Australian manufacturing SMEs should be given to improvement of 

efficiency. Areas of support include human resources, skills for employees and 

technology for the SMEs and not just the traditional instruments listed above.  

As this paper focuses only on manufacturing SMEs, future studies can examine the 

performance of other industries in the BLD. A release of the BLD for the recent period 

2008-2010 in December 2011, together with the BLD 2005-2007, makes it possible to 

carry out a longitudinal analysis due to the availability of date for a longer time period.  

An attempt has been made in the current analysis to breakdown firms by size categories. 

However, results were not released by ABS due to confidentiality restriction in small 
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samples especially in medium firm (20-200 employees) category. Future research can 

address this with an analysis carried out for the aggregate sample.  
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Summary: 
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INTRODUCTION 

Since 1990 when the Czech economy transformed from centrally planned to market economy 

the entrepreneurship has become of a great importance. In the Czech Republic 8 % of adult 

population in some way participate on starting up new business entities, and thus the Czech 

Republic belongs to those European countries with the highest citizens’ interest in 

entrepreneurship (Lukeš, Jakl, 2007). 99.84 % of all economically active business entities are 

of small or medium size (MPO, 2010), represent the power of Czech economy and determine 

the lives of all humans living in this country (Klímová, 2008). There can be no economy 

without business entities, however there can exist no firms without their entrepreneurs-

founders and managers. Because of the great significance of entrepreneurship for our culture 

and lives it is very important to understand all its aspects (Shane, Venkataraman, 2000). 

 

Every business entity similarly like every human being has its parent – the entrepreneur who 

started up, further developed and managed the business. Despite the great progress people 

have made in their evolution one truth cannot be changed – time passing by, human ageing 

and mortality. Man gains different knowledge, skills and capabilities for running a business 

first, then grows older and finally a moment in his life once comes when he leaves his 

business. The business does not necessarily have to cease to exit afterwards. The next 

existence of enterprise depends on what exit path the entrepreneur chooses and how 

successfully or unsuccessfully manages the whole entrepreneurial exit process. Prospering 

business is a key for stable economy and influences well-being of everybody living in the 

region where it operates. The generation of Czech “after-the-November
1
” entrepreneurs 

slowly become retired and because of time passing by will face the question of their 

entrepreneurial exit path. Firm may lose very much after its founder’s exit, and on the 

contrary it can make great profit. The former leader’s exchange is a great intervention into a 

functioning business and becomes a milestone in its existence. On the other hand, 

professional management may enter the company, bring new energy and implement a new 

management system. 

 

Whilst it has been paid a lot of attention to the business start ups and various management 

disciplines implemented when running a business in the past in the literature, the issue of 

                                                 
1 Czech term for people who started their business after the Velvet Revolution in November 1989. 
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entrepreneurial exit was until recently heavily neglected. The European Commission’s 

activities confirm the importance of this topic. In 2003 the European Commission’s 

Directorate-General for Enterprise and Industry reported that “approximately one third of 

European enterprises will need to be transferred to the next generation in the coming 10 

years. This means that an average of 610 000 small and medium-sized enterprises will be 

changing hands each year, potentially affecting 2.4 million jobs.” (European Commission, 

DG enterprises and industry, 2003. p. 3) It can be only recommended that both the 

entrepreneur-founder and the business itself prepare for the entrepreneurial exit. 

 

There is a considerable difference between the Czech and west European or Anglo-American 

economic environment. The market capitalism has its tradition in countries on the west side 

of Czech Republic’s boarders – people can freely run their business and learn from their 

predecessor’s experiences for decades. Capitalism is still comparatively young in the Czech 

Republic. Even though the Czech (Czechoslovak at that time) economy belonged among the 

most advanced world economies before the World War II, the World War II and afterwards 

the communism era dealt a heavy blow to business world and its values in the Czech 

Republic. The series of passing the business from generation to generation was broken and 

today entrepreneurs in the most cases cannot continue in any patterns (none of them is old 

enough to experience and remember “how it was done at that time). The conditions today are 

significantly different from those in the 1
st
 half of the 20

th
 century, and there we cannot 

assume that what worked once will work even today. Therefore, today's Czech entrepreneurs 

must create some of the procedures and approaches by themselves. 

 

This work aims to identify the factors and forms of entrepreneurial exit currently in the Czech 

Republic. We focused on the Czech environment, because it is country where we live, and it 

is important for us and because it is thanks to its political-historic development specific 

environment and differs from the Anglo-American world. 

ENTREPRENEUR’S EXIT FROM FOUNDED SMES 

Although business and entrepreneurial activities are the basis of all market economies 

(Raynolds at al., 2002. Schumpeter, 1934), the theory of entrepreneurship is not 

comprehensive at all (Shane, 2003). While companies can basically exist indefinitely, an 

entrepreneur - founder is limited by the laws of nature and his own mortality and not just for 
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these reasons he must terminate his business one day. In comparison with some stages of the 

business processes that are theoretically covered quite well, for example the process of 

identifying opportunities (Ardichvili et al., 2003. Christiansen, 1997), establishing a business 

(Korunka et al., 2003. Aldrich, 2000), forming teams (Clarysse a Moray, 2004), or methods 

of financing (Shane and Cable, 2002), an entrepreneur’s exit from a company is being mainly 

associated with his failure in business and the interest of scientists has avoided this topic 

(DeTienne 2010). In addition, a large part of business-related research has focused mainly on 

entrepreneurs supposing that in order to understand a business behavior and a business 

success; we need to know the unique characteristics of entrepreneurs (Davidsson, 2005). The 

issue of exit of an entrepreneur from a company he founded and managed has become the 

focus of scientists from America and Western European countries. The first outputs of 

research on this topic have already been published. The exit of an entrepreneur is considered 

a significant part of the business process, which has a significant impact on the company 

itself, the industry in which the company operates and the whole country’s economy 

(DeTienne, 2010), and therefore it is necessary to get to know this sub process thoroughly. 

 

Shane and Venkataraman see the very definition of the business sector itself as a major 

problem (2000). For purposes of this work we will be based on the Per Davidsson's 

definition, who defined entrepreneurship as „the creation of economic activity, which is new 

on the market. …It includes the launching of a new product, service or innovations in 

business model, but also simulating entry i.e. of a new competitor, as it brings a customer a 

new choice between alternatives as well, and thus poses a threat to existing companies. This 

business concept includes all newly-created companies, both the innovative ones and those 

that simulate someone else.“ (Davidsson, 2005, p. 4-5). This definition also indicates who can 

be considered an entrepreneur. In this part, we are based on what Commercial Code says 

about an entrepreneur (Law No. 513/199 Coll.), which defines the entrepreneur in § 2  as a 

person doing business under a trade or other business license in accordance with special 

regulations, or a person registered in the Commercial Register. Therefore, in this work, an 

entrepreneur is a person who founded and managed himself (or still manages) a business, or 

does an economic activity under the trade license, regardless of the degree of innovativeness 

of his business. 

 

The entrepreneurial exit is a phenomenon having many faces and levels. It has been 

perceived as an exit of a company from market as well as terminating of business activities 
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by their actors, i.e. entrepreneurs. Previous research has not distinguished too much between 

the entrepreneurial failure and the entrepreneurial exit and thus the entrepreneurial exit is 

often considered a certain form of failure. In fact, it is even possible that an entrepreneur exits 

and a company successfully continues its activities. Or conversely, an entrepreneur closes 

business in order to continue in a business activity by himself – probably in another company 

(Wennberg, 2008). In this work, we accept the definition of the entrepreneurial exit published 

in thesis by Dawn DeTienne (2010. p. 203), which defines it as „a process in which a founder 

and co-builder of a private company exits from the company, and thereby he gives up 

ownership and management position in the company to a certain degree.“ The exit of an 

entrepreneur from a company is a big turning point in the life of the entrepreneur and in the 

very existence of the company. In addition, however, it can have an impact on the region and 

the sector in which the company operates and the whole economy in general (DeTienne, 

2010). In literature, there we can find various forms of the entrepreneurial exit. In this work, 

we distinguish 2 degrees of the entrepreneurial exit.  

 

1. exit from the management of a company (entrepreneur retains his ownership); 

 

2. complete exit from a company (entrepreneur gets rid of ownership as well). 

 

In this regard, we can identify 3 important aspects of the entrepreneurial exit from a company 

(see Figure 1: Forms of Entrepreneurial Exit): 

 

 impact of the selected form of exit on survival of the company – decision of an 

entrepreneur can lead to termination of the company, when the entrepreneur decides to 

liquidate the company one day, or take capital out of the company adequately and thus 

bring the company to bankruptcy. 

 

 impact of the selected form of exit on a change in ownership – decision of an 

entrepreneur can lead to a change in ownership of the company (various forms of sale, 

possibly gratuitous transfer of ownership to a family member or other person); 

 

 impact of the selected form of exit on a change in management of the company – decision 

of an entrepreneur can lead to involvement of other family members in the business – this 

is a situation where a successor of the entrepreneur is a member of his family. Decision of 
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the entrepreneur can also lead to the fact that a foreign successor takes over the 

management of the company.  

Figure 1: Forms of Entrepreneurial Exit 

 

Source: The authors 

 

It should be noted that the complete entrepreneurial exit from a company, not only from its 

management, is strongly limited by the law of a particular country. 

 

An entrepreneur, who has decided to exit from a company he founded and managed, and 

assumes that after his exit the company would continue to exist, has to face a problem of 

finding a suitable successor. Business succession planning is already well embedded in the 

theory of management today and includes areas of leadership planning, change management, 

human resources, etc. (Ip, 2006) 

 

Analysis of research in the solved area 

The topic of entrepreneur’s exit from founded and controlled SME so far has attracted no 

attention of Czech scientists. We identified only one survey covering entrepreneurial exit as a 

marginal topic carried out as a part of master thesis at the University of Economics, Prague 

(Fialova, 2008). In this survey 163 entrepreneurs were asked among others what plans did 
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they have with their businesses for the future. The results showed that (Fialová, 2008. str. 55-

56): 

„...Almost 41 % respondents want to develop their business further... Twenty percent of 

answers claimed selling or transferring the business to someone else... more than 15 % of 

respondents (15.3 %) would like to keep current trend. ... only 2 % of respondents think about 

closing down their business.” 

 

The issue of succession planning was highlighted by PricewaterhouseCoopers ČR company 

in 2010. which conducted a survey, „an aim of which was to map the current situation of 

Czech privately held companies – find out how they have coped with probably the biggest 

economic crisis in their existence, what plans they have for the future and what issues they 

face in connection with the dynamics of their development, which is significantly different 

from large multinational corporations.“ (PricewaterhouseCoopers ČR, 2010. p. 3) 

 

Based on 20 personal in-depth interviews with owners or managers of major privately held 

companies in the Czech market and a detailed survey among other private companies, they 

have come to the conclusion that (PricewaterhouseCoopers ČR 2010. p. 16): 

 

„…only 16 % of them consider a change in their ownership structure in the next two years. In 

the longer time horizon, a change of ownership structure is expected by almost half of 

respondents. From owners considering the transfer of their business, the majority prefer either 

sale to a strategic investor (39 %) or succession in the family (35 %). A smaller proportion of 

respondents consider selling the business to the management, a financial investor or an initial 

public offering. It indicates that owners care a lot about further development of their business 

in the direction they set, and take account of their current employees. 

…only a third of owners have a plan prepared for takeover in the event of unforeseen 

circumstances (e.g. serious illness or death of the owner).” 

 

However, the research has not consider other options of the entrepreneurial exit, which is, 

when an entrepreneur is only going to withdraw from the management of a company, but he 

retains ownership or at least part of it.  

 

To the phenomenon of an entrepreneur’s exit from the company he founded and managed has 

been paid more attention abroad than in the Czech Republic. Most research is focused on the 
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succession of management positions and the family business. The issue of business transfer 

from generation to generation and the theory of an entrepreneur – founder’s exit is not 

complete (Shekshnia, 2008, Wasserman, 2003, Rubenson and Gupta, 1996, Rubenson 

and Gupta, 1992). Only recently this issue has begun to be of increased interest. Overall, we 

were able to identify 30 works among foreign sources aimed at the entrepreneurial exit from 

a company. We have described only the most interesting ones. 

 

In 1992 Rubenson and Gupta published the results of their study of 54 companies that were 

founded between 1945 and 1983. The objects of the study were the following questions: 

whether the founders of highly successful companies exit their company at an early stage of 

development of the company, whether the growth rate of the company in the initial stage is 

the main criterion for how long the founder stays in the management of the company and how 

other variables on the side of the company and the founder influence the length of the 

founder’s staying in the management of the company. Based on the results we can say that 

the founders of highly successful companies usually manage their companies for very long 

time; high growth rate in the initial stage of the company significantly reduces the time 

during which the founder manages his company; academic education in economics allows an 

entrepreneur to stay longer in the company’s management and involvement of the family in 

the company is a significant barrier to the entrepreneurial exit from the company. Instructions 

on how and when to replace an entrepreneur in the company’s management are not very 

useful (Rubenson, Gupta 1992). 

 

In 1993 Birley and Westhead published their survey of 10.348 privately advertised sales, 

2030 management buyouts, 748 mergers listed on the stock exchange, and 689 public listings. 

The results showed that although the market was served poorly by the professional advisors 

the privately advertised sales was the most frequently used exit route of the five exit routes 

examined. (Birley, Westhead, 1993) 

 

A year later, Petty et al. found in his research of 278 purchased companies in the Venture 

Economics that entrepreneurs approach the acquisition process naively and with such 

expectations about their exit, which cannot be met. (Petty et al., 1994) 

 

Two years later, these same gentlemen introduced the contingency model of primary 

succession. They define primary succession as a random process that leads entrepreneurs to 
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transfer the control over their company to a successor, whether it is a family member or a 

professional manager. The entrepreneurial exit from the company’s management depends on 

the changes taking place in society, abilities of the entrepreneur to adapt to these changes and 

the ability of the entrepreneur to prevent the company from takeover (Rubenson, Gupta, 

1996). 

 

In 2001 research of 294 small and medium sized firms revealed that entrepreneurs more 

likely considered family member succession when family members were seen as making a 

positive impact to the enterprise's performance. (Butler et al., 2001) 

 

In 2002 Boeker and Karichalil added their research showing that the bigger the enterprise 

was, the more likely its founder departed. On the other hand the higher ownership the founder 

had the less likely he exited. Also founders working in research and development or being 

CEOs were less likely to leave. (Boeker, Karichalil, 2002) 

 

Minor found out that few business owners prepared for their entrepreneurial exit adequately 

because they were unable to resolve the conflicting and often overwhelming personal and 

emotional issues. (Minor, 2003) 

 

In 2003 Noam Wasserman introduced his theory of business success paradox, which says that 

an entrepreneur, who would successfully lead his company to the completion of a product 

development and its launch on the market or to the obtaining of additional funding for his 

company, often exits his company. The research suggests that the broader managerial 

experience of an entrepreneur and the more equity, which can be invested in the business, the 

less likely would be the pressure of outside investors on his exit from the management. On 

the contrary, the older the organization and the entrepreneur are, the more likely he exits from 

the company’s management. This study has not addressed possible ways of the 

entrepreneurial exit at all. The process of exiting of an entrepreneur – founder was explored 

through case studies of 20 companies working in the Internet field and his hypotheses were 

verified on a sample of 202 companies operating in the same field. 

 

Stanislav Shekshnia’s research, published in the European Journal of International 

Management in 2008. is the closest to the conditions in the Czech Republic. Russian 

economy, as well as Czech, is relatively young. The first private companies emerged in the 
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late 80s of the last century. Since then, Russian economy has undergone a tumultuous 

transformation, which included various periods: the emergence of private companies, price 

liberalization, mass privatization and restructuralization of state-owned enterprises, the 

emergence and growth of capital market, financial crisis, currency devaluation, setting 

standards for companies' managements, etc.  (Shekshnia, 2008). 

 

Based on 6 case studies of exits of entrepreneurs – founders from the company’s management 

Shekshnia (2008) has described so-called Russian succession paradox. It is a process in 

which a company finds a successor within the company’s management. He then holds the 

position of a Director General, but the actual management remains in hands of the founder, 

who, however, does not bear appropriate responsibility for the economic results of the 

company. The study has confirmed some conclusions of research conducted in Western 

countries, but in addition also showed some significant differences: the completion of product 

development has no impact on exit of an entrepreneur from the company's management; in 

fact, entrepreneurs exiting the company’s management have never accepted a position 

subordinated to a new Executive Director. Given the very small sample, the findings of this 

research cannot be generalized for Czech companies. 

 

The topic of the entrepreneurial exit from the company has been elaborated most 

comprehensively by university professors Dawn DeTienne (Department of Management, 

College of Business, Colorado State University), Karl Wennberg (Department of 

Management and Organization, Stockholm School of Economics), Melissa S. Cardon (Pace 

University, Lubin School of Business) and Rachida Justo (IE Business School). The first 

thesis on this subject was published by Dawn DeTienne as early as 2006. Since then, the 

above-mentioned team has more or less together examined the relations between the choice 

of particular form of the entrepreneurial exit from a company and  

 entrepreneur’s previous experience, age and education (level and type), 

 family situation (gender, number of children, marital status, care for aging parents or a 

disabled child, management of a family business), 

 human capital (business experience, field experience, age and education), 

 the use of initial strategic resources (finance, human capital and technology),  

 business success / failure,  

 strategy of averting failure (another job, reinvestment). 
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Hypothesis 

We divided the hypotheses into four groups: 

 

Hypotheses are divided into 4 groups, and gradually allow you to explore: 

1. How current is the question of entrepreneurial exit for Czech entrepreneurs? 

2. What factors influence the entrepreneur’s exit from the firm in the Czech Republic? 

3. What exit form do Czech entrepreneurs prefer? 

4. What factors influence the entrepreneurs’ choice of their exit form? 

How current is the question of entrepreneurial exit for Czech entrepreneurs? 

Even though the PricewaterhouseCoopers Czech Republic company has already pointed out 

this issue in 2010. it is necessary to pay greater attention to this question, since the survey 

made by the above mentioned company, covered only a relatively small sample, and it dealt 

with only the most outer area of entrepreneur’s exit from business – a case of unforeseen 

situations (e.g., serious illness or death of the owner) (PricewaterhouseCoopers ČR, 2010). In 

addition, foreign research shows that most entrepreneurs do not prepare for their exit at all 

(all Minor, 2003) and those who planned their exit from business, did so after some facing 

death, for example heart attack, severe car accident or death of a close friend or family 

member and reminder of his own mortality (Lansberg, 1988). However, this may have 

disastrous consequences for possible survivors, the company itself, the region where the 

company operates, as well as industry (DeTienne, 2010). 

 

Hypothesis H1a: A simple majority of entrepreneurs-founders do not deal with the question 

of their exit from their company. 

Hypothesis H1b: Only a third of owners have a clear plan for exiting their companies. 

Hypothesis H1c: A simple majority of entrepreneurs considering exiting their companies 

would like to do so within five years. 

 

What factors influence the entrepreneur’s exit from the firm in the Czech Republic? 

It can be assumed that the older and the closer to retirement age the businessman is, the more 

likely he will consider his exit from firm, and the more likely he will sell the company rather 

than close it down (Wennberg et al., 2009). 

 

Hypothesis H2a: The age of the entrepreneur influences entrepreneurial exit decision-making. 
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Research shows that women and men think differently, and these differences emerge since 

birth (Baron-Cohen, 2003). Related to this men and women adopt a different approach to 

solving problems. The aim of this hypothesis is to test whether it is also the case of dealing 

with the entrepreneur’s exit from the firm. 

 

Hypothesis H2b: The sex of the entrepreneur influences entrepreneurial exit decision-making. 

 

We assume that entrepreneurs with higher level of education are aware of all the aspects 

associated with running the business, not only starting up the business and technical aspects 

of the matter. 

 

Hypothesis H2c: The entrepreneur’s level of education influences entrepreneurial exit 

decision-making. 

 

As with the age of the entrepreneur we suppose that longer time the entrepreneur devoted to 

developing his business, when he often sacrificed not only time but also friends and family, 

the more his fatigue and exhaustion will increase. 

 

Hypothesis H2d: The length of time spent building the company influences entrepreneurial 

exit decision-making. 

 

With the increasing business share in the company the entrepreneur has more options to 

affect the future existence of the company and to decide on his further participation in or exit 

from the business. We assume that if the entrepreneur owns only a tiny part of the company, 

he will not solve this question, because there are other members in the company, who can 

significantly affect his eventual exit from the company. 

 

Hypothesis H2e: The size of the ownership stake influences entrepreneurial exit decision-

making. 

 

We suppose that the way how the entrepreneur assess his company's situation influences his 

motivation to continue in running business. If the situation is favourable for entrepreneur he 
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experiences feelings of success and self-realisation, and then we assume that he will not 

consider exit from the company that much as otherwise. 

 

Hypothesis H2f: The current state of the company influences entrepreneurial exit decision-

making. 

 

Similarly as with the previous hypothesis we assume that what future development of his 

company the entrepreneur expects influences entrepreneurs motivation to remain in or leave 

the company. 

 

Hypothesis H2g: The expected development of the company influences entrepreneurial exit 

decision-making. 

 

We assume that the higher the number of employees employed in the company, the greater 

responsibility the entrepreneur takes for what happens to his business after his exit. 

 

Hypothesis H2h: The number of employees in a company influences entrepreneurial exit 

decision-making. 

 

The family business theory is well elaborated part of the entrepreneurship theory. Running 

family business is specific contrary to running non-family business (Phan, and others, 2007). 

It is just the family relations that drive these differences, when the family life and Driver of 

all these differences are the family relations and ties when family life overlaps with the 

business life and influences both the communication and decision making. Therefore we 

assume that there is a great difference between how entrepreneurs employing e.g. their 

spouse or children and the others take decisions. 

 

Hypothesis H2i: The participation of family members in the company influences 

entrepreneurial exit decision-making. 

 

We assume that the higher the value of the assets, the more the entrepreneur cares about his 

company’s destiny and the more likely he will think about his potential exit from the 

company. 
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Hypothesis H2j: The size of assets influences entrepreneurial exit decision-making. 

 

Similarly as with the assets value we assume that the higher turnover the less motivated the 

entrepreneur is to leave the company. 

 

Hypothesis H2k: The amount of revenue influences entrepreneurial exit decision-making. 

 

We assume that level of profit made influences the entrepreneur’s motivation to continue 

running the company. 

 

Hypothesis H2l: The level of profit influences entrepreneurial exit decision-making. 

 

What exit form do Czech entrepreneurs prefer? 

According to the theory of Cardon et al. (2005) the relationship of entrepreneurs to his 

company can be compared with the relationship of mother and child. Using this metaphor 

they try to explain why for example some entrepreneurs keep running the business despite its 

poor results (some parents still believe in their children and support them although they ought 

not), or why some entrepreneurs show a reduced level of risk perception (because love is very 

often blind). Here we suppose, as well as for many mothers it is difficult to let their child go, 

it will be similarly difficult for entrepreneurs to fully exit their firm. Then there the question 

remains standing, whether the entrepreneurs are able only to possess a share and not to 

interfere in the next development of the firm. We added the family member aspect because of 

the specific historical evolution in the Czech Republic. 

 

Hypothesis H3a: The most popular form of entrepreneurial exit is transferring management of 

the company to another individual and keeping am ownership stake. 

 

Hypothesis H3b: The least-preferred form of entrepreneurial exit is transferring ownership 

and management of the company to a family member. 

What factors influence the entrepreneurs’ choice of their exit form? 

Hypothesis H4a: Transferring management to a family member and keeping an ownership 

stake is the most preferred among entrepreneurs that started their business on the basis of 

push motives. 
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We assume that the way how the entrepreneur assesses the current situation of his firm 

influences his motivation to continue in running the business. If he considers the situation 

favourable and experiences a feeling of success and self-realisation, then we assume the 

question of leaving the company will not be as pressing as on the contrary.  

 

Hypothesis H4b: It is mostly the entrepreneurs assessing the current business situation as 

unsatisfactory who prefer liquidation of the companies. 

 

Again we assume that what future development of his business the entrepreneur expects 

influences his motivation to remain in the company. 

Hypothesis H4c: It is mostly the entrepreneurs expecting problematic future development 

who prefer liquidation of the company. 

 

The family business theory is well elaborated part of the entrepreneurship theory. Running 

family business is specific contrary to running non-family business (Phan, and others, 2007). 

It is just the family relations that drive these differences, when the family life and Driver of 

all these differences are the family relations and ties when family life overlaps with the 

business life and influences both the communication and decision making. Therefore we 

assume that there is a great difference between how entrepreneurs employing e.g. their 

spouse or children and the others take decisions. 

 

Hypothesis H4d: Transferring management to a family member is most preferred by 

entrepreneurs that have family members involved in the company. 

 

It can be assumed that the older and closer to retirement the entrepreneur is the more likely he 

sells the business rather than closes down  (Wennberg et al. 2009). 

 

Hypothesis H4e: The age of the entrepreneur influences the exit form chosen. 

 

Research shows that women and men think differently, and these differences emerge since 

birth (Baron-Cohen, 2003). Related to this men and women adopt a different approach to 

solving problems. The aim of this hypothesis is to test whether it is also the case of decision 

making what entrepreneurial exit form to choose.  
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Hypothesis H4f: The sex of the entrepreneur influences the exit form. 

 

We assume that entrepreneurs educated in economics and management possess more 

knowledge about the different exit paths they can take and depending on that they prefer 

particular exit form. 

 

Hypothesis H4g: The entrepreneur’s education influences the exit form. 

 

As with the age of the entrepreneur we suppose that longer time the entrepreneur devoted to 

developing his business, when he often sacrificed not only time but also friends and family, 

the more his fatigue and exhaustion will increase. 

 

Hypothesis H4h: The length of time building a company influences the entrepreneurial exit 

form. 

METHODOLOGY 

Sample 

The source of data for the selection of respondents were economic entities registered in so-

called Administrative register of economic entities (ARES), which was founded and 

administered by the Ministry of Finance of the Czech Republic. For purposes of this work, 

only joint stock companies and limited liability companies were taken into account, because 

they are the most frequently registered economic entities among the commercial companies. 

In March 2011 there were 24 577 active joint stock companies and 322 307 active limited 

liability companies registered in the Register of economic entities.  
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Figure 2: Structure of a surveyed sample of Czech companies at the beginning of 2011 

  

Source: The authors 

 

From the sample of 18 743 active joint stock companies there were identified 5 639 

companies all shares of which have been currently owned by a single shareholder. 2 210 

companies have been owned by a natural person and 3 429 companies have been owned by 

other legal entity. From this set of companies owned by a single natural person, 2 178 of 

them were founded by the sole shareholder a legal person and 32 by a natural person 

shareholder. 29 of these 32 companies are still owned by an original founder and an owner of 

3 companies was changed. All existing natural person shareholders, who are also founders 

and participates in the company’s management, are 52 years old on average and started a 

business when they were around 48.5 years old. The oldest entrepreneur is now 68 and the 

youngest 31. The most entrepreneurs - founders are now at age around 52 years and they 

founded their companies just as they were 49 years old. 1 961 companies in the sample 

surveyed were founded before 2000. which represents almost 35 % of companies all shares of 

which are in the hands of a single owner. The most companies of the sample surveyed were 

founded in 2007 and the least in 1990. From the companies, which have been currently 

owned by a natural person, 818 were founded before 2000. which represents 14.5 % of 

companies all shares of which are in the hands of a single owner. Only 1 company, which has 

been currently owned and managed by its natural person founder, was founded before 2000. 

This situation can be explained by the lack of capital on the side of regular entrepreneurs 

during the 90s of the last century. After all, even today joint stock companies are only a 

fraction of the total number of registered companies. 
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From the sample of 28 181 surveyed limited liability companies, 15 871 companies (i.e. 

56 %) were identified, which have been currently owned by a sole associate, 13 876 

companies (i.e. 49 %) have been owned by a natural person and 1 995 companies (i.e. 7%) 

have been owned by other legal entity. From these companies 40 % (i.e. 5 532 companies) 

have been owned by an original owner (natural person). It represents nearly 20 % of the total 

number of surveyed companies. In 45 % of cases, entrepreneurs have owned companies for 

11 years old or more. Today’s owners, who are also original founders of a company, have 

spent in business 11 or more years in 17 % of cases. The older the company is, the fewer 

entrepreneurs have lasted until today. All existing natural person associates, who are also 

founders, are 44.6 years old on average and started a business when they were around 40. The 

oldest entrepreneur is now 85 and the youngest 19. Most entrepreneurs - founders are now at 

age around 38 years and they founded their companies just as they were 38 years old. 6 581 

companies were founded before 2000. which represents almost 42 % of the companies owned 

by a sole associate. The most companies were founded in 2010 and the least in 1990. From 

the companies, which have been currently owned by a natural person, 5 623 were founded 

before 2000. which represents 35 % of the companies owned by a sole associate. Only 762 

companies
2
, that have been currently owned and managed by natural person founder, were 

founded before 2000. 

 

The procedure for selection of respondents was as follows: First, we obtained a list from 

ARES containing 18 743 active joint stock companies and 132 372 limited liability 

companies. The sample of limited liability companies was based on generating random 

numbers reduced to 33 006 companies, for which we obtained additional information from 

the Commercial register such as „date of registration with Commercial register“, „number of 

executive directors and associates“, „the amount of capital“, etc. Due to the variability of the 

data and differences in outputs from ARES, we finally obtained data for 28 181 companies. 

These data were analyzed and a set of suitable potential respondents was selected based on 

the following criteria: the legal form of business - a limited liability company or a joint stock 

company; citizen of the Czech Republic; 100% ownership. 

 

Using random numbers and based on the analysis of these data, a closer set of 600 potential 

respondents was selected, whose contact details were searching through Google (especially 

                                                 
2 i.e. 4.8 % of the companies owned by a sole associate, and 2.7 % of all surveyed companies 
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email addresses – if possible, directly to an owner and a director of a company). If an 

appropriate contact was found, the entrepreneur was included among the surveyed 

respondents. The total of 255 entrepreneurs was contacted with an invitation to fill out the 

questionnaire. To increase the number of respondents, known entrepreneurs (total 8) and 

students (total 57) were also approached, if they could provide contacts to appropriate 

respondents. The reason was that when we asked an acquaintance of an acquaintance to fill 

out the questionnaire, the return was almost 100 %. Assuming that each student approached 

one entrepreneur in order to ask him to fill out the questionnaire, the total of approached 

entrepreneurs was almost 320. and 65 of them filled out the questionnaire. This represents 

20.3 % return. One questionnaire had to be eliminated due to an inappropriate candidate (he 

did not own any share). Total number of evaluated questionnaires was then N=64. i.e. 20 % 

of all surveyed entrepreneurs. 

 

There were a total of 53 men and 11 women within this sample. Most entrepreneurs are in the 

age structure of 41 – 50 years and almost 47 % of respondents are over 51 years and slowly 

approaching retirement age. The highest achieved education in most respondents was a 

university degree, the second largest group there were high school graduates. The large 

portion of entrepreneurs from the surveyed sample founded their companies before they 

reached 30 years. With increasing age the number of entrepreneurs founding a company 

declined. Most respondents do business in limited liability companies (a total of 54 cases). In 

a joint stock company there were 10 respondents. 87 % of respondents have owned at least 50 

% share in their companies, and therefore have a significant influence on decision-making 

process in the company. The absolute majority of companies from the surveyed sample (53. 

i.e. almost 83 %) were founded by the year 2000. The overall majority, however, was 

founded before 1996. Most respondents in the sample are represented by micro-enterprises 

(totally 27), 36 % of respondents can be classified as small enterprises (in absolute terms 23), 

13 % of companies fall into category of medium enterprises (i.e. 8) and large companies 

represent the smallest number (9 % i.e. 6). 

Data Collection 

Data were collected through a questionnaire survey, which took place electronically and was 

fully anonymous. The questionnaire was branched and the questions were displayed to a 

respondent depending on how he had answered certain so-called nodal questions (there was 

10 of them in the questionnaire). The questionnaire contained 42 questions altogether. After 
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compiling the questionnaire, a pilot survey was conducted and served as a basis for 

modification and elimination of some questions. Then the sharp survey was launched when 

potential respondents were contacted by email in order to participate in research and filling 

out the questionnaire.  

Survey Design 

Since it was impossible to make any changes in situations, circumstances and experiences of 

surveyed entrepreneurs concerning the issue of their exit from the company, the selected 

variables were measured through evaluation of data obtained using the questionnaire. Their 

behavior was subsequently described and tested using statistical methods. 

Measures 

Responses to the questionnaire survey were numerically encoded for easier processing and 

the numerical data such as age or dates were sorted into categories. The responses received 

from open questions were subjected to a content analysis, and responses were categorized 

into thematic areas that emerged after the analysis of responses itself had been made. Most of 

the data obtained are of categorical nature (dichotomous and polytomous). By selecting of 

appropriate data encryption, the data were transformed from nominal to ordinal. In those 

questions, where possible, responses were sorted from negative / the least favorable to 

positive / the most favorable (for example, push was negative, pull positive). 

 

The first step in hypotheses testing was a descriptive analysis, in which the obtained 

categorical data were grouped into frequency tables and with the use of absolute and relative 

frequencies compared with each other and subsequently described. It was followed by an 

analysis of relationships between variables using the Spearman correlation coefficients. 

Dependent Variables 

The topicality of the issue of the entrepreneurial exit from the company was measured by a 

positive response to at least one of the questions: „Do you have a clear exit plan from the 

company?” or „Do you have at least any idea of how do you leave your company?” The 

existence of a plan of the entrepreneurial exit from the company was measured by a positive 

response to the question „Do you have a clear exit plan from your company?” The selected 

form of the entrepreneurial exit from the company was determined from the selected variants 

for the question „Which of the available strategies of exit from the company would you 

currently selected?” To increase the explanatory power of the test, individual strategies were 
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rearranged into common categories based on 3 criteria: survival of a company (whether the 

company will continue to operate even after the exit of an entrepreneur), the company’s 

management (whether the company will be transferred to a successor selected from family 

members) and the company’s ownership (whether the entrepreneur retains at least partial 

ownership or fully exits from the company). 

Independent Variables 

Independent variables include time of running the business, age, gender, level and 

specialization of education, participation of family members on running the business, current 

situation and expected future development of the business, the percentage of ownership, 

assets value, turnover, profit and number of employees. To determine the current situation of 

the firm we asked our respondents: “How do you assess current situation of your enterprise?” 

To determine expected future development of the business we asked our respondents: “How 

do you asses future development of your enterprise?” To increase the explanatory power all 

possible answers were grouped into three categories – decline, stagnation and growth. 

RESULTS 

Relevance of Entrepreneurial Exits 

The first group of hypotheses tested how relevant entrepreneurial exits are in Czech 

companies. 

 

Hypothesis H1a: A simple majority of founding entrepreneurs are not considering exiting the 

company. Rejected, because more than half of respondents (45 entrepreneurs i.e. 70 %) 

considered the question to a certain extent. 

 

Hypothesis H1b: Only a third of owners have a clear plan for exiting their companies. 

Accepted, because only 34% of entrepreneurs could describe their exit plans.  

A clear plan of how this process will be carried out has a 53% (of the total sample, only 

37.5%). Less than ¼ of the entire sample of entrepreneurs who do not have a plan, have in 

large part, at least the idea and the rest (i.e., 9% of the entire sample) is aware of the fact that 

one day they just leave their companies. However, they have no clue, how they will do it. If 

we add up to this group of entrepreneurs those who just said that they never applied 

themselves to a similar question, we get to number 26. which represents more than 40% of 
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respondents. Out of 39 businessmen, who said they had a clear plan of their exit, only 22 (i.e. 

56.4% and only 34% of the all entrepreneurs) were able to describe concrete steps. The rest 

(17 interviewed entrepreneurs) only repeated the exit form (sale, disposal, etc.). All briefly 

outlined plans included a process of reorganisation and formalisation of the procedures and 

the gradual transmission of business to the successor. 

 

Hypothesis H1c: A simple majority of entrepreneurs considering exiting their companies 

would like to do so with five years. Accepted, because half of the respondents that already 

considered their exit plans would like to leave their company within five years (18 % within 

two years and 32% would like to do so within five years). 

 

On the basis of the accepted hypotheses H1b: and H1c: and the rejected hypothesis H1a: it 

can be said that the question of exiting companies is relevant for Czech entrepreneurs. 

Factors in Entrepreneurial Exits 

The second group of hypotheses tested which factors influence entrepreneurial exits in Czech 

companies. 

 

Hypothesis H2a: The age of the entrepreneur influences entrepreneurial exit decision-making. 

Accepted, because the results of the Spearman correlation analysis rejected the null 

hypothesis that age is independent of considering entrepreneurial exits (rs=0.278. p=0.026). 

Analyzed data show that the longer the entrepreneur built his business the more probably he 

discussed the question of his entrepreneurial exit. And again the older the entrepreneur is, the 

more likely he/she is to consider an entrepreneurial exit. 

 

Hypothesis H2b: The sex of the entrepreneur influences entrepreneurial exit decision-making. 

Rejected, because results show there is not a significant difference between the two sexes. 

(rs=-0.129. p=0.309). 

 

Hypothesis H2c: The entrepreneur’s level of education influences entrepreneurial exit 

decision-making. Rejected, because the null hypothesis about the independence of the 

entrepreneur’s level of education or whether he/she received a business education could not 

be confirmed (education level reached rs=-0.009. p=0.941. type of education rs=-0.004. 

p=0.974). 
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Hypothesis H2d: The length of time spent building the company influences entrepreneurial 

exit decision-making. Accepted. The null hypothesis about the independence of 

entrepreneurial exit decision-making on the length of time spent building the company can be 

rejected at the 0.01 significance level. The longer an entrepreneur spent building a company, 

the more likely they are to consider exiting the enterprise. 

 

Hypothesis H2e: The size of the ownership stake influences entrepreneurial exit decision-

making. Rejected, because the results of the Spearman correlation analysis show there is no 

significant difference between entrepreneurs with various ownership stakes in dealing with 

exits from their companies (rs=-0.157. p=0.215). 

 

Hypothesis H2f: The current state of the company influences entrepreneurial exit decision-

making. Rejected, because the results of the Spearman correlation analysis could reject the 

null hypothesis about the independence of the company’s current situation and 

entrepreneurial exit decision-making (rs=-0.222. p=0.078). In more than 83 % cases the 

entrepreneur dealt with the question of their entrepreneurial exit when he assessed his 

enterprise as declining. On the contrary only 52 % respondents considered the question of 

their entrepreneurial exit important if to their opinion the business went well. 

 

Hypothesis H2g: The expected development of the company influences entrepreneurial exit 

decision-making. Rejected, because the results showed there was no significant difference 

between entrepreneurs that expected growth, stagnation, or contraction in dealing with their 

own exits from the company (rs=-0.078. p=0.542). Survey results show that it was always 

more than a half respondents dealt with the question of their entrepreneurial exit no matter 

what future development of their firm they expected. 

 

Hypothesis H2h: The number of employees in a company influences entrepreneurial exit 

decision-making. Accepted. The more employees an entrepreneur employs in a company, the 

more likely he/she will consider exiting (rs=0.295. p=0.018). Mostly owners of small (in 

79 % of cases) and medium (in almost 89 % of cases) enterprises deal with the question of 

their potential exit from their business. 
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Hypothesis H2i: The participation of family members in the company influences 

entrepreneurial exit decision-making. Rejected, because not enough data was collected to 

reject the null hypothesis about the independence of entrepreneurial exit decision-making and 

family members participating in the company (rs=-0.024. p=0.887). The survey results show 

that almost the same number of respondents employing some family members (29.4 %) as 

those who do not (27.3 %) dealt with the question of their entrepreneurial exit. 

 

Hypothesis H2j: The size of assets influences entrepreneurial exit decision-making. Rejected, 

because the results of the Spearman correlation analysis cannot reject the null hypothesis 

about the independence of entrepreneurial exit decision-making and the company’s total 

assets (rs=0.074. p=0.564). 

 

Hypothesis H2k: The amount of revenue influences entrepreneurial exit decision-making. 

Rejected, because the results showed there was no significant difference between 

entrepreneurs with companies of various revenue levels in entrepreneurial exit decision-

making (rs=-0.016. p=0.901). 

 

Hypothesis H2l: The level of profit influences entrepreneurial exit decision-making. 

Rejected, because the results of the Spearman correlation analysis show there is no significant 

difference between entrepreneurs with various levels of profit in entrepreneurial exit 

decision-making (rs=-0.041. p=0.749). 

 

Of the 12 hypotheses listed, only H2a, H2d, and H2h, could be accepted. The rest could not 

be accepted because the sample size was not large enough to disprove the null hypotheses 

about the independence of entrepreneurial exit decision-making and individual factors. This 

means that only the time spent building the company, the age of the entrepreneur, and the 

number of employees influences an entrepreneur’s decision about exiting a company. The 

more time, effort, and energy spent building a company and the older the entrepreneur, the 

more likely the entrepreneur is to consider exiting the company. That probability also grows 

with the number of employees. 

Selected Form of Entrepreneurial Exit 

The third group of hypotheses tested what form of entrepreneurial exit Czech entrepreneurs 

choose. 
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The obtained data show one very interesting fact and that is whether the entrepreneur 

considered his exit from the company or not a big part of entrepreneurs-founders prefer the 

option to retain a proportion of ownership and pass only the control of the company 

(regardless of whether he considered his exit from the company or not, 30 respondents 

inclined to this, i.e. nearly a half of all respondents, and 10 from 24. i.e.. again, almost a half 

of questioned entrepreneurs having a clear plan of his exit from the business). It does not 

matter whether the successor would be a family member or somebody else. An unanswered 

question remains whether in fact entrepreneurs can avoid intervention in the running the 

company and whether it is therefore possible to speak of an exit from the company. 

 

Regardless of whether the entrepreneurs considered their exit from the company or not in 

total of 20 cases the entrepreneurs would have chosen the variant of the selling the business 

and transferring its management to a foreign successor outside the family (in 9 cases the 

company would be sold to a friendly side, and in 11 cases, to third party, not in a "friendly" 

relationship with the company such as funds, an unknown buyers or competitor). 

 

53% percent of respondents (total 38) who have already thought about their exit from the 

company said they would like their successor to be a family member. However, only a half of 

them, (i.e., 25% of respondents who have already thought about their exit from the company, 

and less than 16% of all respondents) indicated that their family members are willing to take 

over the company. The other half of respondents claimed their family members either are not 

interested in succession in the business or they knew nothing of interest/disinterest to take 

over the business in the family. As a result, more than a half of those questioned businessmen 

tended to variant of the successor outside the family. 

To prepare a family member to take over the control in the business the entrepreneurs-

founders involve their potential successor in running the business in some way (they 

gradually assign the potential successor tasks, competences and responsibilities), proper 

education is a matter of course (languages, management skills, participation on trade fairs and 

exhibitions both in own country and abroad. 

 

From the perspective of the impact of the entrepreneur-founder’s exit on the company’s 

survival are the survey results positive for employees and the regions where the company 

operates, because 80% of all respondents do not plan to close their business regardless of 
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whether the entrepreneurs considered their exit from the company or not. In the case that the 

respondents already had a clear plan, it was still a ¾ of the respondents who did not want to 

liquidate the business. Only 12% of those entrepreneurs-the founders already having a clear 

plan of their exit from the company and 8% of all respondents entrepreneurs-founders 

(regardless of whether the entrepreneurs considered their exit from the company or not) 

incline to the potential liquidation of the business. 

 

Hypothesis H3a: The most popular form of entrepreneurial exit is transferring management of 

the company to another individual and keeping am ownership stake. Accepted, because 30 

respondents selected this exit form. Of those, 13 transferred management to a family member, 

while 17 looked outside their families for a successor. 

 

Hypothesis H3b: The least-preferred form of entrepreneurial exit is transferring ownership 

and management of the company to a family member. Accepted, because only one 

entrepreneur chose this form of exit. 

 

In this group, both hypotheses can be accepted. Entrepreneurs cling to their companies and 

loathe letting them go. The smallest group of entrepreneurs would chose to completely hand 

over the company to family members, e.g. transferring management and ownership. On the 

other hand, the largest group of entrepreneurs would like to keep at least some sort of stake in 

the company and only transfer management to another individual. 

Factors that Influence the Selection of the Form of Entrepreneurial Exit 

The fourth set of hypotheses tested which factors influence the form of exit an entrepreneur 

chooses when leaving the company. 

 

Hypothesis H4a: Transferring management to a family member and keeping an ownership 

stake is the most preferred among entrepreneurs that started their business on the basis of 

push motives. Accepted, because all the entrepreneurs in the sample that had a clear exit plan 

and would choose this exit form were forced into business. 

 

Hypothesis H4b: a H4c: These deal with the liquidation of the company in because of the 

company’s current situation or expectations for the future. Accepted. The more positive an 

entrepreneur sees the company’s current situation, the more likely they are to choose an exit 
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where the company survives; and the more positive the future outlook, the less likely the 

entrepreneur is to liquidate the company. 

 

Hypothesis H4d: Transferring management to a family member is most preferred by 

entrepreneurs that have family members involved in the company. Accepted, because of the 

14 respondents that wanted to transfer management to a family member, 65% of them said 

that family members are involved with the company. 

 

Hypothesis H4e: The age of the entrepreneur influences the exit form chosen. Accepted. It 

can be said that the older an entrepreneur is, the more likely they will choose an exit form 

with a family member as successor. 

 

Hypothesis H4f: The sex of the entrepreneur influences the exit form. Rejected, because the 

results show that there is no significant difference between men and women in their preferred 

entrepreneurial exits. 

 

Hypothesis H4g: The entrepreneur’s education influences the exit form. Rejected, because 

the null hypothesis about the independence of the entrepreneurial exit form chosen and the 

level of the entrepreneur’s education or whether it was a business education could not be 

disproved. 

 

Hypothesis H4h: The length of time building a company influences the entrepreneurial exit 

form. Rejected, because there was insufficient data to disprove the null hypothesis about the 

independence of the form of entrepreneurial exit chosen and the time the entrepreneur spent 

building the company. 

 

The motivation for founding the company, the current state of the company and its outlook 

for the future, whether family members are involved in the company, and the age of the 

entrepreneur all influence the form of entrepreneurial exit selected. 
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Factors Influencing the Approach of Czech Entrepreneurs to Exiting the 

Companies They Founded and Managed 

Table 1: The Results of the Spearman Correlation Analysis in the STATISTICA Program 
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The results from the STATISTICA program (see Table 1: The Results of the Spearman 

Correlation Analysis in the STATISTICA Program), show the following: 

Table 2: Factors Influencing the Exit Strategy of Czech Entrepreneurs 

Dependent Variable Independent Variable  

Dealing with the Question of Entrepreneurial Exit  + Entrepreneur’s age 

+ Length of doing business 

+ Company size 

Exit Form – Corporate Management  + Entrepreneur’s age  

Exit Form – Company survival  + Asset value 

+ Company’s current situation 

+ Future expectations  

Note: + = positive correlation, - = negative correlation 

Source: The authors 

 

Whether an entrepreneur is considering leaving his/her company depends on the person’s age 

and the time dedicated to building the company. The results show that the older an 

entrepreneur is and the longer they spent building their company, the more likely they are 

considering exiting the enterprise. Higher numbers of employees also increase the probability 

of considering an exit from the company. 

 

The form of the exit depends on the assets the company holds, the company’s current 

situation, and expectations for future developments. If the current situation is considered 

positive (e.g. the company is growing and developing), or if the entrepreneur feels the 

company has the potential to continue growing, then he/she will probably not choose to 

liquidate the company because it would not be personally advantageous. The larger the 

company’s assets, the less likely it is that the entrepreneur will choose to liquidate the 

company. There were no other dependencies discovered. 

CONCLUSION 

This paper presents results of the very first survey covering the entrepreneurial exit in the 

Czech Republic. The results show that question of entrepreneurial exit is for the interviewed 

entrepreneurs topical. More than half of the interviewed entrepreneurs applied themselves to 

this question more or less, but only 30% of companies from the sample is ready for and has 

an elaborated plan of entrepreneurial exit. Another 30% of companies from the sample are 

threatened by unforeseen incidents because they have no ready plan of their entrepreneurs-
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founders’ exit from the firm. Half of those entrepreneurs, who already thought about their 

exit would like to exit their company in the 5-year horizon. 

 

Whether the entrepreneur applied himself to exit from the company depends primarily on 

entrepreneur’s age, the time devoted to the building of the enterprise and the number of 

employees in the company. The results indicate that the older the entrepreneur is and the 

longer he has been building his business, the more he deals with the question of exiting from 

the company. The entrepreneur’s tendency to apply themselves to the question of exiting their 

business also increases with the increasing number of employees. On the contrary, no 

influence of gender was proved because the results of the Spearman’s correlation analysis 

show that there is no significant difference between men and women in applying themselves 

to the question of their exit from the company. Nor the level or specialization of 

entrepreneurs’ education plays any role. The null hypothesis about independence of dealing 

with the question of exiting the company on ownership share, value of assets, turnover or 

profit cannot be rejected. The sample of entrepreneurs was not sufficiently large to its basis it 

was possible to disprove the null hypothesis about the independence of the question of 

entrepreneurial exit neither on the entrepreneurs’ perception of the current situation of the 

firm, nor on expected to future development or employment of entrepreneurs’ family 

members. 

 

Entrepreneurs are very attached to their firms, and are very reluctant to surrender them. The 

least of entrepreneurs of the sample (only 2% of respondents) would have chosen the 

complete succession within the family, i.e. not only the transfer of the management but also 

the whole ownership. On the contrary, most entrepreneurs would like to keep at least some 

ownership and pass the control on the other person. 

 

The age of the entrepreneur, motivation of entrepreneurs to start-up, the current situation of 

the firm, the expected development of the companies in the future, and the involvement of 

family members in the company are the factors that affect the entrepreneurs’ exit form from 

the business. In the sample, all of the respondents who have already had a clear plan and 

chose the form of passing the control over the company to a family member and keeping 

ownership, they were pushed to start up a business. If the businessmen considered the current 

situation of the company to be positive, they preferred an exit form of the company surviving 

the entrepreneurial exit. Likewise they would not choose the liquidation of firm, if they 
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expected a positive future development of their company. 65% out of the 14 respondents who 

would like to pass the control to their family member, said that family members were 

involved in the business. The probability of choosing the exit form when a family member is 

the successor grows with the increasing age of the entrepreneurs. On the contrary, there was 

no significant difference in preferred exit forms between men and women. The necessary 

amount of data has not been obtained to reject the null hypothesis about the independence of 

chosen exit forms on the time the businessman spent building the business, nor on the level of 

education or whether the entrepreneur’s education was economically-oriented or not. 

 

It is very difficult to obtain the data for research in the field of entrepreneurship (Shan et al., 

2000) and therefore this paper is based on limited sample of respondents. For example. the 

representation of women and men in the analysed sample of entrepreneurs is very 

unbalanced. Considering there are practically missing women among the respondents of our 

empirical research, it was not possible to capture properly the influence of gender on the 

choice of exit form. Therefore, we can only recommend to obtain data from female 

entrepreneurs in further research. 

 

Our research focused on entrepreneurs who still did not complete the process of exiting the 

firms. Some of them are at the very beginning, some of them are very close to the end, but 

none of them had fully exit their business (i.e. they did not pass both the leadership of the 

firm and its full ownership at the same time). It would be very interesting to compare how the 

choice of exit form changed over the time and how the entrepreneurs who have already went 

through this process assessed this process. For entrepreneurs, who are just about to start the 

process of exiting their firm, for their employees and the whole economy it would be very 

useful to create a set of recommendations or even methods how to how to prepare the best for 

this process so that the outcome was favourable to all interested parties. 

The entrepreneurs’ attitude to business succession within the family represented a very 

interesting part of the survey results. Only a very small percentage of entrepreneurs from the 

sample is about to transfer their company to a family member. In the Czech Republic family 

businesses as such are not monitored unlike abroad. It would be very interesting to learn what 

attitude the children of entrepreneurs have to take over the company after their parents and 

what makes them do it. 
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Summary  

This paper examines the day-to-day challenges of owner-managers of community pharmacies 

in New Zealand. Data was gathered by in-depth semi-structured interviews with twelve 

pharmacists. We find they are excluded from representation at all levels of healthcare 

decision-making, their professional qualification does not prepare them for pharmacy 

ownership and pharmacists experienced conflict between their roles as business owner-

managers and health professionals. Although they desire to provide additional healthcare 

services, the government funding models do not support expansion beyond the traditional 

dispensary services. Our research suggests that small businesses in highly structured 

industries require a framework to ensure their voices are heard by policy makers and 

regulators. This research has implications for policy makers in the primary healthcare sector, 

educators providing training for the Pharmacy profession, and others who need to balance the 

demands of being a professional and a business owner. 
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1. Introduction 

New Zealand community pharmacies, a subset of small business in New Zealand, operate in a 

tightly controlled business environment. Our research examines the day-to-day challenges of 

community pharmacists as small business owners in NZ. Small businesses are confronted by 

a range of operational, financing, market, and regulatory challenges. Worldwide, they are 

recognised as vital and significant contributors to the general health and welfare of 

economies, assisting in economic development and job creation (Korsching & Allen, 2004; 

Muske et al., 2007; OECD, 2009). They are said to account for 67% of employment and 52% 

of all output in the private sector (ACCA, 2010). Also, they have been signalled as having 

potential in creating sustainable development (Tilley & Parrish, 2006). However, many fail to 

survive, particularly in their early years (Birkett, 2000; Ihua, 2009). 

Traditional measures of failure and success consider only financial aspects (Walker & 

Brown, 2004). Many writers (Duncan & Handler, 1994; Fenwick & Hutton, 2000; Samujh, 

2006; Vos et al., 2007) conclude that money is not the primary motivator in small business 

and so traditional measures are inappropriate. Community pharmacies provide dispensary 

services to the Healthcare industry and are assumed to have ‘patient care’ as one of their 

central motives for offering services. 

Pharmacists thus are part of the service sector, due to their primary role of dispensing 

medicines prescribed by general practitioners. The service sector has gained considerable 

significance as contributions by the sector dominate world economies in critical industries 

(such as healthcare), yet have received little research attention (Bitner & Brown, 2008). It is 

suggested that service is the most rapidly growing sector with direct effects on people’s lives 

(Tronvoll et al., 2011). Bitner & Brown (2008) argue there is a great need for “basic and 

applied research that addresses service innovation and global service economy issues.” 

Further, they call (p. 44) for research in the healthcare sector: 

Everyone knows there is a tremendous need for innovation to improve healthcare 

and enhance that industry's productivity. Yet at times, the innovations in 

healthcare seem to forget about the individual patient. 
 

... improvements in healthcare services would require researchers with knowledge 

of service quality, health economics, technology, customer values and experience, 

etc. Yet most researchers today, particularly within academic settings, define 
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themselves by their narrow specialties and are rewarded for solving narrow 

problems, publishing the results in discipline-specific journals. 

 

Our research provides an opportunity for pharmacists to share their perspectives on the issues 

they face in operating a pharmacy and their knowledge and experiences on such as service 

quality, health economies etc, as mentioned by Bitner & Brown (2008). 

 

The literature indicates that community pharmacies are facing a push for change within the 

industry coming from a policy level as well as within the profession. The change is to move 

away from a retail and dispensary role toward a patient centred health role integrated within 

the primary health care sector. Involving pharmacists in patient care would utilise the depth 

of knowledge and skills they possess (Harrison et al., 2011; Scahill et al., 2011). This push 

has brought with it many challenges for both the profession as a whole and pharmacy owners 

such as not being ‘part of the team’ with other health care providers (Harrison et al., 2011), 

lack of support from funding bodies (Braund et al., 2009) and feelings of inadequacy (Bryant 

et al., 2009). As well as this push for professional change, there are also challenges from 

being both an owner/manager and a professional (Ottewill et al., 2000) and from competition 

from non-pharmacy retailers (Kotey et al., 2011).  

2. Literature 

The literature on community pharmacies is outlined under 3 headings: pharmacists as 

healthcare providers, changing the mindset, and service provision and remuneration for 

services provided by pharmacists.  

2.1 Healthcare providers 

The patterns of health care provision is changing with an increasing need for healthcare, 

through the increase in incidence of chronic diseases and simultaneous reduction in the 

number of general practitioners (Perraudin et al., 2011). Pharmacists are seen to be the health 

carer with direct face-to-face contact with the client and may become a health confidant 

(Kalaria, 2003). The pharmacists may take a complementary role to assist overloaded general 

practitioners. In reality pharmacists may see more of the client than the general practitioner. It 

would appear natural for pharmacists to be a ‘patient service’ provider. Many of these claims 

appeared to be unsupported. However, one study of the structure and processes of pharmacies 

find that contact with clients by pharmacists is variable. 
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...the degree of direct pharmacists contact with patients varied considerably 

amongst the participants, and the majority of participants stated that pharmacists 

counselled patients mainly when it was a new medicine (Hattingh et al., 2009, p. 

546). 

Clients may see an assistant and not a fully trained pharmacist as apparently, dispensary 

assistants provide a number of client services similar to pharmacists. 

Harrison et al (2011) find in a 2006 survey of 980 New Zealand pharmacists that although the 

majority of community pharmacists felt that they were a vital member of the health care team 

significantly fewer felt that they participated in the team on an equal level to other health 

professionals such as nurses and doctors. They also find that New Zealand pharmacists 

believed that the expansion of pharmacists’ roles would be resisted by other health 

professionals. This finding supports Bryant et al (2009) who in a 2002 survey of 580 New 

Zealand pharmacists and 565 general practitioners report 60% of the general practitioners felt 

that the role of community pharmacists should be limited to being “mostly involved in the 

technical component of dispensing” (Bryant et al., 2009, p.351). Unsurprisingly, only 34% of 

pharmacists agreed with that statement!  

It appears as though there is a lack of representation for pharmacists at a policy making and 

governance level. Scahill (2011) states that while nursing and general practice are represented 

at a governance level pharmacy is not. This is contrary to macro health policy which asks for 

“equitable, convenient and high quality health care through technological integration, 

multidisciplinary teamwork and well supported system-wide change” (Scahill, 2011, p.245). 

There is also a lack of representation at a higher policy level with the NZ Primary Health 

Care Strategy and the government publication, Better, Sooner, More Convenient Primary 

Health Care (Ministry of Health, 2011), does not explicitly identifying pharmacists as having 

involvement within the primary health care system (Scahill, 2011). The NZ position contrasts 

with international practice e.g. in the UK the community pharmacies are represented at a 

policy level by the presence of a Chief Pharmaceutical Officer. No such post or similar role 

exists in New Zealand.  

Although the literature calls for an expansion of community pharmacists’ roles there is some 

evidence that the pharmacists themselves see inadequacy as a major barrier to this expansion. 

In a 2009 study less than 50% of 580 community pharmacists surveyed believe they are not 
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sufficiently trained and have insufficient knowledge to expand their services into a more 

clinical role (Bryant et al., 2009).  

2.2 Mindset 

Community pharmacists generally see themselves first and foremost as healthcare providers 

and business owners secondly. This mindset means that the majority of their focus is spent on 

ensuring that their professional standards are maintained, leaving their business interests as a 

secondary focus (Ottewill et al., 2000). This mindset means that clients are seen as patients 

rather than consumers, and pharmacists are reluctant to promote retail products as this 

conflicts with their role as a healthcare provider: 

I am a pharmacist first; ultimately that’s where my profession is ... the patient’s 

responsibility is first then the business is second (Schmidt & Pioch, 2005, p.499).  

The mindset causes conflict in carrying out the roles of being a business owner and 

simultaneously a professional. A trend has appeared in the UK of the formation of buying 

groups and branding to create economies of scale to be able to compete with supermarkets 

and other retailers selling non-regulated medicines (Schmidt & Pioch, 2005). However, the 

mindset of pharmacists as professionals who are reluctant to engage in anything that might be 

seen to damage their professional integrity as health care providers creates a major barrier to 

the use of branding and buying groups (Schmidt & Pioch, 2005).  

Several articles identified difficulties emanating from the lack of desire of pharmacists to 

change. There is evidence that pharmacists are not patient-centered, their language indicates a 

focus on products with very little use of care terminology (Al Hamarneh et al., 2012). 

Rosenthal et al (2010) call for pharmacists to embrace the change and take up the 

opportunities and challenges of an expanded role into prescribing medicines. They record 

instances where regulations have been changed in Britain and Canada and have been taken up 

only by a few of pharmacists. They believe that pharmacists exhibit such as lack of 

confidence, fear of responsibility, and risk aversion towards offering extended patient-care 

services. However, Al Hamarneh et al (2012) and Rosenthal et al (2010) acknowledge that 

funding and remuneration models need to be developed to adequately compensate 

pharmacists for the added services. 
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2.3 Service provision and remuneration 

The views of pharmacy graduates appears to be favourable towards developing their role as 

health carers in contrast to being (merely) a dispenser of medicines (Perraudin et al., 2011).  

The literature provides examples of additional healthcare related services that could 

contribute to better healthcare outcomes. It is suggested that pharmacists could be involved in 

such as screening and chronic disease management by providing: 

Pharmaceutical consultations (Perraudin et al., 2011) 

Prescriptions (Rosenthal et al., 2010) 

Patient education (Rosenthal et al., 2010; Tan et al., 2012) 

Co-ordination of care plans (Chan et al., 2008; Perraudin et al., 2011) 

Computerised pharmaceutical records (Perraudin et al., 2011) 

Smoking cessation and asthma management (Al Hamarneh et al., 2012) 

Goal setting, monitoring and review of patient use of medicines (Al Hamarneh et al., 

2012; Chan et al., 2008) 

Tracking of use of prescription and alternative medicines (Kalaria, 2003) 

Medication review services (Tan et al., 2012) 

 

Pharmacists have indicated that remuneration is a barrier to being able to offer routine 

pharmaceutical care (Braund et al., 2009). The findings of Harrison et al (2011) reinforce this 

view with 62% of respondents noting that the current funding model does not support 

innovative pharmacy services. Harrison et al (2011) add pharmacists are open to alternative 

funding structures to the current model including performance related incentive payments.  

At the centre of issues about participation in the Healthcare industry is a need to provide 

adequate funding for pharmacists through “distinctions between the profit margins on 

medications sole, the fees for pharmaceutical acts and reimbursements for services provided” 

(Perraudin et al., 2011, p. 5). It appears that the funding system for community pharmacists is 

seen as a barrier to expansion into other roles.  

Presently, pharmacists are monetarily rewarded for their ability to consistently 

follow algorithms for filling prescriptions accurately and efficiently (Rosenthal et 

al., 2010, p. 40) 

 

An investigation into 28 health care payment systems finds that governments are the 

dominant funding providers of community pharmacists activities and most systems 

provided payment on an ‘intervention’ basis (Chan et al., 2008). The balance is 

provided by private third parties (e.g. insurers). Chan et al (2008, p 110) find 

“remuneration for pharmacists clinical care is a relatively new concept, ...”  
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2.4 Summary of the literature 

Much of the literature found on community pharmacists is centred on the challenges faced by 

pharmacists on a professional level in terms of re-professionalisation and role conflict. 

Contradictory evidence exists on whether pharmacists desire to change their businesses from 

a (traditional) dispensary practice to one that provides a range of healthcare services 

complementary to other healthcare service providers. Several writers claim that there needs to 

be a mindset change on the part of the pharmacists for them to be ready to change the range 

of services.  Further, most funding models are inadequate to provide remuneration for 

pharmacists who offer innovative client-focussed pharmacy services.  

Little research has been conducted on the day to day challenges experienced by community 

pharmacists as small business owners. Accordingly, our study examines how issues facing 

community pharmacies affect the individual businesses operations, in the New Zealand 

setting.  

3. The New Zealand Context 

At June 2011 there were 4444 pharmacists registered in New Zealand, of these, 3223 are 

practicing members, 221 are interns and the remainder are non-practicing pharmacists 

(Pharmacy Council of New Zealand, 2011). In accordance with the Health practitioners 

Competence Act 2003, in order to register as a pharmacist in New Zealand an individual must 

have gained a Bachelor of Pharmacy from Auckland, Otago or one of several approved 

universities in Australia or abroad. Australian registered pharmacists can register in New 

Zealand without sitting any entrance exams (Pharmacy Council of New Zealand, 2007). In 

addition, at least 44 weeks of practical experience must be gained in an approved 

organisation as part of an internship program. The pharmacist registration process also 

involves a law and ethics interview carried out by a practising pharmacist and facilitated by 

the Pharmacy Council. The interview is designed to assess whether the individual is 

competent in terms of the cultural, legal and ethical aspects on pharmacy in New Zealand. 

The interview covers material from a range of areas including competence standards, 

pharmacy code of ethics, consumer rights, medicine and misuse of drugs legislation and the 

Health Information Privacy Code. The Pharmacy Council of New Zealand (established under 

the Health practitioners Competence Act 2003) oversees the registration process as set out 

above and is also responsible for setting standards for pharmacist education, scopes of 

practice and professional conduct (Pharmacy Council of New Zealand, 2007). 
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The budget for medicines that people take when they are not in hospital - the 

Community Pharmaceutical Budget - is set each year by the Minister of Health, 

on the advice of District Health Boards and PHARMAC. District Health Boards 

hold that money and PHARMAC works on their behalf to manage the spending. 

PHARMAC decides what medicines to fund, negotiates prices, sets subsidy levels 

and conditions, and ensures spending stays within budget. The list of subsidised 

medicines is called the Pharmaceutical Schedule. (PHARMAC, 2011) 

PHARMAC, therefore, has a large impact on pharmacies in New Zealand as the list of 

subsidised medicines and any changes to the list will determine what medicines pharmacies 

must stock and dispense to customers. 

Although pharmacists provide services in addition to the dispensing medicines, such as 

Medicines Use Review (MUR) and adherence support, these services are not included in the 

national contract; funding is dependent on local District Health Boards (Scahill et al., 2011). 

Medicines Use Review is a service that can be offered by accredited pharmacists and entails a 

consultation based assessment of the medicine-taking behaviour of patients although the 

service does not allow for clinical medication review (Waikato Community Pharmacy Group, 

2012). 

There are also regulations that apply to the business structure and ownership of pharmacies. 

The Medicines Amendment Act 2003 opened up ownership opportunities of pharmacies by 

allowing non-pharmacists to own up to 49% of a pharmacy (previously 25%). The 2003 law 

change allowed an individual pharmacist to own up to five pharmacies rather than just one. 

These changes led to the growth of corporate investment and management in the pharmacy 

industry for example, Pharmacy Brands Limited (PBL), incorporated in 1999. Through 

expansion fostered by the law change, PBL controls one third of the retail pharmacy market 

in New Zealand through the Amcal, Life Pharmacy, Radius, Unichem and Care Chemist 

franchises or ‘banner groups’ (Hargreaves, 2011). Of the estimated 900 registered pharmacies 

in New Zealand, approximately one third of these are under the PBL banner groups 

(Hargreaves, 2011).  

Several industry associations operate optional membership in addition to the Pharmacy 

Council of New Zealand. These offer members services such as professional support, 

representation and ongoing training. The largest of these is the Pharmaceutical Society of 

New Zealand with over 3000 individual members (Pharmaceutical Society of New Zealand, 

2011).  The next largest is the pharmacy Guild of New Zealand with 636 members 
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(Pharmaceutical Society of New Zealand, 2011). There are also a number of regional based 

associations that offer the same services such as the Waikato Community Pharmacy Group 

which operates in the area covered by the Waikato District Health Board (DHB). There are 

similar community pharmacy groups operating throughout the country in greater Wellington, 

Canterbury and Manawatu. 

It is within this regulatory environment and professional support framework that New 

Zealand community pharmacists operate their small businesses. 

4. Method 

Few well-developed theories exist to test or extend small business research. Blackburn and 

Kovalainen (2009) review methodologies used by small business researchers and conclude 

that rather than the popular normative ideological types of research, a more critical 

perspective is needed. For our study, the outcomes are heavily dependent on data gathered 

from the field and reflect the needs and perceptions of the researched in their context. 

Accordingly, a qualitative method was adopted, using a grounded theory methods for data 

analysis. Thus underlying patterns within the data were developed to explain the studied 

phenomena (Dick, 2000). Categories of observations and their properties noted by the 

researchers provided foundations for the patterns and resultant concepts that could be later 

formed as ‘conceptual hypotheses’. The emergent patterns become the makings of the theory.  

Through an iterative process of constant comparison patterns in the data were observed 

(Glaser, 2002). This constant comparison allowed the many levels, diversities and 

uniformities to be observed within our data. 

Our research consisted of twelve in-depth semi-structured interviews with community 

pharmacy owners in August and September 2010 within the Waikato (10) and Southland (2) 

regions of New Zealand. Each interview lasted between 60-90 minutes. Ethics approval was 

obtained from the Waikato University Management School’s Human Research Ethics 

Committee.  

Potential interviewees, identified using a list obtained from the Yellow Pages. The sample of 

twelve interviewees consisted of a mixture of independently owned and branded pharmacies 

ranged in size from 1-25 employees. The taped interviews were transcribed and 

authentication emails sent to participants to verify the contents of the transcripts.  
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Once verification had been secured, the transcripts were imported into the qualitative analysis 

software, NVivo 8. This software was used to categorise themes identified in the transcribed 

interviews into broad categories (59 themes). These initial nodes were then examined for 

overriding themes and issues and reorganised, merged and reclassified into a series of key 

categories (35 themes)  representing the overarching issues associated with the ownership and 

operation of small community pharmacies in New Zealand.  

The interviews were designed to probe key issues experienced by community pharmacy 

owners in their roles as professionals and small business owners. Interviewers used the five 

questions as a guide for discussion. 

1.  What were your goals and expectations when you started your business? 

2. What are the things that get in the way of your achieving your business goals and 

expectations (challenges)? 

3. What are your main strategies that help you to achieve your goals? 

4. Do you have any support people/organizations help you to achieve your goals? 

5. Any there successes that you have had, that you are particularly proud of? 

This paper summarises our findings relating particularly to questions two and four. 

5. Findings 

Six major issues were perceived to affect the day-to-day operations of the businesses of our 

twelve interviewees. These issues related to funding and dispensing policy changes, 

continuing education requirements, professional support, service and product diversification, 

and owner management.  

5.1 Policy Changes 

Our interviewees experienced disruptions and service issues from changes in medicine 

funded and prescriptions timing. Changing in funded medicines provides disruptions to both 

the pharmacists and clients in a variety of ways. Firstly there is the cost to the pharmacist of 

the stock left on hand that is no longer funded by PHARMAC. This stock would rarely be 

moved as clients are unwilling to pay extra money for unfunded prescriptions.  

“Only those who do not want to change and can pay will continue with unfunded 

prescriptions.” (R11).  
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Secondly there is the issue of medicines that have not been dispensed.  

“Everything that becomes expired is a cost to us, if a customer needs insulin for 

diabetes, they would require 3 visits, we order the medicine from the supplier. 

But sometimes the customer doesn’t make the 3 visits and there is stock in the 

store, which expires and the pharmacy bears the cost. This happens often.” (R7).  

The way drugs are tendered and how PHARMAC often chooses to fund the cheapest option 

that may not be as effective and have more adverse side effects as a more expensive option 

was also a problem. One example encapsulates the various issues associated with the changes 

in funded medicines: a liquid drink for clients who are not getting enough nutrition or needed 

to be fed through the stomach was changed from a pre mixed liquid to a powder form in large 

tins that clients need to mix themselves.  

“... now somebody with arthritis or is weak now has to cope with a 900 gram tin 

which they have to mix themselves and not get lumps in it.”(R12).  

Further to this, when the tender was taken the only flavour available in the country was 

chocolate meaning all clients were to be supplied with chocolate flavour regardless of their 

preference.  

“When they first swapped over the only flavour in the country was chocolate so 

we had no choice but to give everyone chocolate because there wasn’t enough 

initial stock in the country when the tender was taken” (R12). 

Unrelated to the funding decisions by the public health service, another example of how 

changes in funding affect pharmacists is the case of a pharmacy that operates on a university 

campus frequently used by international students. This is a policy change was initiated by the 

insurance company that covered medical insurance for international students. As a result, 

many medicines that used to be covered by insurance were no longer covered. Consequently 

there was a reduction in revenue for this pharmacy.  

The national change in prescription timing from monthly to three monthly for the majority of 

medicines also presented problems for pharmacies. We were informed that reactions to 

medicines are usually identified within a week of taking the medicine consequently, there are 
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eleven weeks’ worth of wastage compared to only three weeks under the old monthly regime. 

This wastage also occurs in the case where clients do not take the entire course of medication.  

“Once on the eve of Christmas the health board changed the dispensing period 

and fees from monthly to a period of 3 months (from 3 instalments over three 

months). This led to a drastic reduction in pharmacy returns as fees for two 

dispensing sessions were lost. But this was also a loss to the government as 

people often do not take medicines if they feel they are already better. Thus 

medicines also get wasted by patients.” (R8).  

Another issue associated with this is the sheer volume of medication received by clients at 

one time. For example, three months worth of paracetemol, a potentially dangerous drug, is 

720 tablets which is a sizable amount for any person to receive at one time.  

“Large amounts of drugs being taken home, some of which are potent and poison 

in the wrong hands.” (R12)  

5.2 Continuing Education 

Compliance costs were considered to be a major challenge in the operation of a pharmacy. 

These costs are both financial and in terms of time loss from income generating activities.  

“You have to document the education you have done during the year, you have to 

learn about something and document how you have used it. Sometimes you get 

something out of it but sometimes it’s just to get the points. Each pharmacy has to 

have at least 5 points per year to keep its registration. Each workshop or seminar 

means spending at least $100-250.” (R8).  

There were also concerns from one interviewee regarding the motives behind and the quality 

of the required continuing education.  

“Pharmacies have expectations about continuing professional development 

(CPD) which is not easily achievable. It is expensive and often is more likely to 

hinder provision of quality service than help it ... it is because and CPD agendas 

are driven by the desire to avoid risk.” (R6). 
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5.3 Professional Support 

The pharmacies interviewed used a number of sources of professional support from within 

the pharmacy industry. These support services were a mix of industry bodies and banner 

groups. The following industry bodies were mentioned by interviewees: the Pharmaceutical 

Society of New Zealand, the Pharmacy Guild of New Zealand, the Waikato Community 

Group of Pharmacies, and the Pharmacy Council of New Zealand. These bodies offer support 

to pharmacists in a variety of ways:  

“I belong to the Pharmacy Guild. I am also a member of the Pharmaceutical 

Society. The Guild negotiates rates with the District Health Board while the 

Pharmacy Society supports your professional development through continuing 

education endeavours.” (R8).  

Although this support is available, some interviewees did not believe these industry bodies 

and the system in which they operate in are effective;  

“Ineffective lobbying by Guild on matters affecting the Chemists in NZ. 

Ineffective representation - not strong enough.” (R11).  

“When change is indicated we can lobby and also have own society in each 

province. [But it is] hard because we have to lobby DHB as well as nationally.” 

(R12).  

Also, the cost of being a part of the Pharmacy Guild was seen as a deterrent (by one 

pharmacist)  

“As a smaller pharmacy, the benefits to be gained from membership to the likes 

of the local Pharmacy Guild are not worth the cost at this time... around $3000 

membership fee. This money can be used to greater effect in other areas of the 

business.” (R10). 

Interviewees identified banner groups such as Amcal, Unichem and Care Chemist as sources 

of support in the profession. They provide business management and marketing assistance as 

well as making comparative data available from other pharmacies;  

“This banner group provided a business manager who helped develop their 

business plan, and also allowed them to compare their figures with other 
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pharmacies under the same banner, so they can see where they are and where 

they can be relative to other pharmacies. It also allows them to compare prices, 

and get an idea of what other pharmacies are doing.” (R5).  

This support also involves negotiation of contracts for medicines. Branded pharmacies were 

likely to secure better prices for medicines for its members  

“Amcal Society ...banner group: they support us by negotiating a better price for 

the Amcal Group. If you are not a banner group, your cost will be higher.” (R7).  

However, being part of a banner group was not always considered to be desirable. The ability 

to meet specific customer’s needs was identified as a advantage of remaining as an 

independent pharmacy.  

“No pressure from head office to perform. We can stock things for a little old 

lady down the street that a banner group wouldn’t because they don’t make a 

profit from it. We are very much customer focussed rather than sales 

focussed.”(R12). 

5.4 Diversification 

A common theme among the pharmacists interviewed was the apparent move away from a 

sole dispensary role in terms of their businesses. One interviewee mentioned that while they 

were heavily reliant on prescriptions, they were attempting to develop the retail side of the 

business in order to mitigate the risk of relying solely on prescriptions. A way of achieving 

this is add-on sales:  

“Let’s say the goal is to make $20 per customer, a customer may come into 

purchase an item for $5, we try to get them to buy more products related to what 

they seek relief from. For example if they have hay fever, we also suggest that 

they to also buy eye drops.” (R7).  

Other interviewees identified the opportunity of offering services usually associated with 

doctors therefore utilising pharmacists’ knowledge and extensive training in ailments and 

drugs and easing the load on doctors.  

“Chemists should be allowed to prescribe a certain/limited number of 

prescription drugs without the necessity to see a doctor.  This move would lighten 



 

  14 

 

doctors’ loads and be cost effective to the government by avoiding doctors’ 

consultation fees.” (R11).  

Private consultation rooms used for diagnosis client conditions in privacy were supplied even 

although pharmacists are not allowed to charge for consultation services. Further, other 

services such as free blood pressure tests and blood sugar tests were being offered. Another 

service offered, that might be charged if endorsed by a general practitioner, is packing weekly 

medication packs for older clients to help them know what medicines to take and when to 

take them.  

“The Government pays a fee to pack if doctors endorse prescription saying they 

require weekly packs. We also charge $2 a week to cover the blisters that the 

medicines are packed into. This is a lot of work and good business if 

prescriptions are endorsed.” (R12).  

Delivery services within the local community were also offered to clients who are unable to 

come to the pharmacy to collect their medicines. In order to serve the needs of their clients 

more effectively and comprehensively, one pharmacist maintains a database of each client’s 

prescriptions and purchases, which is used to indicate possible drug clashes and known 

undesirable reactions.  

“[the database] allows us to check your medication for possible clashes.  For 

example, if someone has high blood pressure we can make sure other things they 

buy won’t affect their blood pressure.” (R12). 

5.5 Small Business ownership 

As well as the issues specific to the pharmacy industry, interviewees identified a number of 

issues associated with small business in general. These issues tended to centre on things such 

as work-life balance, managing staff and lack of business knowledge.  In terms of work-life 

balance interviewees identified factors such as not being able to get sick, multiple roles of an 

owner/operator and paper work.  

“A huge amount of time is required outside of business hours. You have to do 

paper work, continuing professional development, undertake courses, read 

journals, develop projects and re-engineer the way we do work, incorporate some 

of the projects which leave you with work life balance.” (R6). 
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Managing staff was raised as an issue by two interviewees as a significant challenge:  

“Staff sometimes get in the way of achieving personal goals, particularly when 

they are sick and I have to cover what they usually do, as well as my own 

responsibilities.” (R5). 

The conflict between being a business owner as well as a pharmacist also plays a part in 

pharmacies.  

“Sometimes personal things get in the way of what I want to achieve in a business 

sense, as I am a trained pharmacist, and not a business person.” (R5). 

6. Discussion 
 

Although the issue of inadequate funding models and lack of consultation is the decision 

making process of PHARMAC was eluded to in the literature (Harrison et al., 2011), very 

little research has been conducted on how these challenges affect the day to day running of 

community pharmacies as well as the impact on clients (e.g. the nutritional product).  

Additionally, the change from monthly prescription timing to three monthly identified by our 

interviewees also has negative effect for both pharmacies and clients as clients are now 

receiving potentially dangerous volumes of medication at one time and pharmacies are losing 

out on dispensary fees and are experiencing increasing levels of unsold and expired stock 

both of which limit profitability. It is these day to day issues experienced by individual 

business that illustrate the very real negative effects of policy changes and drug funding 

decisions on community pharmacies and clients  

These changes and their adverse effects raise the issue of lack of lobbying power as discussed 

by Scahill (2011) as lack of voice at a policy making level. It is clear that this lack of a 

representative of the industry at policy making levels in the form of a Chief Pharmaceutical 

Officer role means that the effects of decisions on pharmacies and their clients are not given a 

fair weighting. In addition interviewees also recorded ineffective lobbying by the Pharmacy 

Guild and the structure of the industry, as barriers to having an effective voice. There are a 

number of industry bodies such as the Pharmacy Guild, local community pharmacy groups 

and banner groups all lobbying without a single collective voice for community pharmacists 

but rather several disjointed voices. Further, lobbying must be done on a local DHB level as 
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well as a national level. Additionally, the membership fee required in order to join the 

pharmacy guild is cited as a barrier to small community pharmacies as the perceived benefits 

of membership do not outweigh the cost. All of this points toward a very unorganised and 

disjointed landscape for the community pharmacy industry lacking a single collective voice 

and focus and without adequate higher level representation.  

Although previous studies show that there are significant barriers to the expansion of services 

offered by community pharmacists in terms of funding systems and acceptance by other 

professions (Braund et al., 2009;) Bryant et al., 2009) it appears from our interviewees that 

diversification is taking place despite these barriers. Examples of this include the 

establishment of private consultation rooms and free blood pressure and blood sugar tests. 

These practices are limited, however, by the fact that the current funding model is not 

supportive of these services and that pharmacists are unable to charge for the provision of 

such services. The call by our interviewees to give pharmacists the power to prescribe a 

number of prescription medicines without the client having to visit a doctor is in line with 

prior research (Bryant et al., 2009). This call supports the finding of a working group made 

up of representatives from nine New Zealand DHBs, The Pharmacy Guild and the 

Pharmaceutical Society that “the current method of funding based on a fee per item dispensed 

does not best support the role of pharmacists in providing advice and counselling or the wider 

role of pharmacists within the primary health care environment.” (Lakes DHB et al., 2009). 

As medicines are opened up for sale by general retailers and supermarkets, pharmacies are be 

placed under pressure to compete with general retailers who have the cost advantage of bulk 

buying (Kotey et al., 2011). In order to mitigate this risk pharmacies have been advised to 

utilise their specialist knowledge on medicines as a point of differentiation to maintain 

market share and attract new customers (Schmidt & Pioch, 2005). The literature presents a 

number of strategies for community pharmacists, but whether these strategies have been 

adopted is yet to be investigated. 

As much of the literature in the area of community pharmacies concentrates on clinical and 

professional issues, the managerial issues associated with owning and operating a community 

pharmacy are often not considered. Our interviewees identified many managerial challenges 

that have not been widely identified in previous studies such as work-life balance, managing 

staff and lack of business knowledge as major challenges in owning and operating a 



 

  17 

 

community pharmacy. These challenges are consistent with research  which highlights lack 

of managerial training during the qualification process as a limiting factor for successful 

operation of community pharmacies in Australia (Kotey et al., 2011). If pharmacists were to 

undergo managerial training as part of their qualifications, issues indicated by our 

interviewees may be mitigated to some extent. 

Australian research indicates the training of pharmacists emphasises the clinical role at the 

exclusion of management training and so graduates are ill-equipped to manage their own 

pharmacies (Kotey et al., 2011). This also appears to be similar to New Zealand where the 

pharmacist training solely focuses on biomedical science, chemistry, population health, social 

science, pharmaceutics, pharmacology, pharmacotherapy and pharmacy practice, whilst 

neglects pharmacy management (The University of Auckland, 2011). Some pharmacy owners 

undertake their own entrepreneurial training, and although no study has showed any financial 

advantages, it has been shown that such training results in significantly higher job satisfaction 

(Hindle & Cutting, 2002). 

The conflict between being both a professional and a business owner is discussed in the 

literature in terms of reluctance to expand retail and other aspects of community pharmacists 

(Schmidt & Pioch, 2005). The same conflict arose in our research regarding reluctance to join 

banner groups. Although five interviewees were members of banners groups, one interviewee 

was concerned that the types of products stocked and services offered were dictated by head 

office and a sales focus taken. This interviewee was concerned that the needs of the client 

would be compromised in the pursuit of profit which is at odds with the duty of a 

professional pharmacist (which places client’s needs first). The composition of pharmacy 

ownership and its effects on manager autonomy, decision making and amount of control has 

been examined in Canada (Dobson & Perepelkin, 2011). Concern had been expressed that the 

ability of the pharmacists to influence practices would be reduced was somewhat alleviated 

by the findings. 

Pharmacy managers currently perceive a high level of authority relating to the 

setting of practice standards and the evaluation of professional competence; but, 

with declining autonomy, it is unclear whether professional authority is sufficient 

to prevent the subordination of both and professional interests to external financial 

interests (Dobson & Perepelkin, 2011, p. 347-348). 

The legislation limiting the degree of ownership by non-pharmacists of an individual 

pharmacy may need to be monitored to see if it effective in preventing interference with 
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client-care provision whilst providing much needed management and financial resources. The 

choice between joining a banner group (which is profit oriented) or remaining an independent 

pharmacy business (allowing a more client-oriented approach) is a relatively new aspect to 

the professional/business owner conflict experienced by pharmacists. The influence exerted 

by banner groups on decision-making, control, and autonomy of the professional pharmacists 

has not been explored to date. 

A push towards involvement in client healthcare appears to be foremost in our interviewees’ 

minds. Their mindset of being a professional concerned with the welfare of their clients, 

although causing discomfort with the role as business manager, may well be the best service 

strategy.  It has been found that a focus on services providing customer satisfaction is more 

successful for business than a focus on costs and operational efficiencies (Bitner & Brown, 

2008). 

7. Conclusion and Recommendations 

Our study of the challenges faced by community pharmacists leads us to a number of 

conclusions and recommendations. The findings from our NZ study indicate:  

 Lack of consultation for changes in funded medicines and the dispensary process. 

 Lack of legislative support to provide services outside the traditional pharmacy 

practice model  

 Lack of a single collective voice for pharmacies in New Zealand. 

 New Zealand pharmacists have a desire to expand their roles beyond dispensary. 

 Lack of business skills is a major challenge for owner/operators of pharmacies. 

These findings from our research with New Zealand community pharmacies may not 

applicable to other countries with differing funding systems, regulations and business 

environments. 

As a result of our findings we recommend to the primary health care regulators and policy 

makers (particularly to the Pharmacy Council of New Zealand) that: 

1) The variety of support organisations and industry bodies be Pharmacists streamlined 

to achieve a single collective lobbying voice. 

2) The voice of community pharmacists be incorporated at national policy-making level 

by the establishment of a chief pharmaceutical officer position. 
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3) The funding system for pharmacies be reviewed to facilitate the expansion of the role 

of pharmacists beyond the traditional dispensing role. 

4) Review of services that pharmacists are able to supply with a view to extend their role 

in healthcare services. 

5) The training programmes for pharmacists incorporate business management skills to 

prepare graduates with the tools to own and operate a pharmacy.  

Future research may attempt to quantify the financial impact of changes in funded medicines 

and the change in prescription timing on community pharmacies. The researchers may test a 

number of tentative theories that emerge from our work, such as: 

 That pharmacists’ experience role conflict in providing health care services. 

 That small businesses in highly structured industries require a framework to ensure 

their voices are heard by policy makers and regulators. 

Our research into community pharmacies has been driven by the desire to examine the 

challenges that community pharmacies face so that policy makers and educators can reduce 

the barriers to efficient and effective performance that affects the survival of these small 

businesses. Several of the stories shared relate to unintended consequences of out-of-date 

regulation or traditions that work against the provision of effective service to the recipients of 

healthcare services. Our research reveals issues that can arise in professions that are heavily 

reliant on government funding. This research has implications for policy makers in the 

primary healthcare sector, educators providing training for the Pharmacy profession, and 

others who need to balance the demands of being a professional and a business owner. 
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SUMMARY 

 

This paper describes employer enterprise dynamics in Portugal for High Growth and Gazelle 

enterprises for the period 1990-2007 and discusses the main stylized facts related to these 

firms´ performance, longevity and employment by size, region and sector. Two parallel 

perspectives are provided, by turnover and by employment. The analysis carried out is based 

on a comprehensive dataset which provides the platform for uncovering features of 

Portuguese firms which have not been examined to such a detail before. In doing so, this 

study reveals potential business areas of growth which are of prime importance for a 

country’s economic growth and development. 

In addition, the paper also provides an international comparison between Portuguese firms 

and those in the UK. This comparison enables us to explore differences in national 

framework conditions and conclude that the regulatory environment in which Portuguese 

firms operate seem to be instrumental to the explanation of their poor performance relative to 

their UK counterparts.  

 

Keywords: High Growth, Gazelle Enterprises, Performance 
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PRINCIPAL TOPIC 

 

The Portuguese economy underwent a process of growth and structural transformation 

during the latter part of the twentieth century, which culminated in rapid economic expansion 

in the second half of the 1990s. However, the deceleration of economic growth since 2001 

has contributed to the creative destruction of industries, which has consequently impacted on 

firm dynamics.  

Using a methodology applied by Eurostat and OECD in the elaboration of the dataset 

compiled for this study, the paper describes employer enterprise dynamics in Portugal for 

High Growth and Gazelle enterprises for the period 1990-2007 and discusses the main 

stylized facts related to these firms´ performance, longevity and employment by size, region 

and sector. Two parallel perspectives are provided, by turnover and by employment. 

Once the main features regarding the dynamics of firms in Portugal are established, we then 

provide an international comparison between Portuguese firms and those in the UK (NESTA 

2009 and 2011). This comparison enables us to explore differences in national framework 

conditions and conclude that the regulatory environment in which Portuguese firms operate 

seem to be instrumental to the explanation of their poor performance relative to their UK 

counterparts. 

The main contribution of this paper to the literature is therefore three-fold: firstly, it focuses 

on the profiling of High Growth and Gazelle firms to a detail which has not been previously 

considered. The analysis carried out in this study is based on a comprehensive dataset which 

provides the platform for uncovering features of these firms which have not been examined 

to such a detail before. Secondly, it uncovers potential business areas of growth which are of 

prime importance for a country’s economic growth and development, particularly in the 

context of the current economic, social and financial climate. Thirdly, by establishing a 

comparison between Portuguese High Growth and Gazelle firms and their UK counterparts, 

it not only highlights differences in performance but, more importantly, it provides 

recommendations as to how some of the obstacles and rigidities in the system can be 

overcome to support entrepreneurial activity.  
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METHODS 

 

We have compiled a dataset of High Growth and Gazelle Portuguese firms from 

comprehensive employee-employer linked data collected through an annual mandatory 

survey conducted to firms in Portugal (known as Quadros de Pessoal) for the population of 

Portuguese employer enterprises, whose workers are formally registered in the Social 

Security System. The compilation of this dataset follows the methodology applied by 

Eurostat and OECD (2007) on the classification of what constitutes a High Growth or 

Gazelle firm. 

The methodology used allows for international comparisons of data (OECD, 2009 and 2010; 

Instituto Nacional de Estatistica (INE), 2009) and provides additional insights relative to the 

information provided by the Structural Business Statistics (Ahmad, 2006). 

According to the methodology (Eurostat/OCDE, 2007), a High-Growth enterprise is any 

employer enterprise with 10 or more employees in the beginning of the observation period, 

with average annualised growth greater than 20% per annum, over a three year period. 

Growth can be measured either by the number of employees or by turnover.  Gazelle 

enterprises are a subset of High Growth enterprises which consist of employer enterprises 

that during a period of at least 5 years have had an annual average growth in turnover or 

employment, respectively, greater than or equal to 20 % per year. 

The derived dataset from the application of this methodology consists of an annual average 

of 215,903 active employer enterprises, with an annual average of 36,803 births and 23,743 

enterprise deaths over the period 1985-2007. In 2007, there were 354.920 employer 

enterprises employing 3.205.372 workers. 

Although the dataset covers originally the period 1985 to 2007, two years at the beginning 

and end of the dataset are lost due to the application of this methodology, particularly as a 

result of the need to calculate enterprise births and deaths. When calculating enterprise 

births, it is recommended that we consider two years prior to the reference period, in order to 

check for reactivations. Thus, births were only calculated from 1987 onwards. Similarly, an 

employer enterprise death occurs when it ceases employing workers (and/or generating 
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revenue). The methodology used recommends considering two years after the reference 

period to allow for reactivations, before deaths are actually calculated. Thus, deaths were 

only calculated up to 2005, instead of 2007, the final year of the data.  

Furthermore for the calculation of Gazelles, further years are lost, due to the specific 

criterion which requires a firm to exhibit at least 20% annual average growth during a period 

of 5 years. Thus, Gazelles are noted from 1992 (ie, 1987 plus five years), while High Growth 

firms are considered from 1990 (1987 plus three years). 

 

RESULTS AND IMPLICATIONS 

 

The results show that in 2007, only 9.5% of all Portuguese employer enterprises (with more 

than ten employees) have a turnover that is in line with that of  High Growth firms, If instead 

of turnover, we consider the growth in the number of employees, then the percentage of High 

Growth firms drops by 6.5% to just 3 %. In addition, the firms that can be classified as 

Gazelles constitute only 2.2% of the total number of Portuguese employer enterprises if 

turnover is the criterion considered and 0.7% if we focus on employment growth. These 

percentages are significantly lower than at the beginning of the period considered in this 

study; in 1985, 24.6% were High Growth firms, of which 3.74% were Gazelles according to 

turnover and 4.2% and 1.1% respectively if we take into account employment growth 

instead. 

The analysis also provides evidence of a narrowing gap between the two measurement 

criteria: the ratio of High Growth firms according to turnover to the respective employment. 

A similar pattern has been observed for Gazelle firms.  

When Portuguese firms are compared with their UK counterparts, it is noticeable that on 

average High Growth firms in the UK have been more successful at creating employment 

than the Portuguese ones over the period studied and that Portuguese High Growth firms 

tend to display a higher degree of volatility on this front.  
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This appears to be due to two main reasons: firstly, High Growth firms in Portugal tend to be 

larger by number of employees than in the UK, so when there is destruction in the number of 

firms, individual firms tend, on average, to have a higher impact on employment. Secondly, 

a significant number of High Growth firms in Portugal come from the Construction sector 

which has been particularly affected by variations in the current business cycle.  

To sum up, between 2005 and 2008, the UK High Growth firms tripled, on average, the 

number of employees, whilst in Portugal, firms have experienced a sustained decrease in the 

number of employees. Furthermore, high growth firms account for 6% of the total population 

of UK firms in terms of employment growth (NESTA, 2009), which is the double of what 

the evidence shows for Portugal. 

The research also provides evidence for significant differences of High Growth firms across 

regions, with more than half concentrated around the area of Lisbon and another quarter in 

the North. Over the years, a pattern is emerging whereby more and more High Growth firms 

are based in the Lisbon area, although clusters have not been observed. 

It should also be noted that there has been an important shift in the distribution of both High 

Growth firms over the period of analysis, away from manufacturing (34% in 1995, down to 

20% in 2007) to services and commerce (39% in 1995 up to 56% in 2007) as well as 

construction (15% in 1995, up to 20% in 2007). A similar pattern is observed for those firms 

classified as Gazelles. These trends seem to be in line with those observed across Europe. 

However, the significantly lower percentage of High Growth firms in Portugal raises 

concerns about the lack of dynamism observed across Portuguese firms. It would appear that 

there is a need to reduce large inefficiencies in the allocation of resources generally, but also 

a need to reallocate resources away from less productive firms, in declining sectors to more 

productive ones which sit in sectors that have the potential to generate more economic 

growth. In order for such problems to be overcome or, at least minimised, policies need to be 

more focused in providing the platform for entrepreneurial activities to thrive, particularly in 

those sectors earmarked as pivotal to economic growth. Policymakers should therefore assist 

in the process of firm creation and growth, by reducing red tape, working with financial 

institutions towards easing access to credit and improving labour and product regulations 
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and. More generally, policymakers should contribute to the establishment of an environment 

which is appealing to venture capitalists and business angels and which ultimately is 

regarded as conducive to investing in the country.  
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Summary 

This paper is concerned with the responses of small firms to the effects of the 2008-9 

economic crisis and the implications for post-crisis recovery.  The paper throws light on 

the implications of the different forms of adaptation undertaken by firms in 2008-9 for 

their medium- and longer-term performance prospects. The methodology employed 

focuses on longitudinal case studies, based on in-depth interviews in 2011with 

representatives of 18 small firms previously interviewed in 2009. An on-line survey of a 

larger group of businesses was also conducted. 

 Detailed analysis of the cases emphasises the process, rather than one-off, nature of 

adjustment. Successful adjustment can rarely be equated with a specific strategic response 

to the economic downturn.  It is heavily influenced by management behaviour prior to 

this, combined with an underlying resilience that stems from resources and experience. 

There is also evidence in some firms of entrepreneurial learning, adapting their behaviour 

in the light of experience.  
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INTRODUCTION 

This paper is concerned with the responses of small firms to the effects of the 2008-9 

economic crisis and the implications for their post-crisis recovery.  During 2008-9, the 

world economy experienced its most severe recession since the 1930s.   Most advanced 

economies experienced falling output, although  the crisis was particularly keenly felt in 

the UK (Weale 2009) because of the degree of dependence on the hard-hit financial 

services sector and the high level of household indebtedness (e.g. Simpson 2009).  Not 

surprisingly, in such conditions, policy makers under pressure to take steps to assist firms 

to survive the crisis turned to the existing evidence base to identify any relevant lessons 

from previous downturns. 

 In the UK, for example, a report was commissioned by the Department of Business, 

Innovation and Skills to identify the threats and opportunities facing businesses in 

difficult economic conditions; the strategies adopted by businesses in response; and an 

assessment of the effects of these strategies on business performance (Kitching et al, 

2009). Based on a broad literature review, it was concluded that the evidence base was 

patchy with specific gaps, including a failure to link business strategy with performance 

outcomes, or to explain why some organisational strategies are more successful than 

others. This paper seeks to address this gap, focusing on the behaviour of small firms.     

EXISTING LITERATURE 

In terms of small businesses and recession, two main alternative views may be identified 

in the literature: the vulnerability view and the resilience view. In the vulnerability view, 

small businesses are treated as being highly susceptible to external shocks, such as 

recessions, with firm performance declining in line with GDP.  Their limited resource 

base restricts their  capacity to withstand and adapt to adverse macroeconomic conditions 

(Storey 1994).  In the resilience view, small businesses are perceived as able to survive, 

and possibly thrive, during periods of economic downturn, owing to their flexibility in 

adjusting resource inputs, processes, prices and products (e.g. Latham 2009; Michael & 

Robbins, 1998; Reid 2007 ). 

 

The results of the 2009 study undertaken by the authors suggested a more nuanced pattern 

of effects and responses to recession by small firms than a simple dichotomy between 

vulnerability and resilience (Smallbone et al. 2009). Although limited resources render 



small firms vulnerable to changes in the external environment, through their own resource 

acquisition and mobilisation activities, they are able to exert an important influence over 

their own performance and survival.  Vulnerability is not, therefore, a given characteristic 

of small enterprises.  Hence, it was concluded that small business owners are able to 

demonstrate resilience in the face of difficult external conditions, although the sources of 

this resilience may influence the sustainability and impact on the longer-term 

performance of a business.  

 

Thus the underlying research question on which this paper is focused concerns the nature 

and extent of the resilience of small firms to major external shocks, compared with their 

vulnerability. More specifically, the paper will identify and assess the implications of the 

different forms of adaptation undertaken by firms in 2008-9 for their medium- and 

longer-term performance behaviour and prospects. In other words, to what extent can 

SMEs that successfully adapted in 2008-9 sustain their resilience? To what extent do the 

strategies previously adopted to survive the recession affect the scope for management 

action once the economy begins to pick up? Both of these specific questions are 

considered in the paper. 

The research will create knowledge that has potentially important implications for 

practitioners and policy makers as well as for academics. Small businesses are the 

backbone of the UK economy.  The vast majority of the 4.8m businesses in the UK (at the 

start of 2009) are small, defined as employing fewer than 50 employees
1
. Small 

businesses are also important contributors to national economic performance.  As a 

consequence, it is important to monitor and understand the effects of  macroeconomic 

changes on small businesses and their responses to these changes, particularly since good 

practice policy interventions designed to assist small firms during times of major 

economic downturns need to be evidence-base. 

METHODOLOGY AND DATA 

 

The methodology employed focuses on longitudinal case studies, based on in-depth 

interviews with representatives of 18 small firms previously interviewed in 2009.In 

practice, 28 interviews were conducted in 2011 but 10 cases were replacements for firms 
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either no longer trading or not willing to participate in 2011. It is important to stress 

however this paper represents a report on work in progress, particularly with regards to 

analysis of the longitudinal case studies.   

 

The purpose of the in-depth case studies was to obtain qualitative data on firms’ 

adjustment processes and to understand how and why firms adapt their behaviour in the 

ways they do, and with what consequences. A case study methodology is the most 

appropriate because of the focus on the processes leading to management actions or 

strategies. This approach enables a deeper insight to be obtained into the nature of 

management processes than can be obtained from reliance on a survey based approach. A 

longitudinal dimension offers considerable value added by enabling change over time in 

individual firms to be studied, as well as providing some examples of learning behaviour 

and the effect of strategic choices on subsequent management decision-making and 

business performance.   

 

An on-line survey of a larger group of businesses was also conducted in 2011; 207in 

total. Sixty three of the 207 respondents to the 2011 survey also responded in 2009.  The 

data from these 63 firms is used in the paper, to supplement data from the case studies, 

where appropriate, although the emphasis is on the latter. Analysis of the full survey and 

case study results from 2011 is reported elsewhere (Kitching et al 2011)
2
. 

 

Our analysis of the data focuses on two key questions, which are listed below. The first 

is  contextual in providing an overview of the performance of the sample. The second 

relates to the main focus of the paper.   

(i|) To what extent have firms been able to improve their performance since the worst 

of the recession in 2009? 

(ii) To what extent can SMEs that successfully adapted in 2008-9 sustain their 

resilience  and how has this been achieved? 

BUSINESS PERFORMANCE 2008-11 
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The first question refers to the extent to which firms were able to improve their 

performance in 2010 compared with the worst of the recession in 2009. 

TABLE 1  

Business Performance Changes Between 2008 and 2010: Sales 

Performance changes Value of sales  

Comparing Q1 of 2009 with Q1 

of 2008 

(%) 

Value of sales 

Comparing Q4 of 2010 with 

Q4 of 2009 

(%) 

Significantly higher 4.8 31.7 

Slightly higher 15.9 20.6 

About the same 15.9 12.7 

Slightly lower 33.3 11.1 

Significantly lower 30.2 23.8 

N 63 63 

 

Note: Cases with missing data excluded. 

Source: online survey 

 

TABLE 2 

Business Performance Changes Between 2008 and 2010: Profitability 

 

Performance changes Value of profit Comparing Q1 

of 2009 with Q1 of 2008 

(%) 

Value of profits 

Comparing Q4 of 2010 with 

Q4 of 2009 

(%) 

Significantly higher 3.2 23.0 

Slightly higher 12.7 24.6 

About the same 31.7 23.0 

Slightly lower 27.0 8.2 

Significantly lower 25.4 21.3 

N 63 61 

 

Note: Cases with missing data excluded. 

Source: online survey 

 



Tables 1 and 2 compare trends in sales and profitability in 2008-09 with those in 2009-10 

for those firms participating in both online surveys. It shows a clear improvement in 

performance over time as firms recovered from the worst of the recession. For example, 

52% of respondents reporting a sales increase in 2009-10 (and 48% increased profitability 

compared with just 21% that increased sales in the earlier time period (and 16% increased 

profit).  The resilience shown in 2008-9 provided a basis for recovery in 2010.Conversely 

35% reported a decrease in sales in 2009-10 (and 30% lower profit) compared with 64% 

in which sales declined and 52% where profitability was reduced in the earlier time 

period. Whilst this represents a significant improvement in performance during the period 

2008-11 overall, the picture is rather mixed and one third of respondents reported 

declining sales in 2009-10 and 30% lower profit. Although trading conditions may have 

improved over time, approximately one third of surviving firms continued to find life 

difficult and must be considered potentially vulnerable. However, more detailed analysis 

is required to identify the types of management action associated with particular 

performance trends. 

FIRMS’ RESPONSES TO RECESSION 

Researchers have distinguished firms undertaking retrenchment activities during 

recession, centred on cost-cutting and asset divestment, from those seeking to generate 

revenue through investment, innovation and diversification (e.g. Shama 1993; Michael 

and Robbins 1998).  In this regard, survey respondents were asked ‘Referring to the 

recession conditions in the period 2008-2009 (in the 2009 survey) 2010-11 (in 2011 

survey)  would you describe the most important management actions you undertook 

during that period as mainly aimed at cost-cutting or income generation?’  Of those 

answering the question, 50 per cent reported focusing principally on revenue-generating 

actions in 2008) and 57% in 2011 survey .  The proportions emphasising cost-cutting was  

30% in both surveys, with 20% and 11% respectively reporting an ambidextrous response 

(Table 3).  

However, these are broad-brush categories designed to capture firms’ strategic responses, 

whilst ignoring more fine-grained accounts based on the particular character and scale of 

responses; for instance, firms differed as to whether they cut costs by 5 per cent or 35 per 

cent.  Similarly, revenue-generation might involve the development of an innovative 



product new to the industry, the minor modification of an existing product, or the sale of 

an existing product to a new group of customers. 

TABLE 3 

Most Important Management Action: Changes Between 2008 and 2010 

 

Main action taken Main action in 2008 

(%) 

Main action  in 2011 

(%) 

Cost-cutting  30.0 30.2 

Income generation  50.0 57.1 

Other 19.9 11.1 

N 60 63 

 

Note: Cases with missing data excluded. 

Source: online survey 

 

  A more detailed picture of the types of management action taken in response to recession in 

2008-9 and 2010 are  summarised in table 4. In fact the table shows a wide variety of 

management action but also a very high level of consistency between 2008 9 and 2010-11. 

The most common response was some form of change in sales and marketing involving 

increased sales effort and this was consistent over time. However the results are something of 

a mixed bag, for example, some firms increased advertising expenditure whilst others  

reduced it.  

The second most common type of management action involves a change in employment, 

particularly where it involved a reduction in numbers employed.  Some form of change in 

markets was another common response although what this meant varied from selling more to 

existing customers, supplying new customers and is opening new geographic markets, which 

significantly increase over the time period. In addition, almost 2/3 of firms claimed to have 

either improved existing products or services or  developed new ones. 



Not surprisingly perhaps, between half and two thirds of firms took some form of financial 

action. A variety of specific types of action were mentioned that renegotiating terms with 

suppliers was the most common. Since these were small and predominantly micro-

enterprises, not surprisingly almost 2/3 of respondents claimed working longer hours in 

response to the crisis. However, perhaps the most striking aspects of the action is shown in 

table 5 are firstly the extent of the variety and secondly the high level of consistency in the 

pattern of response over time. 

TABLE 4 

Actions Taken to Increase or Maintain Business Performance: Comparison Between 2008/09 
and 2010 

 
Actions Taken % of 2009 sample % of 2011 sample 

Changes in sales and marketing: 92.1 85.7 

Increased sales effort  65.1 65.1 

Increased advertising & promotional expenditure 25.4 30.2 

Reduced selling prices, or held price rises below inflation 23.8 36.5 

Reduced advertising & promotional expenditure 20.6 15.9 

   

Changes in markets: 76.2 79.4 

Selling more to existing customers 47.6 50.8 

Selling to new types of customer 46.0 52.4 

Selling in new geographic markets 28.6 33.3 

   

Changes in employment: 81.0 84.1 

Reduced numbers employed  38.1 31.7 

Increased use of external labour (e.g. sub-contractors, freelancers, 
agency temps, casuals etc) 

20.6 25.4 

Increased numbers employed 14.3 28.6 

Taken greater care in recruitment of staff 11.1 19.0 

Introduced new working practices to cut costs n/a 17.5 

Introduced wage/salary freeze 15.9 23.8 

Increased employee training 15.9 22.2 

Introduced new working practices to generate income n/a 20.6 

Increased use of unpaid family labour 7.9 3.2 

Reduced employee training 0 4.8 

   

 Changes in products and/or services offered 68.3 71.4 

Introduced new or improved products or services 65.1 61.9 

Increased use of intellectual property (e.g. patents, registered 
design, registered trademarks, copyright)  

4.8 4.8 

Reduced the range of products/services offered 7.9 9.5 

   

Changes in production/business processes: 49.2 61.9 

Used new suppliers to cut costs n/a 39.7 

Invested in new equipment 19.0 30.2 

Used new suppliers to generate income n/a 7.9 



   

Changes in finance: 63.5 58.7 

Renegotiated the cost of supplies 22.2 25.4 

Invested personal savings 19.0 14.3 

Reduced debt to external sources 17.5 22.2 

Shortened payment periods from customers/creditors 17.5 14.3 

Extended payment periods to suppliers 22.2 11.1 

Increased debt financing 6.3 12.7 

Reduced investment expenditure 14.3 7.9 

   

Changes in owner/manager behaviour: 69.8 61.9 

Personally worked longer hours  61.9 58.7 

Cancelled personal holidays 28.6 19.0 

Sold personal assets to compensate for poor business performance  6.3 7.9 

   

Changes in business organisation: 38.1 54.0 

Made changes in managerial roles/functions to generate income n/a 17.5 

Made changes in the management team to cut costs n/a 22.2 

Made changes in the management team to generate income n/a 15.9 

Made changes in managerial roles/functions to cut costs n/a 12.7 

Acquired another business n/a 4.8 

   

Changes in premises 42.9 38.1 

Opened new branches or outlets 6.3 1.6 

Closed branches or outlets 1.6 4.8 

Relocated the business to cheaper premises 15.9 17.5 

Negotiated a reduction in the cost of the lease 22.2 15.9 

   

N 63 63 

 
Notes: respondents were asked to report actions from a prompt list, and could indicate all, some or none from the list. 
Italicised figures refer to those reporting any of the actions within each of the nine categories.  
Source: mail/online survey 

 

One  question that arises is whether cost-cutting or revenue generation is more reliable way 

of boosting business performance. Tables 4 and  5 show that both  cost-cutting and revenue 

generating strategies led to improved sales and profitability in 2010 among a  similar 

proportion of firms. At the same time, neither strategy Proved particularly reliable way of 

improving performance particularly revenue generation as a way of boosting sales 

TABLE 5 

Management Actions in 2008 and Sales Performance in 2010 

 

 Higher sales in 
2010 

Same sales in 
2010 

Lower sales in 
2010 

All 



 

Cost-cutting Actions in 2008 10 (56%) 2 (11%) 6 (33%) 18 (100%) 

Income-generation Actions in 
2008 

13 (43%) 4 (14%) 13 (43%) 30 (100%) 

Ambidextrous Approach in 
2008 

1  1) 0) 2  

All  24 7 19 50 

 

Note: cases with missing data excluded 

Source: online survey 

 

 

TABLE 6 

Actions in 2008 and Profits Performance in 2010 

 

 Higher profits 
in 2010 

Same profits in 
2010 

Lower profits in 
2010 

All 

 

Cost-cutting Actions in 2008 10 (56%) 3 (17%) 5 (28%) 18 (100%) 

Income-generation Actions in 
2008 

13 (45%) 8 (28%) 8 (28%) 29 (100%) 

Abmidextrous Approach in 
2008 

0  1 1 2  

All  23 14 12 49 

 

Note: cases with missing data excluded 

Source: online survey 

 

 One might expect firms making substantial adjustments to recessionary conditions to 

experience some change in the sources of their competitive advantage. As a result, in the 

surveys, respondents were asked about the main sources of their competitive advantage.  

The survey evidence suggests that the owner managers of firms surviving the recession 

perceived some change in the main source of competitive advantage. In 2009, ‘established 



customer relationships’ was by far the most commonly reported source followed by the 

uniqueness of the product or service offered  and product or service quality. However, in 

2011 product or service quality was the dominant response, followed by product or service 

uniqueness and established customer relationships. The reduced emphasis on established 

customer relationships reflects the turmoil of the recessionary period when many customers 

went out of business while others reduced their demands as part of their adjustment to 

recession. Increasing attention to product or service quality reflects the increasingly 

competitive conditions in which firms were operating, as customers were able to shop 

around. 

 

TABLE 7 Main source of competitive advantage: Changes Between 2009 and 2011 

 

Main source of competitive 

advantage 

Competitive 

advantage  

in  2009 

(%) 

Competitive 

advantage in 2011 

(%) 

Price 4.8 1.6 

Product / service quality 22.2 42.9 

Unique product / service offered 22.2 23.8 

Speed of response 4.8 1.6 

Established customer relationships 38.1 25.4 

Location 4.8 3.2 

Other 3.2 1.6 

N 63 63 

 

Note: Cases with missing data excluded. 

Source: online survey 

 

CASE STUDY EVIDENCE 

The inclusion of longitudinal case studies provides an opportunity to get behind the 

reductionism necessary in the survey approach and provide a more nuanced perspective on 

the nature of adjustment processes by small firms faced with recession.  Five  cases are 

presented in this section to reflect a range of performance profiles and types of adjustment. In 

a previous paper businesses were classified into four broad categories based on their 

performance profiles in relation to the recession (Kitching et al 2011). These are briefly 

described, below with each of the five cases featured in the paper placed in the appropriate 

category: 



 From bad to worse i.e. those firms with weakening performance during the recession 

in 2008-9, relative to the pre-recession period, and further weakening performance in 

2010-11-CASE 5 

 Riding the recovery: those firms with weakening performance during the recession in 

2008-9, relative to the pre-recession period,  and stronger performance in 2010-11-

CASE2 

 From strength to strength: those with stronger performance during the recession in 

2008-9, relative to the pre-recession period, and stronger performance in 2010-11. 

CASES 1 and4 

 against the tide: those with stronger performance during the recession in 2008-9, 

relative to the pre-recession period  and weaker  performance in 2010-11 -CASE 3 

The five cases also demonstrate different types of management response to the recession. In 

terms of the three generic responses introduced earlier in the paper case 1 responded with an 

emphasis on cost cutting; case 5 emphasising revenue generation actions; and cases 2, 3 and 4 

with ambidextrous responses. 

Case 1 Provider of financial services 

Profile 

This case was selected to show an ambidextrous response to recession in a business whose 

performance has remained strong throughout.  The firm is a one-person enterprise. The 

business owner started trading in 2006 as a Financial Adviser, providing predominantly 

mortgage services.. Sales were fairly low in the first year but slightly higher in 2007 and the 

owner was able to move from home into a business unit in March 2008. 

 

Effects of Recession 

The impact of recession was first felt in May/June 2009 when customer enquiries dried up. 

The business experienced decreasing sales as a consequence of the crisis in the financial and 

housing services markets.  When the recession hit the banks and other lenders, the mortgage 

lending dried up. The banks withdrew mortgage products as well as tightening loan rates, 

which directly affected the owner’s ability to obtain mortgage products for customers.. 

 

Management response 



The owner took a number of actions in 2009 in response to recession. In January, the business 

moved into a smaller unit, shared with another mortgage adviser, which reduced the rental 

costs by 40-50 per cent. Subsequent to declining sales, the owner extended the range of 

services on offer to include investment and pension products. This decision was made pro-

actively rather than in response to  customer demand. As a qualified financial adviser, the 

owner was able to diversify and avoid reliance on the diminishing mortgage market. 

Mortgages had previously represented 90 per cent of products sold which eventually reduced 

down to 35 per cent.  

 

“When the credit run out, it was a lot more difficult to get any funding, to get a mortgage for 

my clients. That obviously affected my income, so I had to look into other areas of financial 

services, i.e. pensions, and then doing investment business.” (Financial Adviser, One-person 

business) . The business diversified further in terms of its client base. While ‘Oriental 

customers’ made up 80 per cent of the clientele previously, the business extended its reach to 

include more a diverse range of customers.” 

 

Prospects 

The business owner reflected positively on the actions taken in 2009. Providing a wider range 

of services means that more can be offered to clients and as a result, business sales have gone 

up by about 20 per cent since 2009 and profits have also gone up. The business is doing 

better than many competitors who are not qualified to provide such a variety of financial 

services. Furthermore, the experience of the recession has strengthened the business. The 

owner has learned to be less reliant on one type of service and is able to plan better.  

 

Commentary 

Whilst vulnerable to external shocks, small businesses can be extremely resilient to 

recessionary conditions that directly affect their markets.  This is well illustrated by case 1 

that undertook some cost cutting measures as well as actively diversifying. The business 

owner’s behaviour reflects the determination of many small business owners to keep their 

businesses going, even in the face of extreme adversity. As a result,  the business has been 

one of those that was able to take advantage of the recession, the owner was quick to spot 

opportunities for diversification into related financial services and having spotted them was 

quick to act. Resilience in this case stems from the ability and proactivity of the business 



owner.   The  reorientation of this customers and markets represent substantial product and 

market adjustment. 

 

Case 2– A small furniture design company 

 

This  is  a firm that had ambitions to grow before the recession, focusing mainly on revenue 

generation. However, in the face of recessionary pressures business owners had to adjust their 

aspirations for the business in order to survive. Nevertheless,its performance was 

strengthened as a result of revenue generating actions taken in response to recession 

 

Profile 

The business started trading in 2003, with 3 employees and occasional freelance designers, 

offering eco-friendly, sustainable furniture products. Their main customers at the time ranged 

from individuals, to businesses and public sector organisations.  

 

Effects of Recession 

The impact of the recession was first felt when orders declined sharply in February 2009. The 

business owner  put this down to tightening budgets in public sector organisations and the 

crisis in housing which meant that less people moved homes and orders of new furniture 

declined. 

 

Management response 

During 2009, the business took a number of revenue generating actions, with an aim to grow  

quickly. A full time sales manager was recruited in May 2009 to aggressively find new 

markets for existing products. Whilst this led to an increased number of re-sellers, it was not 

translated into sales volume and the newly recruited sales manage was made redundant after 

6 months.  

 

“We didn’t quite understand our market well enough to have made the right 

investment in the right member of staff at the right time. That’s partly because the 

market was falling very quickly during 2009, and most of 2009 was really bad for 

everybody we know in this side of business. And it was also partly because we were 

trying to grow quickly while the market was falling. And that is possible, I think, for 



some businesses, but it wasn’t for us because we didn’t make exactly the right 

strategic decisions.”  

 

The business decided to cut their wholesale costs by switching manufacturing to a new 

supplier, which at the same time enabled them to invest in new tooling. The owner reduced 

expenditure on the promotion of existing products and took part in more exhibition events 

instead. Consequently, they were able to put more money into new product development. 

Following the unsuccessful attempt to add to the firm's sales capability, the owner looked for 

different ways to reduce costs as well as using personal savings to finance the business 

throughout the year. There is almost a trial and error nature to adjustment in this case.  

 

“If I hadn’t wanted to commit my own savings to sustaining the business then we 

certainly would have gone bankrupt in 2009. But I feel it was worth it because just 

that longevity was worth it as an asset, rather than cancelling it and then starting 

something else later. If we just closed the doors and then a year later created a new 

business, we would have been back in the square one. All of those contacts and all of 

the value of that experience that other people have of dealing with us would have 

been lost.”  

 

Prospects 

A succession of problems with the quality of their products prompted the business to break 

off from their new supplier in February 2011. This has been a disappointment as the focus of 

the company was re-diverted to problem solving for about 12 months. While it appears to 

have had no major impact on the business in a long term, their reputation may have suffered.  

 

Commentary 

It was clear that the causes of a sharp decline in demand in the first quarter of 2009 (the 

cutback in public expenditure and the collapse of the housing market) were unlikely to 

change in the short term, which meant that drastic action was required. A key part of this was 

the appointment of a sales manager which did not work out and the business owner made the 

tough decision to change tack after six months when the approach was clearly not working 

out.The case also demonstrates the adjustments can be ongoing and commonly not simply a 

response to a single strategic decision.  Substantial market adjustment was required in 

response to the collapse of the public sector contracts. The business owner was also willing to 



engage in trial and error and also prepared to reverse a previous decision if the action based 

on that did not work out. 

 

Case 3 – Training services provider 

 

Profile 

The third case is a training services provider and  an example of a firm that experienced 

declining performance in 2010 and 2011 despite taking various revenue generating actions 

during the recession. The business started trading in 2007, initially as a provider of security 

training courses, diversifying shortly after into cleaning courses, health and safety, NVQs and 

a variety of other short courses both for private and public sector organisations. As a result of 

a number of contracts with the Department of Work and Pensions and the Learning Skills 

business  Council the business grew from three employees  in 2007 to  eight  in 2009. 

2008/09 was an especially  good year for sales and profits.  

 

Effects of Recession 

The recession in 2008-9 compromised their chances of winning new business once the 

existing government contracts ended. 

 

Management Actions 

In response to the loss of government contracts, the main action taken in 2009 was to spend a 

lot of time working on proposals and networking Networking activities in 2009 paid off in 

terms of picking up more work and the business has since  intensified this further.  

 

In 2010, they followed a very proactive strategy of diversification into new training courses 

and more recently into a new recruitment agency (not yet operational) utilising their skill-

base. The business became a registered test centre for online training; introduced a business 

website and opened a new office in Stratford to be closer to their customer base. they also 

changed the status of their company to Community Interest Company so as to be eligible for 

some additional type of funding targeted at social enterprise.    

 

“It was a reaction to the drop in business or the recession. We decided that the wider 

our training courses the better it would be for us in terms of our name being known 

and getting business in....We had to spend money in advertising and buying 



equipment...It’s helped to keep us afloat. We certainly haven’t generated huge 

amounts of income from any of it but just enough to keep us going.” (Business Owner, 

Training Course Provider) 

 

Prospects 

 Although extending the range of courses has opened up new opportunities for the business, 

their turnover dropped by £40K in the year ending 2010.  Profits have also dropped, given the 

investment in the business and less income coming in. A pressing concern for them is the 

government spending cuts and its preference for larger companies when allocating training 

contracts.  

 

”We are always exploring joining consortia. The disadvantage for us is that a lot of 

the consortiums seem to be from much larger organisations especially when it comes 

to public funding very large ones get together and en masse they have a huge 

turnover so they are going to get the government contract which still is a 

disadvantage, huge disadvantage being a relatively small company...we get the 

smaller sub-contracts.” (Business Owner, Training Course Provider) 

 

 With all the investments made in 2010, the business owner aims to get their turnover back to 

2009 levels and continue growing. Despite the difficulties, the business owner is optimistic:  

 

”Life is very hard. We have done very well to stay afloat when so many businesses 

have gone down. It has been very, very hard work, very challenging but we are not in 

the verge of giving up. Once you get to rock bottom the only way is up.” (Business 

Owner, Training Course Provider) 

 

Commentary 

This business has engaged in active adjustment, which has included changing the legal status 

ot the company. Whilst this is part of a strategy of active diversification it also represents 

fundamental organisational change. However,any positive effects of the actions taken over 

the past few years to generate income are yet to be seen. The collection of steps taken cannot 

be equated with successful adjustments because so far they have not made the basis of future 

business growth stop 

 



Case 4 A technical services company 

 

Profile 

Case 4 is a small technical services company that was able to maintain strong performance 

throughout the recession based on a combination of cost-cutting and revenue generating 

actions The business started in 1980, providing servicing and installation of all makes of 

commercial glasswashers and dishwashers, and now operates nationwide. Their customer 

base includes pub chains, hotels, restaurants, care homes and supermarkets. In 2004, they hit 

serious financial problems and went into administration. They were bought by a company 

that sells commercial dishwashers/glass washers, which despite owning 75% of the business 

has limited involvement in it. The business has been financially stable ever since because in 

the past there were many fluctations with the finances. In 2009, the business employed 16 

people in their London office in addition to mobile engineers located in various regions of the 

UK.  

 

Effects  of Recession 

The business has not felt recession in any major way and their performance has been steadily 

improving in the 3 years up to 2009. 

 

Management Actions 

Although no major action was  taken in 2009, the business became was more prudently run. 

While there was no need for the company to downsize, when three of their engineers retired, 

the business replaced only two.  Moreover, they implemented a salary freeze and introduced 

new working practices to get more out of their remaining engineers. As a way of cutting 

costs, the business started providing training for their brewery clients in how to solve some of 

the problems themselves. Additionally, they managed to negotiate better terms with the 

supplier of their hired vans. Some of the actions taken during 2009 were part of their 

continuous efforts to improve the business, including the installation of tracking devices on 

vans, updating computer systems and website. They also made an effort to keep their existing 

customers through personal contacts whilst sending out emails to potential customers. The 

business tried to diversify to service coffee machines but the potential contract with Cafe 

Nero has not realised. 

 



2010 was mainly about further diversification and improving the quality of their service. 

Diversification has been gradual. In the last couple of years they have gone into supermarkets 

in a big way, hospitals and county councils. In addition, many companies have cut on capital 

expenditure so they repair equipment instead of replacing it which has created further 

business for them. In conjunction with this, they have been improving their standards; quality 

control, health and safety regulations, environmental procedures and government legislation. 

Gaining various accreditations has also been a good marketing tool and helped them win 

more business. 

 

Prospects 

Due to the efficiencies made during 2009, both sales and profits increased from the previous 

year.  The business is doing better than many competitors, winning business from pubs and 

breweries that have particularly been hit hard by the recession.  

 

“We took the right actions; we held wages, upped our quality, reinvested and it paid 

off. ...it was really an awakening that this wasn’t going to go away, you had to dig in 

and say freeze wages and go out trying to get more business and find ways of gaining 

that business and that’s what we did. ...there’s no single action you could put it down 

to.” (Business Owner: Service and Repair Company) 

 

In 2010, the business was employing 58 people, including 14 office staff. Recruitment of the 

right people in the South-East has become a major challenge; yet unexpected in recession 

times. The owner put this down to high cost of living in London.  Turnover has increased by 

10 per cent year on year since 2008 when they were making losses. However, the increase in 

fuel costs is becoming a major concern for the business given that they have 40 vans on the 

road.  The recession made it harder to increase prices although costs were going up. The 

owner expects their profits to fall if this continues. This has also led them to increase rates for 

new clients. In the long term, they aim to expand the business by 10 per cent a year without 

compromising the quality of the service. 

Commentary 

This is the largest of the case study firms featured in the paper, which with 58 employees 

makes in a medium-sized company. Although the recession has not impacted on the 

performance of this company directly, the ongoing attempts to increase efficiency and 

productivity in the firm results in it being in a strong position in comparison with less active 



competitors.  It illustrates well the principle that maintaining competitiveness requires 

business managers to be continually active in taking steps to keep their firm one step ahead of 

the pack. So although no major adjustment can be identified in response to the recession, The 

firm appears to be riding the storm well largely because of the soundness of previous 

management decisions.. 

\ 

Case 5- A Small Property Services Firm  

Profile 

This is an example of a small business experiencing weakening performance during the 

recession in 2008-9, relative to the pre-recession period, and further weakening of 

performance by 2010-11.  Established in 1903, the business provides property services 

(chartered surveyors, estate, letting and management agents), and is located in East London, 

close to the 2012 Olympic Games site.  Current employment is 8. The broader business 

environment has exerted a strong influence on business performance both during- and post-

recession; indeed, the housing sector can hardly be said to have recovered yet.  Both Halifax 

and Nationwide house price indices in July 2011 show a decline on a year previously (HM 

Treasury 2011a).   

Effects of Recession 

The business first felt the recession in early-2008 when survey valuation work collapsed as a 

result of the impact of tightening credit on the property market.  Sales decreased almost 25 

per cent, and profits halved during the recession in 2008-9.  Estate management work remains 

the firm’s principal revenue-earning service after the housing market decline and consequent 

decrease in survey work and fees.  Arguably, this has proved to be the main reason for 

business survival while, perhaps, also, constituting the primary reason why more fundamental 

adjustment has not taken place.   

Management Actions 

During 2008-9 the business took a number of actions, primarily cost-cutting, to address 

decline, although modest measures to improve sales were also attempted.  Terms with a range 

of suppliers were renegotiated, including IT, insurance and cleaning services and a range of 

expenses were cut, including advertising in local newspapers (relying on cheaper internet 



advertising instead), non-essential phone calls, a TV and a water machine were removed from 

the office, and a decision was made to continue running vehicles that ought to have been 

replaced.  Despite the range of cost-cutting measures implemented, the owner did not 

perceive them as cumulatively important as there is a limit to how far resources can be 

reduced without adverse consequences for service quality; in larger enterprises, there is 

arguably greater scope to make major cost savings by divestment of non-core business 

because they are more diversified: 

“Quite honestly, unless you’re going to get rid of staff or go to cheaper premises, 

you can’t cut too much. You can only cut to a limit. We’re a service industry ... If you 

don’t provide that service, you don’t get by.” 

Since 2009, the owner has not drawn a salary from the business.  Instead, he has invested 

personal savings; without which, the business would have performed even worse.  The 

owner, in his mid-50s, would like to sell the business and retire but currently feels this is a 

distant prospect. 

Further action to reverse decline was implemented, including non-replacement of two staff 

who voluntarily quit.  This achieved a major cost saving but has led to a reallocation of staff 

responsibilities and jeopardised quality of customer service.  The employer would like to 

recruit one employee to maintain quality and to alleviate the extra staff work burden but feels 

constrained not to increase overheads.  The range of services has been reduced, as 

competitors offer the Energy Performance Certificate service cheaper.  Referring to a 

conversation with a consultant working for a property developer client, the respondent 

reported: 

“My client has had a fee quote to do the work for seven and a half thousand. I 

said ‘that’s not much’. He said ‘if you can do it for seven, I can probably get you 

the job’. When I was driving home, stuck in a traffic jam, I suddenly thought 

‘Goodness me!’ ... In 2007, for that same valuation, I would’ve readily been able 

to charge 35-40 thousand, if not 45, and it would’ve been paid without question. 

That shows the difference in how fees are being pegged down.” 

Prospects 

Paradoxically, being in the property sector, and offering the particular portfolio of services 

they do, has both constrained and enabled business performance in recent years.  Sales and 



profit performance declined further during 2010.  There have been some signs of upward 

movement in the local housing market but the expected resurgence in property prices, and 

related services, has not materialised in the run-up to the Olympic Games.  Competitors, 

including national chains and local independents, were reportedly ‘hanging on’, hoping for a 

revival in property prices.  Credit constraints, combined with general economic uncertainty, 

are dampening consumer and business demand for property.  But, because the business offers 

services in addition to surveying, they have been able, to some degree, to accommodate the 

sharp decline in survey work and fees associated with housing sales. This has provided some 

scope for adaptation within the wider constraints imposed by property market conditions but 

has, arguably, discouraged more fundamental reform of business practices and products.   

Commentary 

This is an example of a firm whose performance was hit by the recession and has continued 

to weaken.  Its survival is probably more a result of its estate management work holding up 

reasonably well rather than the result of major adjustment on the part of management. 

Nevertheless the firm has engaged has engaged in a range of cost-cutting measures made 

necessary by a decline in revenues. 

CONCLUSIONS 

It is important to reiterate that the paper represents work in progress, particularly with 

respect to analysis of case studies of case studies. Nevertheless, on the basis of the work 

undertaken so far, a number of tentative conclusions may be drawn: 

1.The survey results show that the overall performance of small businesses surveyed 

improves significantly in 2008-9 compared with 2009 to 10 , in terms of both sales 

revenue and profitability . At the same time the improvement did not impact on all 

firms, one third of which suffered falling sales revenues and a decline in profitability 

in 2010.  Clearly the impact of the recession on small businesses was very 

heterogeneous. This is also demonstrated by the fact that even in  2008-9 one in 5 

were able to increase sales and one in 6 to increase profitability  

2 The most, common response to the recession by managers was to take steps to boost 

sales revenue. This applied when the recession first hit but also in 2990-10.  Cost-cutting 

was another  most commonly reported strategy.  Since the concept of adjustment involves 



a change or series of changes which place the firm on a sounder footing, taking a series of 

unconnected cost-cutting actions does not necessarily constitute an adjustment.  

 

3. The longitudinal nature of the survey (as well as the case studies) enables actions taken 

in one time period to  be  related to business performance in a later time period. The 

results show that neither revenue generation nor cost-cutting is a blueprint for successful 

adjustment 

4. The detailed analysis of case studies emphasises the process, rather than one-off, nature of 

adjustment. In other words,  adjustment can rarely be equated with a specific strategic 

decision or response to an economic downturn or similar external shock. It is heavily 

influenced by management behaviour prior to this combined with inherited resources and 

experience.  

4. In terms of processes, the cases demonstrate a strong behavioural dimension. This applies 

to spotting and responding to opportunities but in some cases it also involves knowing when 

to close down  an action.This may be llustrated with reference to the eco-friendly furniture 

design business, which when interviewed in 2009, identified two main actions in response to 

declining demand: recruitment of a full-time salesperson and a reduction in wholesale costs. 

However, neither of these actions proved successful, yet the firm survived, with improved 

performance. In the event, the sales manager  was made redundant.  Similarly, manufacturing 

was switched to a new supplier, although the decision was later reversed following problems 

with late delivery, variable quality and a demand for upfront payments.ent. It is difficult to 

characterise any of these actions ‘as successful adjustment’ yet over a period of 1-2 years, the 

firm made significant changes in both products and markets,which involved a  change in their 

USP in recognition of the fact that sustainable furniture products has become too common for 

a small business to rely on this as a source of differentiation. Product quality is now seen as 

their main selling point.’ Successful adjustment’ for this firm cannot be narrowly linked to a 

specific decision or action, since change was an ongoing process.  
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APPENDIX 

TABLE A 

Business Samples:  Firms participating in 2009 and 2011 survey 

Sector 

Information & communication 33.3 

Administrative & support service activities 15.9 

Wholesale & retail trade 12.7 

Professional, scientific & technical activities 11.1 

Arts, entertainment & recreation 9.5 

Manufacturing 7.9 

Human health & social work activities 3.2 

Construction 1.6 

Financial & insurance activities 1.6 

Accommodation & food service activities 1.6 

Transport & storage 1.6 

Education  0 

Utilities (e.g. electricity, waste management) 0 

Real estate activities 0 

N 63 

 

Note: sector defined in terms of Standard Industrial Classification 2007 categories 

Source: online survey 
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While measurement of innovation and growth is critical for academics, policy-makers and 

practitioners alike, the field is characterized by contradictory approaches, which have 

hampered the development of theory and methods. The relationship between innovation and 

firm growth also remains inconclusive. It is argued here that this can be at least partially 

attributed to how we conceptualize the measures that form part of hypothesized relationships. 

This paper develops a set of recommendations regarding the measurement of innovation and 

firm growth in research that studies the relationships between these constructs. The focus is 

on how innovation and growth is measured in Community Innovation Survey type studies. It 

uses data gathered during 2010/1 in Australia to illustrate different ways to measure 

innovation and growth and suggests which variables are to be used in different research 

questions. 
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1 
 

INTRODUCTION 

Innovation is seen as the cornerstone of economic and firm growth (Baldwin & Gellatly 

2003). Firm survival and growth has broad economic and social implications. Growing firms 

contribute to increased employment and exports, higher GDP and other flow on effects such 

as improved living standards. Both innovation and growth are constructs that have been 

defined from many different perspectives. Penrose (1959) argues that growth is not only a 

change in firm size, but in fact a process which poses many challenges to the growing firm. 

Growth occurs in many guises. It can be organic, or can be based on mergers or acquisitions, 

integration, diversification, or licencing. It can be one-dimensional, based on growth in 

employment numbers, or multifaceted (Delmar, Davidsson & Gartner, 2003). Similarly, 

innovation has been conceptualized broadly as technical and non-technical (Damanpour, 

1991; Rothwell, 1992). Within these broad categories many forms present; including product, 

service, process, marketing, and managerial (Schumpeter, 1934) as well as Research and 

Development (R&D) intensity (Freel, 2007).  

 

A review of the literature reveals that a myriad of approaches have been used to measure 

organization growth (Weinzimmer, Nystrom & Freeman, 1998) and innovation (Adams, 

Bessant, & Phelps, 2006). It is therefore not surprising that not noting the effects of the use of 

different measures has led to conflicting findings (Adams, et al. 2006). The importance of 

noting and understanding these conflicts when choosing measures can therefore not be 

understated. This paper attempts to remedy this by drawing on theories of Industrial 

Organization (IO) (Geroski, 1998) and firm resources (Resource Based Theory - RBT) 

(Barney, 1996) to ask: What are the best approaches to measure growth for research models 

of different forms of innovation?  

 

To this end, methods to measure growth are evaluated against innovation types and 

innovation processes such as R&D and sales from innovation. The paper therefore 

investigates the use of alternative innovation and firm growth measures, and their effect on 

the findings from statistical analysis. It proceeds as follows: First, an overview of innovation 

and growth measurement types and issues is provided. Second, a framework for analysis, 

which includes a number of innovation variables, is developed. Third, this framework is with 

different operationalizations of growth as the dependent variable. Based on this analysis, the 

paper concludes with a number of recommendations regarding the measurement of 
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innovation and growth; identifying the limitations and future research directions that emanate 

from the findings. 

 

INNOVATION MEASUREMENT 

The issues with measurement can be traced back to the definitional issues facing the field. 

Adams, et al. (2006) suggest that defining it as ‘the successful exploitation of new ideas’ (p. 

22) allows researchers to view innovation as innovation types, as suggested by the OSLO 

Manual (OECD, 2005). We use the broader definition from the Oslo Manual to fit with the 

purpose of this paper, namely to investigate the use of innovation in CIS studies. Therefore, 

innovation is defined as “the implementation of any new or significantly improved product 

(goods or services), operational processes (methods of production and service delivery), any 

new marketing methods (packaging, sales and distribution methods), or new organisational 

or managerial methods or processes in business practices, workplace organisation or 

external relations” (OECD 2005, p. 46). This definition links well with Schumpeter’s (1934) 

five types of innovation. 

 

Innovation has developed into a substantial field of enquiry (Adams, et al. 2006) since the 

early works of Schumpeter (1934). The view that innovation is the basis of economic (Porter 

& Ketels, 2003) and firm growth (Damanpour & Evan, 1984; Gopalakrishnan, 2000; Lööf & 

Heshmati, 2006; Wong, Page, Abello, & Pang, 2007) has gained wide acceptance. Measuring 

the impact of innovation on growth accurately is important to a number of audiences (Adams, 

et al. 2006). To firms, the challenge is to understand how innovation can be optimally 

managed (Cordero, 1990). To academics, the importance of an approach that is commonly 

accepted will improve comparability of results, limit conflicting findings and advance the 

development of the field. To policy-makers, improved regional and international comparison 

can help to guide policies and investment. 

 

Yet the treatment of innovation has been fragmented. Innovation is typically measured as an 

input and output, and the processes that go between are often neglected (Adams, et al. 2006). 

Freel (2007) voices his disappointment with the lack of a unified measure for innovation. He 

identifies a number of inputs (e.g. R&D, qualified scientists and engineers) and output 

measures (e.g. patents or new product/process introductions). He also, in his own research 

based on the Centre for Business Research studies conducted out of Cambridge University, 
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calculates a number of other variables such as R&D expenditure (as a proportion of 

turnover), innovation in turnover, and innovation in profits.  

 

In this paper, the focus is on the conceptualization of relationships, rather than measures. 

Therefore, for innovation measures the conceptualization proposed by Adams, et al. (2006) is 

used as a basis for the proposed hypotheses. These authors identify the measures that have 

been used to account for the disaggregation of the concept which has been observed in the 

literature, and which has left several idiosyncratic operationalizations of innovation. The 

resultant seven-factor framework includes; inputs management, knowledge management, 

innovation strategy, organizational culture and structure, portfolio management, project 

management and commercialization. 

 

In this article, three of these areas are investigated for their relationships with different forms 

of growth. The first, inputs management, is frequently used in studies. In particular, the 

construct research and development (R&D) intensity has been investigated (e.g. Deeds 2001; 

Greve, 2003; Parthasarthy & Hammond 2002). R&D intensity is calculated as the ratio 

between expenditure (Parthasarthy & Hammond 2002) or numbers employed in R&D roles 

(Kivimäki, Lansisalmi, Elovainio, Heikkila, Lindstrom, Harisalo, Sipila & Puolimatka, 2000) 

and an expression of output, such as sales. Findings regarding the relationship between R&D 

intensity and performance or growth have varied greatly, with a linear, non-linear and no 

relationship emanating from different studies (Bougrain & Haudeville, 2002; Stock, Greis, & 

Fischer, 2001). 

 

The second factor is knowledge management. Again, several scale measures have been 

developed to assess different aspects of knowledge management, including knowledge 

absorption or absorptive capacity (Cohen & Levinthal 1990; Zahra & George 2002) and 

patent counts (Coad & Rao, 2008). However, these authors argue that problems with this 

measure may be why they did not find a strong correlation with growth. For this reason, this 

variable is not investigated in this paper. Of greater importance to studies that use CIS 

approaches is idea generation and information flows. These measures are essentially focused 

on collaboration and networking between different firms and institutes in the knowledge 

network or supply chain. These measures are predicated on the premise that idea generation 

equals the raw materials for innovation (Cooper 1988). Researchers either measure the 

number of ideas generated in a particular period (e.g. Chiesa, Coughlan & Voss, 1996; Lee, 
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Son & Lee, 1996) or assess the breadth of tools and techniques (e.g. Cebon & Newton 1999; 

Thompson 2003). In CIS studies, this latter measure is represented by the linkages with other 

firms or sources of ideas as well as internal sources. These measures are typically 

dichotomous in nature.  

 

The third innovation factor is commercialization. Commercialization is the implementation of 

an innovation into the market (Chakravorti, 2004), and include for example market 

investigation, market testing, and promotion (Verhaeghe & Kfir, 2002). Measures include 

numbers of products launched in a given period (e.g. Yoon & Lilien, 1985) and launch 

proficiency (Parry, 1996). Adams et al. (2006) note that this area is the least developed of all 

innovation measurement areas. In this article ‘sales from innovation’ is used to measure 

commercialisation. However, introduction of innovation into the market, even without sales, 

is also measured. In this paper it is referred to as innovation type. In CIS studies, this factor 

has played a central role, and is based on Schumpeter’s (1934) five types of innovation, 

identified earlier. Eight variables were initially developed, but later whittled down to five to 

test innovation type. 

 

Adams et al. (2006) also identify a number of other measures, which will not be covered in 

this paper. For example, innovation strategy is very popular in the strategy and 

entrepreneurship areas alike. Here measures such as entrepreneurial orientation (Covin & 

Slevin, 1989; Lumpkin & Dess, 1996) and prospector strategies (Miles & Snow, 1978) have 

gained acceptance. Organizational culture and structure are often used in contingency 

approaches, either as antecedents or moderating variables. Informal structures (Burns & 

Stalker, 1961) and innovative cultures (Amabile, Conti, Coon, Lazenby & Herron, 1996) are 

widely used in the literature. Portfolio Management looks at the effectiveness with which 

firms manage their innovation projects portfolio (Brenner 1994; Cooper, Edgett, & 

Kleinschmidt, 2001) or how well innovation management is integrated in other managerial 

practices (Cebon & Newton, 1999). Like the next measure, project management, which is 

typically measured with efficiency and speed measures these measures are about the 

environment that is created within a firm to facilitate innovation, and therefore not the focus 

of this study.  
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GROWTH MEASUREMENT 

Performance has been understood to mean effectiveness and efficiency, lean production 

competitiveness, cost reduction, value creation, growth, survival and job creation (Lebas & 

Euske, 2002). Lebas and Euske discuss various definitions of performance and then define it 

as ‘the sum of all processes that will lead managers to taking appropriate actions in the 

present that will create a performing [firm] in the future’ in other words, ‘doing today what 

will lead to measured value outcome tomorrow’ (2002, p. 68). 

  

Growth, although often used as a proxy for performance, is a unique construct. Growth is 

defined as firm expansion (Penrose, 1959) and operationalized as growth in output (e.g. 

exports, sales), increase in size, process of development (e.g. biological) (Penrose, 1959). 

While it is often assumed that there is an optimal, or most profitable, firm size to which a 

firm can grow, the measurement of expansion is conceptually difficult (Penrose, 1959). This 

is because monitory measurements suffer from price, production and technological 

differences.  

 

Theoretically firm growth is typically viewed as a reaction to external or internal conditions. 

Industrial organization (IO) theories are concerned with firm growth at an industry level. 

They often seek to understand the optimal size of a firm, which is seen to be determined by 

competition, market power, economies of scale, degree to which costs are sunk and internal 

organizational factors (Geroski, 1998). Gibrat’s (1962) hypothesis (the law of proportionate 

effect) on size has received mixed results. Mansfield (1962, p. 1030) summarizes this 

hypothesis as follows; ‘the probability of a given proportionate change in size during a 

specified period is the same for all firms in a given industry – regardless of their size at the 

beginning of the period’. The results from these studies vary, and some indicate that size and 

growth vary independently (e.g. Prais, 1974) while others find a negative relationship (e.g. 

Audretsch, 1991; Mansfield, 1962), albeit only for smaller firms. One explanation is that 

Gibrat’s law only holds for smaller firms, and that beyond a certain point it becomes 

obsolete.  

 

Other IO theories have also been used to explain growth differences among firms. For 

example, Jovanovic’s (1982) theory holds that age and growth are negatively correlated, and 

that age leads to growth, rather than the other way around (Coad, 2007; Evans, 1987). IO 
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theorists are often fascinated with industry differences, which they see as including stylized 

ideas of competition (Bottazzi & Secchi, 2003; Nelson & Winter, 1978; Simon, 1977). Many 

small firms enter markets, but only a few are able to survive and grow (Mata, 1994) because 

industry effects are numerous and varied. Industry effects are numerous and varied. For 

example, Audretch (1995, p. 454) finds that ‘the ability of new entrants to differentiate their 

products through innovative activity and otherwise is clearly a key strategic instrument 

deployed by entrants to offset scale disadvantages and to occupy small-scale product niches’. 

Over time these effects vanish. IO theories focus on stochastic models of firm growth 

dynamics (Botlazzi & Secchi, 2006).  

 

Resource based theorists are concerned with internal differences in resources among firms. 

Most works in this field build on Penrose’s (1959) research which was concerned with 

growth in already established firms. Penrose had a broader view of growth, espousing that 

‘market opportunities of the firm and the productive services available from its own 

resources’ (1960, p. 14) form the bases of the growth process. RBT (resource based theory) 

as applied to small firms views the owner/manager as the key decision maker in small firms 

(Storey, 1997; Verreynne, 2006) who profoundly influences the growth propensity of the 

firm.  

 

One approach that stems from RBT is the investigation of the internal and external factors 

that underpin growth. Many studies have been undertaken to investigate the factors that are 

present in high growth firms, perceived as the reasons why these firms grow while others do 

not (e.g. Chan Bhargava, & Street, 2006), or, on the flip side, fail (e.g. Hartarska & 

Gonzalez-Vega, 2006). Generally these are summarized as environmental, strategic, 

entrepreneurial and organizational; including factors such as industry concentration, capital 

investment, market share, innovation and capabilities (Capon, Farley & Hoenig, 1990). 

 

Depending on the theoretical perspective, different growth measures seem to be popular. IO 

theorists typically measure growth by growth in firm size as proxy for growth (e.g. Brown, 

Earle, Lup, 2005). The latter authors include a working owner as an employee for 

measurement purposes. Garnsey, Stam and Heffernan (2006), from a RBT perspective, 

consider the different methods available to measure firm growth, including funds invested at 

different stages, sales figures, profits, employment figures, valuation of firm assets and 

composite measures such as the Birch Employment Growth index. Each of these methods 
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provides problems with comparability, but Garnsey et al. (2006) agree that changes in 

employment size are a conservative measure, and that it has been used to construct growth 

episodes and operational definitions of turning points.  

 

Methods to measure growth are divided into three groups in this paper, namely growth 

intentions, objective growth and perceived growth. Growth intentions focus on the motive of 

a firm to grow. Researchers use the terms growth intentions (LeBrasseur, Blanco & Dodge, 

2006) aspirations (Autio & Acs, 2010) or motivations (Davidsson, 1991) to indicate that 

owners/managers aim to grow their business. This is measured with multiple approaches, 

varying from a direct question to measuring the difference between current and expected 

employee and/or sales numbers.  

 

Not all firms wish to grow, and in small firms, that is more likely to be the norm (e.g. 

Penrose, 1959) mainly because it is argued that the small firm owner does not want his/her 

control over the firm reduced. Wiklund, Davidsson and Delmar (2003) find that owners of 

young, small firms do not see that a doubling of firms’ size will lead to an increase in 

personal income, thereby removing one of the main motivators to grow. These authors use 

theories of planned behaviour to underpin their arguments. The theory of planned behaviour 

was developed by Icek Ajzen (1988, 1991). It incorporates reasoned actions and individual 

ability. These authors classify intentions as an aspect of aspirations, using Ajzen’s theory. 

They further stress that intentions only lead to outcomes in the presence of resources and 

opportunities.  

 

Objective growth is typically measured as growth in employment numbers or sales/turnover; 

however, here growth in exports and productivity is also examined. Garnsey, et al. (2006) 

argue that change in employment size is a conservative measure and ease of access makes it 

prevalent (Hubbard & Bromiley, 1995). Sales growth has been widely used as an indicator of 

firm growth (e.g. Coad & Rao, 2008; Roper, 1999; Weinzimmer et al. 1998), while export 

growth features in internationalisation studies. These are seen as appropriate measures for 

entrepreneurial constructs.  

 

Productivity growth has mostly been studied at the industry/sectoral level. However, some 

studies focus on its relationship with firm size (Pagano & Schivardi, 2003) and show that 

larger firms are more likely to have productivity growth, likely as a result of their ability to 
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take advantage of increasing returns associated with R&D and/or innovation. Last, indices 

such as The Birch (Employee Growth) Index multiply absolute job growth by relative job 

growth to determine the employment-creation power of differently sized enterprizes. Others 

have also created their own index to test their hypotheses on growth by summing either four 

items (Wiklund & Shepherd, 2003) - employment growth, sales growth, and comparative 

sales and employment numbers against competitors or six items (Delmar, Davidsson & 

Gartner, 2003) to measure growth. In general, results using objective measures are 

inconsistent, to illustrate, measures of innovation that include product and process innovation 

are problematic, seeing that process innovation does not seek sales growth.  

 

When calculating objective growth, Weinzimmer et al. (1998) show that in articles using 

objective measures, such as sales, employment and asset growth, three formulae are used 

most often to calculate growth. In the first, a beta estimate from an OLS model is used by 

regressing size (sales, employee numbers and assets) on time. While these authors found this 

method to be superior, it does require a minimum of 15 observations to fit the regression line 

properly, a condition that is out of reach to most researchers. The second is termed ‘real 

growth’ and is calculated by subtracting size (sales, employment OR assets) in Period 1 from 

Period 2 and to then divide it by the number of periods represented to provide an annual 

number. While easy to calculate, the resulting dollar value is highly variable among 

industries, firms in different life cycle stages and sizes. The last method, used in this paper, 

subtracts size in Period 1 from Period 2 and then divide it by Period 1 ([t2-t1]/t1). This 

number can and should also be adjusted for inflation if used with other change sensitive 

variables. 

 

Perceptions of growth are subjective measures of performance (Dess & Robinson, 1984). 

These measures typically come in the form of indices which consist of satisfaction data that 

have been weighted by importance data (Covin & Slevin, 1989). Perceptions of different 

types of performance, including growth, are used over objective data because of the inability 

and unwillingness of private and small firms to share the archival data. However, this 

approach is also better at explaining goal attainment (Glancey, 1998) and improves 

comparison across industries, firm sizes and age.  

 

The use of perceptual measures of strategic constructs, including performance, has been 

supported by various studies (Clark, 2002; Dess, Lumpkin & Covin, 1997; Lebas & Euske, 



9 
 

2002; Lyon, Lumpkin, & Dess, 2000). Many reasons are given for this, mostly to do with the 

nature of small firms, which constitutes the majority of firms. These include heavy 

investment in development, the interrelationship between the firm and the owner, the delayed 

nature of performance testing, and the goal of the owner which may not be growth, but life-

style (Cooper, 1979). Not all entrepreneurs will pursue profit maximisation and growth 

(Glancey, 1998). Owners of new ventures and small businesses can choose to either grow 

their business or to maintain it. This becomes a lifestyle choice and a decision to maintain 

control for the entrepreneur, and firm performance may be judged by basic financial criteria 

such as cash flow, or even survival (Lumpkin & Dess, 1996). Furthermore, some business-

orientated entrepreneurs may also choose not to expand their businesses beyond some level 

that they can control without delegation of key functions (Glancey, 1998). 

 

Although these advantages are important, the most compelling reason for using perceptions 

of performance in a small firm study is the vast diversity in how small firm manager-owners 

identify good performance specific to their firm. This study argues that small firm manager-

owners may have varying goals for their firms, ranging from growth goals to ensuring 

enough profit to sustain their lifestyle. Firm performance can only be measured accurately 

when compared to the intentions of the firm, namely its goals. It is therefore impossible for a 

researcher to make a judgement call on whether a small firm is successful based on objective 

performance measures. Unfortunately the use of perceptions to measure performance is not 

without disadvantages. Lyon et al. (2000) identify some of the limitations of this approach, 

including difficulty in identifying sources of variation in responses; perceptions may be 

subjected to ‘retrospective bias and other attributional phenomena’ (Clark, 2002, p. 33). Most 

of these limitations have been accounted for in the research design, for example 

questionnaires were used instead of interviews and more than one measure of performance 

was included to compare for issues such as variation in responses, bias and single respondent 

error. Furthermore, Dess and Robinson (1984) find a strong correlation between the use of 

subjective and objective measures of firm improvement and decline over a five year period. 

This is supported by Hart and Banbury (1994). This study will therefore employ subjective 

measures (perceptions) of firm performance. 

 

That said; there are several issues with objective growth measurement that must be noted. 

First is that not all firms, especially privately held firms, will divulge their financial 

information. Second, objective growth, whether based on sales, profit or employee numbers 
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can vary widely. For example, erratic growth rates at the onset of firms may skew results. 

Further, staff numbers are distorted between different types of firms such as service versus 

manufacturing whereas sales do not account for the degree of integration. Third, and most 

important, growth in different aspects of the firm, that is, different growth measures, will 

have different results, for example, measures of innovation that include product and process 

innovation are problematic, seeing that process innovation does not focus on sales growth. 

 

THE CONSEQUENCES OF USING ALTERNATIVE CONCEPTS AND 

FORMULAE 

To examine the relationship between innovation and growth, and to provide evidence for the 

guidelines presented at the end of this paper, a base model that regressed different forms of 

innovation on each of the proposed growth measures was developed and analysed. Potential 

predictors were taken from the discussion above, and include various measures of innovation, 

collaboration (proxy for knowledge management), age and size. To avoid the danger of using 

overlapping forms of innovation in one regression, which might have caused multi-

collinearity, more than one baseline model was developed after investigating the correlations 

among innovation variables (see Table 1). This led to the deletion of a number of variables 

from the analysis. Next the question: How should growth and innovation be matched? was 

attempted. To answer the research question posed earlier, two steps were taken. First, using 

an IO approach the relationships between growth intentions, perceptions of growth, and 

objective growth measures (see Table 2) and firm size and age were investigated. Second, the 

use of different growth measures as dependent variables in innovation related models was 

examined (see Table 3) using a RBT lens, as explained next.  

 

METHODS 

Survey 

The Centre for Business Research (CBR) at Cambridge has been conducting small firm panel 

studies since 1991. Their survey instrument, on which the Australian survey is based, 

examines general business characteristics; workforce and training; innovation activity; 

commercial activity; competitive situation; factors affecting expansion and efficiency; capital 

expenditure and finance structure; and acquisition activity; providing around 400 variables. 

The Cambridge studies have become a widespread methodology (e.g. Cosh, Fu & Hughes, 

2010; Freel, 2000; 2007) and builds on the Community Innovation Survey (CIS) 
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methodology. This paper uses data from a survey conducted during the first half of 2011. 

Questionnaires were mailed to 28,300 Australian firms, followed by two reminders. A 

stratified sampling strategy was used to ensure representativeness across firm sizes, industries 

and states. The response rate was 7.5 per cent with a total of 2,107 responses, following a 

number of natural disasters that occurred during data collection. 

 

Data analyses 

Several tests for reliability and validity were conducted. The survey instrument included 

questions about the owner/manager, and organisational demographics, practices and 

performance. For the purpose of this paper, responses to questions about the age, size, 

industry and innovation practices of the firm were supplemented with data on growth 

intentions/perceptions and financial data. Data were analysed using chi-square tests of 

differences, Spearman’s and Pearson’s correlations, multiple and logistic regression. 

 

FINDINGS 

Overview 

The responding firms had a median size of six FTEs and the median firm age of 19 years. 

Firms represented a broad range of industries, firm types and start-up motives. The 

demographics of the innovators identified in this study are very similar to other studies, for 

example, innovating firms tended to be older, larger and from industries such as 

manufacturing, mining and IT/professional services. R&D engagement was reported by 34 

per cent of all firms. Approximately 40 per cent of all firms engaged in formal or informal 

collaboration or partnership arrangements with another organisation. Most Australian firms 

had moderate growth intentions (60 per cent), while approximately 19 per cent of firms 

indicated that they wanted to grow substantially.  

 

Correlations 

As explained earlier, correlations among innovation variables were investigated first. Table 1 

indicates that high correlations existed between: Process innovation and measures of 

innovation breadth; Product innovation and measures of innovation breadth; and Novel 

innovation breadth and significantly improved/new products or services introduced. High 

correlations among other variables were ignored, because these variables were conceptually 

different. These included product and process innovation, also with commercialisation (sales 
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from innovation). Therefore innovation breadth measures were not included in subsequent 

analysis. 

 

Table 1: Correlations among innovation variables 
 (1) (2) (3) (4) (5) (6) (7)  (8)  (9) (10) 

R&D Intensity (1) 1 -.001 .062 .120* -.037 .066 .063 .127* .019 .030 

Process Innovation 

binary (2) 

.037 1 .647** .049 .628** .505** .057 .026 .585** .059* 

Product/service 

innovation binary (3) 

.054 .647** 1 .262** .491** .597** .260** .208** .641** .049 

Sales from novel 

innovation (4) 

.010 .045 .212** 1 .033 .193** .862** .809** .490** -.058 

Non-novel Innovation 

breadth (5) 

-.009 .550** .480** .055 1 -.128** .071* -.013 .403** .040 

Novel Innovation 

breadth (6) 

.111* .445** .522** .176** -.205** 1 .156** .185** .432** .057** 

Significantly improved 

products/services (7) 

-.013 .064 .197** .832** .095** .114** 1 .496** .240** -.042 

New products or 

services introduced (8) 

.027 .010 .109** .794** -.026 .138** .324** 1 .653** -.054 

Commercialisation 

binary (9) 

-.011 .585** .641** .371** .372** .348** .075* .400** 1 .026 

Innovation binary (10) .000 .059* .049 -.047 .015 .034 -.035 -.010 .026 1 

*. Correlation is significant at the 0.05 level (2-tailed). 

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

Pearson’s correlations in bottom half, Spearman’s correlations in top half 

 

Next, correlations among all the variables were investigated (see Table 2 at end of paper). 

The correlations identified a number of interesting patterns. First, considering age and size, it 

seems that innovation variables are generally positively related to (larger) sized and (older) 

aged firms. There are, however, two notable exceptions. R&D intensity and sales from novel 

innovations and new products/services introduced, both proxies for novelty or industry level 

innovation, seem to be negatively related with these variables. It therefore seems that higher 

levels of innovation in older, larger firms are mostly driven by firm level innovation or 

imitation.  

 

Second, the only input management variable, namely R&D intensity, presents very few 

significant correlations, and none with growth measures. As stated before, it seems to be 

more prevalent in smaller, younger firms, which may just be an artefact of it being a larger 

proportion of smaller turnover numbers. But it may also be as a result of the start-up phase 

that some of these firms may find themselves. Without further analysis only conjecture can 

be presented. The fact that there are no correlations between R&D intensity and any of the 

growth measures, may be a result of a time lag in the data, but it may also be evidence that 

not all R&D investment lead to commercializable products or services. 
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Third, the only knowledge management measure, collaboration, is only correlated to 

commercialisation, firm size and growth intentions. The latter correlation may again indicate 

that a time lag may exist in the data. This is further supported with the correlation with 

commercialisation, which indicates that the relationship between collaboration and growth is 

potentially mediated by innovation. A similar argument has been made by Gronum, et al. 

(2012) in their investigation of data provided by the Australian Bureau of Statistics.  

 

Fourth, perceived growth seems to be the form of growth that exhibits the strongest 

correlations with innovation variables, while export growth is not related to any form of 

innovation and productivity growth only related to commercialisation. Employment growth is 

positively related to most forms of innovation, which is counter intuitive at least on the count 

of process innovation. Sales growth exhibits strong positive correlations with most innovation 

variables. These patterns were further investigated through the regression models described 

next.  

 

Comparisons of alternative concepts of growth and forms of innovation 

Table 3: Regression results for alternative formulae of growth  
 Models 

Dependent variables Sales 

growth 

Employment 

growth 

Productivity 

growth 

Export 

growth 

Perceived 

growth 

Growth 

intentions 

Independent variables       

Forms of innovation       

Commercialisation -.117 .003 -.074 .057 -.025 1.106* 

R&D Intensity .010 -.016 -.001 -.048 -.082 .013 

Process innovation -0.010 .066 .004 .115 .169** .467 

Product/service innovation -.167* -.006 -.130 .001 .023 1.711** 

Significantly improved products/services .047 .077 -.004 .197 .131 .098 

New products or services introduced .004 -.102 .001 -.009 .132 .199 

Collaboration .081 .034 .035 .080 -.050 .576 

Controls       

Size  -.030 -.034 -.023 .056 -.030 .000 

Age .206** -.074 .113 -.436 .066 .010 

       

Constant 615.901 34.961 446.169 -190.519 2.534** 2.398** 

R² .101** .017 .052 .071 .092** .199** 

Adjusted R² .059** -.032 .006 -.059 .053**  

F 2.412** .342 1.120 .547 2.367**  
*. Correlation is significant at the 0.05 level (2-tailed). 

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

Note: Growth intentions were examined using logistic regression. The R² reported is Nagelkerke 

 

Tables 3 reveals that only the sales growth, perceived growth, and growth intentions models 

are significant. Interestingly, process innovation seems to be significant to perceived growth, 

while product/service innovation is important to growth intentions. Further, product/service 

innovation is significant in the sales growth model. However, the beta is negative, indicating 
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a negative contribution. In this model, age is also significant, indicating that older firms are 

more likely to have higher levels of sales growth. This model also had the highest amount of 

variance explained. 

 

DISCUSSION 

First the relationships between different measures of growth were explored. While most 

measures were related, productivity growth was not related to growth intentions, and 

negatively correlated with employment growth. This indicates that the purpose of improved 

productivity is not to grow the firm, but rather to do the same or more with less. Some 

correlations were also weak at .05, for example between export growth and 

employment/perceived growth. From an IO perspective, Gibrat’s (1962) law was only 

supported for export growth, which had no relationship with size. Size was positively 

correlated with growth intentions, employment, perceived and sales growth, and negatively 

with productivity growth. Jovanovic’s (1982) law was supported with age negatively 

correlated with growth intentions and sales growth, but not correlated to any other form of 

growth. From a RBT perspective, the relationships with innovation measures exhibited 

interesting patterns. R&D and innovation (planned but unrealized innovation), showed 

stronger relationships with growth intentions than any other form of growth. Innovations that 

were new to firm only, were related to most growth measures. Industry level innovation was 

correlated with growth intentions and perceived growth, but not with objective measures. Just 

being innovation active was not correlated with any form of growth. However, actual 

commercialisation of innovation was correlated with all forms of growth.  

 

Guidelines 

From the analysis a number of guidelines emerge. First, one innovation input measure, R&D 

intensity, was investigated. Inputs are the furthest removed from actual firm growth in terms 

of time, and this was evident in the absence of any effect on growth. Therefore, it is 

suggested that researchers ensure that there is an appropriate time lag in data when measuring 

the effect of R&D intensity on growth. Further, as typical with time lagged variables, it is 

possible that a number of mediating variables may be important to fully explain this 

relationship. Additional research into the type of mediators is therefore warranted. However, 

Adams et al. (2006) argue that R&D intensity is just on input into the process, and therefore 

not ideal as a single proxy. In particular, they question its usefulness for small firms and 
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service industries. Instead, they argue for the use of funding committed to the innovation 

process as a better measure. Such expenditure on innovation can then be expressed as a 

proportion of sales. In similar vein, the knowledge management measure, collaboration, also 

seem to have a time lag effect with growth, with the potential that other forms of innovation 

may be acting as mediators in this relationship (Gronum, et al. 2012). 

 

Second, a number of commercialisation type variables were investigated. Process innovation 

was highly correlated with growth intentions and perceived growth, which seem to illustrate 

that managers view this as an effective way to score quick runs. In contrast, product/service 

innovation is used for the purpose of growing the firm. It also takes longer to show a strong 

effect on sales growth, indicating its importance as a longer term strategy. Innovation breadth 

variables, and in particular novel innovation breadth which is negatively correlated with 

export, are not very important to growth. This may be attributed to the inability of resource 

strapped small firms to deal with innovation across a broad range of areas. From these results 

it is evident that different innovation and growth measures are better matched. It is the 

purpose of this paper, in a more developed form, to make definitive suggestions regarding 

such matches. 

 

Third, when comparing the suitability of different growth variables, it seems that perceived 

growth and sales growth are most important, both in terms of variance explained as well as 

number of variables with which they have significant correlations. For employment growth, 

process innovation seemed to be most important, which is counter intuitive. From the 

regression analysis it became clear that process innovation seems to be significant to 

perceived growth, while product/service innovation is important to growth intentions. 

 

These findings must be viewed against a number of limitations. First, growth can only be 

measured for firms that survive (Chan, 1998; Mata, 1994) and with slow growing firms more 

likely to disappear in time (Dunne & Hughes, 1990), thus research is hampered by the use of 

surviving firms. Second, the data presented here include measurement at two points in time. 

However, at least three points will be ideal for future research (Ployhart & Vandenberg, 

2010). Longitudinal research designs emphasize change in focal variables over a period of 

time. Two aspects of change are important, namely within-unit change or growth trajectories, 

and changes in the differences between units. While appropriate spacing and management of 

attrition needs further discussion, data collection to this effect is currently in progress. Last, 
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and most important, this research is still very exploratory and further analysis is needed to 

fully understand the relationships presented here. 

 

CONCLUSION 

As noted, the inconsistent availability and use of measures for growth and innovation has 

hampered theoretical development in these fields. This paper highlights a number of these 

issues and provides some guidelines for researchers when designing models containing 

innovation and growth measures. Several implications were noted. Theoretically, the 

importance for small firm researchers to carefully consider their choice of growth measures is 

highlighted. Independent variables (such as different types of innovation constructs) should 

be matched with a growth dependent variable that is appropriate in terms of temporality, 

nature and practicality. To illustrate, there is no point to argue that R&D has no effect on 

sales growth if it has not generated sales yet. Some practical insights are also identified. 

From a strategy point of view, it is important to also set growth goals and to follow through 

on those. The results also indicate that imitative innovations have a shorter path to market, 

but that the expectation to grow from new-to-industry innovations are higher. The tensions 

between short and long term expectations are further explored.  
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Table 2: Correlations 

 Means SD n (1) (2) (3) (4) (5) (6) (7)  (8)  (9) (10) (11) (12) (13) (14) (15) (16)  (17)  (18) (19) 

R&D Intensity (1) 13.14 88.38 377 1 -.001 .062 .120* -.037 .066 .063 .127* .019 .030 .017 -.226** -.150** .049 .028 .097 .052 .039 .014 

Process Innovation 

(bin) (2) 

.6006 .49 1540 .037 1 .647** .049 .628** .505** .057 .026 .585** .059* .049 .261** .072** .189** .154** .120** .133 .022 .113** 

Product/service 

innovation (bin) (3) 

.5336 .499 1578 .054 .647** 1 .262** .491** .597** .260** .208** .641** .049 .028 .265** .066** .199** .148** .101** -.009 .034 .092** 

Sales from novel 

innovation (4) 

36.53 31.41 1058 .010 .045 .212** 1 .033 .193** .862** .809** .490** -.058 -.073* -.050 -.065* .070* .158** .132** .106 .051 .091* 

Non-novel 

Innovation breadth 

(5) 

1.12 1.51 2107 -.009 .550** .480** .055 1 -.128** .071* -.013 .403** .040 .057** .205** .008 .146** .082** .086** .090 .029 .072** 

Novel Innovation 

breadth (6) 

.96 1.56 2107 .111* .445** .522** .176** -.205** 1 .156** .185** .432** .057** .039 .183** .097** .132** .119** .052 -.028 .025 .047 

Significantly 

improved pdt/serv 

(7) 

20.91 21.41 1116 -.013 .064 .197** .832** .095** .114** 1 .496** .240** -.042 -.061* -.025 -.042 .039 .167** .130** .116 .054 .090* 

New 

products/services(8) 

17.20 19.286 1142 .027 .010 .109** .794** -.026 .138** .324** 1 .653** -.054 -.063* -.063* -.061* .074* .131** .081* .016 .051 .051 

Commercialisation 

(bin) (9) 

.45 .498 2107 -.011 .585** .641** .371** .372** .348** .075* .400** 1 .026 .087** .228** .030 .170** .100** .125** -.059 .070* .101** 

Innovation (bin) (10) .6744 .46870 2107 .000 .059* .049 -.047 .015 .034 -.035 -.010 .026 1 .006 .051* .063** .002 .024 .001 -.105 -.033 .021 

Collaboration (11) 1.41 .491 2037 -.008 .049 .028 -.051 .046* .026 -.027 -.034 .087** .006 1 .094** -.016 .097** -.006 .019 -.103 .036 .003 

Firm Size (12) 131.40 1553.1 2107 -.014 .027 .032 -.010 .013 .036 .016 -.040 .015 .032 .002 1 .351** .244** .152** .103** .070 -.028 .205** 

Firm age (13) 25.38 23.94 2079 -.021 .104** .068** -.078* .035 .084** -.070* -.068* .047* .057** .033 .111** 1 -.079** -.021 -.090** .061 -.037 -.040 

Growth intention 

(bin) (14) 

1.796 .40 2061 .042 .189** .199** .056 .156** .103** .035 .069* .170** .002 .097** .033 .003 1 .234** .154** .188* .045 .136** 

Perception of growth 

(15) 

3.81 1.462 1910 .009 .159** .146** .155** .084** .134** .167** .106** .082** .026 -.020 .000 .017 .209** 1 .324** .205** .122** .274** 

Sales growth (16) 74.87 736.74 1414 -.009 .037 -.006 -.025 .015 .016 -.009 -.034 .018 .026 .055* .072** .061* .011 .029 1 .466** .576** .501** 

Export growth (17) 62.18 224.68 185 -.023 -.007 -.044 .087 -.008 -.003 .139 -.016 -.052 -.109 -.051 -.006 -.055 .120 .178* .021 1 .262** .183* 

Productivity growth 

(18) 

58.64 546.04 1307 -.012 .040 .012 -.030 .015 .019 -.016 -.033 .035 .028 .043 .081** .045 .008 .011 .879** .014 1 -.289** 

Employment growth 

(19) 

13.86 54.48 1421 -.001 .069* .071* .052 .084** .007 .053 .018 .075** .006 .012 -.016 -.077** .069** .223** .103** .188* -.010 1 

 

*. Correlation is significant at the 0.05 level (2-tailed). 

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

Pearson’s correlations in bottom half, Spearman’s correlations in top half 
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ABSTRACT 

 

This paper employed the 2007 Thai Industrial Census to empirically examine the 

effects of firm-specific and industry factors on a firm’s decision to export and the export 

performance of 65,111 Thai manufacturing SMEs which are classified into eight sub-

manufacturing groups. Six econometric models are indentified to capture linear and non-

linear effects of firm-specific factors as well as to analyze each industry effect for Thai 

manufacturing SMEs. Four limited dependent variable models (i.e., the probit model, the 

logit model, the linear probability model, and the Tobit model) are used to study the factors 

affecting a firm’s export decision and its export performance. Estimation techniques were 

used to check the statistical confidence of the results for this study. With regards to firm-

specific factors which exert an influence on a firm’s decision to export and its export 

performance, firm size, firm age, and labour productivity, government assistance, foreign 

investment (ownership), municipal location, research and development, and skilled labour 

were found to be significantly and positively related to a firm’s export participation and its 

export performance. Significant and negative non-linear results were also found for firm size, 

firm age, and labour productivity in this study.  Focusing on the effects of industry sectors on 

a firm’s decision to export and its export performance, producer concentration was found to 

have a significant and positive effect on a firm’s export decision and its export performance 

but a significant and negative result was found for the capital - labour ratio. Finally, 

evidence-based policies are provided to facilitate improvement in the international 

competitiveness of Thai manufacturing SMEs and in their export performance. 
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I.    INTRODUCTION 

Strong export performance is usually known as one of the important factors in driving 

a country’s economic growth, since exports can improve a firm’s production efficiency to 

overcome higher trade barriers and address different market tastes in competitive 

international markets. Thai small and medium sized enterprises (SMEs), however, are still 

not fully competitive, especially in foreign markets which require efficient production, good 

management structures, market capabilities, product and service development to meet 

international standards, high quality of labour, up-to-date technologies, consumer and 

environmental accountability and strong networks in conducting business operations. More 

importantly, the competitiveness of Thai industry, particularly SMEs, has traditionally relied 

on low-cost labour and natural resource (raw materials) advantages rather than technological 

capability or qualified human capital. Thai business segments, nevertheless, are now under 

the “Nut-Crackers Effect” (OSMEP, 2007). This effect implies that Thailand is now stuck 

between countries with greater price competitiveness, such as China, Vietnam and Indonesia, 

and countries which can differentiate their outputs by concentrating in higher value-added 

products and services, such as Italy, Japan, South Korea and Taiwan. In addition, more 

skilled labour and higher productivity can be observed in these countries. 

 

There are a number of empirical works, such as Jongwanich and Kohpaiboon (2008), 

Althukorala et.al. (1995), Kokko, et al. (2001), and Dueñas-Caparas (2006), which aim to 

investigate the effects of firm-level and industry-level factors on a firm’s export decision and 

its export performance. As suggested by Althukorala et al. (1995) and Maddala (1983), a 

firm’s export behaviour is considered to involve two decisions. First, whether or not to 

export, and this can be illustrated by a binary export variable (a firm exports or does not 

export) and introduced the dependent variable in the models. Second, what proportion of a 

firm’s output is to be exported. This two-part decision making process is commonly observed 

in many areas of decision making in economics, and, in the econometric literature, is known 

as the sample selection (or selectivity) model (Althukorala et al., 1995). As a result, the 

Limited Dependent Variable Models, such as (i) the Probit model, (ii) the Logit model, and 

(iii) the linear probability model, can be employed to test the first part of the exporting 

decision process in this study. The Tobit model can also be used to examine the second part 

of the export decision process which aims to capture the effects of firm-level and industry-

level factors on a firm’s export intensity. More importantly, no empirical study has been 
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conducted to investigate the effects of firm-level and industry-level factors on a firm’s export 

decision and its export performance for the case of Thai manufacturing SMEs.  Jongwanich 

and Kohpaiboon (2008) only investigated the first part of the export decision making process 

for all Thai manufacturing enterprises, and utilized the 1997 Industry Census, but the 

comprehensive data of the 2007 Thai Industrial Census conducted by the National Statistical 

Office (NSO) 0F

1
 will be used for the empirical analysis in this paper. 

As a result, the objectives of this paper are to examine possible sectors that contribute 

significantly to the export participation and performance of Thai manufacturing SMEs, and 

provide empirical based policies which aim to strengthen the ability of Thai manufacturing 

SMEs to participate in the international market. The structure of this paper is organized as 

follows: Section II provides an overview of Thai small and medium sized enterprises (SMEs). 

Section III provides a review of the literature. Sector IV describes the data source. Section V 

presents the empirical models used for this paper. The empirical results are discussed in 

Section VI. Implications from the results and some conclusions are also provided in the final 

section.  

II. AN OVERVIEW OF THAI SMES 

SMEs are key drivers of the Thai economy, contributing significantly to social and 

economic development (Brimble et al., 2002). They represent  99.6 percent of business 

establishments in the country, employ more than 10.51 million workers, and accounted for 

77.86 percent of total employment in 2010 (OSMEP, 2010).  SMEs accounted for 38.9 

percent of GDP in 2006, falling to 37.1 percent of GDP in 2010 (see Figure 1). The 

contribution of SMEs to Thai GDP, however, is still lower than large enterprises’ 

contribution to the country’s GDP.  SMEs play significant roles and functions in assisting 

large enterprises, particularly in the context of regional production networks (Mephokee, 

2003). More importantly, SMEs are crucial factors in linking all important units of industry 

together, and filling gaps in industrial clusters which may not be completed by large 

enterprises alone (Regnier, 2000). They are also key sources of supply of goods, services, 

information, and knowledge for large enterprises, and play a pivotal role in the production 

process of export goods (Tapaneeyangkul, 2001).  

                                                            
11  The  2007 Thai Industrial Census is the most updated data, which will be conducted again in 2017.  
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The manufacturing sector has been categorized as the most important industrial sector 

in the country, constituting 35.0 percent of Thai GDP  in 2006 rising to 35.6 percent of  Thai 

GDP in 2010 (See Figure 2). Similarly, Thai manufacturing SMEs have played a leading role 

in the economy, accounting for 30.3 percent of Thai SME GDP in 2006 and 32.3 percent of  

Thai SME  GDP in 2010 (see Figure 3).  
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  The highest numbers of Thai SMEs are Thai manufacturing SMEs, accounting for 17.90 percent of 

total SMEs in 2010.  They also contribute significantly to the country’s employment, accounting for 

25.23 percent of total employment or 32.40 percent of total SME employment in 2010 (OSMEP, 

2010).  

 

As shown in Figure 4, the growth rate of exports in Thailand has expanded from 11.16 

percent in 2008 to 18.78 percent in 2010. However, the country’s export growth rate turned negative 

in 2009 (-11.17 percent) due to the world economic slowdown. With regard to the proportion of 

exports to overall GDP the Thai economy relies greatly on exports, accounting for 61.45 percent of 

the country’s GDP in 2007 and 61.13 percent of GDP in 2010. In terms of contribution to exports 

Thai SMEs, however, have become less important compared with large enterprises whose exports 

accounted for 31.39 percent of GDP in 2007 and 32.73 percent in 2010. Thai SME exports, however, 

only accounted for 30.06 percent of GDP in 2007 and 28.40 percent of GDP in 2010 even though the 

number of SMEs accounted for 99.60 of all enterprises in Thailand at the end of 2010.  

 

This implies that large enterprises play a leading role in the country’s international trade even 

though they only accounted for 0.4 percent of the country’s business establishments in 2010. The 

Office of SMEs Promotion (2011) also stated that the country’s exports primarily rely on large 

enterprises, and therefore both the public and private sectors should pay attention to promoting greater 

international trade participation by SMEs. 
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Figure 4: International Trade Value (2007 – 1010) 

 

 

 

 

Punyasavatsut (2007) also acknowledged that Thai manufacturing SMEs were not ready to face the 

rigours of “international competition” in competitive global markets arising from the country’s 

increased opening and economic integration, and more intense competition from lower labour cost 

countries.  More importantly, Thai business segments, particularly Thai SMEs, are now under 
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the “Nut-Crackers Effect” which implies that Thailand is now trapped between countries with 

lower price competitiveness (e.g., China, Vietnam and Indonesia) and countries with higher 

value added production and services (e.g., Italy, Japan, South Korea and Taiwan). Therefore, 

examining possible significant factors which influence the export decision and export 

performance of Thai manufacturing SMEs is crucial to be able to compete with foreign firms 

and also alleviate the “Nut-Crackers Effect” of the country.  A review of the literature is 

provided in the next section before conducting the empirical analysis of this study. 

 

III.   LITERATURE REVIEW  

This section provides a review of the empirical literature regarding firm-level and 

industry-level factors that significantly affect the export decision and performance of 

enterprises, such as firm size, productivity, government assistance, foreign investment, 

municipal area, research and development (R&D), the share of skilled workers to total 

workers, producer concentration, and capital to labour ratio.   

 

Firm-Level Factors 

Firm Size 

A number of empirical studies have examined both linear and non-linear relationships 

between firm size and their export decision or export performance (see Jongwanich and 

Kohpaiboon, 2008; Dueñas-Caparas, 2006; Althukorala et.al., 1995). Jongwanich and 

Kohpaiboon (2008) employed the 1997 Thai industrial census to investigate the determinants 

of a firm’s export decision in the manufacturing sector in Thailand. They found that firm size, 

as measured by sales, has a linearly significant and positive effect on a firm’s export decision, 

indicating that there are typically significant sunk costs related to the export decision. 

Therefore, larger firms are likely to gain more advantages in entering foreign markets. A non-

linear relationship between firm size and its export decision, however, was not found from 

their study. Dueñas-Caparas (2006) examined the determinants of export performance of the 

Philippine manufacturing sector. Their study indicated both a positive linear and negative 

non-linear relationship between firm size and export performance as measured by export 

sales to total sales for the Philippine clothing sector, but the results were not statistically 

significant in the food processing and electronics sectors.  Athukorala et.al. (1995) used firm 

level data from the Sri Lankan Survey of Manufacturing in 1981 and found that firm size is 

significantly and positively related with the export decision of 111 Sri Lankan manufacturing 
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firms. They explained that firm size can also be an important determinant of export 

participation where scale or size economies exist. Reaching an adequate size may be crucial 

for achieving success in export markets, since exporting is a costly and risky activity. 

Therefore, smaller firms may be at a disadvantage in gathering market information, 

introducing overseas sales-promotion campaigns, withstanding exchange rate and other risks, 

and adapting their products to foreign markets. However, they revealed an insignificant result 

between firm size and the level of exports (export intensity) for the case of Sri Lankan 

manufacturing firms. 

 

Firm Age 

Firm age, indicating a learning-by-doing experience, can also significantly affect firm export 

decisions, since old firms are able to participate in competitive foreign markets due to their 

cumulative experience, business networks and reputation. Aggrey et al. (2010), however, 

pointed out that young firms are more proactive, flexible, and aggressive compared to old 

firms. As a result they are more willing to adopt modern technology, but old firms are stuck 

with outdated physical capital. Kokko et al. (2001) employed a firm survey of 1,243 

Uruguayan manufacturing firms in 1988 to investigate the effects of significant determinants 

on the export decision of 763 locally-owned firms. They revealed a significant and positive 

relationship between firm age and the export decision to neighbouring countries for 763 

Uruguayan locally-owned manufacturing firms, but a significant and negative relationship 

was found for the case of firm age and the export decision to the rest of the word. Focusing 

on empirical studies, Jongwanich and Kohpaiboon (2008) found that firm age has a 

significant and positive linear effect on exporting for the case of Thai manufacturing 

enterprises, implying that older firms are likely to have more operating experience and 

greater efficiency through their leaning-by-doing process than younger firms.  A negative and 

significant non-linear effect, however, was also found for the case of Thai manufacturing 

enterprises, indicating that after a certain threshold a firm’s experience does not exert a 

positive effect on its export performance.  This implies that older firms can easily sell almost 

all their output in the domestic market due to their business reputation, leading to their 

ignorance in participating in foreign markets.  However, Dueñas-Caparas (2006) found a 

positive linear and negative non-linear relationship between firm age and export performance 

for the Philippine clothing and electronics sectors, but an insignificant result was found for 

the case of the food processing sector. 
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Foreign Investment (Foreign Ownership) 

A number of empirical studies have found a significant and positive association 

between foreign investment (foreign ownership) and firm export participation (Greenaway et 

al., 2007; Jongwanich and Kohpaiboon, 2008; Aggrey et al., 2010). For example, Greenaway 

et al. (2007) found that foreign ownership had a significant and positive effect on export 

participation for 9,292 UK manufacturing firms during the period 1993 to 2003. For 

Thailand, Jongwanich and Kohpaiboon (2008) used the 1997 Thai manufacturing census and 

found that foreign ownership has a significant and positive impact on export participation for 

Thai manufacturing enterprises. This positive result implies that an increase in foreign 

participation also encourages firms to participate in export markets, since foreign partners 

bring access to new foreign markets and distribution facilities, new products, managerial 

know how, and advanced production technology (Jongwanich and Kohpaiboon, 2008). 

Jongwanich and Kohpaiboon (2008, p21) also pointed out that foreign owned firms can cover 

sunk costs and enter into foreign markets more easily than domestically owned firms.  

Firm Productivity 

Firm productivity is one of the factors which could affect the export decision.  There 

exists strong evidence that the self selection hypothesis, where only more efficient firms can 

participate in the export market, can be observed in several countries. Bernard and Jensen 

(1999) used unbalanced panel data for over 50,000-60,000 U.S. manufacturing plants during 

the period 1984 to 1992, to investigate whether highly productive firms become exporters or 

whether exporting improves a firm’s performance. As part of their results, total factor 

productivity (TFP) was found to be statistically significant in explaining a firm’s decision to 

export. Bernard and Wagner (1997) find that German manufacturing firms had to be 

successful before beginning exporting. In other words, highly productive firms most certainly 

become exporters. Cherides et al. (1996) revealed that relatively efficient firms will be 

exporters, but previous export participation does not affect the unit costs of firms. Therefore, 

the efficiency gap between non-exporters and exporters is because the more efficient firms 

self-select into the export market, rather than learn by exporting. Baldwin and Gu (2003) also 

found that more productive firms were likely to participate in the export market for Canadian 

manufacturing firms during the period 1990 to 1996. Their results revealed that firms that 

start exporting have higher labour productivity than non - exporters, and exporters that exit 

from export markets have lower labour productivity than continuing exporters. Hallward-

Driemeier et al. (2002) studied the patterns of manufacturing productivity for Indonesia, 
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Korea, Malaysia, the Philippines, and Thailand during the period 1996 to 1998. They 

explained that firms can export after improving their technologies and production processes, 

making new investments to improve their efficiency, training their work force, and using 

external auditing. A series of these decisions, therefore, raise their productivity.  Jongwanich 

and Kohpaiboon (2008) also found that firm productivity has a significant and positive linear 

effect on their export decision, but such a significant and negative non-linear relationship 

between firm productivity and export decision was not found for the case of Thai 

manufacturing enterprises.   

 

Skilled Labour 

Similarly, skilled manpower is also one of the important determinants of a firm’s 

export decision, since higher skilled labour is associated with higher labour productivity 

which will affect a firm’s export decision. Dueñas-Caparas (2006) found that skilled 

manpower, as measured by the share of skilled workers to total workers, has a significant and 

positive effect on the export decision for firms in the Philippine food processing sector, but 

insignificant results were found for the clothing and electronics sectors. Roper and Love 

(2002) also investigated determinants of the export performance of the Irish manufacturing 

sector over the period 1996 to 1999. They found that plants with more highly skilled 

workforces, especially more graduate employees, were likely to become more successful in 

export markets. Focusing on research and development (R&D), Dueñas-Caparas (2006) 

found that research and development,  as measured by the share of R&D expenditure to total 

sales,  has a significant and positive effect on a firm’s export decision for the Philippine 

electronics industry but a significant and negative relationship was found for the Philippine 

clothing industry. Roper and Love (2002) also revealed that the export propensity of small 

Irish manufacturing plants was positively affected by both informal and formally organised 

R&D activity, but only more formally organised R&D was useful for large plants. 

 

Firm Location 

Location is also another important factor, since the export decision by firms in 

different locations may be affected due to transport costs, infrastructure, spillover effects and 

natural resources (Aggrey et al., 2010). Roper and Love (2002) revealed that Irish 

manufacturing plants in the Republic of Ireland have significantly higher export propensity 

than similar plants in Northern Ireland. They also explained that Republic of Ireland plants 

may enjoy a better international image than Northern Ireland plants. Aggrey et al. (2010), 
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however, found that the export decision by manufacturing firms was significantly related to 

their location in different cities in Kenya and Uganda.  

 

Government Assistance 

Government assistance can be, for instance, in the form of financial support (e.g., 

credit assistance, income tax exemption or reduction, and exemption from import duty on 

essential raw materials) and non-financial support (e.g., managerial and technical assistance, 

and training support). The coefficient estimates of the government support variable have been 

found to be positive in a number of studies.  For example, Wu and Cheng (1999) studied 

determinants of the export performance of China’s township-village enterprises, and found 

that government financial support contributes positively towards the international 

competitiveness of township and village enterprise’s export performance. 

 

Industrial-Level Factors 

The Capital-Labour Ratio 

The capital–labour ratio can be included in the model since it captures the characteristics of 

an industry and also the country’s comparative advantage, especially in developing nations in 

which labour is relatively cheap compared with capital. A low capital - labour ratio means 

that more labour is utilized, since it is relatively cheap compared with capital. A lower capital 

- labour ratio in an industry, therefore, indicates that firms, which produce labour - intensive 

products, are likely to compete with foreign firms in the international market due to their 

cheap labour supply aligned with the country’s comparative advantage. Jongwanich and 

Kohpaiboon (2008) also found that there is a significant and negative relationship between 

the capital-labour ratio and export participation for Thai manufacturing enterprises. This 

result implies that an industry that has a low capital - labour ratio tends to participate in 

foreign markets, since it competes with foreign firms by supplying cheap labour-intensive 

products. However, Athukorala et.al. (1995) used firm level data from the Sri Lankan Survey 

of Manufacturing in 1981 and found that the capital intensity variable is significantly and 

positively related with the export decision of 111 Sri Lankan manufacturing firms. They 

explained that their finding is not surprising in the context of the Sri Lankan economy where 

factors such as subsidies on capital and wage rigidities have distorted the incentive structure 

of manufacturing industries. With respect to Kokko et. al. (2001), an insignificant 

relationship was found between the capital – labour ratio and the export decision for the case 

of 763 Uruguayan locally-owned manufacturing firms 
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Producer Concentration 

Finally, producer concentration has also been emphasized in the literature since an 

industry that has a high value of producer concentration is unlikely to engage in exports, 

since firms, which are in an industry with high producer concentration, will benefit from their 

domestic market power. They, therefore, are likely to produce and sell in the local market. 

Jongwanich and Kohpaiboon (2008) revealed a significant and negative relationship between 

producer concentration and export participation for Thai manufacturing enterprises. This 

result implies that the possibility of a firm’s decision to export declines when the firm has 

market power (producer concentration) in the industry. 

 

IV. DATA 

 The 2007 Thai Industrial Census is used to conduct the empirical analysis for this 

study, which consists of 73,931 enterprises across all regions in Thailand. This Industrial 

Census is normally conducted by the National Statistical Office (NSO) every 10 years, and 

consists of six parts: (i) general information on establishments, (ii) persons engaged and 

remuneration, (iii) cost of production and expenditure of establishments, (iv) production and 

receipts of establishments, (v) fixed assets of establishments, and (vi) research and 

development and laboratory spending and activities.  

Thailand’s small and medium sized enterprises (SMEs) can be defined using two 

measures: (i) the number of employees or (ii) the level of fixed assets. Focusing on the Thai 

manufacturing sector, an enterprise which either employs at most 50 workers or has fixed 

assets with a value not exceeding 50 million baht is considered as a small enterprise. In 

addition, an enterprise which either employs between 51 and 200 workers or has fixed assets 

with a value between 51 and 200 million baht is defined as a medium sized enterprise. With 

respect to this criteria, enterprises which have 200 or less workers are selected as SMEs for 

this study. As a result, 70,355 enterprises are defined as SMEs, accounting for 95.16 percent 

of total manufacturing enterprises. One of the firm specific factors used to determine the 

export participation of Thai SMES is labour productivity, and, therefore 5,244 negative 

value-added observations are deleted from the data sample.  As a result of this 65,111 Thai 

SMEs are used to conduct the empirical analysis for this study. The classification of sub-

manufacturing sectors used in the empirical analysis is also based on the Thailand Standard 

Industrial Classification (TSIC), 23 divisions of TSIC are grouped into 8 groups as indicated 

in Table 1. 
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Table 1: Thailand standard industrial classification (2-digits TSIC)  

Division of 

TSIC 

 

 

Division of Industry Groups 

15 Manufacture of food products and beverages 1 

16 Manufacture of tobacco products 1 

17 Manufacture of textiles 2 

18 Manufacture of wearing apparel; dressing and dyeing of fur 2 

19 Tanning and dressing of leather; manufacture of luggage,  2 

         handbags, saddlery, harness and footwear  

20 Manufacture of wood and of products of wood and cork,    

except furniture; manufacture of articles of straw and plaiting     

materials 

3 

21 Manufacture of paper and paper products 3 

22 Publishing, printing and reproduction of recorded media 3 

23 Manufacture of coke, refined petroleum products  4 

          and nuclear fuel  

24 Manufacture of chemicals and chemical products 4 

25 Manufacture of rubber and plastics products 4 

26 Manufacture of other non-metallic mineral products 5 

27 Manufacture of basic metals 5 

28 Manufacture of fabricated metal products, except machinery     

and equipment 

5 

29 Manufacture of machinery and equipment n.e.c. 6 

30 Manufacture of office, accounting and computing machinery 6 

31 Manufacture of electrical machinery and apparatus n.e.c. 6 

32 Manufacture of radio, television and communication  

equipment and apparatus 

6 

33 Manufacture of medical, precision and optical instruments,  6 

         watches and clocks  

34 Manufacture of motor vehicles, trailers and simi-trailers 7 

35 Manufacture of other transport equipment 7 

36 Manufacture of furniture; manufacturing n.e.c. 8 

37 Recycling 8 

Source: The 2007 Thai Industrial Census, National Statistic Office of Thailand 

V. EMPIRICAL MODELS 

A binary variable for “export participation” is used as the dependent variable in this 

study. Therefore, the Limited Dependent Variable Models such as (i) the Probit model, (ii) 
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the Logit model, and (iii) the linear pobability model can be conducted for this study, which 

can be illustrated as follows (Wooldridge, 2006): 

                Probit Model    

                          Logit Model                              

          Linear Probability Model 

Where: 

 is the standard normal density which is given by   

For Probit and Logit models the relationship between dependent and independent 

variables is assumed to be an increasing function. For the binary response model, Wooldridge 

(2006, p256, 582) also mentioned that the Probit and Logit models can overcome certain 

drawbacks from the linear probability model (LPM), since the LPM model violates the 

homoskedasticity assumption which is important for justifying the t and F statistics. The 

assumption of linear parameters between the dependent and independent variables is also 

generally required for the LPM model under the OLS estimation. The Probit model is also 

more popularly compared with the Logit model, since economists are likely to favour the 

normality assumption of the Probit model (Wooldridge, 2006, p385). In addition, the method 

of maximum likelihood estimation 1F

2
 of the Probit and Logit models automatically accounts for 

the heteroskedasticity problem. However, these three estimation models are used to check the 

sensitivity of the results for this study (see Jongwanich and Kohpaiboon, 2008). The question 

for the export decision of all firms can be written as follows 

+  

 

Where   is export decision of firm i in industry j 

                                                            
2 Under the method of maximum likelihood estimation the probability distribution of the error terms must only 

be assumed (Gujarati 2003, p.113). The assumptions underlying OLS, therefore, are not required for the ML 

method; these OLS assumptions include (i) linearity in the parameter, (ii) random sampling, (iii) no perfect 

collinearity (no perfect linear associations among the explanatory variables), (iv) zero conditional mean (the 

error term has an expected value of zero, given any values of the explanatory variables), (v) homoskedasticity 

(the error term has a constant variance, given any values of the explanatory variables), (vi) normality (e.g., the 

error term is independent of the explanatory variables, and normally distributed with zero mean and variance 

and (vi) no serial correlation (the error terms in two different time periods are uncorrelated) (Wooldridge 2006, 

pp347-354).  
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  is an unknown parameter to be estimated for each independent variable   

an independent variable i in industry j 

  is the random error 

 

Furthermore, the Maximum Likelihood two-limit Tobit model is adopted when export 

performance as indicated by the ratio of exports to total sales is used as the dependent 

variable, where its values are normally bounded between zero and one. Applying the method 

of Ordinary Least Squares (OLS) with such a dependent variable where its values are 

bounded between zero and one will lead to biased and inconsistent estimators, since the OLS 

method is likely to estimate the values which are greater than one (Kumbhakar and Lovell, 

2000; Coelli et al., 2005; Hoff, 2006; McDonald, 2009). The Maximum Likelihood two-limit 

Tobit Model can be written as follows: 

                                                           +                                              

                                                         

Where: 

= Unobserved export performance of firm i in industry j 

= Observed export performance of firm i in industry j 

 =  Unknown parameter to be estimated for each independent variable   

   = Independent variable i in industry j 

  =   Random error ( )) 

 

Six equations for the export decision and export performance of all firms are identified and 

examined by four estimation techniques as follows:  

 

Equation 1:                                                        
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Equation 2: 

+ +

   

Equation 3: 

+ + 

  

Equation 4:                                                        

 

    

Equation 5: 

 

Equation 6: 

+ + 
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Where 

Dependent variables: 

Dummy for export participation  

   = Dummy for export participation: 

   = 1 if firm i in industry j exports in foreign markets 

                  = 0, otherwise 

 

Export  performance  

 

   = Export performance of firm i in industry j, represented by total exports to total sales 

 

Independent variables:  

 

 = Size of firm i in industry j, represented by the book value of fixed assets in the  

               natural logarithm form 

 

  =  Labour productivity of  firm i in industry j, represented by the value   

                                      added by total workers in the natural logarithm form 

 

 = Dummy for government assistant: 

   = 1 if firm i in industry j receives  privileges from                                                                                                                                                                                                 

  the Board of Investment  (BOI) 

                                           = 0, otherwise  

   =   Foreign Investment of firm i in industry t, represented by the percentage  

                                   of equity held by foreign investors.  

 

  =   Dummy for municipal area:  

 = 1 if firm i in industry j is located in the municipal area  

            = 0, if firm i in industry j is located in the non-municipal area 

 

    = Research and development (R&D), represented by the cost of research and   

                   development to administrative expenses of firm i in industry j. 

 

  = Age of firm i at time t, represented by the number of operating years 

 = Proportion of skilled workforce of firm i in industry j, represented by 

                                  the share of skilled workers to total workers.  

 

 = Producer Concentration in industry j, represented by 

                                            sum of the five largest firm sales  to total industrial sales.  

 

 =  Capital to Labour Ratio of firm i in industry j, represented by the book 

                                    value of fixed assets to total workers in the natural logarithm form. 
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 =  Dummy for SMEs classified in group 1, represented by firms which are in  

TSIC 15 and 16                                    

 

 =  Dummy for SMEs classified in group 3, represented by firms which are    

                              in TSIC 20, 21 and 22    

 

 =  Dummy for SMEs classified in group 4, represented by firms which are in 

TSIC 23, 24 and 25  

   

 =  Dummy for SMEs classified in group 5, represented by firms which are in 

TSIC 26, 27 and 28 

    

 =  Dummy for SMEs classified in group 6, represented by firms which are in 

TSIC 29, 30, 31, 32, and 33   

 

 =  Dummy for SMEs classified in group 7, represented by firms which are in 

TSIC 34 and 35 

     

 =  Dummy for SMEs classified in group 8, represented by firms which are in 

TSIC 36 and 37.    
 

Basic descriptive statistics and correlation matrix for all variables used in this study are also 

provided in Appendices 1 and 2. 

 
                                            VI. EMPIRICAL RESULTS 

 

Six econometric models were identified, which aim to test the effects of significant 

firm-level and industry-level factors on a firm’s export decision and its export performance. 

A firm’s export behaviour can be considered to involve the two-part decision making process 

which firstly focuses on the possibility of a firm to export, and then considers a firm’s export 

intensity as suggested by Althukorala et al. (1995) and Maddala (1983). Moreover, linear and 

non-linear effects of some variables on a firm’s export decision and its export performance 

were also investigated in this study. The effects of industry dummy variables on an industry’s 

decision to export and its export performance were also examined so that the possibility of 

each industry’s decision to export can be orderly ranked. Six equations were tested by a series 

of estimation techniques such as (i) the probit model, (ii) the logit model, (iii) the linear 

probability model (OLS), and (iv) the tobit model. The use of these estimation techniques is 

aimed at increasing the confidence of the empirical results as illustrated in Table 2.   
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Table 2: Factors affecting the export decision and performance of Thai manufacturing SMEs  

Model  Model 1   Model 2 

  OLS Probit Logit Tobit 

 
OLS Probit Logit Tobit 

Dependent Variable:  

        Export Dummy/Export Intensity 

        Obs Dep=0 61370 61370 61370 
  

61370 61370 61370 
 Obs Dep =1 3741 3741 3741 

  
3741 3741 3741 

 Independent Variable: 

        C -0.03590* -4.94250* -10.92855* -1.90427 

 

-0.03532* -6.87343* -18.16859* -3.17109* 

 

(0.00233) (0.13878) (0.30943) (0.04797) 

 

(0.00464) (0.76848) (2.11633) (0.23442) 

Size 0.00974* 0.40274* 0.99504* 0.15857 

 

0.00961* 0.39576* 0.97189* 0.15686* 

 

(0.00049) (0.01686) (0.03742) (0.00616) 

 

(0.00051) (0.01675) (0.03724) (0.00614) 

Size2 
         

          Labour_Product 0.00205* 0.10255* 0.23964* 0.03135* 

 

0.00163 0.44506* 1.50352* 0.26063* 

 

(0.00020) (0.01130) (0.02646) (0.00362) 

 

(0.00100) (0.13194) (0.35860) (0.03998) 

Labour_Product2 
     

0.00002 -0.01523 -0.05511 -0.01013 

      

(0.00006) (0.00562) (0.01514) (0.00169) 

Government_Assist 0.94363* 4.02101* 7.85963* 1.25850* 

 

0.94341* 4.02457* 7.88996* 1.25720* 

 

(0.00313) (0.06534) (0.16706) (0.01397) 

 

(0.00314) (0.06597) (0.16986) (0.01391) 

Foreign_Own 0.00026* 0.00273* 0.00524** 0.00092* 

 

0.00026* 0.00317* 0.00661* 0.00111* 

 

(0.00008) (0.00130) (0.00279) (0.00023) 

 

(0.00008) (0.00131) (0.00281) (0.00023) 

Municipal_ Area 0.00706* 0.34740* 0.91077* 0.12530* 

 

0.00708* 0.32571* 0.84118* 0.11260* 

 

(0.00081) (0.03756) (0.09181) (0.01154) 

 

(0.00080) (0.03762) (0.09139) (0.01151) 

R&D 0.00063* 0.00464 0.00529 -0.00114 

 

0.00065* 0.00707 0.01144 -0.00054 

 

(0.00025) (0.00449) (0.00820) (0.00185) 

 

(0.00025) (0.00456) (0.00860) (0.00180) 

Age 0.00027* 0.00553* 0.01199* -0.00007 

 

0.00068* 0.02183* 0.05353* 0.00323* 

 

(0.00004) (0.00142) (0.00314) (0.00058) 

 

(0.00009) (0.00431) (0.01019) (0.00149) 

Age2 
     

-0.00001* -0.00036* -0.00088* -0.00008* 

      

(0.00000) (0.00009) (0.00020) (0.00003) 

Skilled_Labour -0.00598* 0.12552* 0.36144* 0.08694* 

 

-0.00601* 0.11986* 0.35267* 0.08178* 

 

(0.00120) (0.04922) (0.11556) (0.01645) 

 

(0.00120) (0.05010) (0.11765) (0.01680) 

Concentration_Ratio 0.00170 0.01125** 0.01987* 0.00624* 

 

0.00170 0.01166** 0.02082* 0.00644* 

 

(0.00162) (0.00681) (0.00970) (0.00243) 

 

(0.00162) (0.00677) (0.00953) (0.00237) 

Capital/Labour -0.00961* -0.40616* -1.01035* -

0.16402* 
 -0.00951* -0.40254* -0.99420* -0.16308* 

 

(0.00051) (0.02085) (0.04683) (0.00688)  (0.00053) (0.02102) 0.04688 (0.00692) 

SME_G1 
         

          SME_G3 
         

          SME_G4 
         

          SME_G5 
         

          SME_G6 
         

          SME_G7 
         

          SME_G8 
                             

R2/ Mc-Fadden R2 0.821 0.798 

 

0.797 

 

- 

 

0.821 

 

0.799 0.799 

 

- 

F-statistic 29835 22849 22836 20340 

 

24873 22877 22877 20405 

Prob (F - statistic)  0.00000 0.00000 0.00000 0.00000   0.00000 0.00000 0.00000 0.00000 
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Model  Model 3   Model 4 

  OLS Probit Logit Tobit 

 
OLS Probit Logit Tobit 

Dependent Variable:  

        Export Dummy/Export Intensity 

        Obs Dep=0 61370 61370 61370 
  

61370 61370 61370 
 Obs Dep =1 3741 3741 3741 

  
3741 3741 3741 

 Independent Variable: 

        C -0.03201* -7.53189* -20.80911* -3.51414* 

 

-0.03677* -5.12236* -11.43774* -1.95355* 

 (0.00539) (0.92486) (2.53437) (0.24574) 

 

(0.00236) (0.15506) (0.34835) (0.04885) 

Size 0.00882* 0.55624* 1.51422* 0.25510* 

 

0.00980* 0.40315* 0.98411* 0.15590* 

 (0.00087) (0.07958) (0.18714) (0.01908) 

 

(0.00049) (0.01688) (0.03754) (0.00588) 

Size2 0.00003 -0.00529* -0.01774* -0.00322* 

      (0.00003) (0.00255) (0.00597) (0.00058) 

     Labour_Product 0.00166** 0.40086* 1.37708* 0.22315* 

 

0.00239* 0.12146* 0.29356* 0.04247* 

 (0.00100) (0.12410) (0.35110) (0.03707) 

 

(0.00021) (0.01219) (0.02904) (0.00376) 

Labour_Product2 0.00001 -0.01277* -0.04812* -0.00811* 

      (0.00006) (0.00530) (0.01478) (0.00158) 

     Government_Assist 0.94318* 4.04250* 7.94219* 1.26017* 

 

0.94202* 4.04053* 7.95006* 1.21863* 

 (0.00316) (0.06582) (0.17231) (0.01394) 

 

(0.00316) (0.06757) (0.17166) (0.01370) 

Foreign_Own 0.00026* 0.00353* 0.00778* 0.00131* 

 

0.00026* 0.00248* 0.00532** 0.00107* 

 (0.00008) (0.00133) (0.00284) (0.00023) 

 

(0.00008) (0.00132) (0.00287) (0.00022) 

Municipal_ Area 0.00710* 0.31293* 0.80471* 0.10259* 

 

0.00638* 0.30472* 0.80385* 0.09392* 

 (0.00080) (0.03765) (0.09103) (0.01146) 

 

(0.00080) (0.03812) (0.09258) (0.01107) 

R&D 0.00065* 0.00808** 0.01328 0.00003 

 

0.00066* 0.00660 0.00974 0.00065 

 (0.00025) (0.00465) (0.00891) (0.00177) 

 

(0.00025) (0.00459) (0.00835) (0.00174) 

Age 0.00068* 0.02264* 0.05477* 0.00354* 

 

0.00030* 0.00701* 0.01469* 0.00051 

 (0.00009) (0.00431) (0.01018) (0.00146) 

 

(0.00004) (0.00142) (0.00309) (0.00055) 

Age2 -0.00001* -0.00037* -0.00089* -0.00008* 

      (0.00000) (0.00009) (0.00020) (0.00003) 

     Skilled_Labour -0.00595* 0.11408* 0.32023* 0.07484* 

 

-0.00619* 0.09007** 0.27823* 0.07299* 

 (0.00120) (0.05058) (0.11910) (0.01684) 

 

(0.00122) (0.05003) (0.11633) (0.01603) 

Concentration_Ratio 0.00170 0.01190* 0.02095* 0.00669* 

 

0.00195 0.01428* 0.02450* 0.00743* 

 (0.00162) (0.00688) (0.00978) (0.00237) 

 

(0.00162) (0.00676) (0.01008) (0.00227) 

Capital/Labour -0.00932* -0.43228* -1.06875* -0.18168* 

 

-0.00943* -0.39280* -0.96234* -0.15530* 

 (0.00056) (0.02083) (0.04642) (0.00752) 

 

(0.00051) (0.02148) (0.04980) (0.00655) 

SME_G1 

     

-0.00907* -0.34401* -0.89650* -0.12500* 

 

     

(0.00116) (0.06432) (0.15592) (0.01976) 

SME_G3 

     

-0.00930* -0.38679* -0.98743* -0.12492* 

 

     

(0.00135) (0.06884) (0.16049) (0.02203) 

SME_G4 

     

-0.00685* -0.25034* -0.63920* -0.17822* 

 

     

(0.00219) (0.06329) (0.14888) (0.02090) 

SME_G5 

     

-0.00946* -0.34733* -0.86388* -0.19124* 

 

     

(0.00131) (0.05963) (0.14438) (0.02044) 

SME_G6 

     

-0.00617* -0.25077* -0.62853* -0.17597* 

 

     

(0.00243) (0.07801) (0.18683) (0.02295) 

SME_G7 

     

-0.00873* -0.29679* -0.74310* -0.15802* 

 

     

(0.00420) (0.12180) (0.28505) (0.03427) 

SME_G8 

     

0.00730* 0.27928* 0.65753* 0.15337* 

            (0.00196) (0.05894) (0.13254) (0.01981) 

R2/ Mc-Fadden R2 0.821 

 

0.799 0.800 - 

 

0.821 

 

0.803 

 

0.803 

 

- 

F-statistic 22960 22893 22901 20464 

 

17613 23000 23002 20740 

Prob (F - statistic)  0.00000 0.00000 0.00000 0.00000 

 

0.00000 0.00000 0.00000 0.00000 
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Model  Model 5   Model 6 

  OLS Probit Logit Tobit 

 
OLS Probit Logit Tobit 

Dependent Variable:  

        Export Dummy/Export Intensity 

        Obs Dep=0 61370 61370 61370 
  

61370 61370 61370 
 Obs Dep =1 3741 3741 3741 

  
3741 3741 3741 

 Independent Variable: 

        C -0.03467* -7.06614* -18.62277 -3.19183* 

 

-0.02861* -7.47539* -20.74273* -3.42585* 

 (0.00467) (0.79851) (2.17927) (0.23671) 

 

(0.00541) (0.96175) (2.56768) (0.25036) 

Size 0.00963* 0.39517* 0.95795 0.15377* 

 

0.00820* 0.49787* 1.38907* 0.22165* 

 (0.00051) (0.01673) (0.03744) (0.00586) 

 

(0.00085) (0.07995) (0.17921) (0.01814) 

Size2 

     

0.00005** -0.00339 -0.01410* -0.00223* 

 
     

(0.00003) (0.00258) (0.00572) (0.00056) 

Labour_Product 0.00162 0.46355* 1.54264* 0.26536* 

 

0.00168** 0.43188* 1.43497* 0.23832* 

 (0.00101) (0.13571) (0.36831) (0.04035) 

 

(0.00101) (0.12907) (0.36290) (0.03828) 

Labour_Product2 0.00004 -0.01518* -0.05443* -0.00980* 

 

0.00002 -0.01352* -0.04878* -0.00839* 

 (0.00006) (0.00578) (0.01555) (0.00170) 

 

(0.00006) (0.00549) (0.01528) (0.00162) 

Government_Assist 0.94176* 4.04603* 7.98228* 1.21680* 

 

0.94133* 4.05589* 8.02178* 1.21966* 

 (0.00318) (0.06836) (0.17465) (0.01365) 

 

(0.00320) (0.06841) (0.17729) (0.01369) 

Foreign_Own 0.00026* 0.00299* 0.00687* 0.00127* 

 

0.00025* 0.00321* 0.00768* 0.00140* 

 (0.00008) (0.00134) (0.00289) (0.00022) 

 

(0.00008) (0.00135) (0.00290) (0.00022) 

Municipal_ Area 0.00641* 0.28273* 0.73618* 0.08208* 

 

0.00644* 0.27631* 0.71247* 0.07646* 

 (0.00079) (0.03823) (0.09238) (0.01107) 

 

(0.00079) (0.03845) (0.09239) (0.01113) 

R&D 0.00068* 0.00916** 0.01589** 0.00114 

 

0.00067* 0.00964* 0.01683** 0.00143 

 (0.00025) (0.00470) (0.00891) (0.00171) 

 

(0.00024) (0.00477) (0.00917) (0.00168) 

Age 0.00074* 0.02577* 0.06137* 0.00420* 

 

0.00072* 0.02614* 0.06183* 0.00437* 

 (0.00009) (0.00438) (0.01036) (0.00139) 

 

(0.00009) (0.00438) (0.01034) (0.00138) 

Age2 -0.00001* -0.00041* -0.00098* -0.00008* 

 

-0.00001* -0.00041* -0.00098* -0.00009* 

 (0.00000) (0.00009) (0.00020) (0.00003) 

 

(0.00000) (0.00009) (0.00020) (0.00003) 

Skilled_Labour -0.00621* 0.08521** 0.27341* 0.06908* 

 

-0.00610* 0.08146 0.24563* 0.06445* 

 (0.00122) (0.05090) (0.11863) (0.01635) 

 

(0.00122) (0.05151) (0.12041) (0.01645) 

Concentration_Ratio 0.00196 0.01474* 0.02529* 0.00767* 

 

0.00195 0.01475* 0.02498* 0.00778* 

 (0.00162) (0.00677) (0.01000) (0.00222) 

 

(0.00162) (0.00686) (0.01021) (0.00222) 

Capital/Labour -0.00929* -0.38858* -0.94450* -0.15404* 

 

-0.00895* -0.40689* -0.99718* -0.16671* 

 (0.00053) (0.02164) (0.05015) (0.00661) 

 

(0.00055) (0.02062) (0.04617) (0.00705) 

SME_G1 -0.00905* -0.33619* -0.86460* -0.12226* 

 

-0.00914* -0.32110* -0.83149* -0.11295* 

 (0.00116) (0.06413) (0.15439) (0.01982) 

 

(0.00116) (0.06324) (0.15407) (0.01975) 

SME_G3 -0.00935* -0.39497* -1.00486* -0.13073* 

 

-0.00947* -0.38745* -0.99035* -0.12700 

 (0.00136) (0.06916) (0.15919) (0.02222) 

 

(0.00135) (0.06917) (0.16040) (0.02222) 

SME_G4 -0.00681* -0.25150* -0.63415* -0.17271* 

 

-0.00706* -0.24007* -0.60827* -0.16335* 

 (0.00220) (0.06341) (0.14766) (0.02075) 

 

(0.00220) (0.06307) (0.14738) (0.02063) 

SME_G5 -0.00955* -0.35674* -0.87881* -0.19603* 

 

-0.00972* -0.34356* -0.84574* -0.18808* 

 (0.00131) (0.05958) (0.14302) (0.02038) 

 

(0.00130) (0.05907) (0.14200) (0.02032) 

SME_G6 -0.00634* -0.25967* -0.64315* -0.18107* 

 

-0.00647* -0.24670* -0.61135* -0.17423* 

 (0.00243) (0.07806) (0.18589) (0.02293) 

 

(0.00243) (0.07666) (0.18101) (0.02276) 

SME_G7 -0.00880* -0.30422* -0.73465* -0.16426* 

 

-0.00902* -0.28995* -0.68970* -0.15588* 

 (0.00420) (0.12187) (0.28198) (0.03429) 

 

(0.00419) (0.12050) (0.27735) (0.03411) 

SME_G8 0.00739* 0.28533* 0.66358* 0.14980* 

 

0.00738* 0.28528* 0.65573* 0.14850* 

  (0.00196) (0.05975) (0.13296) (0.02018)   (0.00196) (0.05995) (0.13290) (0.02027) 

R2/ Mc-Fadden R2 0.821 

 

0.804 

 

0.805 

 

- 

 

        0.821 

 

0.804 

 

0.805 

 

- 

F-statistic 15766 23031 23045 20803 

 

14978 23037 23059 20833 

Prob (F - statistic)  0.00000 0.0000 0.000000 0.00000 

 

   0.00000 0.00000 0.00000 0.00000 



  

22 
 

Note: White heteroskedasticity-consistent standard errors (S. E.) are in parentheses for OLS; For logit and probit 

models Huber/White robust standard errors (S.E.) are in parentheses; * and ** indicate that the coefficients are 

statistically significant at the 5% level and 10 % levels, respectively; For the Tobit model left censored 

observations are 61, 370, right observations are zero, uncensored observations are 3,740, and total observations 

are 65,111. 

 

Firm Size 

The empirical results strongly reveal that firm size has a significantly positive and 

linear effect on the export decision as measured by a dummy variable for exports and tested 

by a series of estimation techniques, such as (i) the probit model, (ii) the logit model, (iii) the 

linear probability model (OLS) for Thai manufacturing SMEs. Firm size is also significantly 

and positively related with its export performance as measured by the ratio of export sales to 

total sales and tested by the Tobit model for Thai manufacturing SMEs. These results 

strongly imply that large firms are likely to participate in the international market, since they 

can cover sunk costs necessary to enter into export markets (Greenaway et al., 2007).  In 

other words, large firms can earn sufficient profits to cover their sunk costs incurred during 

exporting. This empirical evidence is consistent with the finding of Jongwanich and 

Kohpaiboon (2008). Moreover, larger firms are likely to have better export performance as 

measured by the ratio of export sales to total sales.  

  

The non-linear effect of firm size on the export decision and export performance was 

examined in the 3
rd

 and 6
th

 models.  Focusing on the 3
rd

 model firm size was also found to 

have a significant and negative non-linear effect on the export decision and export 

performance, except the OLS estimation for the case of Thai manufacturing SMEs. Indicating 

that after a certain threshold, larger firms do not exert a positive influence on the export 

decision and export performance. Similarly, a significant and negative non-linear relationship 

was also found in the 6
th

 model estimated by the Logit and Tobit estimations. This empirical 

finding is contradicted by the insignificant finding of Jongwanich and Kohpaiboon (2008) 

and the significant and negative finding of Dueñas-Caparas (2006).   

 

Firm Age 

Firm age was also found to be statistically and positively related to a firm’s export 

decision and its export performance in all models estimated by all statistical techniques, 

except in the 1
st
 and 4

th
 models estimated by the Tobit estimation. This result implies that 
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older firms can compete with foreign companies due to their cumulative experience, business 

networks and reputation. In other words, older firms tend to have more experience and be 

more efficient through their learning-by-doing process than younger firms. This result is 

consistent with the finding of Jongwanich and Kohpaiboon (2008). In addition, older firms 

are likely to have better export performance for the case of Thai manufacturing SMEs. 

 

A significant and negative non-linear relationship between firm age and its export 

decision as well as export performance was strongly found in all models estimated by all 

statistical techniques for the case of Thai manufacturing SMEs. This is because after a certain 

threshold older firms might not be able to participate in foreign markets and they might not 

have a better export performance, since they are stuck with outdated physical capital, but 

young firms are more proactive, flexible, and aggressive than older firms (Aggrey et al., 

2010). These results are also consistent with the finding of Jongwanich and Kohpaiboon 

(2008).   

 

Productivity 

Productivity as measured by labour productivity was found to be significantly and 

positively related with a firm’s export decision and its export performance in all models, 

except in the 2
nd

 and 5
th

 models estimated by OLS 2F

3
.  This implies that only more efficient 

firms will self-select into the export market and have better export performance, since the 

most productive firms can survive in highly competitive foreign markets, resulting in a higher 

level of export performance. The reason is that there exist additional costs in exporting to 

foreign countries. These costs include transportation costs, marketing costs, or production 

costs in developing existing products for foreign customers, which obstruct small or less 

successful firms becoming new exporters (Wagner, 2005). The significant and negative non-

linear relationship between a firm’s export decision as well as its export performance was 

found in the 3
rd

, 4
th

, and 5
th

 models using almost all estimation techniques, except for the 

OLS estimation. This empirical findings indicate that after a certain threshold, firm 

productivity does not exert a positive influence on a firm’s export decision and its export 

performance. Insignificant results, however, were found in the 2
nd

 model. These significant 

                                                            
3  However, the OLS estimation under the LPM is not reliable compared with other estimation techniques, since 

the LPM model violates the homoskedasticity assumption which is important for justifying the t and F statistics 

(see Section IV).  
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and positive linear and negative non-linear results for a firm’s export decision are consistent 

with the results of Jongwanich and Kohpaiboon (2008).  

 

Government Assistance 

Government assistance was strongly found to have a significant and positive effect on 

a firm’s export decision and its export performance in all models estimated by all statistical 

techniques for Thai manufacturing SMEs. This empirical finding implies that government 

assistance through the BOI’s privileges can help support Thai manufacturing SMEs to 

participate in the international market, leading to a higher level of export performance. In 

other words, government assistance through financial support (e.g., credit assistance, income 

tax exemption or reduction, and exemption from import duty on essential raw materials) and 

non-financial support (e.g., managerial and technical assistance, and training support) is 

necessary to promote the export participation of Thai manufacturing SMEs as well as their 

export performance. This significant result for a firm’s export decision is also consistent with 

the finding of Wu and Cheng (1999).   

 

Foreign Investment (Ownership)  

Foreign investment (Ownership) was found to be significantly and positively related 

to a firm’s export decision and its export performance in all models estimated by all statistical 

techniques. This significant positive result implies that foreign ownership helps local firms to 

export to foreign markets, resulting in better export performance. It also strengthens their 

export performance, since foreign partners bring new foreign markets and distribution outlets, 

new products, managerial know how and advanced production technology (Jongwanich and 

Kohpaiboon, 2008). This significant result for a firm’s export decision is also consistent with 

other empirical studies (Greenaway et al., 2007; Jongwanich and Kohpaiboon, 2008; Aggrey 

et al., 2010).   

 

Firm Location 

Municipal area was strongly found to have a significant and positive impact on a 

firm's export decision and its export performance in all models estimated by all statistical 

techniques. This finding shows that Thai manufacturing SMEs which are located in  

municipal areas are more likely to participate in foreign markets, resulting in a higher level of 

export performance, since they gain more advantages in terms of transport costs, 
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infrastructure, spillover effects, labour, and natural resources in exporting than firms which 

are located in non-municipal areas.  

 

Skilled Labour 

 Skilled labour was found to be significantly and positively related with a firm’s 

export decision and its export performance for Thai manufacturing SMEs. This significant 

and positive result was only found when the Logit, Probit, and Tobit estimations were 

adopted in all models. This significant and positive result for a firm’s export decision is 

consistent with the findings of Dueñas-Caparas (2006) and Roper and Love (2002) who show 

that higher skilled manpower is likely to be positively related with a higher level of a firm’s 

exports. A significant and negative result was also found when the OLS estimation was used 

for all models. This result, however, seems to be less important compared with other 

estimation techniques due to unjustified t and F statistics of the OLS estimation under the 

LPM (see Section V).   

 

Research and Development (R&D) 

Research and development (R&D) expenditure was found to have a positive effect on 

a firm’s export decision and its export performance. However, a significant result was only 

found for the OLS estimation in all models and the Probit estimation in the 5
th

 and 6
th

 models. 

This significant and positive result indicates that R&D helps improve the quality of a firm’s 

products so that it is able to engage in foreign markets. This positive result for a firm’s export 

decision is consistent with the finding of Roper and Love (2002). 

 

Capital-Labour Ratio (K/L ratio) 

 The capital to labour ratio was found to be significantly and negatively related with an 

industry’s decision to export as well as its export performance in all models estimated by all 

statistical techniques for Thai manufacturing SMEs. This result implies that Thai 

manufacturing SMEs in an industry that has a low capital-labour ratio is likely to participate 

in the international market, resulting in a higher level of export performance, since they 

utilize the supply of cheap labour in the country as their comparative advantage over other 

countries in order to produce labour-intensive products. This significant and negative result 

for a firm’s export decision is consistent with the result of Jongwanich and Kohpaiboon 

(2008), but is contradict the results of Athukorala et.al. (1995) and Kokko et. al. (2001).  
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Producer Concentration (CR 5) 

Finally, producer concentration, as measured by the top five highest firm sales to total 

industry sales, was found to have a significant and positive impact on a firm’s decision to 

export as well as its export performance in all models and statistical techniques, except those 

estimated by the OLS which produces a positive result but it is statistically insignificant.  

However, this result contradicts the findings of Jongwanich and Kohpaiboon (2008). They 

concluded that the possibility of a firm’s decision to export declines when the firm’s market 

power (producer concentration) exists in an industry. Unlike their result, this study only 

captures Thai manufacturing SMEs, and therefore large enterprises are excluded from the 

study. Those large enterprises are likely to dominate most sales of an industry. This is the 

reason why the top-five largest values of sales by SMEs are not comparable with the top-five 

largest value of sales by large enterprises. This is why Thai manufacturing SMEs are forced 

to expand their sales by exporting in foreign markets.  

 

Industry Dummy 

 The empirical results for all models estimated by all statistical techniques show that 

all variables for all SME groups are statistically significant, indicating that Thai 

manufacturing SMEs in group 8 are likely to participate more in foreign markets and have a 

better export performance than those in group 2 as the base group. In addition, SMEs in 

groups 1, 3, 4, 5, 6, and 7 tend to engage less in export activity and have a lower export 

performance than those in group 2 as the base group. With respect to the magnitude of each 

estimated industry coefficient, Thai manufacturing SMEs in group 8 are likely to have the 

highest likelihood of exporting as well as the best export performance over other SME 

groups, followed by SMEs in group 2. This result implies that SMEs which are in TSIC 36 

(manufacture of furniture and manufacturing n.e.c.) and TSIC 37 (Recycling) perform the 

best in terms of export activity. They are also followed by SMEs in group 2 which are in 

TSIC 18 (manufacture of textiles), TSIC 19 (manufacture of wearing apparel, dressing and 

dyeing of fur), and TSIC 20 (tanning and dressing of leather, manufacturer of luggage, 

handbags, saddler, harness and footwear).  However, the results of the estimated coefficients’ 

size for SMEs in groups 1, 3, 4, 5, 6, and 7 are not consistent in each model and statistical 

technique, and therefore the ranking among SMEs in groups 1, 3, and 4
 
cannot be derived 

from this study.  
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 This result indicates that SMEs in group 8 and 2 produce more labour-intensive 

products compared with the other SME groups. This is also consistent with the finding of the 

significant and negative relationship between the capital to labour ratio and a firm’s decision 

to export as well as its export performance, implying that Thai manufacturing SMEs are able 

to compete with other foreign firms in other countries by employing cheap labour as the key 

source of comparative advantage in the country as suggested by Jongwanich and Kohpaiboon 

(2008). Moreover, this result can be related with the finding of the significant and positive 

association between the use of skilled labour and a firm’s decision to export as well as its 

export performance. This is because those SMEs in groups 8 and 2 normally require skilled 

labour for their production which leads to a higher level of export performance.   

 

VII. CONCLUSIONS AND POLICY IMPLICATIONS 

  This paper has examined the effects of both firm-specific and industry factors on a 

firm’s decision to export as well as its export performance. The OLS, Probit, and Logit 

estimation techniques were used to investigate the effects of these variables on a firm’s 

export decision through six econometric models, except the Tobit estimation technique which 

was only employed to evaluate the case of a firm’s export performance. Moreover, the study 

used different estimation techniques aimed at increasing the reliability of the empirical result 

of the study.  Cross-sectional econometric analysis of firms was undertaken employing the 

2007 Thai Industrial Census which is the most updated industrial census available in 

Thailand. 65,111 Thai manufacturing SMEs were finally selected for this study.  

The key findings are that there exist a number of firm-specific factors which are 

significantly and positively related with a firm’s export decision and its export performance, 

such as (i) firm size, (ii) firm age, (iii) labour productivity, (iv) government assistance, (v) 

foreign investment (ownership), (vi) municipal location, and (v) skilled labour. Significant 

and negative non-linear results were also found for (i) firm size, (ii) firm age, and (iii) labour 

productivity, implying that after a certain threshold, firm size, firm age, and labour 

productivity would cause a firm’s export decision and its export performance to decline.        

With regards to the effects of industry factors on a firm’s export decision and its 

export performance, the significant and negative result for the capital – labour ratio indicates 

that the likelihood of a firm’s decision to export and its export performance in labour-

intensive industry is likely to be higher than that in a capital-intensive industry, which is 
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comparable to Thailand’s comparative advantage in utilizing cheap labour-abundant supply 

over some other countries 3F

4
. Furthermore, producer concentration has a significant and 

positive impact on a firm’s decision to export and its export performance for Thai 

manufacturing SMEs. Unlike Thai manufacturing large enterprises, this statistically 

significant and negative finding implies that Thai manufacturing SMEs which have the top 

five highest sales still cannot dominate the market, forcing them to expand their sales to 

foreign markets. Focusing on sub-manufacturing groups of SMEs, Thai manufacturing SMEs 

in group 8 (consisting of TSIC 36 (manufacture of furniture and manufacturing n.e.c.) and 

TSIC 37 (recycling)) tend to have the highest probability of exporting and also perform the 

best in terms of exports, followed by SMEs in group 2 (consisting of TSIC 18 (manufacture 

of textiles), TSIC 19 (manufacture of wearing apparel, dressing and dyeing of fur), and TSIC 

20 (tanning and dressing of leather, manufacturer of luggage, handbags, saddler, harness and 

footwear)). 

Empirically Based Policy Implications 

With respect to the empirical results an increase in firm size should be promoted for the case 

of Thai manufacturing SMEs, since large firms can earn sufficient profits to cover their sunk 

costs incurred during exporting. The government may encourage Thai manufacturing SMEs 

to increase their size, which can be made by a number of means such as (i) facilitating them 

to have access to bank loans with affordable interest payments or an equity increase through 

listing in the Market Alternative Investment (MAI) or with support from the Office of Small 

and Medium Enterprises Office, and (ii) encouraging them to increase their investment which 

can be made through tax and non-tax incentives4F

5
 approved by the Board of Investment (BOI).  

These suggestions are aimed at reaching an adequate size of Thai manufacturing SMEs, since 

larger firms may be at an advantage in gathering market information, launching overseas 

                                                            
4 However, this advantage has eroded considerably with the rise of less expensive labour countries such as 

China and Vietnam. 

5 Tax incentives are as follows: (i) Exemption/reduction of import duties on machinery, (ii) Reduction of 

import duties for raw or essential materials, (ii) Exemption of juristic person’s income tax and dividends, 

(iii) a 50 percent reduction of the juristic person’s income tax, (iv) double deductions from the costs of 

transportation, electricity and water supply, (v) Additional 25 percent deduction of the cost of installation or 

construction of facilities, (vi) Exemption of import duty on raw or essential materials for use in production 

for export. Moreover, non-tax incentives are as follows: (i) Permit for foreign nationals to enter the 

Kingdom for the purpose of studying investment opportunities, (ii) permit to bring into the Kingdom skilled 

workers and experts to work in investment promoted activities, (iii) permit to own land, and (iv) Permit to 

take out or remit money abroad in foreign currency (see BOI (2012)). 

 

 



  

29 
 

sales-promotion campaigns, bearing exchange rate and other risks, and adapting their 

products to foreign markets as suggested by Athukorala et.al. (1995).  

 

Labour productivity should also be strengthened in Thai manufacturing SMEs, since 

the most productive firms can compete in highly competitive markets. As a result, the 

government can encourage Thai manufacturing SMEs to launch worker training programs 

within their organizations. This can be achieved, for example, by allowing actual worker 

training programs’ expenditure to be double, and then used it for the corporate tax reduction. 

The government can also develop the mentoring and consulting system and the labour 

standard certification within formal and informal systems. Human resource development 

should be emphasized to be in line with real demand of the manufacturing sector and 

cooperative network building among educational institutions. Moreover, enhancement of the 

working place environment and social welfare will assist in promoting the productivity of 

workers in SMEs due to an increase in work loyalty. 

 

Similarly, skilled labour might be promoted for the case of Thai manufacturing SMEs, 

and therefore programs to upgrade knowledge and skills of entrepreneurs and employees 

might be emphasized by (i) developing learning mechanisms to enhance their capabilities, (ii) 

providing facilities which can enhance knowledge among employees, such as on-the-job 

training programs, e-learning school or university programs   

 

With respect to the significant and positive result of firm age and its export decision, 

policies which aim to help young manufacturing SMEs to participate in foreign markets are 

also necessary, such as (i) promoting cross-learning linkages between young firms and old 

firms, (ii) providing technological service support, (iii) providing the support of counseling 

and mentoring, knowledge and skills upgrading, (iv) promoting the knowledge on production, 

management, finance and marketing, and (v) providing a tax holiday 5F

6
 for young firms. 

However, after a certain threshold, firm size, firm age, and labour productivity will not help a 

firm’s export participation and its export performance. In other words, after a certain 

threshold, firms which are too large may be obstructed by “diseconomies of scale” in their 

production, and therefore public programs through the Board of Investment (BOI) and the 

Office of Small and Medium Enterprises Promotion (OSMEP) might be introduced to assist 

                                                            
6 In Thailand, a tax holiday currently refers to tax privileges that firms obtain from the Board of Investment 

(BOI). 
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them to enhance their export activity. Similarly, cross-cultural training programs between 

young and old firms might be useful, since, after a certain threshold, older firms might not be 

able to engage in export activity, since they are stuck with outdated physical capital and 

traditional management styles, but younger firms are more proactive, flexible, and aggressive 

than older firms. Regarding the significant and negative non-linear result of labour 

productivity, training programs for workers or the use of capital such as machinery and 

equipment might be necessary to maintain a firm’s export participation and its export 

performance.  

 

In addition, government assistance through the BOI’s privileges6F

7
 is also useful for 

Thai manufacturing SMEs, since the BOI privileges as previously discussed can help them 

contribute positively towards the international competitiveness of Thai manufacturing SMEs' 

export performance in the short run. In order to alleviate the nut-cracker effect faced by Thai 

manufacturing SMEs as identified previously in Section 1, the government should also 

support Thai manufacturing SMEs to move to higher value adding of their products and also 

create product differentiation. This can be implemented by encouraging the development of 

production structures from the role of original equipment manufacturers (OEM) to the role of 

original design manufacturers (ODM) and eventually to the role of original brand 

manufacturers (OBM).  

 

Encouraging foreign investment (ownership) is also useful for the case of Thai 

manufacturing SMEs, since foreign partners bring new foreign markets and distribution 

outlets, financial support, new products, managerial know how, and advanced production, 

and therefore help local firms participate in foreign markets. Moreover, research and 

development (R&D) is necessary for Thai manufacturing SMEs, since it helps contribute 

positively towards their export participation and competitiveness. Thai manufacturing SMEs 

which are located in municipal areas gain more advantages in terms of transport costs, 

infrastructure, spillover effects, labour, and natural resources. Therefore, policies, which 

focus on improving the country’s infrastructure and facilities necessary for exporting, should 

be undertaken.  

                                                            
7 This is because the BOI’s support was introduced as a proxy for government assistance.  
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Finally, the supply of skilled labour is the key comparative advantage of the country 

as indicated by the significant and negative sign of the capital - labour ratio, but the 

significant and positive sign was found for skilled labour and labour productivity. Similarly, 

SMEs in group 8 mostly participate in foreign markets, followed by SMEs in group 2, 

implying that these SME groups can participate in foreign markets due to the supply of 

labour - intensive products. Therefore, promoting the skills of labour as well as skill or 

knowledge – based products of the country is necessary to maintain its comparative 

advantage in the future. 
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APPENDIX 

Appendix 1: Descriptive Statistics  

Variables  Mean Median Max Min Obs. Unit of Measurement  

Dependent Variables:             

Export Decision 0.0575 0.0000 1.0000 0.0000 65111 Dummy  

Export Performance 0.0269 0.0000 1.0000 0.0000 65111 Ratio 

Independent Variables: 

      Size 13.4452 13.4254 24.4609 0.0000 65111 Natural Logarithm  

Labour Productivity 10.5051 11.0000 19.0000 -3.0000 65111 Natural Logarithm  

Government Assistance (BOI) 0.0489 0.0000 1.0000 0.0000 65111 Dummy  

Foreign Investment (Ownership)  1.5056 0.0000 100.0000 0.0000 65111 % 

Municipal Area 0.4410 0.0000 1.0000 0.0000 65111 Dummy  

R&D 0.1845 0.0000 77.0000 0.0000 65111 % 

Age 10.7542 8.0000 99.0000 1.0000 65111 Year 

Skilled Labour /Total Labour 0.3862 0.3300 1.0000 0.0000 65111 Natural Logarithm  

Producer Concentration (CD 5) 0.2277 0.1865 100.0000 0.0228 65111 Ratio 

Capital / Labour 11.4331 11.8180 20.1010 -5.1930 65111 Natural Logarithm  

SMEs in Group 1 0.2293 0.0000 1.0000 0.0000 65111 Dummy  

SMEs in Group 2* 0.1954 0.0000 1.0000 0.0000 65111 Dummy  

SMEs in Group 3 0.1184 0.0000 1.0000 0.0000 65111 Dummy  

SMEs in Group 4 0.0783 0.0000 1.0000 0.0000 65111 Dummy  

SMEs in Group 5 0.2051 0.0000 1.0000 0.0000 65111 Dummy  

SMEs in Group 6 0.0557 0.0000 1.0000 0.0000 65111 Dummy  

SMEs in Group 7 0.0187 0.0000 1.0000 0.0000 65111 Dummy  

SMEs in Group 8 0.0990 0.0000 1.0000 0.0000 65111 Dummy  

              

Source: Authors’ estimates  

Note: * SMEs in Group 2 are used as the base group to avoid the problem of the dummy trap  
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Appendix 2: Correlation Matrix Table   

 

 

Source: Author’s estimates  

Note: CD 5 is producer concentration

  Export  Export  Size Labour  Govt Foreign Muni R&D Age Skilled L    CD 5 K/L   SMEs SMEs SMEs SMEs SMEs SMEs SMEs SMEs 

  Decision Perform   Product Assist Invest   Area     /Total L.   

 

G1 G2 G 3 G 4 G5 G 6 G7 G8 

                                          

Export Decision 1.00 

                  

  

Export Perform 0.78 1.00 

                 

  

Size 0.28 0.22 1.00 

                

  

Labour Product 0.22 0.17 0.48 1.00 

              

    

Govt Assist 0.90 0.71 0.27 0.21 1.00 

              

  

Foreign Invest. 0.35 0.32 0.19 0.16 0.37 1.00 

             

  

Municipal Area 0.06 0.05 0.15 0.27 0.03 0.02 1.00 

            

  

R&D 0.08 0.05 0.06 0.05 0.08 0.04 0.03 1.00 

           

  

Age 0.09 0.06 0.16 0.17 0.08 0.01 0.14 0.03 1.00 

          

  

Skilled L/Total L 0.13 0.11 0.32 0.15 0.12 0.07 0.12 0.02 0.06 1.00 

         

  

CD 5* 0.02 0.03 0.01 0.01 0.02 0.03 -0.01 0.00 0.00 0.00 1.00 

        

  

K/ L 0.12 0.09 0.86 0.43 0.12 0.10 0.12 0.02 0.11 0.07 0.01 1.00 

       

  

SMEs G1 -0.07 -0.05 -0.04 -0.03 -0.06 -0.06 -0.07 -0.01 0.01 -0.12 0.03 0.02 1.00 

      

  

SMEs G2 -0.02 0.00 -0.13 -0.22 -0.03 -0.04 -0.03 -0.01 -0.07 -0.01 -0.03 -0.15 -0.27 1.00 

     

  

SMEs G3 -0.03 -0.02 -0.03 -0.03 -0.03 -0.03 0.02 -0.01 0.02 -0.03 -0.01 -0.02 -0.20 -0.18 1.00 

    

  

SMEs G4 0.11 0.06 0.16 0.12 0.11 0.08 0.02 0.06 0.03 0.07 0.00 0.07 -0.16 -0.14 -0.11 1.00 

   

  

SMEs G5 -0.04 -0.05 0.07 0.12 -0.04 -0.01 0.01 -0.01 0.02 0.07 -0.01 0.10 -0.28 -0.25 -0.19 -0.15 1.00 

  

  

SMEs G6 0.08 0.04 0.08 0.13 0.08 0.11 0.05 0.02 0.03 0.05 0.03 0.06 -0.13 -0.12 -0.09 -0.07 -0.12 1.00 

 

  

SMEs G7 0.05 0.03 0.07 0.07 0.05 0.08 0.03 0.01 0.02 0.04 0.09 0.04 -0.08 -0.07 -0.05 -0.04 -0.07 -0.03 1.00   

SMEs G8 0.03 0.07 -0.08 -0.03 0.02 0.00 0.02 -0.02 -0.03 -0.01 -0.03 -0.06 -0.18 -0.16 -0.12 -0.10 -0.17 -0.08 -0.05  1.00 
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Substantial numbers of entrepreneurial and family firms are active in the international arena, and 

internationalization is thus an essential development in their lifecycle. However, little 

information is available on the kinds of strategic steps family SMEs take in their entry into a 

foreign market, or on how they develop their network ties in this context. In this case study, 

covering the foreign market entry (FME) of eight family-owned SMEs, we found that family 

SMEs most often find their international cooperators in international trade shows, and that they 

deploy considerable resources on overcoming psychic distance. It was challenging for family 

SMEs to spend large amounts of time on building trust with foreign cooperators. We also 

discovered that family SMEs had difficulties in forming an international view and in giving 

entrepreneurial freedom to their foreign cooperators. Strategically speaking, their 

internationalization also suffered from a lack of network ties apart from their primary foreign 

partners. These findings motivate a set of six propositions that are intended to lead to further 

studies on this topic. 
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INTRODUCTION 

 

It was long thought that large multinational corporations occupied an overwhelming position in 

international business (Oviatt and McDougall 1994). Nonetheless, it has recently been 

recognized that substantial numbers of entrepreneurial and family firms are active in the 

international arena (Casillas and Acedo 2005), and this recognition that has led to family 

business internationalization becoming an important research area (Fernandez and Nieto 2005, 

2006; Graves and Thomas 2006, 2008) and an essential developmental phase in the family 

business lifecycle. Despite this, we have only limited knowledge on the internationalization 

processes of family firms that are directed at particular target markets (Kontinen and Ojala 

2010), to say nothing of the strategies of family entrepreneurs in this context.  

Networks become more complex over time (Hite and Hesterly 2001; Larson and Starr 

1993) and in the network model of internationalization (Johanson and Matsson 1988), foreign 

market entries are related to the development of network ties with other firms belonging to a 

network in a foreign market. Johanson and Mattsson’s (1988) model proposes that a firm can 

compensate for its limited resources by developing its position in an existing network (referred to 

as network closure by Coleman 1998), or alternatively by establishing new ties (referred to by 

Burt 2000 in terms of the structural holes perspective). Networks have generally been analyzed 

through the lens of progression (forward growth and advancement), although reality suggests 

that relationships involve both progression and regression (backward movement and 

deterioration) (Slotte-Kock and Coviello 2010). In addition to supporting the notion of both 

progression and regression, Slotte-Kock and Coviello (2010) suggest that increases and 

decreases in network size, and also the changes within relationships, should be investigated in 

future studies on networks. The present paper is a response to this call. 

In this article, the foreign market entry (FME) process of eight Finnish family SMEs into 

the French market will be discussed, with the aim of understanding how they act, what happens 

to their network ties in the process, and what kinds of strategic phases they face in an 

internationalization process directed at a particular target market. Hence, the paper will discuss 

the FME of eight Finnish family SMEs, identifying the strategic steps they may be required to 

take in FME to France. The research objects are depicted in Figure 1. 

 



 3 

 

Figure 1. Research objects. 

 

 The research questions are: 

1. What is the nature of the FME process among family SMEs? 

2. What kinds of strategic steps can be found in the FME of family SMEs, and in what ways 

do they appear to be different from those taken by non-family SMEs? 
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THEORETICAL BACKGROUND 

 

Networks and internationalization 

 

Hite and Hesterly (2001) and Larson and Starr (1993) agree that networks change over time. Hite 

and Hesterly (2001) suggest that over time networks change from being identity-based to more 

calculative in nature, and from being dominated by socially embedded ties to having a balance of 

embedded and arms-length ties. Hence, when the firm develops, the network shifts from being 

path-dependent (reliant on history and chance) to one that is more deliberately managed. Hite 

and Hesterly (2001) also found that an initially cohesive network can be expected to shift to one 

that is sparse or loosely integrated, and characterized by structural holes.
1
 They concluded that 

firms can benefit from cohesive networks, and networks related to structural holes. This is in line 

with Burt (2000), who found that the performance of a firm is highest when the firm achieves 

high levels in both network closure
2
 and the number of non-redundant contacts beyond the firm. 

Networks that span structural holes may provide the manager with timely information about new 

opportunities, whereas cohesive ties are needed to exploit those opportunities (Podolny and 

Baron 1997). According to Burt (2010, 151), “[w]here brokerage is about vision and growth 

from expanded horizons, closure is about control and productivity associated with people aligned 

on a shared goal.” 

The network model of internationalization (Johanson and Mattsson 1988) was introduced 

in the 1980s when it became evident that most firms used a variety of networks to facilitate their 

internationalization activities. According to the network model of internationalization (Johanson 

and Mattsson 1988), internationalization is related to the development of network ties with other 

firms belonging to a network within a foreign market. These ties between firms in different 

                                                 
1  Structural holes are here defined in the words used by Burt (2005 p. 25) as “place[s] in a network that 

could create value. A structural hole exists between two people or groups when either party is unaware 

of the value available if they were to coordinate on some point.” According to structural holes theory 

(Burt 1992), the benefits of social capital result from the diversity of information and the brokerage 

opportunities created by the lack of connections between separate groups in social networks. 
2         The traditional view of social capital emphasizes the positive effects of network closure (i.e. the 

formation of cohesive ties), in terms of social network benefits (Coleman 1988). In a closed 

network “people have strong relations with one another or can reach one another indirectly through 

strong relations to mutual contacts” (Burt 2010, p. 251).  
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markets act as bridges facilitating FME (Johanson and Vahlne 1990). The model proposes that a 

firm can compensate for its limited resources, by developing its position in an existing network, 

or alternatively, by establishing new ties (Johanson and Mattsson 1988). The former process is 

related to network closure (Coleman, 1988) and the latter to structural holes theory (Burt, 2000), 

as presented above. Within networks, mutual benefits motivate firms to develop and maintain 

network ties with each other (Johanson and Mattsson 1988; Johanson and Vahlne 2003). In 

foreign markets, a firm can have ties with different types of actors, for example with customers, 

distributors, suppliers, competitors, non-profit organizations, and bodies in public administration.  

In the network model of internationalization, attention is given to the type (informal, 

formal, intermediary) and context (direct, indirect) of a network tie. By contrast, the social 

capital perspective involves the levels of trust, emotion, and resources in a network tie. Strong 

ties are associated with relationships that have developed through interaction over time, and 

which encompass emotional intensity, intimacy, and reciprocal services (Granovetter 1973). An 

individual can only have a certain number of strong ties due to the maintenance costs associated 

with more intimate relationships (Singh 2000). By contrast, the number of weak ties can be high. 

These weak ties do not require high maintenance, but they can significantly help the entrepreneur 

in accessing information. Granovetter (1973) argues that weak ties act as bridges to sources of 

information not necessarily contained within an entrepreneur’s immediate (strong-tie) network: 

because entrepreneurs interact with weak ties only occasionally, it is likely that they will provide 

more unique information than strong ties. This is also in accordance with the findings of Burt 

(2004), to the effect that new ideas tend to emerge through weak ties between separate social 

clusters.  

Miller, Le Breton-Miller and Scholnick (2008) have noted that family firms are different 

from non-family firms in the sense that in FBs the community of employees is nurtured 

carefully, and closer connections with customers are sought in order to sustain the business. In 

the international arena, the nurturing of these aspects could prove especially demanding, since 

the cooperating partners are culturally and psychologically different, and are often 

geographically distant. On the other hand, such nurturing could lead to especially good 

international relationships once trust has been established.  

 

Internationalization of family firms 
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Family involvement in management has been seen as factor tending to produce caution in the 

internationalization processes of family firms (Bell et al. 2004; Claver et al. 2008; Kontinen and 

Ojala 2010). The internationalization of family firms is commonly characterized as slow and 

risk-averse, thus proceeding in accordance with the propositions put forward in the Uppsala 

model of internationalization
3
 (Johanson and Vahlne 1977; Johanson and Wiedersheim-Paul 

1975). However, it has been discovered that family firms sometimes internationalize rapidly, for 

instance, in the context of generational change (Graves and Thomas 2008). The reasons for the 

slow pace of their internationalization might be, for instance, their limited growth objectives 

(Donckels and Fröhlich 1991) or restricted financial capital (Gallo and Pont 1996). In addition, 

there could be a connection with limited managerial capabilities (Graves and Thomas 2006), an 

unwillingness to accept outside expertise, and a lack of bridging network ties (Graves and 

Thomas 2004).  

The factors enhancing the internationalization of family firms include a general long-term 

orientation, and speed in decision-making. In addition, it has been found that the FBs that are 

likely to be more successful in international expansion are those with a willingness to use 

information technology, a capability for innovation, and a commitment to internationalization, 

plus the ability to distribute power and use the resources that are available (Kontinen and Ojala 

2010). Tsang (2002) suggested that family businesses have less formal or structured procedures 

in their FMEs than non-family businesses. However, there have been no detailed descriptions 

concerning how family SMEs proceed in foreign markets. 

 

METHODOLOGY 

 

A critical realist case study method was applied in this study. Following Easton (2010, 119) case 

research is here defined as “a research method that involves investigating one or a small number 

of social entities or situations about which data are collected using multiple sources of data and 

developing a holistic description through an iterative research process.” In a critical realist case 

study, the research question addresses a research phenomenon of interest, in terms of discernible 

                                                 
3  The Uppsala model (Johanson and Vahlne 1977; Johanson and Wiedersheim-Paul 1975) was developed 

in the 1970s to explain the incremental and slow internationalization process of multinational firms. 
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events, and asks what causes them to happen (Easton 2010). The choice of multiple cases makes 

it possible to identify the subtle similarities and differences within a collection of cases (Brown 

and Eisenhardt 1997; Eisenhardt 1989; Yin 1994). 

The criteria for selecting the case study design as the primary method for the present study 

were the following:  

(i) the context: the case study method enables the researcher to study phenomena that cannot 

be separated from their context (Bonoma 1985). To understand and explain the FME of 

family SMEs into the French market, it was essential to examine the context;  

(ii) the complexity of the phenomenon under study: in an entrepreneurial process there are 

several components interacting simultaneously, and the phenomenon is connected to the 

organizational context. Case study research makes it possible to capture these different 

dimensions at the same time (e.g. Eisenhardt 1989);  

(iii) the limited number of studies on the phenomenon of family SME internationalization; 

since the number of studies concerning family SME internationalization is limited to 25 

scholarly articles (up to 2009; see Kontinen and Ojala 2010), though with indications that 

familiness per se does make the internationalization of family SMEs different from that of 

non-family SMEs, it seemed appropriate to conduct a case study. Furthermore, most 

existing studies on FB internationalization have been confirmatory (including statistical 

verification of theory-driven hypotheses), and there has not been much qualitative research 

involving case studies. 

 

Case selection 

 

Eight family SMEs operating in the French market with different operation modes were selected 

for the study. The criteria for inclusion involved purposeful selection. To be eligible as a case 

firm, the following criteria had to be met: (i) the firm had to be Finnish; (ii) the firm had to have 

fewer than 250 employees in the mid-1990s, hence fulfilling the criteria of the Finnish 

government and the EU for classification as an SME (OECD 2003); (iii) the firm had to belong 

to the manufacturing industry; (iv) it was necessary for the firm to be family-owned, with the 

family controlling the largest block of shares or votes, having one or more of its members in key 

management positions, and having members of more than one generation actively involved with 
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the business
4
. Table 1 summarizes the key information on the case firms. The firms were 

established between 1876 and 1988. The number of personnel varied from 18 to 249 employees, 

the average being 106 employees.  

 

Table 1. Information on the case firms. 

 Number 

of 

employe

es 

Year of 

establish-

ment 

Start of 

internationaliz

-ation 

Entry to 

France 

Industry 

segment 

Alpha 30 1978 1980 1990 import 

1991 export 

Fire safety 

equipment 

Beta 18 1923 1929 1968 export Wooden toys 

Gamma 200 1967 1979 1997 

subsidiary 

Machines for 

forestry and 

agriculture 

Delta 150 1955 1990s 1990s export Sauna stoves 

and 

equipment 

Epsilon 140 1972 1980s 1989 export 

2006 

production 

subsidiary 

Packaging 

material 

Zeta 249 1876 1970s 1982 export 

1984 

subsidiary 

Industrial 

furniture 

Eta 40 1988 1991 1991 

production/sal

es subsidiary 

Pipettes and 

analyzing 

systems 

Theta  20 1973 1990s 1998 export 

2002 

representative 

Log houses 

 

Data collection 

 

Multiple sources of information were used to gather data from each case firm. The main form of 

data collection was interviewing, but in addition secondary materials, such as web pages, annual 

reports, financial records, minutes of meetings, and brochures were utilized (see Table 2). The 

secondary material was used to understand the history and the products of each firm, to form 

                                                 
4  This definition is based on the two criteria of ownership and management presented, for instance, by 

Graves and Thomas (2008), and on the factor of continuity (see for instance Zahra 2003). 
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detailed case histories, and to understand the circumstances behind certain events, with particular 

reference to aspects such as foreign market entries and changes in operation modes. The 

secondary material was also utilized to triangulate with the information given by the informants.   

 

Table 2. Sources of evidence from each case firm 

Firm Intervie

ws 

Domest

ic 

informa

nts 

Foreign 

informa

nts 

Web 

pages 

Annual 

reports 

Financi

al 

records 

Meetin

g 

minutes 

Brochu

res 

Alpha 2 2 0 X    X 

Beta 2 2 0 X X X  X 

Gamma 3 2 1 X X   X 

Delta 2 2 0 X X   X 

Epsilon 2 2 0 X X X  X 

Zeta 3 2 1 X X X  X 

Eta 6 4 1 X X X X X 

Theta 2 1 1 X    X 

 

The interviewees were selected from those persons who had most in-depth knowledge 

concerning internationalization, and they included executives (entrepreneurs), managing 

directors, managers of international affairs, and sales administrators. Following Svendsen (2006), 

at the beginning of the interview, neutral and non-threatening questions were asked to establish a 

relationship of mutual trust. The interviewees were first asked to describe their business in 

general and thereafter their operations related to internationalization. When the main issues of 

the interview were touched on, short questions such as “Could you describe this? How? Why?” 

were posed to go deeper into the issue. All these questions were developed according to the 

guidelines issued by Yin (1994), with the aim of making the questions as non-leading as 

possible. This encouraged the interviewees to give authentic answers to the interview questions. 

Because the interviews focused on the entrepreneurs’ past experiences, we followed the 

guidelines for retrospective studies issued by Miller et al. (1997), and by Huber and Power 

(1985).   

All the interviews were digitally recorded and transcribed verbatim using a word 

processor. During the second listening, correspondence between the recorded and the transcribed 

data was ensured. The complete case reports were sent back to the interviewees and any 

inaccuracies they noticed were corrected on the basis of their comments. In addition, e-mail 
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communication was used to collect further information from the interviewees and to clarify 

inconsistent issues, if necessary.  

 

 

Method and process of analysis 

 

The method utilized in the data analysis was content analysis. The analysis of the case data 

consisted of three concurrent flows of activity (Miles and Huberman 1994): (1) data reduction, 

(2) data displays, (3) conclusion drawing /verification. In (1) (data reduction), the data were 

given focus and simplified by writing a detailed case history of each firm. This is in line with 

Pettigrew (1990), who suggests that organizing incoherent aspects in chronological order is an 

important step in understanding the causal links between events. Thereafter, on the basis of the 

interviews, the unique patterns of each case were identified and categorized within patterns 

related to the sub-topics derived from the research questions. In addition, checklists and event 

listings were used to identify critical factors related to the phenomena encountered (Miles and 

Huberman 1994). In (2) (data display) the relevant data were collected in matrices, graphs, 

charts, networks, and in tables in Microsoft Excel. In the analysis, the relationship was regarded 

as (i) strong if the relationship with the foreign cooperator(s) was close, based on trust, mutual 

respect, open communication, commitment, similar values, a passion for the field, and freedom 

to act according to one’s own personality and creativity; (ii) medium if there were only two or 

three of the following features in the relationship with the foreign cooperator(s): closeness, trust, 

mutual respect, open communication, commitment, freedom to act according to one’s own 

personality and creativity; (iii) weak if the relationship with the foreign cooperator(s) had most of 

the following features: distance, a lack of trust, a lack of mutual respect, a lack of open 

communication, a lack of freedom, and a lack of commitment. 

In (3) conclusion drawing and verification we concentrated on identifying the aspects that 

appeared to have significance. At this stage we noted regularities, patterns, and explanations 

relating to the phenomena in question. 
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DATA ANALYSIS AND DISCUSSION 

Error! Reference source not found.Figure 2 shows the main steps of the case firms in their FME 

into the French market, with reference to research question (1): What is the nature of the FME 

process among family SMEs? Figure 2 also shows the nature of the relationship (strong, medium, 

weak) of the case firms with their French cooperators, depicting their progression, regression, 

increase, decrease (ticking network ties that no longer exist), and change (for instance if an agent 

has become a subsidiary manager).  

 

Figure 2. Diagram depicting strategic steps and network ties of the case firms in their FME 
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Alpha started its internationalization into the French market in the form of imports in 1990, when 

it started importing a component needed for its fire safety equipment from a French 

manufacturer. This led to exporting to the French market in 1991, when the same French 

manufacturer asked if Alpha wanted to start exporting a component it needed for the French 

market. The owner-manager of the firm commented on this as follows: 

They wanted us to provide them with some of our products, items they did not produce 

there in France. That was how we started to export to France. 

 

The entrepreneur in Alpha felt that exporting started on the basis of an adequate level of trust 

that was formed while it was operating with the French importer. There has been no change in 

this strategy since 1991: it still sells in the French market through the same agent. 

Beta entered the French market in 1968, when it met a promising agent at an international 

trade show. The representative of Beta described the matter in the following way: 

We already had business in some countries in Central Europe, and had in mind that 

France might have potential as well. And we have found dozens of new French candidates 

ever since in those trade exhibitions. Last year it was our 41
st
 time there... 

 

The same distributor is still selling the firm’s products in France, after more than 40 years. Beta 

still has exporting as its only mode of foreign operation, and it has only a small share of the 

market in all the countries exported to.  

Gamma entered France in 1997 in the form of a subsidiary. Before that it had conducted 

market research and recognized the potential of the French market. Hence, Gamma made a 

strategic decision to conquer the French market, as the international sales manager explains: 

We were interested in the French market and did some market research in  France 

through a local consultant. We realized that  there was huge market potential and  started 

to plan the best way to enter the market. We did some searching ourselves, but also 

contacted Finpro France. 

 

The person who established the French subsidiary was found through Finpro, a Finnish non-

profit organization promoting Finnish exports. This person was a Finnish woman who had lived 
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in France for a long time and thus had knowledge of both French and Finnish culture. In addition 

to this, Gamma sent a young entrepreneur to France to work with its forest machinery. 

Well, we found a young and eager entrepreneur in Finland who took two friends with him 

and starting working there [in France] with our machine. We sold him the machine at a 

reasonable price. […] Then he found some work there and started to earn money, actually 

better than in Finland. 

 

Another product of Gamma was taken to France one year later via a distributor. The international 

sales manager of Gamma explains the process of forming trust with the French as follows: 

It really takes time to have the trust of the French, and there can be many kinds of 

problems and misbehavior in the meanwhile.[…] But once they trust you, they are 

extremely friendly and they become family friends that you meet also in your free time. 

 

The same agent still sells the firm’s products in the French market. However, the subsidiary of 

Gamma was ended in 2007 via a management-buy-out. The management of Gamma felt that 

their strategy did not work so well at this point and they decided that withdrawal was the best 

option. 

  Delta started exporting to numerous European foreign markets at the start of the 1990s, 

including France. It currently has six agents in the French market. Two agents have withdrawn 

from cooperation during the present century. The international sales manager of Delta points out 

that each of the firm’s French agents has a different geographical area, but that the French agents 

also sell different combinations of sauna stoves and equipment, and even saunas as a complete 

package. 

Epsilon entered France in 1989 when it sold its products through agents it had found at an 

international trade show. When the second generation took over the ownership and management 

of Epsilon in 1995, it began to strengthen its presence in France. In addition to replacing two of 

its  four agents with better ones, it looked for suitable production opportunities in France through 

two intermediary organizations, Invest in France and Finpro. A suitable partner was found 

through Invest in France, and a joint venture involving a production plant was established in 

2006. Epsilon has been active and successful in developing post-entry network ties. It replaced 

two of its agents through attendance at international exhibitions and cooperation with 
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intermediary organizations, and it has formed several other useful network ties in the French 

market for its possible future needs. 

 Zeta launched its exports to France in 1982. The relationship with the agent developed 

quickly and led to the establishment of a subsidiary in France, in 1984:  

We ended up setting up a subsidiary after two or three years of exporting, because they 

were doing so well and we wanted them to concentrate only on our products. The manager 

of this subsidiary was a very good type of person and we had confidence that it was worth 

investing money in this firm. 

 

Since then, cooperation in the French market has been problematic for Zeta, since it has been 

forced to change the subsidiary manager three times. Each time the reason has been the 

misbehavior and/or low level of activity of the subsidiary manager. From the point of view of 

headquarters, the weak level of the relationship could be related to too high a level of control and 

to irregular communication with the subsidiary. Currently, the fourth subsidiary manager has a 

good relationship with Zeta headquarters, but he feels frustrated at not being able to decide on 

the details of strategy in the French market.  

When for example we explain that we should get a lighter range, they do not consider this. 

They listen to what you say, it is an open discussion, but it does not mean that anything 

happens…That is why I cannot really trust them. They always have an answer to my 

questions, but it is not really a good one. For example when they came to us here in the 

French subsidiary for a couple of days, they weren’t discussing with us, just checking how 

we were working, and there’s also the fact that they are producing these items and then 

thinking how we should sell them. 

 

The international sales manager at the headquarters of Zeta said: 

It started very well, but there were problems, because they [in the subsidiary] did not want 

to follow our rules. And now, since then, I have also understood that we left them alone too 

much. We also experienced some misbehavior, because they realized that we did not 

control them. It is so important for the French to have a feeling of togetherness, but we had 

things too much like “us here” and “you there.” 
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Eta entered France in 1991 in the form of a production subsidiary. For this entrepreneur 

internationalization was fairly easy, being based on strong international industrial relationships. 

The entrepreneur in Eta described the tie and the start of cooperation in these terms: 

We were good friends. It was very natural that we started cooperation after I launched my 

new firm. Well, it happened spontaneously, because we were such good friends. I do not 

even know who asked first, me or him.  

 

The subsidiary manager describes the launching of the French subsidiary and the importance of 

being given entrepreneurial freedom as follows: 

What makes our relationship unique is respect for each other and inspiration regarding 

our field. We seem to see the world in the same way, we share values. He does not think 

about money so much, all the other aspects come first. And he also gives total freedom to 

me. I feel so comfortable with being able to run the French subsidiary my way. He always 

trusts me: if I want to do something, he says, yes, do that, you know what is best for you 

there. 

 

Hence, the entry to France was a natural first step in internationalization for the entrepreneur of 

Eta since he knew this French friend so well and trusted him completely. The French subsidiary 

has achieved very good results and has grown substantially. There has been no change in the 

French market strategy since the initial cooperation took shape. 

Theta entered France in 1998 in the form of exporting, based on finding a French agent 

who offered to sell the log houses of Theta in France and who believed in their potential.  

We had no plan to go to France. My colleague just met this French guy by coincidence. He 

said that he wanted to sell our log houses in France. […] Well, then I went to see him and 

said okay, just go ahead and start selling our log houses. […] Making quick decisions is 

possible in a small family-owned company. It’s our big advantage. 

 

Soon after this, they wanted to strengthen their sales in France by establishing a network of 

retailers. Since Theta knew no potential French cooperators, the entrepreneur and the French 

agent travelled around France and discussed the matter with interested parties (the prospective 

retailers are marked as C, standing for “candidate” in Figure 1). Dozens of candidates were 
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commissioned and many more were met, but they all failed to sell the log houses. The 

entrepreneur explained their search for candidates as follows: 

We started by searching for local partners. They told us about the needs of the customers, 

we made the offers and they passed them on to customers. We played with these potential 

partners for many years, but none of them turned out to be trustworthy or able to sell. They 

just took our time and money. On one of the trips we went to Paris and met a man who 

ordered thirty log houses. And none of them were actually delivered. He just cheated us.  

 

Hence, all the candidates contacted were found unsuitable, and Theta went on to set up a 

representative office in 2002 instead of a retailer network, with a view to facilitating 

administration. 

 

In the following paragraphs research question (2) will be discussed (What kinds of strategic steps 

can be found in the FME of family SMEs, and in what ways do they appear to be different from 

those taken by non-family SMEs?). Figure 3 draws together the strategic steps taken by the case 

companies in the French market during their 10–40 years of international operations.  

 

Figure 3. Strategic steps in the FME of family SMEs 
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Step 1: Finding international ties  

The first step in the FME of the family SMEs was the finding of suitable network ties for their 

FME.
5
 Suitable ties were most often found by attending international exhibitions or by reacting 

to unsolicited approaches.
6
 In general terms, it should also be emphasized that the case firms did 

not find suitable network ties in all the exhibitions they attended. Indeed, family entrepreneurs 

generally did not accept “just anyone” as their co-operator; they were fairly fastidious about the 

network ties they wanted to cooperate with. They only started co-operation with people who “felt 

good” or “were suitable” for some other reason, and they internationalized in markets where they 

found reliable co-operators. This finding provides an interesting contrast with the findings of 

Ojala (2009), who observed that non-family knowledge-intensive SMEs formed proactive 

networks, and were willing to enter particular foreign markets with high market potential. The 

difference might be related to the fact that family entrepreneurs do not want to take risks in their 

internationalization process; they concentrate on seizing opportunities that seem to involve trust, 

and they trust their instincts about taking things further (Gallo and Pont 1996). This could have a 

connection with the strong internal ties of family SMEs – they want to have the same kind of 

strong relationship with outside cooperators, right from the beginning. The findings here tend to 

confirm the view that family SMEs control their resources by carefully searching for and 

developing new contacts. This is in line with the general findings of Carney (2005) and Sirmon 

and Hitt (2003). However, in the present case, the importance of this aspect is also highlighted 

with regard to FME. When the case firms developed strong ties, the opportunity to enter France 

became self-evident, because of the trust between the cooperating parties. The decision was 

taken rapidly, without any need for extensive strategic deliberations, although the network ties 

were generally fairly new. 

When one compares these findings on family SMEs with a number of previous studies on 

non-family SMEs, differences can be seen. In Coviello and Munro’s (1995) study, more than half 

                                                 
5  It should be noted that some case firms did not go further than phase 2 (being unable able to proceed 

beyond the relevant strategic step). By contrast, Eta was able to start directly from phase 3 on the basis 

of its strong existing network ties in the French market.  
6  Note that Eta did not need to address this phase at all, since it already had very strong, ready-made 

network ties in the target market from its earlier business. Hence, it was able to start directly from phase 

3. 
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of the software firms under study
7
 obtained their opportunities through existing ties. For his part, 

Bell (1995) found that software SMEs followed their existing domestic networks abroad. 

Furthermore, Coviello (2006) found that formal (economic) ties dominated in all the phases of 

internationalization of new ventures. The findings of the present study suggest that in family 

SMEs – where there are not many international connections (cf. Graves and Thomas 2004) – 

existing network ties do not generally lead to international opportunity recognition. It should be 

noted that this finding is inconsistent with the studies of Ellis (2008) and Singh (2000) (on non-

family firms) which indicated the importance of existing network ties in opportunity recognition: 

in our study, family SMEs used new network ties rather than existing ones.  

Based on the above, the following proposition can be developed: 

 

Proposition 1: Family SMEs most often find their international cooperators at international trade 

shows.  

 

Step 2: Formation of network closure  

Once the case firms had found a suitable network, a phase of “formation of network closure” 

followed. Eta was able to skip this phase because of the owner/manager’s strong existing 

network ties. However, generally speaking, the formation of good network closure was an 

essential phase for family entrepreneurs, who were used to strong internal ties in their firms and 

who wanted to have similar ties abroad. A central feature in this phase was the ability to learn 

about the target culture and to be able to cope with psychic distance
8
, since this significantly 

facilitated the formation of trust. The incrementally internationalizing
9
 case firms Alpha, Beta, 

Gamma, Delta, Zeta, and Theta were initially troubled by the presence of cultural differences. 

However, they were truly eager to learn about the target culture. Interestingly, Eta, the only firm 

that internationalized instantly after its establishment, and Epsilon, which internationalized 

intensely after a generational change and the son’s entry onto the scene, did not even recognize 

                                                 
7  Some of these firms may be family firms. However, the ownership structure was not discussed in the 

article. 
8  Johanson and Wiedersheim-Paul (1975, 308) define psychic distance in terms of “factors preventing or 

disturbing the flow of information between firm and market.” 
9
  These types of firms have been studied in relation to the Uppsala model of internationalization 

(Johanson and Vahlne, 1977). Bell et al. (2003) called them traditional internationalizers, the other types 
of internationalizer being born globals (represented by Eta in this study) and born-again globals 
(represented by Epsilon in this study). 
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the existence of psychic distance from the French: from their earlier experiences abroad, the 

entrepreneurs in these firms had gained sufficient understanding of cultural differences, and they 

did not need to struggle with them at this point. For Alpha, Beta, Gamma, Delta, Zeta, and Theta 

it came as something of a surprise that they had to act so differently in the French market in 

order to make their businesses operate effectively. This meant that they used a lot of resources in 

meeting the challenge of psychic distance.  

Two other important features in this second phase of “formation of network closure” were 

regular communication and formation of mutual trust; these were demanding issues for some of 

the case firms – and indeed some did not really get past the sub-steps within this phase. It took a 

long time to gain the trust of foreign co-operators. For family SMEs, in which internal trust is 

generally at a high level (Salvato and Melin 2008; Sundaramurthy 2008),and in which actions 

are tightly controlled and relationships close, it was especially difficult to understand and accept 

the lack of trust and the time needed to build it. All in all, there are indications that for the most 

part, family SMEs may have more difficulties in the establishment of network relationships with 

foreign partners than other types of SME (cf. Coviello and Martin 1999). This is in line with the 

views of Johanson and Vahlne (2009), who suggest that networks strongly determine the 

internationalization of firms and that nowadays the liability of outsidership has an essential role 

in the internationalization of firms. It also supports the findings of Graves and Thomas (2008) 

suggesting that an essential determinant in the internationalization of family SMEs is the ability 

to develop a network of relationships. From these considerations the following propositions can 

be formed: 

 

Proposition 2: Family SMEs spend a lot of resources on overcoming psychic distance in their 

FMEs. 

 

Proposition 3: The length of time required to build trust with foreign cooperators is a 

challenging factor for family SMEs, who are accustomed to high levels of trust within their 

firms. 

 

Step 3: Formation of an international view  
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Only Firms Epsilon and Eta entered the phase of “formation of an international view.” These 

firms had the ability to have a joint view with their foreign co-operator and the ability to give 

entrepreneurial freedom to their foreign co-operator. In general terms, this meant that the 

subsidiary staff were listened to and that their need to (for example) differentiate a product 

suitable for the French market was taken into consideration. In terms of entrepreneurial freedom, 

the subsidiary staff were also given the freedom to form a strategy of their own and not forced to 

ask headquarters about every detail. The controlling management style practiced by the 

traditional family SMEs (see e.g. Gallo and Pont 1996; Graves and Thomas 2006) did not seem 

to suit the French partners, who wished to influence the strategy of the firm and to have 

possibilities for differentiation. The inability of traditional family SMEs to distribute decision-

making power and give entrepreneurial freedom was based on their centralized decision-making 

and their strong internal enterprise culture (Gallo and Sveen 1991), and on their habit of 

duplicating their domestic enterprise culture in the target market (Tsang 2002).  

Altogether, the two qualities mentioned above (the ability to have a joint view with their 

foreign co-operator and the ability to give entrepreneurial freedom to their foreign co-operator), 

related to the further development of network closure, were extremely important for the degree 

of success in foreign operations. Zeta is a good example of a firm which was not able to enter 

this phase, despite having an innovative product and despite proceeding to a subsidiary mode 

very soon after its initial FME: the point here was that Zeta lacked an international vision and did 

not give entrepreneurial freedom to its subsidiary manager (problems which, for their part, 

resulted from the firm’s strong domestic vision and failures with preceding subsidiary 

managers). Hence, this firm was unable to overcome the typical disadvantages of family firms. 

From these considerations, the following propositions can be presented: 

 

Proposition 4: Family SMEs have difficulties in forming an international view. 

 

Proposition 5: Family SMEs have difficulties in giving entrepreneurial freedom to their foreign 

cooperators. 

 

Step 4: Formation of further network ties 
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Epsilon was the only form that entered this phase. After Epsilon had built good relationships 

with its co-operators, it further networked actively on many different occasions, met customers 

personally, contacted intermediary organizations, and sought potential co-operators through 

registers. In other words, Epsilon was able to look for and develop networks other than the 

network with their primary co-operator. None of the other case firms entered this phase. These 

new network ties enabled Epsilon to find better agents to replace poor ones. The co-operation 

with intermediary organizations such as Finpro and Invest in France helped them to find a joint 

venture partner, and this made it possible to launch a production plant in the French market. 

Altogether, based on its search for new network ties, Epsilon was better able to hear about new 

opportunities in the target market, and to obtain help when it wanted to develop its strategy in the 

French market or replace a poor agent. In family firms with a high level of social capital (Salvato 

and Melin, 2008) and limited resources, the search for new contacts might seem to be irrelevant, 

but for success in international operations it appeared to be essential.  

 

Proposition 6: Family SMEs concentrate on network closure (i.e. dense networks) at the 

expense of bridging structural holes in their FME. 

 

Altogether, it seems that after having found the original partner in the foreign market through 

opportunity-seeking behavior, family SMEs mainly concentrated on advantage-seeking behavior 

in their FME. In other words, they concentrated heavily on overcoming psychic distance and 

building trust with their primary cooperator and not very much on making their presence in the 

market stronger or on forming new network ties. 

 

CONCLUSIONS 

 

This study contributes to research on family business and the internationalization of SMEs. It 

responds to the call for studies on the internationalization of family SMEs (Kontinen and Ojala 

2010) and especially, on the importance of network ties in family SME internationalization 

(Graves and Thomas 2004). We further respond to a call by Slotte-Kock and Coviello (2010) to 

include progression, regression, increase, decrease, and change within relationships in 
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entrepreneurial firms. In the present study, this is illustrated in the context of FMEs directed at a 

particular market. 

Nevertheless, while contributing to an understanding of the topic, this study also points to 

aspects requiring further research. The propositions set out here need further quantitative testing, 

since caution has to be applied in generalizing from a limited set of data. Secondly, our research 

is limited to family-owned SMEs, and to firms entering a particular market. Studies comparing 

family SMEs with non-family SMEs and including different foreign markets could be insightful. 

Thirdly, having only two interviews from some firms could be seen as a limitation. However, 

having regard to the small size of the firms and the role of the persons interviewed, it can be 

argued that these informants had the kind of crucial knowledge required for the purposes of this 

study.   

From a managerial point of view, family entrepreneurs would seem well-advised to attend 

international trade shows in order to find foreign network ties. To avoid spending a lot of 

resources on overcoming psychic distance, the managers would be further recommended to learn 

about the cultural features of the target market. Family entrepreneurs should bear in mind that 

once they pursue the international route, they ought to be able to form an international view and 

give entrepreneurial freedom to their agents and subsidiary managers, thus making it more likely 

that their product will be differentiated according to the needs of the foreign market in question. 

Concerning policy implications, the setting-up of multicultural meeting arenas for SMEs 

seems to be important. National programs to increase the level of knowledge on 

internationalization and its influences on the firm would also be important; this could facilitate 

the internationalization process of SMEs, whose resources for market research and hiring staff 

with cultural knowledge tend to be limited. 
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SUMMARY 

In pursuit of a competitive advantage, the internationalization of business activity has become 

a crucial strategy for many enterprises, including small and medium enterprises (SMEs). In 

this connection, corporate governance mechanisms can play a crucial role in shaping a firm's 

strategic objectives and outcomes, including its international activity. Therefore, based on a 

sample of medium-sized Austrian firms, this paper investigates the impact of various 

governance mechanisms on internationalization. The findings reveal that group affiliation and 

the existence of an advisory board are positively associated with internationalization. 

Furthermore, we found an inverted U-shaped relationship between family influence and 

internationalization. To facilitate internationalization, the SMEs analyzed in this paper do not 

make use of the pool of resources, which the managing directors may bring with them. In 

contrast, we found SMEs with management boards consisting of only one person to be more 

likely to be active internationally. In summary, our results suggest that group companies and 

advisory boards are the best means of equipping SMEs with the capabilities, know-how, 

contacts and resources, which are necessary to operate a business internationally. 
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INTRODUCTION 

 

The internationalization of business activity has become a crucial strategy for many 

enterprises to create competitive advantage (Sanders and Carpenter, 1998; Hitt et al., 2006). 

Also small and medium enterprises (SMEs), which dominate the business environment of 

most countries, increasingly rely on internationalization (Fabian et al., 2009). However, large 

parts of extant literature on internationalization have focused on large enterprises (Lu and 

Beamish, 2001; Calabrò et al., 2009). SMEs, though, often experience distinct difficulties 

when engaging in international activity. In general, the expansion of international business 

activities depends on the access to and the management of specific resources (Calabrò et al., 

2009) which SMEs have only to a limited extent or lack entirely. Therefore, SMEs typically 

face serious challenges when trying to internationalize their business (Lu and Beamish, 

2001), which warrants further investigation (Westhead et al., 2001). With this paper, we take 

up this topic by analyzing the factors involved when SMEs - in concrete terms, medium-sized 

firms in Austria - pursue a strategy of internationalization. Specifically, we explore the 

impact on internationalization of group affiliation, family influence, management board size 

as well as the existence of a supervisory and an advisory board, as such corporate governance 

mechanisms can play a crucial role in shaping a firm's strategic objectives and outcomes 

including its international activity (Filatotchev et al., 2001). 

 

This paper contributes to the literature in several ways: First, as many surveys of the 

internationalization activities of SMEs have drawn upon random case studies, small samples 

(n < 50), manufacturing firms, new firms, publicly listed companies with a focus on the USA 

and bivariate analyzes (Westhead et al. 2001; Hollenstein 2005 and the sources given there), 

we intended to broaden the research on this topic by focusing on a small and hence less 

studied country (Austria), drawing upon a larger sample, employing quantitative 

methodology, comprising all industries and using multivariate analysis to complement the 

bivariate findings. Second, this paper provides insights into the rather neglected research field 

concerning the relationship between internationalization and governance (Sanders and 

Carpenter, 1998; Hitt et al. 2006; Delios, 2011). Finally, contrary to most studies in which 

exporting is regarded as the parameter by which a firm’s degree of internationalization can be 

measured (Lu and Beamish, 2001; Westhead et al. 2001), we have used a new and more 

comprehensive measurement, namely the extent to which a firm’s international activity 
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constitutes an essential component in reaching its strategic goals and is thus perceived as an 

important component of the company’s strategy.  

 

This paper proceeds as follows. In the next section an overview of the theoretical background 

is provided, then hypotheses are formulated and the conceptual model is developed. The 

following part describes the sample and methodologies used as well as the variables included 

in our analyses. Afterwards, the results of our empirical study are presented. Our findings and 

their implications are then discussed. The paper concludes with a summary of our findings, 

the contributions and limitations of our study and potential avenues for future research. 

 

 

THEORETICAL BACKGROUND 

 

‘Internationalization’ or synonymous terms such as ‘international expansion’, or 

‘geographic/international diversification’ (Hitt et al., 2006) refer to a strategy through which 

a firm expands its operations to foreign countries. This expansion not only involves exporting 

but also more complex forms of organization such as joint ventures, franchising, production 

plants or wholly-owned foreign subsidiaries. Consequently, a firm's markets, customers, 

production factors and value creation become geographically dispersed to a lesser or greater 

extent depending on the chosen form and scope of international diversification (Sanders and 

Carpenter, 1998).  

 

Different theoretical frameworks have been used in research on internationalization (Coviello 

and McAuley, 1999; Hitt et al., 2006). This paper adopts the resource-based view (RBV) as 

its primary theoretical framework, which rests on the assumption that the comparative 

advantage of a firm is dependent on its access to resources (e.g. Barney, 1991). The RBV, in 

highlighting the importance of resources for the internationalization of firms, provides a 

unifying framework adopted by a substantial body of international business research (Peng, 

2001). SMEs in particular face specific resource constraints that hamper internationalization 

or make it especially difficult for them (Hollenstein, 2005; Fabian et al., 2009; Vide et al., 

2010). Governance-related factors such as the type of board structure (management board, 

supervisory board or advisory board), the degree of family influence and whether a firm is 

part of a group of companies can be regarded as strategic resources whose role in the 

internationalization process should be explored.  
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Due to the fact that internationalization is influenced by multiple factors (Crick and Spence, 

2005), a contingency view (e.g. Donaldson, 2001), which explores the effect of several 

contingency factors on a target variable, was chosen as a complementary theoretical basis. In 

our study we control for firm age, industry and firm size, using these variables as contingency 

factors. 

 

 

HYPOTHESES AND CONCEPTUAL MODEL 

 

Owing to their small size, SMEs generally suffer from their lack of resources, thus making 

international activity difficult. Entering into alliances can be seen as one effective strategy for 

overcoming these limitations and enhancing the likelihood of internationalization (Lu and 

Beamish, 2001; Fernández and Nieto, 2005) as it offers SMEs the possibility to draw on the 

alliance partners' resources. Similar effects have been found in the case of large block holders 

as the shareholder can provide resources including managerial capabilities, which foster 

internationalization (Fernández and Nieto, 2005; 2006). However, such alliances and 

ownership structures are not without disadvantages owing to the necessity of coordinating the 

various partners and owners (Lu and Beamish, 2001; Filatotchev and Wright, 2011). Among 

the potential problems are the divergent interests and consequent conflicts in goals, the lack 

of trust and understanding, and disputes over how to share control.  

 

Forming a group of companies may resolve this problem. By bringing all activities under 

common ownership some of the above mentioned coordination problems are avoided 

(Buckley and Strange, 2011). Individual companies belonging to a business group can gain 

access to the resources of the group in order to promote internationalization to an even 

greater extent than in the case of alliances and majority shareholders. This leads to our first 

hypothesis:  

 

H1: SMEs, which are integrated into a business group, are more likely to be active 

internationally. 

 

Family firms play a considerable economic role in continental Europe (Fernández and Nieto, 

2006; Muñoz-Bullón and Sánchez-Bueno, 2011), therefore many SMEs are also family firms. 
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One important characteristic of family owners is their risk aversion as much of their wealth is 

tied up in one firm (Buckley and Strange, 2011). They are conservative and reluctant to 

change (Fernández and Nieto 2005; Claver et al., 2009) and characterized by their roots in 

local society (Calabrò et al., 2009). However, internationalization gives rise to an increased 

risk exposure as a result of higher uncertainty, increased information asymmetries and 

foreignness (Lu and Beamish, 2001; Hitt et al., 2006; Filatotchev and Wright, 2011). 

Moreover, family firms often lack the necessary resources (consisting of financial and 

organizational endowments as well as knowledge and qualified personnel) to implement 

internationalization strategies (Claver et al., 2009; Muñoz-Bullón and Sánchez-Bueno, 2011). 

All these arguments suggest a negative correlation between the level of family influence and 

internationalization, leading to our second hypothesis: 

 

H2: The higher the level of family influence in an SME, the less active it is internationally.  

 

Empirical studies have revealed that the managing directors have an influence on the 

internationalization of a firm (see Hitt et al., 2006 for a review). The size of the management 

board could be an indicator of the availability of resources and competences. The more board 

members, the more resources a company has access to, and the more diversified these 

resources are (Lien et al., 2005). As such, a larger number of managing directors should 

exhibit a positive correlation with internationalization, as larger teams possess more 

capabilities and competences, which can be used to solve the complex problems resulting 

from internationalization (Sanders and Carpenter, 1998). Moreover, a widely diversified base 

of resources, which is composed not only of the capabilities and experience of the 

management board but also of its contacts and networks, facilitates the identification and 

exploitation of new opportunities in international markets (Westhead et al., 2001; Federico et 

al. 2009). In accordance with these arguments, we propose the following: 

 

H3: The more managing directors on the board, the more likely SMEs are to be active 

internationally.  

 

Boards are considered one of the most important governance mechanisms (e.g. Forbes and 

Milliken, 1999). As opposed to the one-tier system which prevails in countries such as the 

USA, in which the entire administration of the firm is the responsibility of the board of 

directors, Austria, just like Germany and France, has a two-tier structure with two 
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independent bodies. On the one hand, there is the management board consisting of the 

managing directors and on the other hand, there is the supervisory board. For certain legal 

forms, the establishment of a supervisory board is mandatory and its composition subject to 

certain constraints (e.g. preclusion of active managers, or the required inclusion of employee 

representatives). Apart from supervisory boards that have legal standing and a formal role, 

firms can also establish advisory boards that are free to determine their aims, responsibilities, 

and composition (Klein, 2005). 

 

Generally, boards serve two main functions (Hillman and Dalziel, 2003). On the one hand, 

they serve as a control mechanism that ensures corporate oversight. On the other hand, board 

members support the firm with their capabilities, skills, experience, reputations, and contacts, 

and in doing so provide the business with valuable resources and advice. Recognizing the 

importance of the latter, i.e. the advisory role of boards (Lien et al., 2005), a positive 

correlation between the existence of a supervisory or advisory board and internationalization 

is expected, resulting in the following hypotheses: 

 

H4a: SMEs with a supervisory board are more likely to be internationally active. 

H4b: SMEs with an advisory board are more likely to be internationally active. 

 

The hypotheses are summarized in figure 1, illustrating our conceptual model. 

 

Figure 1: Conceptual model 

group affiliation

internationali-

sation

family influence

supervisory board

management board size

H1: + 

H2: -

H3: +

H4a: +

advisory board
H4b: +
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RESEARCH DESIGN 

 

Sample 

In order to prove these hypotheses the CEOs of all 5,406 Austrian enterprises with at least 50 

employees were contacted in July and August 2009. The study was carried out within the 

framework of a much bigger research project
1
 and employed a standardized online 

questionnaire, which had already undergone a pre-test. Usable responses were received from 

479 firms, representing a response rate of 8.9 %.  

 

There is no clear-cut distinction between medium-sized and large firms. For the 

operationalization of company size, the recommendation offered by the European 

Commission (2003/361/EG) has been adopted, according to which medium-sized enterprises 

are characterized by the following: the upper limit in terms of personnel amounts to 249 

employees; in terms of revenue a family firm’s turnover must not exceed 50 million euros 

annually and/or a balance sheet turnover of 43 million euros. For the purposes of this study 

we used the criterion of “number of employees”. Of the participating firms a little over one 

third (n= 178; 37.2 %) had at least 250 employees and thus were deemed large firms; slightly 

less than two thirds (n= 301; 62.8 %) had between 50-249 employees and were classified as 

medium-sized enterprises. This latter group of 301 medium-sized enterprises forms the 

sample of our study. Since we were unable to detect differences between the first third and 

the last third of the data set with respect to size, the representativeness of the study was 

confirmed. 

 

Methodology 

In addition to descriptive statistics, classical statistical testing for our data analysis has been 

employed. To test our hypotheses we applied either the chi-squared test or Fisher’s exact test 

(one-tailed) at a significance level of α = 0.05. The special assumptions for the chi-squared 

test (expected cell count is 5 or more in at least 80 % of cells and the minimum expected 

count is 1 or more) were invariably fulfilled. In order to test for an increasing or decreasing 

trend, a Jonckheere-Terpstra test (Duller, 2008) was applied, again at a significance level of α 

= 0.05.  

 

                                                            
1 The survey data used in this study has also formed the basis for other research with different focuses and/or sub-samples. 
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In order to test which factor(s) act(s) as the strongest predictor(s) of internationalization, 

several logistic regression analyzes using internationalization as the dependent variable were 

run. It is important to note that the starting point of the logistic regression analysis is not the 

binary variable “essential international activity” (referred to as y), but the probability of being 

internationally diversified to a considerable extent, which in the following is referred to as 

 

P(y 1)  

 

Hence, our model can be specified as follows, whereby F can stand for any distribution 

function: 

 

i i 0 1 i1 k ik iP(y 1) F( x x ) F( )K  

 

Choosing the logistic distribution function, the logit model with the linear predictor i results 

in the following: 

 

i
i i

i

exp( )
P(y 1)

1 exp( )
 

i 0 1 i1 k ikx xK  

 

Solving these equations using the inverse logistic distribution function, we derive the 

following: 

 

i ii
0 1 i1 k ik

i i i

P y 1 P y 1
log log log x x

1 1 P y 1 P y 0
K

 

 

The logistic regression analysis offers the following interpretation: If the value of the variable 

xi1 is increased by 1, the ratio increases by the factor exp( i) and synchronistically, the 

probability of the event yi = 1 increases. In order to test the significance of the explanatory 

variables the Wald Test was applied.   

 

To select variables, we used stepwise forward selection, whereby a change of log-likelihood 

served as the criterion. Concerning goodness-of-fit statistics, we used the deviance (-2LL) 
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and the Pseudo R-squared measures of Cox & Snell and Nagelkerke as well as a Hosmer-

Lemeshow-test. 

 

Variables 

 

Dependent Variable 

Owing to the minimal business risk involved and capital requirements, exporting is the most 

common internationalization strategy preferred by SMEs (Leonidou and Katsikeas, 1996). 

However, internationalization is more than exporting (Calabrò et al., 2009). The fact that a 

firm is an exporter (as measured by its propensity to export) says nothing about the extent to 

which it exports. Moreover, exporting may not result from a clear and deliberate decision to 

export but could be sporadic or random because of an unexpected order (Fernández and 

Nieto, 2005). These facts point up the necessity of finding a more comprehensive 

measurement of internationalization.  

 

We have asked companies whether they are active internationally (e.g. exporting, importing, 

foreign distribution and/or production facilities etc.). The responses were categorized thusly: 

“yes, essential for the company to reach its goals and secure its future”, “yes, but inessential” 

and “no”. As companies with inessential international activity are more likely to export 

sporadically or are otherwise engaged in some form of transnational activity, albeit to a 

limited extent, we therefore divided the answers into “essential international activity” and 

“inessential or no international activity” in order to ensure that only companies which meet 

the following two criteria are classified as internationally active: (1) they are internationally 

active to a considerable extent and (2) they use their internationalization as part of their 

strategy.  

 

Independent variables 

o Group affiliation: We used a dichotomous variable with a value of 1 if the firm 

belongs to a group of companies or assigned it a 0 if it does not. 

 

o Family influence: There is no clear-cut definition of the term ‘family firm’. The F-

PEC scale (Astrachan et al., 2002) is an approach to delineate family from non-family 

firms which is widely used and acknowledged in international research (Cliff and 

Jennings, 2005; Holt et al., 2010). We used one of the F-PEC's three dimensions, 
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namely the power subscale, initially termed "substantial family influence (SFI)" and 

introduced by Klein (2000), which shows a significant correlation with organizational 

structure (Lindow et al., 2010) and thus seems most suitable to operationalize the 

level of family influence for our purposes. The SFI measures the strength of family 

influence, construed as the family’s share of equity in the firm as well its influence 

through governance boards and management. Moreover, some shares must be held by 

the family in order for the firm to be considered a family business (see the SFI 

formula presented in figure 2).  

 

Figure 2: SFI formula (Klein, 2000, p. 158) 
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Since the SFI allows one to measure a continuum of family influence (from one to 

three) instead of a dichotomous classification and to account for heterogeneity among 

family firms, we used the following classification concerning the "level of family 

influence": 

o SFI < 1: low level of family influence or non-family firm  

o 1 ≤ SFI < 2: medium level of family influence 

o SFI ≥ 2: high level of family influence 

For the regression analyzes we classified these three categories into two binary 

dummy variables ("low SFI" coded 1, if the firm has an SFI < 1; "medium SFI" coded 

1, for firms with 1≤ SFI < 2); the category of a high level of family influence (SFI ≥ 

2) served as reference class. 

 

o Management board size: indicates the number of managing directors. Interviewees 

were asked to provide the exact number of board members, ranging up to 20. 
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However, due to the often small cell count the required assumptions for the chi-

squared test were not fulfilled when using a metric variable. Consequently, we used a 

dichotomous variable with a value of 1 if the management board consists of more than 

one person; otherwise it was assigned a 0. 

 

o Supervisory board: A dichotomous variable was assigned a value of 1 if the firm has a 

supervisory board or a value of 0 if it does not. 

 

o Advisory board: A dichotomous variable was assigned a value of 1 if the firm has an 

advisory board or a value of 0 if it does not.  

 

Control variables 

o Firm age was measured by the number of years the firm has been in existence. To do 

so, we deducted the founding year of the specific firm from 2009, the year of our data 

collection. The median firm age was 44 years. Rounding this value off to the nearest 

decade, we used a binary dummy variable for the regression analyzes with a value of 

1 if the firm was older than 40 years and a value of 0 if firm age did not exceed 40 

years. 

 

o Industry: Since international diversification is industry-specific (Hitt et al., 2006), we 

used two binary dummy variables in the regression analyzes, "manufacturing 

industry" (coded 1 if the company is a manufacturing firm) and "commercial/craft 

industry" (coded 1, if the firm belongs to this industry). All other industries were 

classified as "other" and served as reference class in the regression models. 

 

o Firm size: Since firm size is a useful surrogate measure of a firm's resources 

(Westhead et al. 2001), we included it as a control variable and measured it in terms 

of the firm's sales turnover (as e.g. Calabrò et al., 2009 did in their comparable 

survey). We used two binary dummy variables ("sales turnover below 10 million 

euros" and "sales turnover between 10 and below 50 million euros"). Turnover levels 

of 50 million euros and above served as reference class. 
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RESULTS 

 

Bivariate Analysis 

To test our hypotheses, bivariate analyzes were conducted, the results of which are presented 

in table 1.  

 

Table 1: Bivariate tests of the hypotheses 

      International activity   

Hypothesis   essential inessential/ no p-value 

H1 group affiliation yes 54.8% 45.2% 

 

  

    no 32.7% 67.3% 0.000 *** 
2)

 

H2 level of family SFI < 1 37.1% 62,9% 

 

  

  influence 1 ≤ SFI < 2 59.1% 40.9% 

 

  

  

 

SFI ≥ 2 28.6% 71.4% 0.001 *** 
1)

 

H3 no. of management 1 48.3% 51.7% 

 

  

  board members > 1 36.3% 63.7% 0.038     * 
2)

 

H4a supervisory board yes 29.2% 70.8% 

 

  

  

 

no 44.0% 56.0% 0.018     * 
2)

 

H4b advisory board yes 61.1% 38.9% 

 

  

    no 37.0% 63.0% 0.005   ** 
2)

 

       Level of significance: ** p < 0.001; ** p < 0.01; * p < 0.05 

  1)
 Pearson's chi-square test 

     2)
 Fisher's exact test (one-tailed) 

    
  

 

As expected, business group affiliation is positively and significantly associated with 

international diversification, confirming hypothesis 1.  

 

Concerning the level of family influence, it is not the case that non-family firms (as expected 

by hypothesis 2) are the ones that are most internationally active. Instead, the family firms 

with a medium SFI show the highest percentage of international activity. Family firms with a 

high SFI are the least internationally diversified. Consequently, the relationship of 

internationalization to family influence took the rough shape of an inverse U-shaped form 

(see figure 3): When family influence on ownership and management is relatively high, firms 

tend to stay local. Family businesses with lower SFIs (indicating less family influence on 

boards and a lower family ownership) are more internationally diversified, even more than 

non-family firms. Consequently, hypothesis 2 can only be partially confirmed when 

comparing non-family firms and family firms with a high level of SFI. 
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Figure 3: Percentage of SMEs engaged in essential international activity 

in relation to their level of SFI 

 

 

Contrary to hypothesis 3, the size of the management board does not appear to have 

influenced the internationalization of the medium-sized firms analyzed. Instead, the firms 

with the smaller management boards are more internationally diversified. Such a decreasing 

trend is confirmed by the Jonkheere-Terpstra test (p = 0.036). As a result, hypothesis 3 must 

be rejected. 

 

Concerning the impact of the supervisory board, the analysis again reveals the opposite of 

what was expected. Supervisory boards appear to have a negative correlation to 

internationalization as the level of international diversification is higher among firms without 

a supervisory board. Consequently, H4a is rejected. Interestingly, advisory boards do 

influence the internationalization of firms. Medium-sized enterprises with an advisory board 

show a significantly higher percentage of international activities, thus confirming hypothesis 

4b. 

 

The relationships between international diversification and the various governance 

mechanisms found in our bivariate analysis are summarized in figure 4. 
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Figure 4: Results for analyzed hypotheses 

group affiliation

internationali-

sation

family influence

supervisory board

management board size

advisory board

H1: confirmed + ***

H2 partially confirmed 

inverse U-shaped ***

H3: rejected - *

H4a: rejected - *

H4b: confirmed + **

*** p < 0.001; ** p < 0.01; * p < 0.05  

 

All of our control variables turned out to be significant as well (see table 2). Younger as well 

as larger medium-sized enterprises turned out to be more internationally active. Moreover, 

huge industry-specific differences emerged with manufacturing firms being far more 

internationally diversified than medium-sized enterprises from other industries. 

 

Table 2: Bivariate results for the control variables  

    International activity   

Control variables essential inessential/ no p-value 

firm age ≥ 40 years 32.3% 67.7% 

 

  

  < 40 years 48.3% 51.7% 0.007 *** 
2)

 

industry manufacturing 77.8% 22.2% 

 

  

  commercial/craft 31.9% 68.1% 

 

  

  other 26.8% 73.2% 0.000 *** 
1)

 

firm size < 10 million EUR 27.9% 72.1% 

 

  

  

between 10 and 50 

million EUR 
49.7% 50.3% 

 

  

  ≥ 50 million EUR 43.2% 56.8% 0.009 *** 
1)

 

      Level of significance: ** p < 0.001; ** p < 0.01; * p < 0.05 

  1) 
Pearson's chi-square test 

    2)
 Fisher's exact test (one-tailed)  

 

Multivariate Analysis 

As the bivariate analyzes proved that all our independent variables significantly influence 

international diversification (though not always in the expected way), further tests on which 

of these factors act as (strong) predictors of internationalization seem warranted. To examine 

the connection between the above-mentioned variables and internationalization, various 
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regression models were employed. First of all, a binary logistic regression (model 0, baseline 

model) was run to test the impact of our control variables on internationalization. We started 

with all control variables mentioned in section 4; however, only the industry variables turned 

out to be significant (see table 3). Neither age nor size provides a significant contribution to 

the model.  

 

Based on this baseline model, the independent variables are included using stepwise forward 

selection in order to develop model 1. In step 1 (model 1-1) the "SFI-level" is included. In the 

next step (model 1-2), also "business group affiliation" is incorporated. All other independent 

variables mentioned in section 4 do not provide a significant contribution to the model, and 

are thus not included so as not to distort the regression-coefficients β (see table 4).  

 

Table 3: Baseline model of the binary logistic regression 

Model 0 
  β-coeff. SE sig.   exp(β) 

 manufacturing industry 2.260 0.328 0.000 *** 9.579 

 comercial/craft industry 0.250 0.316 0.428                 1.285 

 constant -1.007 0.190 0.000 *** 0.365 

 

       modell fit 

      -2LL 340.986 

     Cox & Snell R
2
 0.185 

     Nagelkerkes R
2
 0.249 

     

       Hosmer-Lemeshow-test 

     chi-square 0.000 

     sig. 1.000 

     

       overall correctpredition 73.2%         

 

       β-coeff. indicates the logistic regression coefficient, SE denotes  

the standard error, sig. gives the probability level of the Wald statistic, 

and exp(β) displays the magnitude of effect.  

Level of significance (Wald test): *** p < 0.001; ** p < 0.01; * p < 0.05 

  

Deviances and Pseudo R-squared measures indicate good model fits of all our models. The 

fact that the deviances decrease and Pseudo R-squared measures increase implies a rising 

goodness of fit and explanatory power resulting in Pseudo R-squared measures of 0.222 (Cox 

& Snell), 0.299 (Nagelkerke) and overall correct predictions of 73.3 % for model 1-2. 
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Table 4: Binary logistic regression models 

 
Model 1-1 

    

Model 1-2 

     β-coeff. SE sig. 

 

exp(β)   β-coeff. SE sig.   exp(β) 

manufacturing industry 2.158 0.348 0.000 *** 8.653 

 

2.050 0.352 0.000 *** 7.766 

comercial/craft industry 0.241 0.357 0.500 

 

1.272 

 

0.231 0.361 0.523 

 

1.260 

low SFI 0.147 0.356 0.680 

 

1.158 

 

-0.252 0.406 0.535 

 

0.777 

medium SFI 1.058 0.394 0.007 ** 2.880 

 

0.904 0.400 0.024 * 2.470 

group affiliation 

      

0.723 0.336 0.032 * 2.060 

constant -1.356 0.330 0.000 *** 0.258 

 

-1.408 0.331 0.000 

 

0.245 

            modell fit 

           -2LL 298.064 

     

293.362 

    Cox & Snell R
2
 0.208 

     

0.222 

    Nagelkerkes R
2
 0.280 

     

0.299 

    

            Hosmer-Lemeshow-test 

    chi-square 2.784 

     

4.146 

    sig. 0.733 

     

0.763 

    

            overall correct predition 73.3%           73.3%         

            β-coeff. indicates the logistic regression coefficient, SE denotes  

the standard error, sig. gives the probability level of the Wald statistic, 

and exp(β) displays the magnitude of effect.  

Level of significance (Wald test): *** p < 0.001; ** p < 0.01; * p < 0.05 

  

The final model 1-2 indicates that the strongest predictor of international diversification is 

still industry and that manufacturing firms show a 7.8 times higher probability for 

internationalization when compared to companies of other industries. ("commercial/craft” is 

no significant predictor but firms belonging to this industry have a 1.3 timer higher 

probability of internationalization than enterprises of other industries). The next strongest 

predictor of international diversification is family influence. Companies with a medium level 

of family influence (1 ≤ SFI < 2) are 2.5 times more likely to exhibit international 

diversification than family firms with a high level of family influence (SFI ≥ 2). Both the 

magnitude of the effects as well as the changes in the goodness-of-fit statistics show that the 

level of SFI influences the probability of internationalization. Group affiliation turned out to 

be a predictor of internationalization as well; a company integrated in a group of companies 

is twice as likely to be internationally diversified. However, belonging to the manufacturing 

industry is clearly the strongest predictor of international diversification. 

 

Although the bivariate analyzes have also shown significant results for the number of 

management board members as well as the existence of a supervisory and/or advisory board, 

the logistic regression does not confirm their significance. This might result from the fact that 

only approximately a quarter (25.8. %) of all medium-sized companies have a supervisory 

board and only about 12.9 % an advisory board. Consequently, we had a high number of 
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missing values, which might have caused these two variables to drop out in the stepwise 

forward regression. Management board size, though significant in the bivariate analysis, does 

not turn out to be significant in the regression models and is therefore also not included. 

 

The results presented above lead to the following final regression equation based on model 

1-2:  

i

i

P y 1
log

P y 0
 

 

 

 

 

It is important to note that there is no problem of mulitcollinearity in our analysis as the 

correlation matrices indicate no multicollinearities in the models presented. 

 

 

DISCUSSION AND IMPLICATIONS 

 

The bivariate as well as the regression analyzes revealed a significant positive relationship 

between being a constituent of a group of companies and international diversification. 

Consequently, group affiliation is one possible way of overcoming the resource constraints 

SMEs face, implying that SMEs might consider joining a group of companies when planning 

to internationalize. Despite the advantage of fewer coordination problems, being part of 

group, however, also means giving up independence, which might be valued very highly by 

some SMEs. 

 

Concerning the impact of family influence, our findings contradict previous evidence (e.g., 

Fernández and Nieto, 2005; Gomez-Mejia et al., 2010) that, based on a dichotomous 

classification, found lower levels of internationalization in family firms. Using a more fine-

grained variable to measure family influence instead of a dichotomous variable provides a 

deeper look into this relationship and reveals an inverse U-shaped relationship between 

internationalization and family influence (see figure 3).  

 

– 1.408 

+ 2.050 × manufacturing_industry + 0.231 × commercial/craft_industry 

– 0.252 × low_SFI + 0.904 × medium_SFI 

+ 0.723 × group_affiliation 



17 

The difference between family firms with medium and high levels of SFI meets our 

expectations and can be explained by the fact that a medium level of SFI indicates a lower 

percentage of equity capital on the part of the family or a high percentage of non-family 

members on the management board and/or supervisory board compared to family firms with 

a high level of SFI. Empirical studies have shown that external owners, who in this case have 

taken over the capital share of the family, expand the range and extent of internationalization 

(George et al., 2005) or that a stake taken by a company in a family firm—above all if this is 

a corporate block holder—increases the likelihood of international export activities 

(Fernández and Nieto, 2006). Likewise, non-family managers, as a rule, bring along 

professionalization (Dyer, 1989; García Perez de Lema and Duréndez, 2007; Lutz et al., 

2010; Duller et al., 2011). This professionalization might also lead to an increase in 

international activity, which presumes professional business structures (Fernández and Nieto, 

2006). Furthermore, taking into account a family firm's conservative attitude and reluctance 

to change, it might not start becoming international until it has gained enough internal 

resources to do so (Muñoz-Bullón and Sánchez-Bueno, 2011). A medium SFI score might 

serve as an indicator of such a growing internal resource pool. 

 

The differences between medium-sized firms with a low SFI (non-family firms) and a 

medium SFI seem at first sight less clear-cut as it stands in opposition to hypothesis 2. 

However, this apparent contradiction could be explained by a family firm's characteristics. 

Family firms are shaped by a collective vision and common values as well as an atmosphere 

of mutual trust, loyalty and commitment towards the goal of long-term corporate 

development (Davis et al., 1997; Gomez-Mejia et al., 2010). These specific attributes might 

serve as a complement to formal governance mechanisms (Buckley and Strange, 2011) and 

facilitate the transfer of resources across foreign regions (Muñoz-Bullón and Sánchez-Bueno, 

2011), thus fostering internationalization even to a greater extent than in non-family firms 

once the necessary resources for internationalization have been built up. 

 

The most surprising finding of our study is the fact that board size exhibits a negative 

correlation to internationalization. While a comparable study (Calabrò et al., 2009) revealed 

that the size of the management board has no significant influence, our findings indicate that 

the patriarchal leadership structures with clearly defined decision-making processes and 

“autocratic one-man shows” prevalent in SMEs are more likely to lead to internationalization. 

"Internationalization offers an opportunity to capitalize on SMEs' entrepreneurial orientation 
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by being proactive, reaching foreign markets ahead of their competition, and by introducing 

products and process innovations there " (George et al. 2005, p.214). The entrepreneurial 

spirit, which is often associated with autocratic leaders, in conjunction with the fact that 

autocracy lends itself well to fast decision making and quick and agile responses to change, 

might therefore lead to a higher probability that international opportunities are identified and 

exploited. 

 

There is evidence of industry-specific differences (Hitt et al., 2006). Also our analysis reveals 

clear industry-specific differences, with manufacturing firms engaging in a much higher level 

of international activity. Manufacturing is a capital equipment-intensive industry 

characterized by economies of scale and scope. Due to the scarcity of resources previously 

mentioned, SMEs can compete with large firms on both levels only when they concentrate on 

special niches in which they attempt to gain competitive advantage. Austria, being a small 

country, is characterized by a limited domestic market, which is exhausted earlier than a 

larger domestic market, especially in the case of niche-focused companies. As a consequence, 

such specialized SMEs are forced to go international in order to ensure their profitability and 

survival (evidence on born global firms supports this as they are predominantly pursuing a 

niche strategy and operating in countries with a small domestic market – see Holtbrügge and 

Wessely, 2009 and the sources cited there). Following this line of argument, it can be 

supposed that the internationally active firms are more specialized. In this case, however, the 

broad and diversified know-how, which the managing directors bring, is not necessary.  

 

Previous evidence (e.g. Calabrò et al., 2009) highlights the importance of the board's advisory 

tasks in determining internationalization. Our results reveal significant differences between 

the impact of supervisory and advisory boards. Concerning the supervisory board, a negative 

correlation between its existence and international diversification is found. It may be that, 

because of the legal standing and formal role, Austrian supervisory boards are more inclined 

to ensure corporate oversight than to supply service and advice and thus do not provide the 

companies with valuable resources for their internationalization.  

 

This line of argument receives support in virtue of the fact that advisory boards, whose 

establishment is not determined by law, have a positive impact on international 

diversification. Obviously, advisory boards are better suited than supervisory boards to 

provide a firm with advice concerning internationalization. This is consistent with the 
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findings of Blumentritt (2006), who proved a stronger positive correlation between the use of 

various forms of planning and the existence of an advisory board as compared to that of the 

existence of a supervisory board. Hence, when it comes to the advisory role of boards, 

advisory boards are better suited to perform this function. In light of the fact that many SMEs 

suffer from a meager supply of resources as well as a limited access to resources, in 

conjunction with the fact that apparently neither a supervisory board nor additional managing 

directors result in an improvement, setting up an advisory board to support 

internationalization would be expedient.    

 

 

CONCLUSIONS 

 

To summarize, our analysis of the relationship between various corporate governance 

mechanisms and internationalization strategy pinpoints group affiliation and family influence 

as the most influential factors and highlights the mixed roles of the management board, 

supervisory board and advisory board in internationalization. In doing so, it contributes to a 

better understanding of the relationship between corporate governance and 

internationalization as called for by Filatotchev et al. (2001), Delios (2011) and Filatotchev 

and Wright (2011). The role of management, supervisory and advisory boards is a notable 

example of subject-matter that has been scarcely researched, in particular in relation to 

internationalization (Calabrò et al., 2009). By analyzing the impact of different kinds of 

boards in Austria our survey addresses this neglected topic. Moreover, since boards might 

function differently across various corporate governance regimes (Filatotchev and Wright, 

2011), and due to general concerns that findings on the internationalization of firms might be 

country-specific (Lu and Beamish, 2001), the investigation into internationalization among 

medium-sized firms in a small and less-studied country may contribute valuable insights. 

 

This study, however, is not without limitations that might invite additional research. One 

limitation can be found in the missing linkage to performance measures; consequently, we 

have not been able to demonstrate performance effects of internationalization and to answer 

the question of whether a high level of international activity is beneficial to SMEs and 

ensures sustainable firm development. Secondly, even when we applied a more 

comprehensive variable such as export activity to operationalize international activity, some 

aspects are not taken into consideration such as the extent and breadth of internationalization, 



20 

which could serve as starting points for future research. Thirdly, our findings indicate that the 

market environment of a company, especially the industry it operates in, could serve as a 

meaningful influencing factor just like the chosen strategy. Therefore they should be 

researched in future studies in the same manner as the attitude of the managing directors 

towards risk and an entrepreneurial spirit. Finally, the evidence on the mixed role of boards 

calls for a further and deeper exploration of how their composition, functions and task 

allocation impact internationalization.  
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INTRODUCTION 

Recent academic studies and industry reports have increasingly drawn attention to firms that, 

from inception, seek to “derive significant competitive advantage from the use of resources and 

the sale of outputs in multiple countries” (Oviatt and McDougall, 1994, p. 49). Firms that begin 

internationalisation activities within the first 6 years from inception are known as “born global” 

(McDougall, Oviatt, and Shrader, 2003; Zahra, Ireland, and Hitt, 2000) and their 

internationalisation process is seemingly in contrast with earlier established theories of 

internationalisation (Oviatt and McDougall, 1994). Given this, it appears that to really 

understand the internationalisation process of born global firms, there is also a need to 

understand the factors associated with entrepreneurs’ experience endowments because they are 

able to move down their experience curve with respect to the processes of business 

internationalization.  

A substantial body of literature indicates that experience forms an important component of an 

entrepreneur’s human capital which in turn influences their cognitive behaviour affecting how 

they engage in the internationalisation process. If there are certain distinct factors associated with 

experience endowments that trigger and enable born global internationalization process, then 

there are definite advantages associated with identifying these influences and how they affect the 

process. In this study, the theoretical rationale for studying the entrepreneur’s experience 

endowments that act as antecedents to the internationalisation of born global firms is provided 

based on international entrepreneurship theory. Previous international, entrepreneurship and 

industry experiences are viewed as three components of an entrepreneur's specific human capital 

related to initiation and execution of born global internationalization process. The article also 

explores the relationship between these experience-related factors and entrepreneurial network 

and how this relationship influences born global internationalisation processes. 

 

BACKGROUND LITERATURE 

There is increasing evidence in the literature that internationalisation decisions and the process 

by which these decisions are pursued by are mediated by an entrepreneur’s experience 

endowments. International entrepreneurship (IE) literature explicitly acknowledges the key role 
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that individual entrepreneurs play in the internationalisation process of their firms, suggesting 

that the internationalisation of born global firms is more strongly affected by the characteristics 

of the entrepreneur than by firm variables such as firm size and age (Reuber and Fischer, 1997; 

Ellis, 2000; Madsen and Servais, 1997). Entrepreneurs have individual assets, defined as human 

capital, that help them recognize new opportunities and assemble resources for their ventures to 

explore and exploit identified opportunities (Burt, 1992; Alvarez and Busenitz, 2001). These 

human capital assets consist of skills and knowledge that a person has accumulated over time as 

a result of his or her experience and define an entrepreneur’s ability to explore and exploit 

international opportunities (Coleman, 1990; Burt, 1992; Madsen and Servais, 1997).  For 

example, when profitable opportunities for economic activities across national borders exist, an 

entrepreneur with higher level of skills and knowledge acquired from previous experience is 

deemed better able to identify and develop those opportunities. Once engaged in the 

internationalisation process, such individuals should also have a superior ability to exploit these 

opportunities (Reuber and Fischer, 1997; Ucbasaran, Westhead, and Wright, 2003).  Since an 

entrepreneur’s human capital consists of relevant knowledge and abilities that the entrepreneur 

has acquired over time, the literature emphasises the importance of identifying the elements from 

the entrepreneur’s background that would positively influence internationalisation (Karagozoglu 

and Lindell, 1988). Premised on other studies which have analysed different elements of an 

entrepreneur’s background that shaped their human capital as they separately relate to born 

global firm internationalisation (Bloodgood, Sapienza, and Almeida, 1996; Reuber and Fischer, 

1997; Ucbasaran et al., 2003), we identify three factors that relate positively to 

internationalisation as being of particular relevance to this study: (1) previous international 

experience; (2)  previous entrepreneurial experience, and (3) previous industry experience. 

International Experience 

Previous international experience of the entrepreneur has been suggested as one of the most 

important influences on the success of born global firms (e.g. Madsen and Servais, 1997; 

Morgan and Katsikeas, 1997). In exploring internationalisation opportunities, previous 

experience may play an important role in shaping an entrepreneur’s international outlook and his 

overall awareness of the existence of international opportunities.  
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Morgan and Katsikeas (1997) have argued that there is a close relationship between the 

characteristics of the decision maker and the inclination within firms to develop exporting 

activity. In particular, the likelihood of the firm to engage in international activities is largely 

determined by the international orientation (IO) of the decision maker (Wiedersheim-Paul, 

Welch, and Olson, 1978; Spence, 2003). That is, the IO of the decision maker is a key influence 

upon the strategic agenda of the firm (Spence, 2003). This orientation would depend upon the 

previous international experience of the entrepreneur such as whether the decision maker had 

lived abroad, was able to speak a foreign language, had received educational training, or had 

previously worked abroad or in export trading businesses.  In addition IO is an important factor 

that could differentiate firms in relation to their internationalisation strategies, in terms of 

propensity, aggressiveness and development employing the entrepreneur’s international 

experience (Wiedersheim-Paul, et al., 1978; Morgan and Katsikeas, 1997; Spence, 2003). The 

entrepreneurs’ exposure to foreign cultures through living, working, or traveling abroad should 

increase their IO toward foreign markets (Bell, McNaughton, and Young, 2001; Chandra and 

Styles, 2004). The acquisition of first-hand experiences through a personal presence in foreign 

markets where a company operates or is seeking to operate is the primary means by which 

managers acquire and maintain tacit knowledge of the firm's potential for international activities 

(Athanassiou and Nigh, 2002). Foreign markets can be perceived as having particular 

distinguishing attributes. To the extent that entrepreneurs have information on specific markets, 

they become more capable of discriminating among them. The perceived uncertainty and 

complexity of these markets is lessened the more time the entrepreneur has spent abroad. 

Moreover, entrepreneurs who have lived abroad are more likely than their counterparts without 

this experience to respond favorably to international market opportunities as they arise, and to 

pay more serious attention to the potential for international expansion to these markets.  

For the opportunity exploitation process, internationalisation experience may act as a proxy for 

skills and competencies as well as enabling the building of networks of international contacts 

(Bell et al., 2001). There is evidence from previous studies showing that entrepreneurs from born 

global firms have more international experience, when compared with domestic entrepreneurs. 
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Entrepreneurial Experience 

The born global theory of internationalisation lends ongoing support to the perception of the 

leading role an entrepreneur’s competencies play in driving a firm’s future cross-border activity 

(Reuber and Fischer, 1997; Madsen and Servais, 1997, Lumpkin and Dess, 1996). The presence 

of previous entrepreneurial experience is helpful since it provides a valuable set of 

entrepreneurial skills, knowledge and attitudes. The experience of born global firm building 

seems to be more successful and efficient if this is a subsequent venture of the entrepreneur. For 

example, Ucbasaran et al. (2003, p. 209) further suggest that “business ownership experience 

may add to the entrepreneur’s existing human capital endowment, allowing the entrepreneur to 

access additional resources, and possibly adding value to the entrepreneur’s subsequent 

activities.”  

The existence of previous entrepreneurial experience is likely to define the level of 

entrepreneurial orientation (EO) that an individual exhibits. Building upon the ‘strategic choice’ 

view of organisational decision making, born global theory emphasises entrepreneurial 

orientation as being one of the key determinants of the entrepreneur’s pursuit of specific 

internationalisation goals – such as a global vision from inception and motivation for increasing 

the pace and direction of internationalisation, skipping or compressing stages in the 

internationalisation process, and rapidly increasing the scope of foreign activities (e.g. Lumpkin 

and Dess, 1996;  Leonidou, 2004).  The notion of EO explains why some firms are more inclined 

than others to search for opportunities outside the realm of their current domain (McDougall, 

Shane, and Oviatt, 1994; Lumpkin and Dess 1996, 2001). Existing research conceptualises 

entrepreneurial orientation as the combined level of a firm's innovation, proactiveness, and risk-

seeking (Miller 1983; Lumpkin and Dess 1996) and suggests that entrepreneurs with high EO are 

in a better position to take advantage of additional foreign opportunities. For example, Calof and 

Viviers (1995) suggest that decisions with regard to international expansion must imply a high 

level of uncertainty as the firms enter physically or culturally distant markets or become more 

dependent on revenues generated in unfamiliar international markets. Since firms high in EO are 

willing to take riskier decisions (Miller 1983; Lumpkin and Dess 1996), they may more readily 

accept the uncertainty inherent in further increasing cross-border activity, and will search for 

alternative ways to overcome uncertainty, such as by exchanging information with organisations 
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which are more familiar with the specific local context (Acs, Dana and Jones 2003), Zaheer and 

Mosakowski, 1997).  Therefore, when an entrepreneur proactively seeks additional foreign 

opportunities, be it suppliers, customers, or alliance partners, there are strategies to overcome the 

inevitable uncertainty that arises when increasing the intensity of its activities in an unfamiliar 

market (Acs, et al., 2003; Lumpkin and Dess, 1996).  

An EO perspective also suggests that entrepreneurs with high EO are in better position to take 

advantage of additional foreign opportunities, and therefore will be more willing to act upon 

such opportunities (Krueger, 1993)   This is consistent with the notion of proactiveness which 

reflects the firm’s propensity to undertake a continuous search for opportunities, especially 

opportunities that lie outside the firm’s current domain of activities (Lumpkin and Dess, 1996). 

In this way an internationally oriented individual may monitor environmental changes in a 

variety of countries frequently even if the person has not previously undertaken any formal 

business transactions in those countries, and so gain more confidence and familiarity with a 

foreign environment and prepare the company for its international expansion (e. g. Lumpkin and 

Dess, 1996).  Similarly, the degree of innovative activity may also increase the firm’s potential to 

leverage its existing capabilities by increasing the intensity of its activities in current foreign 

markets or by entering new foreign markets. For instance, a firm that has spent significant effort 

in R&D-related activities may be more willing to enter additional overseas markets as a means of 

leveraging its knowledge (Slater and Narver 1995). In addition, prior entrepreneurial experience 

provides entrepreneurs with business reputation and a track record, which among other factors 

may facilitate the development of born global firms.   

Industry Experience 

Prior technical knowledge relating to previous experience in the same industry is a valuable asset 

for entrepreneurs whose knowledge and awareness of industry trends may influence their ability 

to recognise their first international opportunities (Chandra and Styles, 2004). The role of 

previous industry experience in the internationalisation process may not appear obvious at the 

outset, but research has shown that previous industry experience plays a significant role not only 

in the new venture formation process, but that its influence may also extend to the 

internationalisation of the firm. That this is so becomes apparent after the following logical chain 

of events is considered. Entrepreneurs use knowledge in their possession to recognize 
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opportunity to develop a new product. The opportunity for a new product is often discovered as a 

consequence of the entrepreneurs’ prior technical knowledge.  This opportunity is often for a 

new product that can address global needs (Alahuhta, 1990).  Thus, Alahuhta (1990) suggests 

prior technical knowledge derived from previous industry experience can explain seeing an 

opportunity to create the product to address global customer needs. Existing research has shown 

that the characteristics of potential new products were the most significant factor in how firms 

developed their strategic approach (Alahuhta, 1990; Chandra and Styles, 2004). In born global 

technology firms in particular, the process of new product development was focused upon 

products that could be marketed internationally (Alahuhta, 1990). In this way previous industry 

experience can result in international opportunities being discovered and successfully explored.  

Network Theory and International Entrepreneurship Interface 

Analysis of networks has received much attention and emphasise the value of network theory 

when applied to the search for an explanation for the accelerated internationalisation of some 

firms.  Earlier calls to draw upon network theory in IE were made by several researchers (Oviatt 

and McDougall, 1994; Bell, 1995, Coviello and Munro, 1995, 1997). Independently of the study 

of IE, scholars in both international business (e.g., Johanson and Mattsson, 1988 Axelsson and 

Johanson, 1992; Forsgren, 1989) and entrepreneurship (e.g., Aldrich and Zimmer, 1986; Larson 

and Starr, 1993) previously recognised the importance of network research to their fields of 

study. For example, Johanson and Vahlne’s (2003) network model calls specifically upon IE 

researchers to integrate network theory into existing theories of firm internationalisation. Oviatt 

and McDougall’s (1994) ‘new venture internationalisation theory’ identifies one of the four 

elements of new venture internationalisation theory as being “alternative governance structures.”  

They posit that because international new ventures may lack sufficient resources to control many 

assets through ownership, they must rely on alternative means of control. They point to the 

existence of a network structure as one of the new ventures’ most powerful resource-conserving 

alternatives to internationalisation. A network exchange structure offers the typically financially 

constrained entrepreneurial firm a critical leveraging opportunity whereby resources can be 

gained without incurring the capital investments of vertical integration. The entrepreneurial firm 

is, thereby, provided with a way to maximise its adaptability to its environment (Larson, 1992). 
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Bell’s (1995) comparative study of export behaviour among entrepreneurial software firms in 

Finland, Ireland, and Norway led Bell to the conclusion that the network approach represented 

the best way to explain the internationalisation processes of these firms, whereas the 1994 work 

of McDougall et al. showed that networks helped founders of international new ventures, or 

‘born globals’, to identify international business opportunities, and that those networks appeared 

to have more influence on the founders’ choices of country than did the countries’ psychic 

distance. Oviatt and McDougall (1995) further identified strong international business networks 

as one of the most important characteristics of successful global start-ups. Additionally, Servias 

and Rasmussen (2000) found that networks were important to the majority of the Danish firms in 

their internationalisation processes and, finally Coviello and Munro’s IE research used network 

theory to examine international market development and marketing-related activities within 

international markets. Based on the findings of their study of the internationalisation processes of 

New Zealand software firms, Coviello and Munro (1995: 58) noted: 

“Our understanding of the internationalisation processes of entrepreneurial firms is 

enriched when we expand the analysis beyond the individual firm’s actions and address 

the impact of a firm’s role and position within a network of relationships. From this 

perspective, foreign market selection and entry initiatives emanate from opportunities 

created through network contacts, rather than solely from the strategic decisions of 

managers in the firm. …it is not surprising that the observed patterns of international 

market growth for entrepreneurial high - technology firms differ from the processes of 

the larger manufacturing firms outlined in the literature. Their relatively rapid and 

dispersed involvement in foreign markets creates the impression of being random and 

somewhat irrational, when in fact the span of activities can be linked to opportunities 

emerging from a network of relationships.”  

In light of this discussion, there is a view that network analysis has been a powerful means for IE 

researchers to provide explanations for the accelerated internationalisation of born global firms.   

For example, Vasilchenko and Morrish (2011) found that networks facilitated  Following is a 

discussion of social networks and business networks showing how entrepreneurs can make the 

use of both of these types of networks to address different goals when exploring and exploiting 

international opportunities.  
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Social Networks 

Social network theory is based on the assumption that it is impossible to comprehensively 

examine economic exchange without investigating the social context in which it is embedded 

(Granovetter, 1985).  Since organisational behaviour is built upon the actions of the individuals 

who act on behalf of the organisations, the social relationships inevitably become involved in 

business practices (Mainela, 2002). Since the key driver of the internationalisation process of 

born global firms is often the entrepreneur (Oviatt and McDougall, 1994, 1997; Knight and 

Cavusgil, 1996), it is logical that in born global firms an entrepreneur’s network has the potential 

to influence the internationalisation process of the firm.  In particular the role of networks was 

identified as being critical in the earlier stages of internationalisation when networks are used to 

gain information about international business opportunities or potential international business 

partners (Johanson and Vahlne, 2003).  In addition, entrepreneurs can rely on networks when 

choosing international markets based on the network’s location. In this case, networks are relied 

upon to source local information about the market and thus reduce the uncertainties associated 

with entering a new market. 

Business Networks  

Despite the dominant use of social network theory to explain rapid internationalisation patterns 

of entrepreneurial firms, the role of business relationships has also been emphasised in the 

literature. The definition of business networks has been provided by the Norwegian Industrial 

and Development Fund that defines business networking as: “...long term, expedient 

arrangements between separate but related profit centres, which give participants the 

opportunity to achieve or maintain  competitive advantages in relation  to competitors outside 

the ranks of said corporate cooperation” (1995, p. 20). As such, business networks are goal 

oriented cooperation among two or more businesses involving a mutual exchange of resources 

and / or concerted efforts to resolve problems by entering into formal agreements.  

The use of networks through the establishment of long-term relationships is instrumental in 

firms' development of international business activities. In particular, business networks are 

particularly strongly relied upon during the international opportunity exploitation process, 

especially when expanding into foreign markets, as business networks can facilitate the 

acquisition of experiential knowledge about these markets (Lindqvist, 1997). The importance of 
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networks has been emphasised in investigations into the internationalisation of resource-

constrained entrepreneurial firms which viewed networks as an answer to the common barriers 

of foreign market entry (e.g. Chetty and Wilson, 2003). Researchers have found that a firm’s 

specific internal factors and external environmental factors often have detrimental effects on the 

ability of SMEs to export. The most influential internal factors identified as being significant 

have been summarised by Kelly (2000) and include, among others: managerial skills; availability 

and commitment of resources including financial resources; and availability and use of 

information. Equally, external environmental factors may influence the success of firms seeking 

to compete in international markets. Differences in language and culture, the level of industry 

protection, regional and bilateral trade policies - are among the key macro issues that directly 

affect the ability of firms to enter and compete in an international marketplace (Kelly, 2000).  

Many born global firms, which are often small and medium sized entrepreneurial firms, do not 

have the necessary  skills, knowledge and resources needed to successfully enter and sustain a 

competitive position in foreign markets. Equally, their size limits their ability to influence or 

control external factors. To overcome such limitations, born global firms often seek alternative 

strategies that help them minimise inherent weaknesses. Research demonstrates that networking 

is a powerful alternative.  In particular, relationships with customers, suppliers and other 

business partners are considered crucial when entering foreign markets as face-to-face 

encounters with business partners, clients and business representatives allow internationalising 

firms to get a feel for the market, to gain insight into how business is conducted there, to 

demonstrate interest, and to start the building of trust (Blomstermo and Sharma, 2003; Wilson 

and Mummalanei, 1990). Business networks also speed internationalisation by providing 

synergistic relationships with other firms, small and large, which complement each other's 

resources at various stages in the value chain (Nummela, 2002; Jones, 1999). Coviello and 

Munro (1997), who integrated the incremental internationalisation models with the network 

perspective, found that the internationalisation processes of small software firms are affected by 

formal and informal inter-firm relationships, and can be seen as perhaps resembling an 

accelerated version of the incremental and sequential stage models.  
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CONCEPTUAL MODEL 

The studies on born global firms suggest that entrepreneurs play a key role in the development of 

a these firms, and that an individual level analysis is important for an understanding of firms’ 

internationalisation strategies.  The role of the entrepreneur in determining the strategic direction 

of the business including its internationalisation strategies was pointed out in the review of IE 

literature and works on born global firms (e.g. Oviatt and McDougall, 1994, 1997; Knight and 

Cavusgil, 1996). Consistent with the IE literature and works that focus on internationalisation of 

born global firms, this study adopts the position that the entrepreneur is the dominant factor 

enabling born global ICT firms to explore and exploit its unique internationalisation 

opportunities.  In this paper, it is assumed that internationalisation of born global ICT firms will 

be highly dependent upon the motivations and capabilities of their entrepreneurs, who will 

determine the likelihood and nature of international opportunity exploration.  The conceptual 

model is captured in Figure 1 followed by a detailed discussion. 

Figure1. Experience as antecedents to the internationalisation of born global 
firms

Prior International 
Experience 

Prior Entrepreneurial 
Experience 

Prior Industry
Experience Internationalisation

Entrepreneur’s 
Network 
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Prior International Experience 

The literature suggests that one of the major factors influencing international involvement of a 

firm is the IO of the entrepreneur manifested in “the entrepreneur’s enthusiasm [for] overseas 

expansion” which consequently “results in higher international involvement” (Spence, 2003, 

p.280).  This international openness has been linked with the previous international experience of 

the entrepreneur including possibly foreign origins, education or past international working 

experience of an entrepreneur (Spence, 2003). For example, a previous positive international 

experience of an entrepreneur could trigger the intention to internationalise. This entrepreneur 

probably “will be more likely to be receptive to stimuli and outward business activities” (Bell et 

al., 2004, p.39). Moreover, learning through the experience itself plays an important role 

regarding the planned search for international opportunities by firms. Through cognitive 

learning, acquired during previous international experience of the entrepreneur (or management 

team) the experience within the firm reaches the point where “[entrepreneur and] managers 

develop an increasing amount of intellectual capital that can be used in developing strategies and 

allocating resources” (Crick and Spence, 2005, p.170) enabling them with sufficient knowledge 

and a skill base for entering international markets.  Oviatt and McDougall (1994, 1997) support 

this view, arguing that the entrepreneur’s previous international experience is very influential in 

the development of international opportunities. They propose that the past international 

experience and present competencies of entrepreneurs can enable them to avoid dependency 

upon a purely domestic market. Madsen and Servais (1996) suggest that founders with 

international experience may not see national borders as an obstacle, but rather see international 

markets as open and accessible. An entrepreneur with a positive perception of foreign markets is 

likely to commit more resources towards activities with the aim of stimulating growth into 

international markets.  

Prior Entrepreneurial Experience  

The review of the literature on born global firms revealed extensive support among researchers 

for the highly significant role the entrepreneur’s competencies play in driving the firm’s future 

cross-border activity. The presence of competencies associated with previous entrepreneurial 

experience is helpful since it provides a valuable set of entrepreneurial skills, knowledge and 

attitudes that enable the entrepreneur to discover and develop business opportunities, including 

internationalisation opportunities (Shane & Venkataraman, 2000; McGrath and MacMillan, 
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2000). Previous entrepreneurial experience may also increase the probability of  

internationalisation opportunity development since learning enhances the entrepreneur’s ability 

to recognise and act effectively on opportunities when they present themselves  (Ucbasaran, et 

al., 2003).  

Previous entrepreneurial experience may also assist entrepreneurs with development of more 

successful and efficient internationalisation strategies. “Business ownership experience may add 

to the entrepreneur’s existing human capital endowment, allowing the entrepreneur to access 

additional resources, and possibly adding value to the entrepreneur’s subsequent activities” 

(Ucbasaran et al, 2003, p. 209).  The existence of previous entrepreneurial experience is 

positively associated with the level of entrepreneurial orientation of the entrepreneur, which is 

one of the key determinants of the entrepreneur’s pursuit of specific internationalisation goals 

(such as motivation for early and fast internationalisation) (e.g. Zahra et al, 2000).   

Entrepreneurs with high entrepreneurial orientation resulting from previous entrepreneurial 

experience are likely to be in a better position to take advantage of internationalisation 

opportunities (McDougall et al., 1994; Lumpkin and Dess, 1996). These entrepreneurs are 

expected to possess greater propensity for innovation, proactiveness, and risk-seeking (Miller, 

1983; Lumpkin and Dess, 1996) and, therefore a have a greater set of skills and abilities to: 

(1) accept the uncertainty associated with international market entry (Miller 1983; 

Lumpkin and Dess 1996) 

(2) search for alternative ways to overcome uncertainty, such as by exchanging 

information with organisations which are more familiar with the specific local context 

(Acs, Morck, Shaver, and Yeung, 1997; Zaheer and Mosakowski 1997; Calof and 

Viviers, 1995).  

(3) act upon international opportunities when they present themselves 

(4) be proactive in undertaking a continuous search for new opportunities, including 

those outside national borders. 

(5) act to leverage existing capabilities by increasing the intensity of activity in current 

foreign markets or by entering new foreign markets (e.g. expanding to additional 

overseas markets as a means of leveraging its knowledge).  
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In addition, prior entrepreneurial experience provides an entrepreneur with business reputation 

and a track record which may enhance his or her ability to acquire necessary financial capital and 

thus facilitate the development of the firm. 

Prior Industry Experience  

Prior technical knowledge relating to the previous experience of the entrepreneur in the industry 

may influence an entrepreneur’s ability and willingness to explore his or her first international 

opportunities (Chandra and Styles, 2004). In particular, internationalisation of born global ICT 

firms may result from the objective of the entrepreneur(s) in establishing the firm. In other 

words, these firms are established on the basis of an entrepreneur’s intention to seize 

international market opportunities for a product already developed with the aim of addressing 

global needs during his or her prior involvement with the ICT industry.  The previous research 

showed that product characteristics are probably the most significant factors in explaining 

strategic approaches to international development of firms (Chandra and Styles, 2004). In 

particular, research found that in born global technology firms the process of new product 

development was focused upon products that could be marketed internationally. In this way, 

previous industry experience can influence the likelihood of international opportunity 

exploration, as well as the nature of that opportunity. In addition, through the previous 

involvement with the industry, the entrepreneur is likely to have already built a large network of 

connections that may come to the assistance of the firm at different stages throughout its 

international development.  

Networks 

The model acknowledges networks as being a main influencing factor throughout the process. 

Whether it is social or business networks, formal or informal, all of them are likely to support the 

internationalisation of the firm (Chetty and Wilson, 2003, Coviello and Munro, 1995). During 

the internationalisation process, the role of networks may vary and each form of network may 

have its own role (or multiple roles) at different phases of the process (Chetty and Wilson, 2003, 

Coviello and Munro, 1995, Numella, 2002).  Social networks, developed as a result of personal 

relationships, may work as information channels through which the firm in question gains 

information about international markets and internationalisation opportunities. The company 

may also engage experts to help them to identify or evaluate an opportunity (MacMillan, 1986). 
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When an internationalisation opportunity is identified, the company may experience a lack of 

financial resources necessary for future opportunity exploitation and therefore, it may seek 

assistance from government and/or investors. As the company proceeds to opportunity 

exploitation, it can rely even more strongly upon business networks, as business networks can 

facilitate the acquisition of experiential knowledge about relevant markets (Lindqvist, 1997). At 

this phase of internationalisation, networks are also very important to help firms to overcome 

some common barriers to foreign market entries associated with resource constraints (e.g. Chetty 

and Wilson, 2003). Consequently, different forms of networks may be utilised by the company 

throughout its internationalisation, enabling and facilitating the overall process.  

METHODS 

Building on the international entrepreneurship literature, we investigate the different elements of 

an entrepreneurs’ background that shape their human capital as these experience-based elements 

separately relate to born global firm internationalisation. We do so by focusing on high-

technology firms in New Zealand through an in-depth investigation of the role prior 

entrepreneurial experience plays in this process.  We deemed it appropriate to use a qualitative 

approach, more specifically with a multiple case study design to fully understand the process.  

Following Eisenhardt (1989), the number of case sites was specified prior to the initiation of the 

research, and four case sites were selected. These firms were selected based on the criteria for 

born global firms: 

 no older than 6 years old 

 international activities being initiated within the first three years of its inception 

 belong to the ICT sector, where ICTs are defined as any technologies used to 

"store, receive, transmit, and algorithmically transform any type of information 

that can be digitised - numbers, text, video, music, speech, programs, and 

engineering drawings, to name but a few" (Brynjolfsson and Hitt, 2000, p.24). 

The companies had to have their own ICT development that produced ICT 

products or productised solutions, forming at least part of the company’s 

offering.  
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Table 1 contains a brief summary of these case firms and evidence that they were born global 

from inception. 

Table 1. Case summary of participating firms 

 

Company Code (Governance Structure) 

Description 

(Staff 

numbers) 

Year 

founded 

(No. of 

founders) 

Overseas 

markets 

(year of entry) 

X1 (Public) 

“We conceived Xero as a global company from day 1…So, 

you know as soon as we had, you know[that] right in the 

original R&D process one of the core requirements was build a 

platform that could work, work [with] minimal extra effort in 

multiple countries. 

 

Online 

accounting 

software 

(47) 

 

 

2006 (3) 

 

UK (2008) 

Australia (2008) 

T2 (Private) 

“Our whole business intention was to be international, not a 

New Zealand company.  So the moment that we started 

business we said: right, who do we need to talk to in the key 

markets?  Which key markets do we want to go to?”   

 

Wi-fi 

hotspot 

software 

(7) 

 

 

2006 (2) 

 

Australia (2007) 

Fiji (2008) 

India (2008) 

S3 (Private) 

“We never really set up the company to be a New Zealand 

company because there’s only 2 mobile operators. I mean if 

your customer is a mobile operator and you’ve only got 2 

possible customers, you can’t really say ‘well we’re focused on 

just 1 country’.  You’ve got to start off and say ‘well we’re 

pretty much focused on the whole world’. 

 

 

Phone back 

up 

(5) 

 

 

2002 (2) 

 

 

Australia (2005) 

R4 (Private) 

We are living in an island, it’s too small, it’s not even a city.  

Four million people is too small. […] E-learning, e-learning is 

a large [global] market and there are tons of people working in 

it already.  Ninety billion dollar a year companies are already 

making [prodicts] and they are boring you know.  Their initial 

e-learning courses are boring.  So we are adding [an] 

intelligent human teacher with the course so our goal was 

integrating these robots with all the e-learning companies.   

 

 

Artificial 

intelligence 

software 

(16) 

 

 

2004 (1) 

 

 

Canada (2006) 

Australia (2007) 

 

 

The main data was collected through recorded semi-structured interviews using open-ended 

questions that were conducted with one founder/entrepreneur from each case firm. Where the 

company had multiple founders, we interviewed the founder/entrepreneur responsible for 
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decisions relating to the international involvement of the firm. This satisfies the criteria that the 

informant must be an influential, prominent, and well informed person in the organization 

selected on the basis of their expertise in areas relevant to the research (Marshal and Rossman 

1995). A total of four interviews lasting up to two hours were conducted. Interviews were 

conducted using a case study protocol to ensure that similar procedures were followed for all 

interviews (Yin 1988).  General topic areas were forwarded to the informants prior to the 

interview to allow for preparation, and an interview schedule was used in all interviews to ensure 

consistency and focus within the boundaries of the investigation.   

In order to supplement the interview material, archival data was sought comprising of planning 

documents, internal reports, and other relevant records.  Secondary published data mainly from 

the web, business and trade press were also sought. Multiple sources of data are used to reduce 

the potential for bias that could occur through inadequately documented evidence and poor recall 

or articulation in the interviews.  Following Yin’s (1988) recommendations, a database of all 

recorded interviews, transcripts, and notes made from examination of various documents was 

maintained for analysis.  Data analysis was structured along three steps involving firstly a 

presentation of the case descriptions as a way of organising the key findings; secondly by a 

within-case analysis and finally cross-case analyses before drawing the conclusions.  

After the interviews were transcribed, we developed case descriptions for organising the case 

study where a chronology of events emerged. Recoding the interview was particularly important 

in ensuring that none of the contextual information, such us intonation, was lost in the 

transcription. Once the chronology of events was complete, the gaps or points of clarification 

were identified and secondary sources of data were used. This was followed by within-case 

analysis in an attempt to thoroughly understand case-specific patterns before proceeding to find 

cross-case patterns and differences.  The last step involved a thematic analysis, a common 

method of qualitative analysis used to code data by identifying themes within the identified 

research framework (Boyatzis 1998).   

RESULTS 

We find that overall that the foundations for early internationalisation were embedded in the 

product strategies of our case firms which were based from the start on innovative global 
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offerings and developed in response to identified global needs. In all of the cases, the founding 

entrepreneurs firstly identified the global need and then established the firms around the products 

which they had developed to address these identified needs. These range from small business 

accounting solutions that could be applied internationally, low cost wi-fi hot spot provision, 

mobile security solutions and artificial intelligence for robotic technologies. There was also a 

strong aspirational aspect to their decisions to internationalise wanting to prove that one can 

build a global business from anywhere. 

“...we think there’s no reason why you wouldn't win on a global stage... it’s just playing 

in the big game and building a global business… we just want to do it big. You know,  

showing that you can build a global business from this part of the world.- X1 

“… if you look at some of the other internationalisation examples such as Nokia […] you 

go well what did they do?  Well they had the resources to go and sell into those markets 

and make their product popular.  Okay so why can’t we do that?- T2 

At industry and company levels, two external factors have influenced their decision to participate 

internationally, these being: a) small domestic market for niche products and b) the global nature 

of the market. The entrepreneurs recognised that a small New Zealand market is not a deterrent 

given the ‘global’ nature of the market created for them an opportunity to take advantage of the 

‘whole world’ and acknowledged the importance that they placed on their firms seeking  

international opportunities from the outset in order to capitalise on their unique technologies.  

Overall, we found that the process internationalisation is positively influenced by the 

entrepreneur’s knowledge associated with their previous personal experience. In particular, prior 

experience in industry, international experience, and previous entrepreneurial experience are 

amongst the most influential factors that enabled and facilitated internationalisation of the firms 

we investigated.  Table 2 contains a summary of the 3 levels of experience that the founding 

entrepreneurs of our case firms possess. 

Prior international experience played two important roles in the internationalisation process of 

the firms.  Firstly, consistent with what the literature has traditionally proposed as important 

sources of knowledge about international markets (i.e. international business experience, foreign 

education, proficiency in foreign languages, and foreign residency), prior international 
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experience generally influenced entrepreneurs’ level of international openness and willingness to 

search internationally.  Thus an entrepreneurs’ exposure to foreign markets and practices was an 

important source of ‘experiential’ knowledge about international markets in general. This 

facilitated their awareness of international opportunities, alertness to new opportunities, 

appreciation of bigger markets, and willingness to recognise the uncertainties involved when 

entering international markets. Secondly, we find that prior international experience led to the 

opportunity search and/or recognition in the specific countries with which founders and members 

of the firm had prior histories with. It is apparent from the conversation with the participants that 

their involvement in transactions outside New Zealand created the sense of familiarity with 

overseas markets in which they were previously involved and influenced their choice of 

international market. 

 

Table 2. Entrepreneur experience prior to internationalisation of their born global 

firms. 

Company Summary of entrepreneurs’ 

previous entrepreneurial 

experience 

Summary of entrepreneurs’ 

previous international 

experiences 

Summary of entrepreneurs’ 

previous experience in ICT 

industry 

X1 The founding entrepreneur 

interviewed for the study is a 

serial technology entrepreneur 

who had built and sold a 

number of successful 

technology companies prior to 

establishing X1. 

The founding entrepreneur 

interviewed for the study had 

had extensive prior  

international business 

experience 

The first entrepreneur – 

interviewee– is  a serial 

technology entrepreneur who 

built and sold a number of 

successful technology companies 

prior to establishing X1  

 

The second entrepreneur– is a 

small business accounting 

specialist. 

T2 Prior to T2,the entrepreneur had 

founded two technology start-

ups: 

(1) An interactive voice 

response company that takes 

phone calls;  the company 

developed into the second 

largest of its type in New 

Zealand  

 (2) IT start up operating in the 

wi-fi area 

The founding entrepreneur 

had previously had 

international experience in the 

wireless market in Asia and 

Australia. 

 

The Chairman and co-founder 

has had over 20 years 

experience in venture 

investments and management, 

working with international 

investors. 

The entrepreneur has had over 20 

years experience in 

telecommunications, IT, 

broadcasting, business 

development and new ventures, 

including senior roles in national 

telecommunication companies. 

S3 None, S3 was entrepreneur’s 

first venture 

The founder had experience as 

a consultant to technology 

firms in Sydney (Australia), 

Hong Kong, London (UK) 

The entrepreneur has had 

consultancy experience in the IT 

industry. 
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R4 Prior to founding R4, the 

entrepreneur had established his 

first company focused on 

creating educational computer 

games and designing complex 

high quality multimedia 

systems. 

The founding entrepreneur 

was born abroad. 

The entrepreneur had completed 

his PhD studies in computer 

engineering and had a previous 

venture that focused on 

development and production of 

multimedia systems. 

 

As shown in a Table 2 in all of the cases the entrepreneurs have previously lived or worked 

aboard, including one entrepreneur who was born overseas and migrated to New Zealand (R4).  

In three out of four cases (X1, T2, S3) the entrepreneurs started a deliberate search for their first 

internationalisation opportunity in the particular countries where they had prior histories. The 

participants stressed that the fact that they have been involved in transactions outside New 

Zealand allowed them to develop personal relationships in overseas markets in which they have 

been previously involved and these relationships subsequently influenced their choice of 

international markets in the context of their current firms. For example, X1’s founder had 

operated his previous business in the UK where he developed many personal networks and was 

one of the reasons why the UK was chosen as their first international market.  

“So a lot of the last business was also operating out of the UK.  And we, you know made 

a lot of relationships through [that], which just rolled into the next business.”-X1 

The prior involvement of S3’s founder with the Australian market allowed him to develop 

relationships which facilitated the internationalisation process for the company.  

 “it makes things much more accessible.  If you’ve got contacts there – there’s people you 

know, that you can call.”-S3 

Additionally, previous international experience of the entrepreneurs in general, influenced their 

positive attitudes towards international markets which in return facilitated their level of 

international openness and willingness to search internationally.  

“travel broadens the mind and gives you an appreciation of bigger markets overseas and 

things like that.” – S3 

Through their previous personal entrepreneurial experience, entrepreneurs developed 

experimental knowledge which gave them the expertise to manage their born global firms as 
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they expanded internationally thus, the founders’ previous personal entrepreneurial experience 

had positively influenced their internationalisation.  As shown in Table 2 in three out of the four 

cases, the firms were founded by experienced entrepreneurs who had previously established and 

developed businesses.  In two of the cases (X1 and T2), previous ventures of the entrepreneurs 

were involved in international operations.  

From his previous entrepreneurial experience, the X1 founder learned about the importance of 

properly funding the company to sustain growth of the business. For this reason the company 

made an initial public offering (IPO) to acquire the capital necessary for international growth.   

In addition, the entrepreneur’s success with his prior entrepreneurial ventures contributed 

towards his reputation and legitimacy, enabling him to access financial resources.  

The experience accumulated by T2’s founder reduced the knowledge barriers commonly 

associated with a decision to enter the international market. He was already familiar with running 

an international business and understood the requirements of cross border partnership.  This 

shaped his proactive behaviour when he discovered an opportunity for T2 to enter the Fijian 

market and led immediately to an action to exploit it.   

Our results do strongly suggest that previous personal entrepreneurial experience had also 

resulted in entrepreneurial alertness. By leveraging this entrepreneurial alertness, the 

entrepreneurs have developed a unique set of skills to process information in a way that enables 

them to discover profitable opportunities, including internationalisation opportunities.  

In terms of previous industry experience, we find that the foundations for internationalisation 

were embedded in the characteristics of the firm’s product and in the environment in which these 

firms operate. The product strategy of born global ICT firms appears the outset to be based on an 

innovative global offering, which has been developed in response to an identified global need. 

Our participants indicated that opportunities to address global needs were identified as a result of 

their knowledge acquired from previous industry experience.   The findings also suggest that the 

entrepreneurs’ previous ICT industry experience allowed them to develop personal contacts 

within the industry, which influenced their ability to explore and exploit internationalisation 

opportunities in the context of their current venture.  
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Additionally, previous industry experience influenced these entrepreneurs’ ability to recognise 

an opportunity to develop an innovative product that can address consumers’ needs globally. The 

possession of information useful to identify an opportunity for a new product was related to an 

entrepreneur’s previous experience with the ICT industry. In all four cases, the foundation of 

internationalisation was also embedded in the product strategy of their firms, based as they were 

from the start on an innovative global offering and developed in response to an identified global 

need. In all cases, the opportunity for a new product resulted from the entrepreneur’s knowledge 

associated with his previous industry experience. X1’s product involved two knowledge domains 

(ICT and accounting) and the firm was founded by two entrepreneurs, one of whom had ICT 

industry experience while the other was an expert in the accounting industry.  In addition, three 

of the participants highlighted that their prior involvement with the ICT industry allowed them to 

develop personal contacts within the industry which influenced their ability to explore and 

exploit internationalisation opportunities for their current venture. 

 

CONCLUSIONS DISCUSSION AND IMPLICATIONS 

This research involved an empirical examination of the role of experience in the 

internationalisation of four New Zealand born global ICT firms. The discussion provides 

evidence for a number of factors identified in the conceptual model, which influence the way 

entrepreneurs explore and exploit internationalisation opportunities. Based on this evidence, a set 

of propositions is developed for further empirical investigation.   

In setting out to answer to the research question, the framework looked at previous experience 

(international, entrepreneurial, industry) endowments of the entrepreneur. We find evidence that 

entrepreneurs leading born global ICT enterprises had an international focus from inception, and 

always believed that internationalisation activities would be very important for their firms. For 

some entrepreneurs, the motivations for establishing the global firm were closely related to their 

own particular aspirations and ambitions. These are experienced entrepreneurs who have already 

had a number of successful international businesses. For them, it was the matter of “showing that 

you can build a global business from this part of the world.”  
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The motivations of the entrepreneurs towards a decision to internationalise appear to be 

positively influenced by the entrepreneurs’ previous involvement in international business 

activities. Previous international experience had a positive influence on the entrepreneurs’ level 

of international openness, pro-activeness, and willingness to search internationally.  

Entrepreneurs reported that the fact that they had been previously involved in cross border 

transactions, had broadened their minds and developed an appreciation of bigger markets.  At an 

industry level, all of the entrepreneurs considered the small size of the New Zealand market to be 

the main motive for establishing the firm with international focus from inception. 

Our findings suggest that the foundations for internationalisation were embedded and originated 

in the earliest stages of the firms’ development.   The entrepreneurs stressed that the foundations 

of internationalisation were embedded in the product strategy of their firms which were based 

from the start on an innovative global offering. The research and design process in the earlier 

stages of firms’ development was focused on the development of the products with global or 

international platforms, which could be easily transferred across borders.  Thus overall, the 

entrepreneurs established firms on the basis of their intention to seize international market 

opportunities. 

While the findings suggest that all the entrepreneurs believed that that international market 

opportunities existed for their firms, their approaches towards internationalisation decisions 

differed and were influenced by the presence or lack of previous personal entrepreneurship 

experience.  The companies were founded by experienced entrepreneurs who had established 

other businesses prior to this venture suggesting that the presence of previous personal 

entrepreneurial experience reduced perceived risks commonly associated with foreign market 

entry; shaping their willingness to accept the risks and engage in internationalisation behaviour 

proactively.  

Overall the study concludes that in terms of the theoretical antecedents, there are a number of 

factors that directly and indirectly influence the entrepreneur’s decision to internationalise. 

While such factors as domestic market environment, global nature of the market, and globally 

oriented product strategy are important, this study provides evidence that motivations and 

knowledge and capabilities of the entrepreneur, associated with the previous experience, are the 

key antecedents to firms’ decision to internationalise, hence:  
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P1: The founding entrepreneur of a born global ICT firm is a key driving influence who 

triggers and motivates the initial internationalisation intention. 

The literature on entrepreneurial and born global firms identified that the process of firms’ 

internationalisation is positively influenced by entrepreneur knowledge associated with previous 

personal experience. In particular, it was identified that prior experience in industry, international 

experience and previous entrepreneurial experience, are amongst the most influential factors that 

enable and facilitate internationalisation of born global firms.   

With regards to entrepreneurs’ prior international experience, the results revealed that each firm 

was founded by an entrepreneur who had had previous international experience. Two of the 

entrepreneurs had previous businesses operating internationally already, one entrepreneur had 

been involved in international business when he worked as a consultant to large 

telecommunication firms; another entrepreneur had a non-New Zealand origin.   This suggests 

that prior international experience played two important roles in the internationalisation process 

of the firms:  

1) Firstly, consistent with what the literature has traditionally proposed as important sources 

of knowledge about international markets (i.e. international business experience, foreign 

education, proficiency in foreign languages, and foreign residency) generally influenced 

an entrepreneurs’ level of international openness and willingness to search 

internationally.  The entrepreneurs’ exposure to foreign markets and practices is an 

important source of ‘experiential’ knowledge about international markets in general. This 

facilitates their awareness of international opportunities, alertness to new opportunities 

when they presented themselves, appreciation of bigger markets, and willingness to 

recognise the uncertainties involved when entering international markets.  

2) International experience led to the opportunity search and/or recognition in the specific 

countries with which founders and members of the firm had prior histories. Involvement 

in transactions outside New Zealand created the sense of familiarity with overseas 

markets in which they were previously involved and influenced their choice for 

international market. 

 



25 
 

P2a: Previous international experience of the entrepreneur facilitates the entrepreneur’s 

willingness to proactively search for internationalisation opportunities.  

P2b: Previous international experience of the entrepreneur, leads to the opportunity 

search and/or recognition in the specific countries in which founders had prior histories. 

Our case firms were established by entrepreneurs who had previous entrepreneurship experience 

suggesting that prior entrepreneurial experience influenced the exploration and exploitation of 

opportunities as well as facilitating the overall internationalization process of the born global 

ICT firms.  Prior entrepreneurial experience facilitates this process by contributing toward the 

reputation and legitimacy of the entrepreneur (thus facilitating access to resources and markets) 

and as source of personal pro-activeness, a factor that leads to the discovery of opportunity in the 

international market. Additionally, relationships built from past ventures facilitate the 

identification and exploitation of new opportunities and smooth the subsequent 

internationalisation processes initiated by the firms. 

Theoretically, these findings expand our understanding of the impact of experience on 

internationalization and have wider managerial and practical implications in terms of how 

entrepreneurs can leverage previous internationalization and specific industry experience in 

internationalization strategies. Based on these findings, we propose that: 

P3a: Prior entrepreneurial experience of the entrepreneur helps them to obtain the 

reputation and the legitimacy which allow access to external resources. 

P3b: Prior entrepreneurial experience allows an entrepreneur to identify and exploit new 

opportunities 

P3c: Prior entrepreneurial experience allows an entrepreneur to accumulate 

relationships that can facilitate subsequent internationalisation process. 

The results suggest that the foundations of internationalisation were embedded in the 

characteristics of the firm’s product and in the environment in which these firms operate 

indicating that opportunities to address global needs were identified as a result of entrepreneurs’ 

knowledge acquired during their previous industry experience.  The entrepreneurs’ previous ICT 

industry experience allowed them to develop personal contacts within the industry, which 
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influenced their ability to explore and exploit internationalisation opportunities in the context of 

their current venture, thus 

P4: Previous industry experience of the entrepreneur enables the entrepreneur to 

recognise an opportunity for a product concept that can be marketed internationally, and 

to establish an internationally oriented firm around that product concept.  

Network theory has received significant attention in existing internationalisation and 

international entrepreneurship literature. In particular the impact of both social and business 

networks on the internationalisation processes of firms has been extensively investigated 

(Vasilchenko and Morrish (2011); Sharma and Johanson, 1997; Coviello and Munro, 1997). 

Entrepreneurs tend to take advantage of all the various network forms throughout different stages 

of an internationalisation process and as internationalisation proceeds, the role of nature and role 

of networks varies. This study  provide evidence that in the process of opportunity exploration, 

born global ICT entrepreneurs may utilise their social networks, which work as information 

channels through which the firm gains information about international markets and 

opportunities. Where entrepreneurs actively explored their first internationalisation opportunities 

the market selection decision was influenced by the location of their personal networks.  

The role of networks in the opportunity exploration process extends to being an actual source of 

internationalisation opportunity where in some instances internationalisation opportunity was 

discovered through a serendipitous encounter. This element of discovery involved the actions of 

others who, acting on their own knowledge and information, located the focal firms  and are 

serendipitous in nature. Entrepreneurs also engage with external experts to help them to identify 

or evaluate an opportunity with active use of colleagues, consultants, and government agencies.  

Organising strategies include building business networks into local partnership as a key to 

successful market exploitation. The types of network requirements appear contingent on two 

factors, being needs of the firm and the type of product produced by the firm.  Partnership with 

international business partners is a useful strategy to gain their endorsement and give credibility 

amongst potential international customers; and to gain access to international sales channels and 

distribution networks if the company.  
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Whereas we have presented an exploratory view of the role of experience in the 

internationalisation of born global firms, we by no means assert that these findings hold true for 

all born global firms. The insights we offer however do contribute to our understanding of the 

antecedents of internationalisation whereby the entrepreneur plays a central role in the decision 

to explore and consequently exploit opportunities to enter foreign markets. The study has its 

limitations given the small number of cases and all being in one sector. Further studies 

investigating other sectors with a larger number of participants and testing the propositions 

developed from this study will no doubt better enhance our understanding of international 

entrepreneurship. 
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INTRODUCTION 

 

This conceptual paper builds upon research developments in Entrepreneurial Marketing from the 

small business perspective and, considers firm orientation in relation to the exploration and 

exploitation of internationalisation opportunities. In doing this, the researchers draw upon recent 

research studies of high-technology firms based in Wales, the United Kingdom (UK) and New 

Zealand (NZ).  Both studies have carried out inductive, exploratory research in respect of young 

technology firms and the achievement of sustainable growth. The UK study examined how small 

technology firms orientate in the marketplace and what particular focus may be related to 

successful growth strategies. This research provided the SME Entrepreneurial Marketing 

Orientation (EMO) Model (Jones and Rowley, 2011) and subsequently, the EMICO Framework 

(2009) which proposes a set of fifteen confirmed dimensions theoretically constructed and 

empirically tested with small software technology firms, in order to ascertain firm orientation 

from the Entrepreneurial Marketing Orientation (EMO) perspective. Consecutively, the New 

Zealand study investigated the role of entrepreneurial networks in the exploration and 

exploitation of internationalisation opportunities by information and communication technology 

(ICT) firms. This research culminated in the development of a Network-based 

Internationalisation Model which proposes that social networks, as well as business networks can 

be a source of actual international opportunity (Vasilchenko and Morrish, 2011).  

 

The technology sector is an industry that naturally lends itself to internationalisation. Many high-

technology entrepreneurs and firms view it as given that their products have global application. 

However, technology firms still encounter many barriers to internationalisation. In light of these 

two studies, we propose a conceptual model that connects EMO dimensions as antecedents to the 

network-based model for internationalising firms. This model highlights the role of networks as 

the bridge that facilitates entry into new markets. 

 

Networks consisting of a multitude of people and organisations to create innovation and 

commercialize products to international markets (Coviello and Munro 1995, 1997; Elfring and 

Hulsink 2003; Kelly 2000) are fast becoming a necessity for firms to effectively execute 

strategies most notably those that involve internationalisation.  For smaller businesses that are 

often significantly resource-constrained, networking could substantially improve their ability 
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take advantage of new opportunities in the marketplace and quickly exploit these fully; therefore 

improving their competitiveness and consequently, their likelihood of survival.  

 

ENTREPRENEURIAL MARKETING ORIENTATION 

 

The significance of SME marketing activities, EM and Market Orientation (MO) for firm growth 

is well documented in the literature (Blankson and Stokes, 2002; Carson, 1990; Carson et al., 

1995; Stokes, 1998). This has led to a developing body of knowledge around SMEs and their 

unconventional marketing strategies, informal planning and, entrepreneurial activities which 

overcome some of their inherent business limitations (Carson et al., 1995). More recently, 

mainstream MO researchers have recognised that firms who adopt other strategic orientations 

combined with MO are likely to perform better than firms adopting only a market orientation 

(Grinstein, 2008). Arguably, being market oriented is essential requirement for technology firms   

required to bring products and services to market that create value for customers. Technology 

firms also need to be entrepreneurially oriented, investing in R&D and being proactive in the 

marketplace.  

 

EM theory used in the EMICO framework presented here include aspects of Morris Schindehutte 

and La Forge’s (2002) EM dimensions and some of the 23 characteristics of EM identified by 

Hills and Hultman (2005). These elements were chosen for the framework as they were 

considered most applicable to this research context. In addition the framework draws on popular 

scales known for their rigor, reliability and validity in numerous studies. For MO these include 

Kohli et al. (1993) and Narver and Slater’s (1990) scale. Entrepreneurial Orientation (EO) scales 

that inform the framework include Knight (1997) and Matsuno et al. (2002), whilst the 

Innovation Orientation (IO) scale used is that of Siguaw et al. (2006). Customer Orientation 

(CO) and Sales Orientation (SO) scales that inform the framework include Deshpande et al. 

(1993), Saura et al. (2005) and Saxe and Weitz (1982). This is because SMEs and entrepreneurs 

are inherently customer focused and, these elements are proposed and further explained in Jones 

and Rowley (2011). The framework is also informed by the following researchers of personal 

contact networks (PCNs) of the entrepreneur, firm learning orientation, and EM contexts; Carson 

et al., (1995); Cegarra-Navarro and Rodrigo-Moya (2007); and Morris et al., (2002). The 



4 

 

proposed framework draws on pertinent aspects of EM theory and specifically identifies network 

theory as essential for the research of technology firms who create bespoke software for their 

customers. These UK research findings that have been surfaced are interesting because the EM 

literature recognises entrepreneurial activity and influence, use of networks and network 

relationships together with innovation are omitted by Market Orientation scales or measures.  

Figure 1 shows the ‘EMICO’ framework and the fifteen dimensions and underpinning 

descriptors which are drawn from the EM and the wider literature and have been tested for their 

suitability and validity for the research of EM in the SME context in the UK sample.  

 

Figure 1: The ‘EMICO’ Framework 

 

 Research and Development-Descriptors-level of emphasis on investment in R&D; 

technological leadership and innovation. 

 Speed to Market-Descriptors-competitive stance- collaborator, follower, leader, 

defensive etc. 

 Risk Taking-Descriptors-calculated risk taking; preparedness to seize opportunities; 

preference for incremental and transformational acts; reliance on intuition and 

experience.  

 Proactiveness-Descriptors-commitment to exploiting opportunities; inherent focus of 

recognition of opportunities; a role for passion, zeal and commitment. 

 Exploiting Markets-Descriptors-vision and strategy are driven by tactical successes; 

planning, or lack of, in short incremental steps; proactively exploiting  smaller market 

niches; flexible, customization approach to market; marketing decisions linked to 

personal goals and long term performance.  

 Market Intelligence Generation External (to the firm) intelligence gathering; informal 

market research generation; gathering marketing intelligence through PCNs and web-

based IT networks. 

 Responsiveness towards Competitors-Descriptors- responsiveness to competitor 

innovations and NPDs; niche marketing strategies; differentiation strategies using 

software quality; software innovation; quality and responsiveness of software service 

support; competitive advantage based on understanding of customer needs. 

 Integration of Business Processes-Descriptors- closely integrated functions, R&D, 

marketing etc; sharing of resources; product/venture development is interactive; formal 

processes, project planning, project management; marketing that permeates all levels 

and functional areas of the firm. 

 Networks and Relationships-Descriptors- resource leveraging; capacity for building 

network and business competence; use of social networks (PCNs); creation of value 

through relationships/alliances; intra-firm networks; market decision making based on 

daily contact and networks. 
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 Knowledge Infrastructure-Descriptors- formalized IT based knowledge infrastructures; 

formal and informal policies, procedures, practices and incentives; gathering and 

disseminating information. 

 Propensity to Innovate-Descriptors- processes for sustaining and shaping the 

organisations culture to stimulate and sustain creativity and innovation; covering all 

innovation types- new product, services, process and administration. 

 Responsiveness towards Customers-Descriptors- responsiveness to customer feedback 

and behavior; speedy reaction to shifts in customer preference. 

 Communication with Customers-Descriptors- strives to lead customers; formal and 

‘informal’ feedback gathering mechanisms; ongoing dialogue with customers to build 

long term relationships; delivery to customers, customer confidence with marketing 

based on personal reputation, trust and credibility. 

 Understanding and delivering customer value-Descriptors- organisation driven by 

customer satisfaction; understanding of how customers value products/services; closely 

linked to innovation practices; often two- way marketing with customers; customer 

knowledge often based on market immersion/interaction. 

 Promotion and Sales-Descriptor- A focus on sales and promotional activities.      

Source: Jones and Rowley (2011) 

 

 

ENTREPRENEURIAL NETWORKS AND INTERNATIONALISATION 

 

As depicted in Figure 1, networks and relationships are essential to the EM concept whereby 

they are utilised for leveraging resources and value is created through relationships and alliances 

that entrepreneurs create. Networks work well to complement the founder’s experience (Cooper 

1981) where internationalisation is concerned as they provide linkages that the founder may not 

necessarily directly have access to and avoiding the liability of sameness (Star and Bygrave 

1991) especially when they are starting new ventures. 

 

Internationalisation poses many challenges and the barriers to this process can be daunting to 

small start-up firms given they are characteristically scant in resources and may be in 

considerable distance from the markets they wish to enter. Vesper (1980) proposes that start-up 

experience can enable network building and may act as proxy for skills and competencies not 

readily available to the firm. Speed to market is especially important for high technology firms 

given the nature of their products (Bell Mcnaughton and Young 2001; Litvak, 1990; Smallbone 

and North 1995), making networks an appropriate vehicle toward internationalisation (Elfring 

and Hulsink 2003), thus networks are widely recognized as an important aspect of 

internationalisation success.  



6 

 

 

An important strategic decision in internationalisation is market selection and entry, and this is 

where networks play a significant role (Coviello and Munro 1995). This is manifested in the 

founder’s choice of countries whereby the presence of networks appears to influence the decision 

even more than the perceived distance from their home country. Thus it makes sense to suggest 

that networks support international aspirations.   

 

Vasilchenko and Morrish (2011) classify networks into social or business and generally consist 

of a set of actors linked by some set of relationships (Hoang and Antoncic 2003). Gilmore and 

Carson (1999, p. 31) define social networks as ‘a collection of individuals who may or may not 

to be known to each other and who, in some way contribute something to the entrepreneur, either 

passively, reactively or proactively whether specifically elicited or not.” Networks have a central 

figure and this may be a person, an individual or an organisation. In entrepreneurial firms, this is 

usually driven by the founder thus the firm’s network configuration is really a reflection of the 

founder’s relationships. Many small high-technology firms often fall in this category (Knight and 

Cavusgil 1996; Oviatt and McDougall 1994, 1997).  

       

In internationalisation, an entrepreneur’s networks are useful in finding information about 

opportunities or potential international business partners (Johanson and Vahlne 2003) and in 

relation to location Coviello and Munro (1997). The uncertainties associated with entering a new 

market could be reduced if the entrepreneur can access local market information from personal 

or business contacts (Vasinchenko and Morrish 2011), thus instrumental in a firm’s development 

of international business activities. As firms expand into foreign markets, business networks can 

facilitate the acquisition of experiential knowledge about international markets therefore business 

networks can be strongly relied upon especially during the international opportunity exploitation 

stage (Eriksson and Johanson 1997). Business networks can provide synergistic relationships 

with other firms that complement their resources at various stages in the value chain (Jones 

1999; Nummela 2002) and can speed up the internationalisation process. Vasilchenko and 

Morrish (2011) developed an internationalisation model that captured how social and business 

networks impact on an internationalising firm’s opportunity exploration and exploitation to 
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better understand the network mechanisms underlying internationalisation. The dynamics are 

illustrated in Figure 2. 

  

          Figure1. NETWORK-BASED INTERNATIONALISATION MODEL  

 

 
Source: Vasilchenko and Morrish (2011) 

 

 

ENTREPRENEURIAL MARKETING ORIENTION, NETWORKS AND 

INTERNATIONALISATION 

 

This section provides an overview of the UK and NZ studies that informed the development of 

the EMO, entrepreneurial networks and internationalisation model presented in the paper. The 

new model is informed by prior research carried out using qualitative, in-depth research of six 

case study firms in Wales, UK and four case study firms in NZ. The criteria for the sample was 

very similar, all being micro or small, predominantly service-based high- technology firms of a 

relatively young age. Entrepreneurs in the UK sample had some focus and intent on 

internationalisation but mainly operated in UK and local markets, whilst the four technology 

firms in NZ were also focussed on internationalisation at inception of the firm’s business 
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classifying them as born global firms (Coviello 2006; Knight, Madsen and Servais 2004). Both 

studies followed similar procedures in all interviews (Yin, 1988).  

 

Using purposive sampling procedures (Shaw, 1999) for informing the ‘EMICO’ framework, the 

UK study consisted of four micro firms and two small firms of between eight and fourteen years 

old and satisfied four criteria; age (over 5 years old); size (micro and small firms under 50 

employees); produced both a software technology product and offered IT service support; based 

in the same geographic area (North Wales, UK). A purposive sample was expected to be more 

useful for this research as this group of firms would be more likely to offer commonalities for the 

framework’s development and generate insights into the key issues for marketing in small 

bespoke software technology firms. It was important that firms were either micro or small firms, 

had a software product offering and also service offering so that reasonable comparisons could 

be drawn across the group of firms. It was also important that firms were over five years old so 

that long term growth and sustainability could be observed and that the factor of growth 

volatility, which is normally associated with start-up phases in the first four years of trading, 

could be eliminated (Storey, 1989, cited in Gilmore et al., 2001). Respondent data (figure 3) also 

includes types of networks identified used by the respondents. 

 

Participants included twenty-one owner-managers, technical employees, finance managers and 

other employees in the firms. All firms produced bespoke software products with a service 

element to their market offering. Six of the seven owner-managers interviewed were males aged 

between thirty one and forty five years old. One firm was used as an extended case study and 

informed the early framework development. Three of the participating firms had more than one 

Director, and two were larger companies with designated marketing personnel. The firms all 

recorded variable profitability growth rates: two just generally maintained turnover while three 

had an average increase of 10% over five years. One company however experienced rapid 

growth in two years with 100% increase in turnover. 

 

In the New Zealand study, the four firms were all born global (no older than six years), and 

initiated their international activities within the first year of inception. All the firms are in the 

high-technology sector with core activities in: online accounting software, wi-fi hotspot 
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software, phone back-up and artificial intelligence software. Three of the companies were 

privately held and one is a public company. In all cases, the founding entrepreneurs were 

interviewed as they were best able to articulate their company’s internationalisation strategies. 

The companies are fast growth and had presence in the following offshore markets: UK, 

Australia, Fiji and India, Canada. 

 

MODEL DEVELOPMENT 

 

The following section will extrapolate and propose core linkages between the UK and NZ 

findings in relation to development of the new proposed model. The application of the ‘EMICO’ 

framework in the UK sample confirmed many of the EM characteristics that were identified by 

EM researchers and were incorporated into the ‘EMICO’ framework (Hills and Hultman, 2005; 

Morris et al., 2002). EM characteristics which are particularly related to those visible in small 

internationalising firms in the NZ study now discussed in the following paragraphs.  

 

The respondent owner-managers of small software technology firms were adept at 

entrepreneurially ‘leveraging resources’ for their firm, a facet of EM particularly identified by 

Morris et al., (2002). Networks, partnerships and alliances were prevalent in this sector and 

resources for business, innovation and marketing were obtained by implicitly using network and 

relationship building approaches. In this respect the findings also confirmed the relevance of 

including network theory in the construction of a new framework for SME research. This 

research also confirms the SME literature in respect of networks which are identified as being a 

fundamental activity for SME marketing (Carson et al., 1995; Gilmore et al., 2001). Networks 

that have been identified in this research include; customer relationships and networks, owner-

manager PCNs, business networks, university networks and business support networks. 

Technology networks in particular provide informal information from colleagues and other 

software developers about innovations to market such as NPDs and changes in the market. This 

provides the firm with a very effective method for gathering market intelligence in high speed 

markets. Some of Hills and Hultman’s (2005) EM characteristics are also confirmed by this 

research. These are as follows: 
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 The ‘founder of the firm is central to marketing’ in the firm (but a sole marketer rather 

than marketing using other personalities in the firm). Owner-managers were the sales 

person for the firm and represented the firm’s ‘brand’ identity.  

 Owner-managers were the face of the firm and as such their method of marketing was 

‘based on their personal reputation, trust and credibility’. This EM characteristic is 

fundamental for marketing in this sector as software is a high risk purchase that requires 

trust in the company and in the product and service provided when making the purchase 

decision.  

 Marketing tactics used in this sample of firms were also often ‘two-way with customers’ 

with customers taking an active role in the development of the software to the extent that 

software was often co-created with customers during the software development project.  

 Marketing decisions in these firms were ‘frequently based on daily contacts and 

networks’ whilst ‘value was created through effective relationships, partnerships and 

alliances’. As the concepts of EM and SME marketing are often intertwined, the 

contribution to SME marketing theory must also be considered. The application of the 

framework extends the limited research of SME marketing in the software technology 

sector. Research findings confirm that micro and small firms in this sector use a customer 

oriented approach. This approach is driven by the nature of the high involvement of the 

B2B purchase decision and the service support requirement of the software purchase. 

This confirms the SME literature which identifies the close relationships the entrepreneur 

has with his customers (Stokes, 2000) and the ‘bottom up approach to marketing’ (Dalgic 

and Leeuw, 1994). This sample of small software technology firms like other SMEs have 

decision making that tends to be non-bureaucratic, informed, flexible and organic 

(Carson et al., 1995). This in turn informs the learning culture and orientation of the firm 

(Cegarra-Navarro and Rodrigo-Moya, 2007). However, such a ‘bottom-up’ approach 

maybe unsuitable for internationalising firms.  

 

The inherent business constraints that SMEs face are also factors identified by the application of 

the framework (Carson et al., 1995). The micro sized technology firms in this sample particularly 
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suffered from an inherent lack of business resource; mainly a lack of employee and financial 

resource, having no specialist marketing resource or expertise. Business limitations were 

acknowledged by respondents as reducing the firm’s opportunity to carry out some of the EM 

activities although there was a ‘will’ to carry out these activities and an awareness by some 

respondents that focusing on all the dimensions would be likely to improve firm growth and 

performance.  

 

Interestingly, there were several EM characteristics outlined by Hills and Hultman (2005) that 

particularly did not occur in this context. These characteristics included the following; 

‘marketing permeates all levels and functional areas of the firm’; ‘strives to lead customers’ and; 

‘heavy focus on selling and promotion’. These are characteristics that were not generally found 

in this sample of firms. Yet, on reflection of the research findings, these are characteristics which 

would prove highly beneficial to firms in this sector. The findings from respondents in this 

sample indicated that marketing, sales and promotion were viewed by all respondents as the sole 

responsibility of the owner-manager.  Employee respondents viewed these functions as separate 

from their own job role and therefore marketing did not permeate the firm at all, not at any level.   

 

Finally, firms and their respondents showed a marked disparity in their attitude towards selling 

and promotion. Although customer oriented, the micro firms in particular showed little focus on 

the dimension of promotion and sales. This is likely to effect their growth and development, and 

is confirmed by the fact that the more successful companies in the sample (Company E and F) 

are noted for their much greater sales focus and have higher growth and turnover (figure 2). 

Company A had entered international markets but operated mainly in the UK while Company F 

worked mainly in international markets and had exceptionally high growth. Therefore a 

recommended approach for these firms is to focus more selling and promotion and, new 

international markets. 

 

This study of software firms working in local markets and also in some cases international 

markets has confirmed descriptors for the EMICO framework. Evidence suggests that 

internationalizing firms and entrepreneurs need firm networks both social and business, and that 

would include all or some of the network aspects contained in the network dimension descriptor: 
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resource leveraging; capacity for building network and business competence; use of social 

networks (PCNs); creation of value through relationships/alliances; intra-firm networks; market 

decision making based on daily contact and networks. Therefore there is a tangible link that 

needs further exploration as to how entrepreneurs who focus on internationalisation (either at or 

before firm inception, or as part of a progressive entry into new markets) activate and facilitate 

these networks and, there is further necessity to understand what other EMO activities, attitudes 

and behaviours create the environment whereby internationalisation can take place, for example 

when two firms internationalise, but only one has high growth.  

 

Early indicators are that this is due to a promotion and sales focus in the firm and, with the 

entrepreneurial owner-manager. But such high-growth firms are also proactive, exploit markets, 

gather implicit market information via networks, have a propensity for innovative activities and, 

understand customers and how to deliver value to customers and markets using market 

immersion and interaction, all elements of EMO and illustrated within the EMICO framework. 

EMICO is a firm orientation model which enables exploration of a range of EMO activities. 

Examination of the findings from NZ in internationalizing firms and those in the UK implies that 

networking is a core to business growth for technology SMEs. Therefore this is a touch point 

between the EMICO model and the Entrepreneurial Network and Internationalisation model. 

With this linkage in place other aspects of EMO may be considered. For example- what type of 

EMO do small internationalizing exhibit, are they driven by entrepreneurial choice? This new 

conceptual model takes into account the firm view and the entrepreneur’s viewpoint and, allows 

for identification of networks along with other EMO activities.  

 

The new EMO, Networks and Internationalisation model is illustrated in Figure 3 

It is proposed that this model allows the development of measurable constructs for EMO and 

networks (business and social) and for the study of outputs in terms of internationalisation. 
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Figure 3. EMO, Networks and Internationalisation 
Model
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CONCLUSION 

 

This paper reflects upon the UK and NZ research study of ten technology firms and the research 

findings emanating from each study, in order to construct a conceptual model which explains the 

relationship between the internationalisation of small technology firms and, the inherent 

Entrepreneurial Marketing Orientation (or focus) of the entrepreneur and the firm.  

 

The ‘EMICO’ Framework acknowledges the relevance of networks for marketing in 

entrepreneurial firms. SSTFs in the UK study carried out marketing activities using networks; 

customer networks, university networks, business networks, PCNs and web- based networks for 

implicitly gathering market research data from personal contacts working in other technology 

firms.  This research also confirmed that in micro firms the sales person was the entrepreneur 

and, it was not a team effort. This confirms the EM literature and the entrepreneurship literature 

that supports the notion of entrepreneurial networks and resource leveraging, and the SME 

marketing literature that describes marketing activities for entrepreneurs as being facilitated by 

owner-manager personal contacts networks (PCNs). This is thought provoking, given that MO 
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and EO scales omit networks as a measurable construct. Hence, the ‘EMICO’ being tested and 

developed within SMEs in high-technology industries provides a useful platform with which to 

explore EMO and the relationship between the role of entrepreneurial social and business 

networks in the internationalisation of born-global high-technology firms.  

 

Presently, Vasilchenko and Morrish’s paper (2011) offers an internationalisation opportunity 

exploration-exploitation model emanating from the entrepreneur’s network configuration and 

provides insight into the logic behind the non-sequential and non-linear patterns of network-

driven internationalisation. This compliments earlier studies on entrepreneur centred networks 

and the role of the internationalisation process. Based on the aforementioned empirical data and 

models, this conceptual paper explains and proposes a new model which conceptualises the role 

of EMO in internationalisation while taking advantage of business and social networks.  
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INTRODUCTION 

 

Internationalization has been considered both from reactive and pro-active perspectives; 

the scholars of international entrepreneurship have acknowledged an entrepreneurial, pro-

active view of internationalization, whereas the traditional international business scholars 

have a more reactive view of internationalization (Andersson, 2011; Autio, 2005).  The 

proactive view of internationalization is related to the effectuation logics, introduced by 

Sarasvathy (2001). On the contrary, the reactive view introduced by the traditional 

scholars of international business, such as Johanson and Vahlne (2009), derives from the 

rational decision making perspective of neo-classical micro-economics (Chandler et al., 

2011) and is related to causation logic. Sarasvathy (2001) introduced the concepts of 

causation and effectuation to describe how entrepreneurs act in creating new ventures. In 

short, causation processes take a particular effect as given and focus on selecting between 

means to create that effect. Effectuation processes, on the contrary, take a set of means as 

given and focus on selecting between possible effects that can be created with that set of 

means (Sarasvathy, 2001).  

The scholars of internationalization have mainly focused on the contents of new 

venture internationalization strategies, whereas the analysis of the development and 

implementation processes of internationalization have gained very little attention (Zahra 

& George, 2002; Zahra et al., 2005). For instance, it remains unclear that how 

strategically SMEs plan and implement their internationalization and select the countries 

for foreign operations (Dow, 2000; Ojala & Tyrväinen, 2007; Ojala, 2009). The usage of 

causation and effectuation logics to study foreign market entry and selection can help us 

to solve this research gap, pointed out also by Zahra et al. (2005). In their study, Zahra et 

al. (2005: 143) expressed: “We know little about what goes through entrepreneurs’ minds 

as they explore their firm’s competitive global landscape”. 

Thus, the aim of this article is to study the effectuation and causation logic in the 

software entrepreneurs decision making related to their first three foreign market entry 

and selection. This study contributes to knowledge of effectuation and causation theory in 

the context of internationalization of SMEs. In addition, it contributes to knowledge 

related to decision making processes during the internationalization. Furthermore, this 



study connects an entrepreneurship theory to internationalization studies as called by 

several studies (Chandra et al., 2009; Jones & Coviello, 2005; Zahra, 2007; Zahra et al., 

2005). This study also gives empirical evidence to the effectuation theory as called by 

Stuart et al. (2008). The research questions are as follows:  

1. How do entrepreneurs in software SMEs select and enter foreign markets?  

2. To what extent do they use effectual and causal logic to select and enter foreign 

markets? 

 

THEORETICAL BACKGROUND 

 

In this section, we shall first look at the Sarasvathy’s (2001, 2008) theory on causation 

and effectuation in entrepreneurial behavior. Thereafter, we shall discuss the 

internationalization theories focusing on foreign market selection and entry. This is 

followed by a short discussion on recent empirical findings related to the foreign market 

selection and entry by SMEs. In the end of the section, we shall summarize the 

theoretical section and highlight the research gap.  

 

Causation and Effectuation 

 

On the background of causation and effectuation logics, there are two kinds of 

“problems”: causal problems are problems of decision, whereas effectual problems are 

problems of design (Sarasvathy, 2008). Sarasvathy (2008) points out that causal logic 

helps us to choose and effectual logic helps us to construct. In other words, the causal 

actor begins with an effect (s)he wants to create and asks: ”What should I do to achieve 

this particular effect?” (Sarasvathy, 2008: 73). For instance: “What should I do to 

internationalize?” Thus, causal logic follows the certain steps or procedure. One good 

example of this includes Kotler’s (1991) suggestion for bringing the product/service to 

market. It involves (i) Analyze long-run opportunities in the market, (ii) Research and 

select target markets, (ii) Design marketing strategies, (iv) Plan marketing programs, and 

(v) Organize, implement, and control marketing effort. In contrast to the causator, the 

effectuator begins with his/her means and asks: ”What can I do with these means?” And 



then again ”What else can I do with these means?” (Sarasvathy 2008: 73). The context 

can be, for instance, “We are now five international persons here and we have this kind of 

knowledge and contacts. What could we do together?” Sarasvathy (2008: 73) summarizes 

this as follows: ”Effectuation does not begin with a certain goal; it begins with a given set 

of means and allows goals to emerge contingently over time from the varied imaginations 

and diverse aspirations of the founders and the people with whom they interact.” 

Causation models focus on the logic of prediction (Sarasvathy, 2001): to the 

extent that one can predict the future, one can control it. Minzberg (1994) refers to the 

problems of predetermination in strategic planning: while writing the strategic plan, the 

world is expected to sit patiently by. After that, the world is expected to remain stable so 

that the plans can be implemented in a convenient manner. Minzberg (1994: 239) states 

“Here we wish to show that all this too is fallacious, that the process of strategy making 

usually takes place precisely because the world does not hold still.”  Effectuation, on the 

contrary, stresses on the logic of control, i.e., to the extent that you can control the future, 

you do not need to predict it. Effectual organizations make decisions on the basis of 

existing means, i.e. identity, knowledge and network. The effectuation logic emphasizes 

that entrepreneurial opportunity discovery process and uncertainty are situation 

dependent (Sarasvathy et al., 2003). When using effectual logics, the entrepreneur 

ignores risk prediction and makes decisions on the basis of loss absorption to control 

uncertainty. Effectual reasoning transforms uncertainties to opportunities as they avoid 

early commitment to any specific markets (Sarasvathy et al., 2003).  

Effectual logic focuses on partnerships as opposed to causal competitive 

analysis. In the causal logic, the market is expected to exist independent of the firm or 

entrepreneur and the aim of the entrepreneur would be to grab as big a share of that 

market as possible (Sarasvathy, 2001). In the effectual logic, the founder together with 

others creates the market by bringing together enough stakeholders who are committed to 

sustain the enterprise. According to Sarasvathy (2001: 252): “Effectuation emphasizes 

strategic alliances and precommitments from stakeholders as a way to reduce and/or 

eliminate uncertainty and erect entry barriers.”  

 

 



Foreign Market Selection and Entry 

 

How firms select and enter foreign countries have been of interest in many 

internationalization theories (Johanson & Mattsson, 1988; Johanson & Vahlne, 1977; 

Johanson & Wiedersheim-Paul, 1975; Oviatt & McDougall, 1994). The Uppsala model 

describes internationalization as an incrementally evolving process, in which a firm 

internationalizes its operations by going through various stages. In the model, 

internationalization mechanism is seen as based on increasing market knowledge that 

increases market commitment through commitment decisions and current activities 

(Johanson & Vahlne, 1977; Johanson & Wiedersheim-Paul, 1975). In the market 

selection, firms are expected to enter first into nearby markets, which share a similar 

language, culture, political system, level of education, level of industrial development etc. 

Thereafter, when a firm’s knowledge to operate internationally increases, it gradually 

starts to develop activities in psychically more distant countries.  

In contrast to the Uppsala model, International New Venture (INV) theory 

suggests that firms can skip stages, or not have any stages at all in their 

internationalization process (Oviatt & McDougall, 1994). The theory is motivated by the 

observation that the internationalization of INVs is related to opportunity-seeking 

behavior, in which an entrepreneur “seeks to derive significant competitive advantage 

from the use of resources and the sale of outputs in multiple countries” (Oviatt & 

McDougall, 1994: 49). Based on the theory, managers of INVs have existing knowledge 

about how to operate in the international markets and existing networks that they can use 

as a resource to enter several countries soon after their establishment.  

In the network model of internationalization (Johanson & Mattsson, 1988), 

internationalization bases on network development with other firms that belong to a 

network in a foreign country. Relationships between the firms in different countries act as 

a bridge to new markets (Johanson & Vahlne, 1990). Based on the theory, development 

of relationships with other actors in the market can be active or passive. In active 

networking, the initiative is taken by the seller, whereas in passive networking the 

initiation comes from the buyer’s direction (Johanson & Mattsson, 1988). Thus, in the 



model, market entry and selection depends on the location of existing or possible network 

partners.  

In empirical studies, it is well established that large market size in the target 

country attracts firms as these markets provides a large customer base for their products 

and consequently enables lager profits (Bell et al., 2003; Ellis, 2008; Ojala & Tyrväinen, 

2007, 2008; Terpstra & Yu, 1988). However, Ellis (2008) found that although countries 

with large market size are normally attractive, this association weakens if psychic 

distance becomes greater. That is, operating in a psychically or culturally distant country 

increases costs of doing business and offsets the benefits of large market size  (Ellis, 

2008; Ojala & Tyrväinen, 2008).  

Network relationships may also have a critical role in the market selection, as 

firms tend to follow their existing networks to foreign markets (Bell, 1995; Coviello & 

Martin, 1999; Moen et al., 2004). Commonly these existing relationships drive firms to 

enter nearby, psychically close markets. This is for the reason that when psychic distance 

becomes greater, it makes network formation more challenging (Johanson & Vahlne, 

2009; Ojala, 2009). For instance, in his study Ojala (2009) found that when Finnish 

software firms entered the Japanese market, they were not able to use their existing 

networks for the market entry. In addition, the entry to the Japanese market was rather 

based on a strategic decision to enter the market than network relationships available. 

Hence, the firms first selected the target country and only thereafter started to search for 

networks to achieve the market entry.  

 

Summary  

 

Existing literature on the SMEs internationalization focuses on foreign market selection 

and entry as a complex process including several variables that impact on the decision to 

internationalize. However, although we acknowledge that psychic distance, geographical 

distance, network relationship etc. have important role on the SMEs internationalization, 

we do not know much how entrepreneurs make decisions to select and enter foreign 

markets. For this reason, we shall apply Sarasvathy’s (2001, 2008) theory on causation 

and effectuation logics in the analysis of the foreign market selection and entry. This is, if 



software SMEs are using causation and strategically planning their internationalization 

toward certain goals or if they are using more effectuation logic and start their 

internationalization by thinking  ”What can I do with these means?” 

 

METHODOLOGY 

 

The selection of the research method for this study was based on the need to cover a real-

life environment in which causation and/or effectuation processes take place. Thus, the 

research method needed to be capable of covering the spheres of human actions and 

enabling an in-depth investigation of the complex phenomena. In relation to decision-

making at the entrepreneur level, Sarasvathy (2001: 261) argues that “…case studies and 

qualitative analyses of detailed decision-making experiments might be required to 

accomplish this empirical objective”. The case study method has been also used in 

several earlier studies related to decision-making processes (e.g. Eisenhardt, 1989b). 

Based on these circumstances, we selected a multiple case study methodology similar to 

the approaches introduced by Eisenhardt (1989a) and Yin (2003) for this study.  

Since the selected sample of the case firms influences the results of the study (Miles 

& Huberman, 1994), we used multiple criteria to select cases. One of the selection 

criteria was good access to the required information, as recommended by Stake (1995). 

Thus, the firms were contacted based on the industry knowledge and contacts of the 

authors. The selected firms were also part of a large national research project that 

increased their willingness to participate in the study and to provide the information 

needed. This and the personal-contact aspect increased mutual trust between the 

researcher and the persons interviewed in the case firms, and consequently, facilitated the 

collection of accurate information. However, the selection of cases cannot be based only 

on good access to the information: also the theoretical perspective has to be also taken 

into account (Eisenhardt, 1989a). In the theoretical sampling, we focused on the 

following issues: Firstly, products and consequently target customers of the case firms 

varied from traditional industries like furniture industry to high-tech industries such as 

telecommunication. Secondly, the foreign market entries of the case firms vary greatly 

from nearby markets to very distant markets. Altogether, the selected sample includes a 



great variation of firms from the software industry. This is important for studies having a 

small sample of firms (Schweizer, 2005) since it should include “polar types” of research 

sites (Pettigrew, 1990). Finally, the criteria for selecting the case firms were that the 

number of employees should be less than 250, which is a definition used in the European 

Union (European Commission, 2003: 5).  

We used multiple sources of information to gather data from each case firm. The 

main form of data collection was in-depth interviews conducted with the chief executive 

officers (CEOs) and managers involved in decision-making for the internationalization of 

the firms. We conducted 2-3 interviews per firm. Altogether, semi-structured open-ended 

interviews were conducted with five firms for this study. CEOs, sales, marketing and 

international business managers were selected as interviewees for this study as they had 

the most in-depth knowledge concerning foreign market entries of the firm and they had 

been involved in the decision-making processes concerning the market entry. In addition 

to interviews, we used many types of secondary information such as press releases, firms’ 

websites, annual reports etc.  

During the interview process, we used semi-structured, open-ended questions. This 

approach made it possible to ask “main” questions and then to pose further, more detailed 

questions (Yin, 2003). The interviewees were first asked to describe their business in 

general and the internationalization history of the firm. Thereafter, the interviewees were 

asked to explain circumstances that led to the foreign market selection and how did they 

enter these markets. Based on this general information, more detailed questions were then 

asked about the important events, persons, firms, or organizations involved in the foreign 

market entry. All these questions were developed according to the guidelines by Yin 

(2003), with the aim of making the questions as non-leading as possible. This encouraged 

the interviewees to give authentic answers to the interview questions. Because the 

interviews focused on the entrepreneurs' past experiences, we followed the guidelines for 

retrospective studies issued by Miller et al. (1997) and by Huber and Power (1985). 

Hence, we (i) compared information provided by the informants, (ii) asked about 

concrete events and facts, (iii) encouraged informants to give precise information rather 

than past opinions or beliefs, and (iv) utilized the written material of the firm to facilitate 

the recall of past events. In addition, if an interviewee was unsure related to an important 



event in the past, we asked the interviewee to check his/her emails to recall how the event 

progressed. This worked well as most of the interviewees had past emails saved.  

All the interviews were digitally recorded and transcribed verbatim. Thereafter, the 

complete transcripts were sent back to interviewees for a review. Mostly, the 

interviewees accepted the transcripts as such. However, in some cases, the interviewees 

gave some minor comments related to misspelled partners’ names or wording. In addition 

to face-to-face interviews, telephone and e-mail communication was used to collect 

further information and to clarify inconsistent issues if necessary. These communications 

were also added to the case-study database. By comparing the interview data with other 

information gathered from the case firms, we conducted triangulation of the information 

(Miles & Huberman, 1994).  

The method utilized in the data analysis was content analysis. The analysis of the 

case data consisted of three concurrent flows of activity (Miles & Huberman, 1994): (i) 

data reduction, (ii) data displays, (iii) conclusion drawing / verification. In (i) the data 

reduction phase, the data were focused and simplified by writing a detailed case history 

of each firm. This is in line with Pettigrew (1990), who suggests that organizing 

incoherent aspects in chronological order is an important step in understanding the causal 

links between events. Thereafter, on the basis of the interviews and other material 

collected from case firms, we identified and categorized unique patterns of each case 

under the sub-topics derived from the research questions. In addition, checklists and 

event listings were used to identify critical factors related to the phenomena encountered 

(Miles & Huberman, 1994). In (ii) the data display phase, the relevant data were collected 

in tables. In (iii) the phase of conclusion drawing and verification, we concentrated on 

identifying the aspects that appeared to have significance. At this stage we noted 

regularities, patterns, explanations, and causalities relating to the phenomena. 

The researchers went through the transcripts to categorize the firms’ FMS and FME 

separately. We subsequently worked jointly to compare and cross check our 

categorization of whether the firms’ FMS and FME followed causal or effectual logic. 

We dealt with ambiguities and variations in categorization by clarifying the 

conceptualization of causal and effectual logics.  

 



FINDINGS 

 

When analyzing the degree of causation and effectuation in the foreign market entries of 

the case firms, we recognized that the target country selection and the way that the case 

firms entered these markets can be divided into two different “problems”. The first 

problem was related to foreign market selection (FMS), that is, if the FMS was based on 

the problem of decision (causation) or the problem of design (effectuation). The second 

problem was related to how the firms entered the foreign market. The foreign market 

entry (FME) can also be divided into causation or effectuation. Hence, altogether, the 

FMS of a case firm may be based on causal logic whereas the FME may be based on the 

effectual logic and vice versa. Table 1 gives overview of these logics used by the case 

firms in their foreign market selection and ways enter to the market. In addition, it 

provides quotations from the interview data to demonstrate how the interviewees 

expressed circumstances that led to the FMS and FME.  

 

 

  



   Foreign market 

selection 

Foreign market entry  

Firm Foreign 

markets 

Causati

on 

Effectuati

on 

Causati

on 

Effectuati

on 

Quotations from interview data 

Firm A UK X   X “We knew that London is one of 

the central places in the game 

industry… When we were 

establishing our start-up team we 

had an office straight away in 

London. He [the employee in 

London] came from Jussi’s [co-

founder] contact network, and 

already lived there” 

 Japan X   X “From the beginning, Japan was 

our first target…because of the 

nature of our product. We heard 

from a partner that, in Japan, one 

firm is launching IPTV services 

there. The partner wanted to 

introduce our product to this 

Japanese firm as a part of their 

own product portfolio…this was 

how we got the first contact with 

the Japanese customer.” 

 USA X   X “The USA is very attractive 

market… we had distribution 

agreement with the local video on 

demand service provider. 

However, the distributor quit the 

project but their employees who 

were involved in the project 

resigned and established our 

subsidiary to the USA.” 

Firm B USA  X  X “One of the partners told us that 

they were establishing a project 

in the USA. They wanted to have 

us as we knew that they needed to 

carry out the project… of course 

we were also interested in the 

market potential in the USA.” 

 Singapor

e 

X   X “We did not have any existing 

customers there but we saw the 

market potential there and in 

nearby countries… it was a 

central location in Asia. That is 

why one of the employees went 

there and started to network with 

potential customers.” 

 Japan  X  X “One of our partner’s asked us to 

join their project in Japan. The 

project growth so much and we 

needed more employees to Japan, 

so we decided to establish a 

subsidiary there.” 

Firm C Germany X   X “Frankfurt, Paris, and London 

are the cities where we wanted to 



be located… I talked with a 

person that I knew from a 

consulting firm in Germany and 

he asked me to contact a person 

who had been working in a large 

German software firm. This 

person was immediately 

interested in our product and 

introduced us to the potential 

customers and people that are 

now selling our product in 

Germany.” 

 France X   X “It was a conscious decision to 

go to France. In this field, Paris 

is the place where you have to be. 

Kari and I [member of the 

advisory board] discussed with 

Kari’s earlier contacts who knew 

people working in this field in 

France. Then we went to France 

to meet these people and we 

found our distributor.” 

 Russia X   X “Russia was the place where we 

wanted to locate because we knew 

that there are a lot of potential 

customers. We found our 

representative for the Russian 

markets by using Kari’s [member 

of the advisory board] personal 

contacts.” 

Firm D Sweden X  X  “I conducted a market survey by 

using a consultant. He 

interviewed potential customers 

and found out who were the most 

interesting players and customers 

in this field. Thereafter, he gave 

me a list of ten potential 

distributors and started to go 

through the list. Now we have a 

distribution agreement with one 

of them.” 

Firm E Italy X   X “We conducted a market research 

in Italy and one part of it was to 

find potential partners. After the 

market research we realized that 

Italy was a market where we 

needed a distributor. Actually, we 

did not find the distributor based 

on the market research, we found 

him accidentally. They saw our 

product on the Internet and they 

contacted us.” 

 Sweden X   X “For the Swedish market, we 

were looking for a distributor… 

This distributor was partly our 

competitor but they noticed our 



strong rise in the market. We had 

several discussions over one year 

before we ended up signing the 

contract with them.” 

 Denmark X  X  “Denmark is a good strategic 

location, it is close to Sweden and 

Norway where our main 

customers are located. In 

addition, Denmark by itself is 

very strong in furniture design…. 

With help of Finpro [Finnish 

export agency] we found a person 

from Denmark with a strong 

background in the furniture 

industry. He was interested in 

joining our team and we 

established a sales office in 

Denmark” 

Table 1. Causation and effectuation logics in FMS and FME of the case firms. 

 

FMSs of the case firms 

 

Most of the case firms followed causation logic in their FMS (Firms A, C, D and E). The 

reasons for this were related to the fact that entrepreneurs of these firms knew, already in 

the establishment phase, the main foreign market where they wanted to locate in the 

future. For instance, Firm A that develops a cloud gaming platform for Internet protocol 

televisions (IPTVs) knew that they have to locate in the markets that offer good contacts 

either for game development studios or IPTV providers. For this reason they first entered  

the UK markets that offered good contacts with game development studios. Following 

two market entry decisions, Japan and the USA, were based on the location of IPTV 

providers. In a similar manner, the co-founder of the Firm C also knew already in the 

establishment phase of the firm the central markets where they wanted to be located. 

They provided risk management software for banks and financial institutions so for them 

it was important to locate in the cities with well-known financial centers such as London, 

Frankfurt, Moscow, Paris and Milano. The CEO of Firm D, on the other hand, made the 

decision to enter first Sweden, because their product requires long installation and 

implementation processes that involve intensive cooperation with customers. They 

decided that it is safe to start internationalization by entering Sweden since there are 



customers that operate in all Nordic countries and they know how business processes of 

these firms work. FMS of Firm E also followed causation logic, in a pretty similar 

manner as in Firms A and C. Because the firm provided 3D modeling software for the 

furniture manufacturers and furniture chains, the cofounders of the firm wanted to be 

located in the European countries with a large furniture industry. For this reason they 

decided to enter countries like Italy, Sweden, and Denmark. Interestingly, Firm B was the 

only case firm that used effectuation logic in their FMS. For their first FMS to the USA 

market, they got an order from one of their partners who had a project there and the 

partner needed knowledge of the Firm B to perform the project. Their entry to the 

Japanese market also took place in a similar manner: a partner asked them to attend a 

project in Japan. Thus, these two decisions were not based on a planned strategy to enter 

certain markets.  

 Although most of the firms were rather decisive to enter the certain markets they 

all were still open to new opportunities that emerged. For instance, the CEO of Firm C 

expressed it as follows: 

”We cannot focus on all markets at the same time. Of course if 

someone comes and ask about our product, we can show our demo 

version over the Internet and have a web meeting with the 

potential customer. We have now two cases like this, one from 

Brazil and one from Singapore. They might be our future 

customers… of course we cannot say ”no” to them but we are not 

actively focusing on these markets.”  

 

FMEs of the case firms 

 

Although FMS of the case firms mainly based on the causation logic, the way they 

actually entered these foreign markets was more in line with the effectuation logic. After 

deciding abput the target market(s), the case firms started to search for existing resources 

by asking who do we know? and what we can de with these resources? That is, most of 

the FMEs were based on the entrepreneurs’ existing resources that they were able to 

utilize. Firms A, B, C, and E were able to utilize their own, internal networks for their 



FMEs. For instance, Firm A was able to use one of the cofounders’ personal networks to 

establish a representative office in the UK. Firm B used the knowledge of their employee 

to establish the subsidiary in Singapore. Firm C was able to use personal contacts of their 

advisory board member to enter the France and Russian markets and personal networks 

of the cofounder to enter to Germany. Partners formed also important external network 

resources in the FMEs of firms A, B, and E. Firm A was able to use their partner’s 

contact that was already selling products to Japan to enter the Japanese market was able 

to use their existing partner for the market entry to the Japanese market. Firm B got an 

order to the USA from one of their partners who had a project there. The entry to the 

Japanese market also took place in a similar manner: a partner asked them to attend a 

project in Japan. Firm E was looking for a partner to handle Swedish market by attending 

international trade fairs. The partner found was actually their competitor, but because of 

the better functionality of the products of Firm E, the competitor started to cooperate with 

them in the Swedish market. Partners were also found from an international trade fair 

(Firm A, third FME) or by “accidentally” where a future partner took contact to the firm 

when they show the product on the Internet (Firm E, first FME). Only two of the firms 

used causation logic in their FMEs. Firm D hired external consultant to find a partner to 

handle the Swedish market. In similar manner, Firm E used services of the Finnish export 

promotion organization to find an employee to handle the Danish market.  

 

DISCUSSION 

 

In this paper we focused on the decision making process relating to selecting and entering 

foreign markets by using Sarasvathy’s (2001, 2008) causation and effectuation theory. 

We found that the entrepreneurs were goal-oriented and they focused on the markets with 

high growth potential for their products and services. Interestingly, their FMSs were not 

based on a competitive analysis as suggested by Sarasvathy (2001) but rather on the 

location of potential customers or partners. However, their FMEs to these target countries 

were mostly based on effectuation logic. Entrepreneurs used their existing means and 

networks to enter the countries that they saw as the most potential for their product 



offering. This expands the findings by Ojala (2009) indicating that firms may also select 

psychically close countries by using goal-oriented decision-making. 

The findings reveal that entrepreneurs selected first the target country and only 

thereafter started to search for partners (who I know?) to enter that market. So in the 

cases, partners helped them to achieve the market entry, but did not impact on the FMS. 

This might be the reason why the firms entered also psychically distant markets. This 

finding puts forward the conceptual findings by Johanson and Vahlne (2009) and extends 

the empirical findings by Ojala (2009) indicating that network relationships help to 

overcome psychic distance. Hence, it seems that firms following causal logic in their 

FMS may enter psychically and culturally more distant countries when compared to the 

firms using effectual logic.  

One explanation why effectuation logic is pronounced in the FMEs could be that 

the first three markets generally represent the early stages of internationalization when 

the level of uncertainty is high. During the early stage of internationalization the firm is 

uncertain because it lacks market knowledge and has scarce resources and is therefore 

inclined to take a means driven approach. These circumstances are similar to the 

uncertainty surrounding the new venture creation phase. Firms attempt to reduce the cost 

and uncertainty about internationalization by using their various partnerships to create 

opportunities. They subsequently reduce risk by turning uncertainty into opportunities 

through their partners. Firms gain market and product knowledge through partners who 

are already established in those markets. Entrepreneurs often realized that they required 

resources, which they could only obtain through partnerships, which they had to seek in 

foreign markets. Consistent with Sarasvathy (2001) these firms focused on partnership 

(effectuation) rather than competitor analysis (causation), especially in their FMEs.  

 

CONCLUSIONS 

 

This study contributes to the theory of causation and effectuation (Sarasvathy, 2001, 

2008) in the context of internationalization of SMEs by revealing how entrepreneurs 

think and make decisions about internationalizing their business. The findings imply that 

Finnish software SMEs used more causation logic in their FMS effectuation logic in their 



FMEs. Secondly, we found that by following effectuation logic in the FMS, the case 

firms entered more distant countries. Thirdly, based on the findings here it is difficult to 

say if firms are more successful if they follow a certain logic in their internationalization. 

However, causation and effectuation logics can be complementary during the 

internationalization process. The case firms were able to use both logics successfully and 

it helped them with entering the countries that were strategically important to them.  

 

Managerial Implications 

 

There are several implications from our study for entrepreneurs. First, we question the 

strict adherence to business plans during the internationalization of the firm. 

Entrepreneurs need to be flexible to take up the excellent opportunities that may not 

appear in their business plans. Second, entrepreneurs need to consider having a 

combination of a means driven approach as well as goal driven approach during 

internationalization. They need to be flexible to adapt to any changes they may need to 

make, for example, using goal driven for market selection but changing to means driven 

for market entry. Third, entrepreneurs need to think in terms of affordable loss when they 

select and enter markets. Since they rely on partners to internationalize they are bound to 

make mistakes by choosing the wrong partner and so need to incorporate this into their 

decision making process. For example, if they choose a distributor who does not sell their 

products then they need to make an allowance for the loss that they can afford to make. 

 

Further Research Directions 

 

Suggestions for future research directions include doing a qualitative study in another 

country and in other industry contexts to test our findings. Comparisons could be made 

between other cross-country contexts. This could be used to determine whether firms 

target a diverse range of country clusters or a narrow range when selecting and entering 

their first three markets. In addition, our findings could be used to develop a 

questionnaire that is used in a large quantitative survey so that statistical generalizations 



can be made. Finally, future research could consider studying several more foreign 

market selection and entries rather than restricting them to three as we have done.  
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SUMMARY 

 

This paper builds on a review of New Zealand’s internationalisation experience by 

profiling the international strategies of 30 New Zealand firms. Analysis of the case firms is 

structured around six key factors common to the international experience of New Zealand firms: 

namely; sector, size, market scope, strategy, success factors and speed.  Evaluation of these key 

factors over time suggests in addition to the existing traditional and existing models of 

internationalisation, New Zealand firms also demonstrate a third pattern of internationalisation: 

which we refer to as the transformation model.  The paper makes a contribution to the extant 

literature by providing synthesis to our understanding of patterns of internationalisation of firms 

from a small, open economy.  
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INTRODUCTION 

 

Internationalisation models illustrate key stages in a firm’s internationalisation process.  This 

process incorporates modes and strategies employed during initial interest, entry, exploration and 

exploitation of foreign markets (Andersen, 1993).  Traditional models of internationalisation, 

which date back to the 1970s, follow an incremental or stepwise approach, where firms start by 

exporting to psychically-close countries, then expand further once they have gained more 

experience (Johanson and Wiedersheim-Paul, 1975).  In contrast, emergent models of 

internationalisation include so-called ‘born global’ firms that rapidly enter international markets 

soon after inception (Chetty and Campbell-Hunt, 2003b; Knight and Cavusgil, 1996).  What is 

not clear, in the existing literature, however, is the degree to which either of these strategies are 

adopted, or indeed, modified over time.  Focus on confirmatory empirical research and selected 

case studies falls short of providing a more comprehensive picture of the pattern of 

internationalisation of the modern day international firm. 

 

Internationalisation is no more important or more challenging than for firms based in small, open 

economies (SMOPEC).  Such economies face the dual pressures of limited domestic markets as 

well as openness to competition from imports, which makes internalisation imperative to growth 

(Benito, Larimo, Narula, & Pedersen, 2002).    In the case of New Zealand, it also faces another 

pressure – that of distance from major markets, customers, suppliers and industry (competitive) 

dynamics (Simmons, 2002; Skilling, 2001). New Zealand is an optimal location from which to 

view the strategies used to overcome the triumvirate challenge of size, openness and distance.  

Yet despite New Zealand’s heavy reliance on international activities, and a strong research 

tradition in the field of internationalisation of small firms, there is little by way of synthesis of 

this work at the level of the firm and its international experience.  Thus the research question 

guiding our work is ‘How do New Zealand firms internationalise?’. 

 

In order to address this gap, this paper focuses on first briefly reviewing the empirical literature 

on internationalisation patterns of firms from New Zealand, then selected thirty firm case studies 
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spanning both different sizes and sectors for a richer analysis of key characteristics of the 

internationalisation experience. Our focus is on the pattern of internationalisation defined by six 

key strategic dimensions: sector, size, market scope, strategy, barriers and success factors, and 

speed.  The study considers how these dimensions have altered overtime, thus also offering a 

longitudinal perspective. The profiling exercise finds New Zealand firms tend towards early and 

incremental internationalisation via exporting. Market selection remains driven by psychic and 

physical proximity considerations, particularly for early exporting efforts. Cost, market access 

and knowledge, skill and business environment factors form barriers to international growth.  

Key success factors are managerial attitudes, innovation, branding and distribution, export 

readiness and business networks.  Synthesis of strategic dimensions given in case profiles reveals 

half the firms follow a traditional, incremental internationalisation model, eight small to 

medium-sized firms fit the accelerated (or ‘born (again) global’) model (five of these are service 

firms), while nine firms who have either de-internationalised or sold to global firms, fail to fit 

either model.  We refer to this truncated pattern as the ‘transformational’ model. 

 

The paper is structured as follows.  The following section reviews the literature on both 

traditional and born-global internationalisation models, and key characteristics of 

internationalisation with particular focus on small open economies and the New Zealand 

internationalisation experience.  This is followed by the method, analysis of the firms based on 

their internationalisation strategies, and synthesis of the internationalisation models.   

Conclusions and implications for policy are then presented. 
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LITERATURE 

 

Internationalisation Models 

Internationalisation models illustrate key stages in a firm’s internationalisation process.  This 

process incorporates modes and strategies employed during initial interest, entry, exploration and 

exploitation of foreign markets.  Traditional models of internationalisation follow an incremental 

or stepwise approach. Firms start by exporting to psychically-close countries, then expand 

further afield once they have gained experience.  The widely cited ‘stages’ model first proposed 

by Johanson & Vahlne in 1977 and applied by scores of researchers since, describes how 

companies move from an initial stage of direct exporting, through intermediate stages such as 

establishing a representative office or appointing an in-country agent, licensing or franchising, 

then finally establishing joint or wholly owned production facilities in the foreign market (for a 

review of the earlier research see Andersen, 1993). These stages reflect the firm’s increasing 

knowledge and commitment to foreign operations over time.  

 

In contrast, emergent models of internationalisation consider alternative non-incremental or 

accelerated paths to foreign markets (Bell, 1995). These models have focused primarily on SME 

internationalisation rather than established MNEs (Chetty and Campbell-Hunt, 2003b).  They 

include so-called ‘born global’ firms that ‘leap-frog’ the traditional stages approach by rapidly 

entering international markets soon after inception (Knight and Cavusgil, 1996).  More well-

established firms may also become ‘born-again globals’ initiating rapid internationalisation at a 

later stage of their life-cycle (Bell, McNaughton and Young, 2001; Bell, McNaughton, Young 

and Crick, 2003).  Research on entrepreneurial new ventures and networks emphasize the role of 

managerial behaviour and social/business relationships in driving and facilitating the 

internationalisation process of born global firms (Chetty and Agndal, 2007).  Acceleration or by-

passing of stages can be achieved via international business networks (Coviello and Munro, 

1997; Chetty and Blankenburg Holm, 2000).   
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One could argue that emergent models focusing on reaching a global niche of customers are 

more likely to be adopted by firms from a small domestic home market such as New Zealand.  

The following section outlines some of the reasons why small open economies require special 

consideration with regard to internationalisation models (Benito et al., 2002). 

 

Internationalisation from Small, Open Economies 

Small, open economies are – by necessity – heavily dependent on the volume and structure of 

commercial transactions with the rest of the world for their wealth creating capacity. In New 

Zealand’s case liberalisation of the trade and investment environment and subsequent 

internationalisation of local firms has been fundamental to the country’s growth and survival 

(Chetty, 1999).  However, the challenges of size and openness are compounded by the country’s 

remoteness and distance from larger markets (Simmons, 2002). 

 

Small domestic market size often means the extent to which firms engage in international 

business transactions (trade, investment) will be greater. It is generally accepted that, ceteris 

paribus, firms from small, open economies tend to demonstrate a higher propensity to 

internationalize their operations than do firms from larger home economies (Cantwell and Bellak 

1998). Thus, regional activities may be more important than local ones.   

 

Growth must come from international markets as domestic markets become saturated (Alon et. 

al. 2009).  This often results in such firms having to engage internationally whilst they are still 

relatively small and young. Thus they face simultaneous constraints of inexperience, fewer 

resources and a greater need for new knowledge in their foreign-market entries. Figures from 

macro-analysis of trade data suggest that 10 per cent of New Zealand exporters in key exporting 

industries (accounting for 85% of all exports) are responsible for 94% of export value (Fabling 

and Sanderson, 2008).  Fewer key players mean fewer firms responsible for international 

activities and the generation of revenue.  
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The obstacles faced by firms from small countries are not limited, however, to those resulting 

from a small population density. Other obstacles arise from the increasingly global competitive 

structure of industries (Buckley and Ghauri, 2004). Existing firms and new entrants alike will are 

more likely to view activities from a regional, rather than a national, perspective. Reduction of 

barriers to imports, lower strategic importance and few opportunities for scale already influences 

the scope and type of activities located in small, open economies.  Firms facing globally 

integrated competition will struggle to retain certain activities – low-cost manufacturing is a case 

in point – and will eventually need to locate activities with global competition in mind.   

 

Firms from small open economies have a greater need to tap into foreign resources and 

capabilities and to combine with their own core competences.  Located far from centres of 

excellence, firms who remain inwardly focussed are being 'squeezed' out of the play. Global 

competition has also increased the resource threshold of establishing a stake in advanced 

technologies. The difficulty faced by such firms is compounded in New Zealand’s case by the 

fact that it is populated to a large extent by small firms (relative to international standards) with 

few `home-grown' multinational enterprises (MNEs).  Indeed it may be difficult for national 

MNEs to grow at home. 

 

Internationalisation – the New Zealand Experience  

The literature on the New Zealand internationalisation experience can categorised under two 

broad themes: drivers (motives), barriers (constraints) and success factors (Akoorie and 

Enderwick, 1992; Shaw and Darrock, 2004; Scott-Kennel and Akoorie, 2004; OECD/APEC 

2006; Alon et. al., 2009); and internationalisation strategy, including the pattern and pace of 

entry, entry modes, niches and networks and performance (Dean et al. 2000; Bayfield et al., 

2009; Dana and Paulin, 2008).   

 

Drivers, barriers and success factors generally fall into one of two groups.  The first are those 

associated with the location-specific characteristics of small, open economies and New Zealand-

specific issues (Gawith, 2002) such as distance from key markets (Skilling, 2001; Simmons, 
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2002; Skilling and Boven, 2006) and credibility (Fabling and Sanderson, 2008), limited 

availability of local capital (Simmons, 2002) and (lack of) government support (e.g. tax benefits) 

(Jaeger and Rudzki, 2007; Deloitte, 2008; Enderwick and Scott-Kennel, 2009; Bayfield et al., 

2009; Alon et. al., 2009; Dana et. al., 2009), economic reform (i.e. the removal of tariffs) 

(Chetty, 1999; Dana et al. 2007). 

 

The second group of drivers and barriers to internationalisation are associated with firm-specific 

factors (Cooling, 1995; NZTE, 2007; MED, 2007) such as financial resources (McKee, 2003); 

management attitudes, knowledge and capabilities (Andrew Fletcher Consulting, 2006; NZTE, 

2007; Jaeger and Rudzki, 2007; Loane et al., 2007; pre-export readiness (Chetty and Campbell-

Hunt, 2004; Gerschewski, 2007; Deloitte, 2008); access to business networks and collaboration 

(Chetty, 1994; Coviello and Munro, 1995; 1997; Coviello and Martin, 1999; Chetty and 

Blankenburg Holm, 2000; Chetty and Wilson, 2003; Kingshott and Pickering, 2005; Loane and 

Bell, 2006; MED, 2007; Agndal and Chetty, 2007); and use of niche strategies.  Many of these 

aforementioned barriers (and strategies to overcome them) are associated with firm size.  Most of 

New Zealand firms internationalising are small to medium-sized enterprises (SMEs) (for a 

review on the internationalisation of SMEs see Coviello and McAuley, 1999). 

 

Internationalisation strategy research focuses on market scope, entry modes, timing and pace of 

internationalisation (ie. speed), and strategies to overcome the constraints of size and barriers to 

internationalisation.   

 

With regard to market scope and entry mode, the traditional path of the New Zealand 

international firm has been to enter psychically proximate countries (ie. Australia, the UK, the 

US and Canada) via exporting initially, then tackle more difficult markets (sometimes more 

resource intensive modes) as internationalisation experience grows (Sadler and Chetty, 2000; 

Chetty and Campbell-Hunt, 2004; Chetty and Stangl, 2010).  As a result, the majority of 

empirical studies, as well as those based on official statistics, focus on exporters and exporting 

(Vercoe, 2007; Nees and Nixon, 2005; Fabling and Sanderson, 2008; Gawith, 2002; Infometrics, 
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1999). New Zealand firms appear to employ exporting as their primary or sole 

internationalisation mode, either directly or via overseas intermediaries (e.g. sales agents, 

wholesalers) (for instance, 32% relied on intermediaries in Bayfield et. al.’s  2009 study; also see 

Akoorie and Enderwick, 1992; Shaw and Darrock, 2004; Dean et. al. 2000).  All but the very 

largest firms stop short of undertaking foreign direct investment in production or processing 

activities (Akoorie and Enderwick, 1992).  Deng et al. (1995) found just 22 percent of firms used 

more advanced modes involving overseas sales offices, joint ventures, and sales or production 

subsidiaries.  Other studies find even fewer firms engage in foreign direct investment (FDI) (4% 

of manufacturing SMEs in Gerschewski’s (2005) study, 8% in Shaw and Darrock (2004); 8.3% 

in Bayfield et al. 2009; also see Bollard and Cremer, 1999; Deloitte, 2008 for outward FDI).  

 

The research on timing and pace of internationalisation suggests New Zealand firms tend to take 

an early (i.e. when the firm is still small relative to international competitors) and incremental 

approach to internationalisation. There is also evidence that New Zealand firms are intermittent 

exporters and strategy tends to be reactive. Fabling and Sanderson (2008) found that of the 

13,758 New Zealand firms that exported at some point between 1996 and 2005, 30% exported in 

only one year, a further 25% exported in less than 4 of these years and over half of all firm-level 

export relationships ended after a single year.  Bayfield et al. (2009) found 58.3% of a sample of 

60 firms driven by reactive factors, supporting earlier evidence of a reactionary approach to 

strategy (Gerschewski, 2007 for SMEs; NZTE, 2007 for large firms; and for example having 

excess capacity prompts internationalisation in Alon et. al., 2009).  This may be the approach 

taken by so called ‘born again’ globals responding to changes in firm or international market 

conditions (Bell et al. 2001). 

 

Research on born global strategies and international new ventures (Oviatt and McDougall, 1997; 

Knight, Bell and McNaughton, 2003; Knight and Cavusgil, 2004) suggests some firms 

demonstrate an early and accelerated internationalisation trajectory, 'leapfrogging' the sequential 

stages of internationalisation, undertaking simultaneous entry into multiple (and often 

psychically-distant) markets and focusing on international markets from inception.  Such rapid or 

radical internationalisation post-establishment is characteristic to 'born global' firms (Chetty and 
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Campbell-Hunt 2004; Coviello and Munro, 1995; Chetty and Stangl, 2010).   However, it is 

difficult to assess the extent to which the born global strategy is adopted by New Zealand firms 

given that the literature is based on single or multiple case studies (Jaeger and Rudzki, 2007).  

Existing evidence seems to indicate that the majority of firms take an incremental and gradual 

approach to internationalisation, and ‘born globals’ are still relatively unusual but becoming 

more common – especially high-tech and knowledge intensive SMEs (Bell et al., 2001; Chetty 

and Stangl, 2010; Gerschewski, 2007), Loane et al. (2007), for instance, found of the 30 young 

NZ SMEs in their sample, 63% began exporting in the first two years, and there was more 

evidence of ‘born again firms’ than in other countries.  Managerial attitudes, experiential 

learning, innovative products with global potential, focus/niche strategy and business networks 

have been found to support rapid internationalisation (Coviello and Munro, 1997; Chetty and 

Campbell-Hunt (2003a and b).  For instance, Chetty and Stangl (2010) in their study of ten New 

Zealand software SMEs find a positive association between diverse network relationships have 

radical internationalization and innovation. 

 

Finally, studies highlight strategies to overcome the barriers and constraints to 

internationalisation, especially those faced by SMEs (Bowen, Haworth and Wilson, 2003).  

Despite evidence of niche strategies being used successfully (Jaeger and Rudzki, 2007), a classic 

study of New Zealand firm internationalisation by Akoorie and Enderwick (1992) (included 

responses from 252 New Zealand firms with international operations, 84% employing 100 staff 

or fewer) found that many firms do not appear to be niche marketers.  Similarly, although studies 

have found New Zealand firms rely on networks or partners to counter the hurdles of size, 

resources and geography (e.g. 27% in Bayfield et. al. 2009; Chetty and Blankenburg Holm, 

2000; Sadler and Chetty, 2000; Chetty, 1994) other studies have revealed firms often find 

licensing and alliance partnerships unsatisfactory and favour establishing their own market 

representation (via wholly-owned sales subsidiaries) as soon as finance allows (Chetty and 

Campbell-Hunt, 2003b; Scott-Kennel and Akoorie, 2004; Berg and Hamilton, 1998).  Some 

studies have even found, in the face of either insurmountable hurdles to international growth or 

unrivalled opportunities, some firms choose to ‘sell up’ to larger MNEs that are better able 

globalise products and innovation (Hamilton and Chow, 1993; Davenport, 2005; Scott-Kennel, 

2012).  
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METHOD 

 

The literature on internationalisation of New Zealand firms is characterised by plethora of case 

studies of individual, pairs or small groups of firms (Brydon and Dana, 2011; Akoorie and Scott-

Kennel, 2005; Scott-Kennel and Akoorie, 2004; Campbell-Hunt et. al., 2001), complemented by 

handful of large scale surveys that provide more representative evidence (Akoorie and 

Enderwick, 1992; Alon et. al., 2009). Reflecting New Zealand’s industry based the focus of 

current research is predominantly on SME exporters (Alon et. al. 2009).  Thus, although our 

review enables us to identify key themes, discussed above, a more complete picture of the 

current internationalisation strategies adopted by a cross-section of New Zealand firms is 

lacking.  Thus, the purpose of the remainder of this paper presents an examination of key 

elements of internationalisation strategy for multiple firms. By taking this approach we hope to 

balance the richness of longitudinal data with representativeness of the sample to New Zealand 

firms. 

 

Sample and Data Collection 

The research is based on sample of thirty firms from New Zealand that are internationalised 

abroad. From an initial ‘population’ of 60 potential cases, care and effort was made to include 

different sized firms in different industrial sectors, with different levels of international activity 

to facilitate broad representativeness.  However, potential for bias towards above-average 

performing firms may occur for two reasons: 1) because these firms are most likely to have been 

identified by researchers for further study; and 2) less-well performing firms are generally more 

reluctant to tell their stories.   

 

The extant literature for New Zealand firms is based mainly on small to medium-sized firms but 

rarely makes an explicit distinction between firm size (Akoorie and Scott-Kennel, 2005).  Size 

can be proxied by total revenue, sales or output but as these were not widely available 

(particularly for privately owned firms), we opted for the total number of employees worldwide 
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(although most of the firms have the majority of their employees based in New Zealand). Thus, 

for the purposes of further investigation we classify our cases as follows: small (up to and 

including 50 employees worldwide), medium (up to and including 300 employees worldwide) 

and large (over 300 employees worldwide).   

 

The majority of New Zealand exports come from traditional sectors, with a high emphasis on 

primary, agricultural based food products (Bayfield et al., 2009).  Firms were selected from the 

primary or natural resources based (including processors of horticultural and agricultural 

products), manufacturing, and tertiary sectors (firms primarily involved in the delivery of 

services or sales) (see Table 1).  Each of these groups included firms from traditional sectors, 

including food and beverages, construction and infrastructure.   

 

Table 1. Case profiles by Firm Characteristics 

 

Data for all thirty selected firms was available through multiple sources, including published and 

non-published case studies or case histories in books, theses, government and industry websites 

and magazines; annual reports and websites of the individual firms themselves; and media.  

Where appropriate to the balance of the sample, above, the author also drew on information 

extracted from her own research, in particular, from interviews conducted with individual firms 

and development of case histories (Akoorie and Scott-Kennel 2005).    

 

Size N Sector n 

Small 

Medium 

Large 

10 

9 

11 

Natural resource-based (processing)  

Manufacturing 

Services & sales  

8 

11 

11 

Total 30 Total 30 
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This multiple source approach enabled the author to triangulate data to improve validity, reduce 

subjectivity, and construct a meaningful profile for each firm.  References to key sources of 

material, in particular, those in the wider literature and books containing a number of case 

histories are included in the reference list.  For reasons of space, references to all material used 

for the purposes of profiling, such as short newspaper articles and websites for example, have 

been omitted. 

 

Data Analysis 

A content analysis approach was taken to analyse the data for each of the firms, and then across 

firms.  The content analysis was directed by key characteristics of the firms namely their size and 

industry sector; and key elements of their international strategies as identified in the previous 

section, namely:  international market scope; market entry modes and servicing strategies; speed 

of internationalisation; and barriers to, and success factors accounting for, successful 

internationalisation.  Our findings are presented in the following section. 

 

FINDINGS – INTERNATIONALISATION STRATEGIES 

 

Table 2 presents a summary of the data for each of the firms included in the sample by key firm 

and internationalisation strategy characteristics, namely: size, sector, market scope, entry 

strategy, success factors (and barriers to success), and speed of internationalisation.  Although 

space restrictions preclude profiling each case individually, we turn our attention to cross-case 

analysis of each characteristic, then discuss the internationalisation models emerging from our 

analysis later in the paper.  More detail on each of the case firms is given in Appendix I. 

 

Market Scope 

Analysis of the market scope of the sample revealed the geographical and socio-cultural patterns 

of international expansion of New Zealand firms.  These fell into six different patterns which we 

refer to as: Local, characterised by firm activities solely in New Zealand and Australia; Top Four  

where activities are centred on some or all of New Zealand’s largest trading partners  (Australia, 
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UK, Japan and/or US) (note that China although now New Zealand’s second largest trading 

partner was not at the time of the study); Emergent where the firm has activities in any of the 

Local or Top Four markets as well as markets in Asia, South America or the Middle East; Mass, 

where products largely made in Australasia are exported, sold, marketed and/or distributed by 

agents in a broad range of markets worldwide, in some instances with some support from the 

firm’s sales team; Niche – the same as for Mass, above, but for a very narrow market or product 

segment and; Global, which involves some manufacturing and sourcing activities outside of New 

Zealand coupled with independently owned or operated sales and distribution presence in most 

countries. 

 

Table 2:  Key Characteristics of New Zealand Firms’ Internationalisation Strategies* 

 

  n  n 

Market 

Scope* 

Cumulative   Current  

Local 

Top Four  

Emergent  

Niche 

Mass 

Global 

11 

13 

11 

7 

4 

2 

Local 

Top Four 

Emergent 

Niche 

Mass 

Global 

1 

4 

11 

7 

4 

2 

Entry 

Modes* 

 

 

Core  Complementary  

Exporting 

Foreign direct investment 

23 

22 

Networks 

Outsourcing or contract 

manufacturing 

Licensing/franchising 

9 

 

5 

4 

Speed Incremental, slow 24 Rapid 6 

Drivers, 

Barriers 

& 

Success 

Factors^ 

 

Favourable  Unfavourable  

Innovation, technology 

Networks, & partnerships 

Knowledge & skills 

Brand and design 

Marketing 

13 

8 

6 

4 

4 

Small New Zealand market 

Foreign exchange/rates 

Capital constraints 

Competition 

Trade restrictions, quotas 

5 

4 

4 

3 

3 
*Tallies for cumulative market scope and core entry modes do not sum to 30 as total markets and modes over the 

lifecycle of the firm are taken into account. 

^ Factors common to fewer than four firms have been excluded, please refer to Table 3 in Appendix I for all factors, 

by firm. 

 

Cumulative market scope refers to the total market scope of the firm over its lifetime and enables 

us to see the extent to which each region has been targeted by New Zealand firms. For example, 



14 
 

Fletcher Building first established itself in Australasia (Local) before moving into the Top Four 

markets, and finally Emergent markets in South America and India, thus would be included in all 

these categories. We find two thirds of firms started internationalising in Local (Australia) 

markets or one of the other Top Four markets. Further expansion was then directed into other 

Top Four markets, followed by either Emergent markets (with both Asia and South America 

represented) or Niche markets.   

 

Current market scope shows the number of firms remaining in each of the six categories at the 

time of the study, and enables us to see the extent to which the firms have internationalised to-

date.  Somewhat surprisingly, given New Zealand firms’ traditional reliance on culturally similar 

markets (i.e. Australia and the UK), one third of the sample are operating in Emergent markets in 

wider Asia, South America and even the Middle East (this group also has a presence in Local 

and Top Four markets).  Less surprising, but very promising, is the successful expansion into 

global niche markets by nearly a third of the sample.  New Zealand’s largest exporters of food 

and beverages were able to expand into Mass markets worldwide but only by using foreign 

agents and distributors.  Of all the firms in our sample, only two really qualify as Global 

(Fonterra and Fisher & Paykel) by having extensive offshore production and sales and marketing 

presence worldwide.  The Local pattern of internationalisation is similarly sparsely populated 

with only one firm (Fastway Couriers) remaining focussed on local markets (i.e. only 

internationalised as far as Australia).  

 

Market Entry & Servicing Strategy 

Our analysis found two core entry modes into foreign markets, namely: exporting either directly 

or indirectly on a regular basis (76% of firms); and foreign direct investment (FDI) into a sales 

subsidiaries and/or production either via greenfield investment, acquisition of, or joint venture 

with, other company(s) (73%).  In addition to these core entry modes, some firms employed 

complementary modes of entry either independently or in conjunction with the core modes, 

including: and; networks, alliances and partnerships (30%); contractual agreements such as 

licensing or franchising (17%); and outsourcing of production offshore or use of contract 

manufacturing/marketing etc. (13%).  While all entry strategies are represented in the sample, the 
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firms still rely very heavily on exporting, with over three quarters engaging in some export 

activity.   

 

However, in contrast to evidence from the literature (which focuses on SMEs), only 20 per cent 

of the sample were using exporting as their sole internationalisation mode (two thirds of these 

were smaller firms); and nearly three quarters of all firms had engaged in some foreign direct 

investment.  All types of investment modes of entry are apparent (i.e. merger, acquisition, 

greenfield and joint venture) with no particular differences by firm size or sector, however, the 

majority of firms establish their own offshore sales subsidiaries, some through acquisition of 

existing firms and assets.  We find large and medium-sized firms more likely to engage in 

contractual, networking and investment-based strategies, primarily as a means to support exports 

and to better service international markets.  In addition, approximately two thirds of the firms are 

using different strategies simultaneously, for example exporting and investment into a sales 

subsidiary or formation of a network-based strategy.  

 

In terms of complementary strategies, one third of firms internationalised using networks or 

alliances with overseas partners.  Surprisingly, this tended to be larger, rather than smaller, firms 

refuting the common misperception that this is a strategy under-resourced, undercapitalised firms 

might adopt most readily.  In fact, many of the networks revealed by this analysis were for 

strategic rather than resource-seeking reasons.  Five out of thirty firms also reported outsourcing 

certain activities (usually importing of intermediate products or relocating production) in 

conjunction with core strategies.  Licensing and franchising were used infrequently, most likely 

as a result of under-reporting of such activities and a desire for firms to control value-added 

activities wherever they had the resources to do so.   

 

Speed of Internationalisation 

All but six firms in the sample adopted a gradual, incremental approach to internationalisation.  

This involved development of the domestic market first - in some cases this remained the focus 
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for most of the firms’ history - followed by internationalisation overtime into new and 

increasingly geographically- and psychically-distant markets (see scope above).   

 

Firms with an accelerated or very rapid internationalisation path were all small and medium-

sized manufacturers, providers of sophisticated services (software) and in one case a processor of 

alcoholic beverages (42Below).  All but the beverage producer noted innovation as one of the 

drivers or success factors behind their internationalisation.  It was very clear that these firms 

were considerably younger than the others, most having been established in the 1990s.   

 

Drivers, Barriers & Success Factors 

Success factors, barriers, and drivers of, internationalisation varied considerably by firm.  As 

there was considerable overlap between all these factors Table 2 provides a summary indicating 

whether they had a favourable influence (e.g. p ositive drivers or success factors) or an 

unfavourable influence (e.g. constraints and barriers) on the firm’s internationalisation.  Further 

detail, by firm is given Appendix I (where + indicates a favourable influence and – a negative 

influence).  

 

The most commonly cited favourable influences were undoubtedly innovation and technology 

(43% of the sample), networks, alliances and partnerships (27%) and knowledge, skills and 

capabilities (20%).  Specific firm capability influences included niche focus (10%), scale and/or 

scope (10%), quality of inputs (7%), and acquisitions (7%).  Other favourable influences 

included marketing-related elements of the firms’ businesses (including (in order of frequency) 

marketing (13%), brand/design (13%), market opportunities (10%), and market research (10%).   

 

In contrast to the positive influences on internationalisation which were almost all endogenous to 

the firms (with the exception of early government support and incentives mentioned by two older 

firms), almost all unfavourable influences were exogenous.  The most frequently mentioned were 

the small size of the New Zealand market (17% of firms), foreign exchange rates (13%), the 

costs of debt and doing business overseas (13%), capital constraints (13%), international 
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competition (10%) and trade restrictions (10%).  Other exogenous factors related to removal of 

government support or incentives (6%), market volatility and change (6%).  One firm’s demise 

could be linked to endogenous factors but the author suspects that these factors, on the whole, 

were grossly underreported as reasons for failure internationally. 

 

Size and Sector 

Our final analysis considered whether our results were influenced by the size and sector of firms 

in the sample.  Not unsurprisingly, we find large and medium-sized firms more likely to have 

implemented a broader range of entry mode strategies in a wider range of markets.  Almost all of 

these firms still export, however.  There were no small firms in mass or global markets, and just 

three from our sample were involved in foreign direct investment.  Small firms, however, were 

more likely to face financial constraints, rapidly internationalise after inception and adopt a niche 

market strategy.  Small and medium-sized firms were more likely have innovation as a driver for 

internationalisation than large firms. 

  

In terms of sector, firms in natural resource-based sectors (including land-based food processing 

and beverages, such as wine) tended rely almost totally on exporting to Mass markets from their 

New Zealand base, with the larger firms having offshore sales offices established to support 

these activities.  These firms found exchange rates and market volatility to be major constraints 

to internationalisation, and branding, marketing and marketing research important success 

factors. Drivers of internationalisation included increased capability (in production and human 

resources); improved product efficiency; increased overseas demand and globalisation of trade 

(which has prompted exporters to expand into growth markets in Asia); physical and psychic 

proximity to other markets (e.g. Australia); and a positive New Zealand image in offshore 

markets.   

 

In the manufacturing sector (excluding food processing/beverage), firms showed no striking 

differences from those profiled in the literature in terms of their pattern of internationalisation. 

Drivers included: the need for a global approach to business; increased opportunity to expand 

overseas and increased demand worldwide; and the simultaneous trends of export growth in New 
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Zealand industry and low-cost outsourcing. After the mid-1990s, there was a trend towards 

outsourcing manufacturing but retaining product design and development in-house in New 

Zealand.  In conjunction with this shift, many firms have adopted a global image and brand for 

strategic reasons which have furthered internationalisation efforts (i.e. Cavalier Bremworth, 

Peter Lynn Kites, Pumpkin Patch).   

 

Firms primarily engaged in the delivery of services or sales, demonstrated a greater likelihood of 

engagement in emerging markets and relying on business relationships and networks for success 

in foreign markets.  The need for proximity to customers and focus on niche markets tends to 

drive internationalisation.  Opportunities to export services to markets with high growth potential 

and maintain business networks through increasingly sophisticated technologies are also driving 

internationalisation.   

 

DISCUSSION – MODELS OF INTERNATIONALISATION 

 

Our profiling exercise focusing on the elements of international strategy (market scope, entry 

mode, barriers and success factors and speed) provides a foundation from which to examine the 

patterns of internationalisation by New Zealand firms. We find three broad approaches to 

internationalisation: traditional (stages), accelerated and transformation (model assigned by firm 

is given in the last column of Table 3, Appendix I).   

 

Traditional Model 

Of the 30 firms profiled half followed the traditional model of internationalisation (see Table 3 in 

Appendix 1).  Although several firms complemented exporting and foreign investment activities 

with outsourcing and network relationships as they continued to internationalise, 13 firms limited 

their international activities primarily to exporting.  Thus, most of the ‘traditional’ firms, 

although starting with low-risk/cost strategies as per the stages model (Johanson and Vahlne, 

1977, see Deng et. al. 1995 for similar findings in the New Zealand context), have not progressed 

to more resource-intense internationalisation strategies.  Two different types of firm were 
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identified within this truncated, traditional model.  The natural resource–based firm, is 

characteristically large and has a long history of processing New Zealand’s horticultural and 

agricultural outputs for export.  Many of these firms have evolved from state-owned enterprises 

or statutory marketing boards, or are anchored to the resource sectors either through their 

suppliers or their buyers.  The other type of firm is the export-oriented firm which unlike the 

natural resource-based firm is not tied to the primary sector, but still uses New Zealand as a base 

from which to export abroad.  

 

Accelerated Model 

Our analysis of the firms suggests eight firms (27%), all small to medium-sized, followed the 

accelerated (‘born-global’) model of internationalisation.  In our sample, this model is 

characterised by rapid internationalisation soon after establishment (all six firms), heavy reliance 

on international network relationships such as alliances or outsourcing (4 out of 6 firms), and 

greater use of innovation or ‘high-tech’ in the product development, distribution and marketing 

functions to drive internationalisation (2 firms), and entry into psychically distant markets in the 

initial phases of internationalisation (2 firms).  Brand, reputation, quality and market research are 

important success factors for all these firms underlying their rapid international growth.    

 

Many service firms and high-tech firms focussed on niche strategies - by virtue of the nature of 

their business - fall into this category.  In fact, it is during the development of independent 

distribution channels – which may occur very early in the internationalisation process of service 

and knowledge-intensive firms – that we see the most divergence from the traditional path of 

internationalisation.  This divergence by New Zealand firms appears to be connected with small 

market size, resource immobility, costs, and timing.   

 

Five of the eight firms are service firms. Firms that are primarily based on sales activities (retail 

or wholesale) on the other hand seek proximity to local markets and thus are likely to move to 

more advanced stages of internationalisation earlier than manufacturing or resource-based firms. 

A typical internationalisation path would initially export the service in the form of overseas 
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contract, and later form strategic alliance with foreign firms to either provide the service 

electronically – often to niche market segments - from New Zealand or to establish a local sales 

subsidiary in the case of a need for market proximity.  With respect to markets, one trend that is 

apparent is that while service firms have typically targeted English-speaking countries, but are 

increasingly expanding into Asian markets due to abundant opportunities and potential for 

service firms.   

 

Transformation Model 

Although we have captured both traditional and born global models in our sample, as well as 

large firms and service providers (which are often excluded from previous research) there remain 

a small group of firms that do not fit the typical pattern.  These nine firms have either followed a 

traditional (7) or a born global (2) path initially, only to have their activities either truncated or 

dramatically transformed following exit from international markets or change of ownership.  

These firms are similar to those labelled by Bell et. al. (2001) as ‘born-again globals’, with the 

exception that rather than recent internationalisation after a long period focussing on the 

domestic market, the international activities of all the firms except one (The Warehouse) in our 

sample were already well developed at the time of international exit or trade sale to a competitor.  

Indeed, evidence of either the traditional or born global paths to internationalisation are evident 

well before the critical change occurred.  In addition, for most of the firms their approach to 

internationalisation was not ‘reactive’ - even when selling to a competitor, resources to take 

advantage of international opportunities drove the decision to sell (Scott-Kennel, 2012).  Thus, 

we have named this pattern of internationalisation transformation model as it typically involves 

transformation, in the form of reorganisation and relocation, of the firm’s resources 

internationally.  

 

This pattern is most commonly due to a trade sale of the firm to a partner or competitor (7), and 

less frequently due to divestment in international activities (but retaining local activities) (i.e. de-

internationalisation) (2).  With regard to the former, most firms were formally privately owned 

and therefore most were not subject to hostile takeover.  They have continued to operate from 

their New Zealand base whilst strengthening international connections (particularly market 
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access and distribution).  In the case of the latter, divesting firms, they have withdrawn 

investment from international markets due to an inability to service them.  Whilst de-

internationalisation or withdrawal from some international activities (Benito and Welch, 1997) is 

probably very normal in the general scheme of things, the firms in this group experienced 

seemingly insurmountable barriers (most likely international competition and a lack of 

international experience), forcing them to exit from what would have been very costly forays 

abroad.  This group of firms serves to highlight the important and direct influence of the global 

international business environment on the activities of New Zealand firms. 

 

CONCLUSIONS AND IMPLICATIONS 

 

This study finds that the predominant focus of New Zealand firms remains on in/direct exporting 

to psychically close countries. Initial forays abroad are typically directed to the country’s top 

four trading partners (this differs slightly for service companies), and then to other markets. 

Although the literature suggests many remain solely as exporters rather than progressing to more 

resource intensive modes, our sample finds evidence other modes are complementary. Indeed, a 

large proportion of firms are very actively engaged in multiple internationalisation modes to 

support their exporting efforts.  

 

The key driver of internationalisation is expansion beyond New Zealand’s small market, and the 

key constraint is the costs of doing business abroad.  Firms rely heavily on their innovations and 

business networks to facilitate internationalisation. Barriers to internationalisation differ 

somewhat by size and experience, with smaller less-experienced firms citing finance as the most 

significant.  Larger firms with more experience are more concerned with market access, 

organisational systems and managerial capabilities. Networks are key to facilitating 

internationalisation, particularly in the early stages, and appear to help circumvent both 

psychological and resource-based barriers. Success is associated with development of market-led 

innovation rather than simply selling what is produced.  Evidence of born global firms and 
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relocation and outsourcing of manufacturing activities suggests New Zealand firms are 

responding to global pressures by focussing on selected (niche) products, markets and activities. 

 

We find three types of internationalisation models adopted by New Zealand firms.  There is 

substantial evidence of the traditional incremental model, although some firms remain 

permanently as exporters and do not advance through the stages (especially medium-sized 

manufacturers).  These firms will continue to be plagued by costs associated with exchange rate 

fluctuations, transportation and insurance, if not able to disperse their activities more widely. 

 

There is some evidence of accelerated model or ‘born global’ firms that adopt advanced stages of 

internationalisation or entering psychically distant markets from inception.  Firms adopting the 

accelerated model include service firms and those rapidly internationalising, perhaps on the basis 

of an innovation in product or process that has global appeal.  This category has seen growth in 

numbers in the last decade.  Scale and location in New Zealand is less of an issue for these firms 

than flexibility, focus and international credibility. 

 

We also find evidence of a third group of firms exhibiting internationalisation paths 

characterised by change and transformation: either in ownership or exit from international 

markets.  This model is characterised by an internationalisation path truncated or drastically 

altered (in some cases accelerated) due to a change of ownership or management, often prompted 

by global industry consolidation, retirement of the company founder(s) or gap in resources to 

internationalise (Scott-Kennel, 2012).  Common to almost all of these firms was a focus on 

international markets prior to the change, which is in contrast to the ‘born-again globals’ profiled 

in Bell et. al. (2001; 2003).  In most cases, the experiences of this outlier group are largely a 

result of the natural lifecycle of the firm in the global context of business, rather than a negative 

reflection of the inability of New Zealand firms to grow. 

 

Implications for Policy 
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The findings of this report raise the issue of whether, and how, government policy might be 

useful in promoting and facilitating the internationalisation of New Zealand firms.  Firms most 

likely to benefit from government intervention are likely to demonstrate internationalisation 

readiness, particularly in resources and research; local embeddedness or anchoring to the local 

business environment; international connectivity through knowledge and networks; focus on 

developing and commercialising sophisticated manufactures and services; and willingness to 

adopt and able to manage a combination of entry modes.   

 

Government intervention should provide bridging assistance for firms that exhibit these 

characteristics.  These are most likely to be proactive firms experiencing growth (either small-

going-on-medium or medium-going-on-large sized firms) rather than the smallest or largest 

firms.  Timely intervention will be predicated on not only dealing with the firms themselves but 

also ensuring that supporting infrastructure and institutions can also assist.  These include 

lenders, educational and research institutes, business mentors and advisory groups, industry 

associations and business councils (even upstream and downstream firms). 

 

The evidence from our sample suggests that small firms find cash flow, capital and costs the 

highest barriers to internationalisation.  The need for financial resources will be common to all 

firms – internationalisation is not cheap, nor is it profitable in the short-term – so naturally it is 

the small firms that are less likely to obtain external funding (e.g. bank loans, listing, equity 

investment) that experience the most hardship. Our findings suggest that smaller firms could 

make much better use of opportunities for financial resources than they currently are at present.  

Nor is it appropriate for government to act in capacity of a lending institution, although further 

investigation of how such pressures might be alleviated by existing institutions might be 

warranted. 

 

More importantly for small (if not all) firms is their readiness for international activities.  

Domestic product strength and an adequate resource base; experience and contacts abroad; 

extensive pre-entry research (due diligence); commitment and a risk-tolerant attitude of 



24 
 

managers are all essential elements of readiness.  The evidence presented in this report strongly 

associates international success with firm capabilities – although sufficient capital is obviously a 

prerequisite to exploiting these strengths abroad.  Firms that are more ‘ready’ are much more 

likely to be able to clearly identify resource gaps readily filled through government intervention.  

Evidence suggests they are also much more likely to perform well internationally. 

 

Other exogenous – and largely unalterable – barriers faced by all New Zealand firms include 

appreciation of exchange rates, distance from key markets and size of the domestic market.  

While these have been subject to considerable discussion elsewhere (Skilling, 2001; Simmons, 

2002; Skilling and Boven, 2006), government might consider evaluating the benefits of training 

courses and mentoring schemes covering hedging techniques, dealing with agents and 

distributors, using the internet to complement other sales efforts and improve credibility and 

preparation of niche products for global markets.   
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Appendix I:  Profiles of New Zealand Firm Internationalisation Strategy 

Size & Sector 

Name(s) (establishment date) 
Scope Strategy Success Factors Speed Model 

Large firms in the resource, primary processing and food manufacture sectors 

NZ Dairy Marketing Board 

Fonterra Dairy (2001) 

Global Exporting 

Investment (sales subs, JV) 

Network (strategic alliance) 

+Scale & scope 

+Marketing 

+Industry & Int. experience 

Slow Traditional 

(natural resource-

based) 

Watties (1934)  Top 4 Exporting -Trade restrictions 

+Market opportunities 

+Brand 

Slow Traditional then 

Transformational 

(trade sale) 

Montana Wines (1934) Mass Exporting 

Investment (sales subsidiary) 

Network (strategic alliances) 

+Reputation 

+Market research 

+Networks 

+Government support 

+NZ image 

Slow Traditional then 

Transformational 

(trade sale) 

Large firms in the manufacturing sector 

Fisher & Paykel (Whiteware) 

(1934) 

Global  Exporting 

Investment (production) 

Network (strategic alliance) 

-Small NZ market 

-Forex 

+Innovation (patents) 

Slow Traditional 

Fletcher Construction (1919) 

Fletcher Challenge (1981) 

Fletcher Building (2000) 

Local 

Top 4 

Emergent 

(S.A, India) 

Investment  

(strategic acquisitions) 

Networks 

+Acquisitions 

-Debt 

-Management practices 

-Internal conflict 

Slow Traditional then 

Transformational 

(divestiture) 

Gallagher Group (1938) Top 4 

Emergent 

(Asia, S.A.) 

Exporting  

Investment (sales 

subsidiaries, Joint Ventures) 

+Government incentive for 

exporting 

-removal of incentives 

+Networks 

+Knowledge 

Slow Traditional  

(natural resource 

based) 

Bremworth Carpet (1959) 

Cavalier Corp (1984) 

Local 

Mass 

 

Exporting 

Investment (sales) 

Outsourcing 

-Exchange rates 

-Small NZ market 

+Financial strength 

+Quality input 

Slow Traditional  

(natural resource-

based 

manufacturing) 

Large firms in the services or sales sectors 

Wright Stephenson & Co.(1868) 

Wrightson Ltd (1993) 

PGG Wrightson (2005) 

Local, 

Emergent 

(S.A.) 

Network (strategic alliance) 

Investment (sales 

subsidiaries, mergers) 

-Market volatility 

+Alliance 

Slow Traditional  

(natural resource 

based) 

Min. Works & Devl. (1885) 

Works & Dev. Services (1988) 

OPUS Int. Consultants (1997) 

Top 4  (UK) 

Australia 

Exporting 

Investment (sales 

subsidiaries, mergers) 

+Skills, capability  Slow Traditional then 

Transformational  

(trade sale) 

The Warehouse (1982) Local Investment (Acquisition)  +Infrastructure 

-Competition 

Slow Transformational 

(divestiture) 

Pumpkin Patch (1991) 

 

Top 4 

Emergent 

Exporting (direct) 

Investment (sales 

subsidiaries) 

Licensing 

Outsourcing 

-quotas  

-interest costs 

+Brand & design 

+Relationship with suppliers  

+Use of technology 

Slow Traditional 

(retail)  

Medium-sized firms in the resource, primary processing and food manufacture sectors 

AFFCO (1904) Mass Exporting 

Investment (acquisition, sales 

subsidiaries)  

-exchange rates 

+Quality and in time supply 

Slow  Traditional  

(natural resource 

based) 

Nobilo Wines (1943) Top 4 Exporting 

Investment (JV, sales) 

+Network with distribution 

channel partners 

Slow Traditional then 

Transformational  

(trade sale) 

New Zealand Kiwifruit 

Marketing Board 

Zespri (1997) 

Mass Exporting 

Investment (sales subsidiary) 

Outsourcing partnerships 

Licensing 

+Brand 

+Innovation 

+Managerial expertise 

-Brand protection 

-Limited capital  

Slow Traditional  

(natural resource 

based) 
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Size & Sector 

Name (establishment date) 
Scope Strategy Success Factors Speed Model 

Medium-sized firms in the manufacturing sector 

NDA Engineering (1894) Top 4 

Emergent  

Niche 

Exporting 

Network (strategic alliance) 

Investment (production) 

+Capability and Innovation Slow Traditional 

Formway Furniture (1955) Local 

Niche 

Exporting 

Investment (sales/prod.)  

Licensing 

+Innovation 

+Scale 

Slow Traditional 

Orca (1992) Local 

Niche 

Exporting 

Outsourcing 

Investment (production) 

+Innovation (R&D) 

+Marketing 

+Reputation 

Rapid Accelerated 

(born global) 

Medium-sized firms in the services or sales sectors 

AJ Park (1891) Emergent Network (alliance) +development of IP law, 

increasing demand 

+intellectual property 

Slow Accelerated 

(markets, 

networks) 

Criterion Furniture (1970) Local  

Top 4 

Emergent 

(Asia) 

Exporting  

Outsourcing 

-transaction costs 

-overseas competitor 

-Export incentives 

-maturing market 

+production capacity 

+Innovation and marketing 

Slow Traditional  

Software of Excellence (1987) Local 

Top 4 

Emergent 

(Middle 

East) 

Exporting 

Investment (sales 

subsidiaries, acquisition) 

-Small NZ market 

-Overseas distributors 

+Innovation 

+Niche marketing 

+Acquisition 

+Market leader 

Rapid Accelerated 

(markets) 

Small firms in the resource, primary processing and food manufacture sectors 

Cedenco Foods (1986) Top 4 Exporting 

Investment (acquisition)  

-FoREX 

+Market research 

+Capability, efficiency 

+offshore demand 

Slow Traditional then 

Transformation

al (trade sale) 

42 Below (1996) Niche Exporting  +Brand  

+Creativity 

Rapid Accelerated 

then 

Transformation

al (trade sale) 

Small firms in manufacturing sector 

Peter Lynn Kites (1973) Top 4 Exporting 

Outsourcing 

Investment (joint venture) 

-Small NZ market 

-Labour costs 

+Innovation 

Slow Traditional 

 

LifeStream International Top 4 

Emergent  

Exporting +Quality 

+Innovation 

Slow Traditional 

 

Right Hemisphere (1997) Niche Exporting 

Network - Partnerships 

-capital 

+Innovation 

+Networks 

Rapid Accelerated 

(born global, 

networks)  

TigerTurf (1981) Emergent Exporting 

Investment (sales sub) 

-International competition  

-Transport/delay/tariff costs 

+Quality 

Slow Accelerated 

(markets) 

Small firms in the services or sales sectors 

AdvanceRetail Technology 

(1998) 

Local 

Emergent 

(Asia) 

Investment (sales sub, 

merger) 

Network (alliances) 

+Niche focus 

+Relationships with market 

leaders 

Slow Accelerated 

(markets, 

networks) 

Fastway Couriers (1983) Local Franchising -Capital 

-Small NZ market 

+Proximity to customers 

+Franchising 

+Market research 

Slow Traditional 

(service) 

Black Coffee Software (2000) Top 4 (UK) 

Niche 

Exporting +Innovation Rapid Accelerated 

(born global) 

Mariner 7/Staff CV (2001) Niche Exporting -Niche product 

+Innovation 

+Networks 

Rapid Accelerated 

then 

Transformation

al (trade sale) 
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Positioned at the nexus of international entrepreneurship research streams, this study builds 

on institutional theory and argues that firm level internationalisation decisions are influenced 

by the home country’s institutional and economic environment. Institutional factors include 

domestic support for innovation, international trade, and networks. Economic factors include 

domestic market size and wealth. Analysis is based on a Global Entrepreneurship Monitor 

data sample of 51 countries.  

 

Findings show formal institutional conditions supporting innovation provide necessary but 

insufficient framework conditions for higher levels of international engagement. This finding 

supports extant research proposing efficient formal institutions create higher entrepreneurial 

opportunities, but also more competitive environment for entrepreneurial firms. However, 

informal institutional conditions supporting exposure to foreign products and people provide 

an environment conducive to substantial levels of international engagement. These findings 

provide macro-level confirmation of network influences on internationalisation. As such, the 

research contributes to knowledge on contextual factors influencing an entrepreneurial firm’s 

internationalisation. 
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INTRODUCTION 

Growing numbers of entrepreneurial firms engage in international trade, venturing into 

realms once ruled exclusively by large multinational corporations. Agile and innovative, 

these firms target niche markets to capitalise on promising opportunities created by rapid 

technological advancements, converging global demand, and interconnected economies 

(Knight & Cavusgil, 2004; Oviatt & McDougall, 1994). International entrepreneurship 

research explores these dynamics using theoretical insights from the entrepreneurship and 

international business literatures. Oviatt and McDougall (2005, p. 540) define international 

entrepreneurship as “the discovery, enactment, evaluation and exploitation of opportunities-

across national borders-to create future goods and services”.  

How researchers interpret the phrase ‘across national borders’ reflects their disciplinary 

legacy and directs the flow of enquiry towards either cross-border or cross-national 

entrepreneurship (Hessels, 2008; Terjesen, Acs, & Audretsch, 2010). According to Terjesen, 

Acs, and Audretsch (2010), cross-border entrepreneurship research is primarily undertaken 

by international business scholars and explores the international activities of entrepreneurial 

firms. Jones, Coviello, and Tang (2011) refer to this branch of IE research as “entrepreneurial 

internationalisation” or “Type A”. On the other hand, cross-national entrepreneurship 

research is primarily undertaken by entrepreneurship scholars and explores how 

entrepreneurial behaviour varies by country (Hessels, 2008).  Jones et al. (2011) refer to this 

IE research stream as “comparative international entrepreneurship” or “Type B”.   

An emerging area of IE research is positioned at the crossroads of these two research streams 

and explores cross-national differences on cross-border internationalisation. Research into 

this area addresses Zahra and George’s (2002) core, yet unanswered question in IE research, 

namely: What contextual factors influence the extent and scope of entrepreneurial firm’s 

internationalisation?  Jones et al. (2011) refer to this emerging IE research stream as 

“comparative entrepreneurial internationalisation” or simply “Type C”. These authors 

proclaim this nexus to be a fertile research area into what they call “the crux” of international 

entrepreneurship; however, studies are rare and rather eclectic. In their review of 323 IE 

studies, Jones et al. (2011) reference only four studies exploring environmental influences on 

comparative entrepreneurial internationalisation. These scholars suggest future research 
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should apply an institutional theoretical lens to explore why and how international 

entrepreneurship differs across countries and cultures. 

The current study asks how institutional and economic conditions are related to levels of 

internationalisation on innovative entrepreneurial firms. This research objective requires 

amalgamation of knowledge from both established international entrepreneurship streams. 

Findings from the cross-border stream provide three insights into factors influencing 

internationalisation. First, innovation matters. Innovation often acts as a catalyst to form 

entrepreneurial firms and serves as a prerequisite for entrepreneurial internationalisation 

(Hessels, 2008; Jones, Coviello, & Tang, 2011; Knight & Cavusgil, 2004; Oviatt & 

McDougall, 1994). Second, globalisation opens avenues for innovative entrepreneurial firms 

to access and serve international niche markets (Bloodgood, Sapienza, & Almeida, 1996; 

Knight, 2000). Third, to succeed in international markets, innovative entrepreneurial firms 

need to develop and leverage networks (Coviello, 2006; Johanson & Mattsson, 1988; Oviatt 

& McDougall, 1994). According to Johanson and Valhne (2009), internationalisation is 

simply a by-product of attempting to strengthen the firm’s position within established 

business networks or to cultivate new ones. However, contextual factors (e.g., network 

partner’s location and industry levels of global integration) direct the entrepreneurial firm’s 

international orientation (Schweizer, Vahlne, & Johanson, 2010). Countries that support 

innovation and allow international market access provide opportunities within those markets 

(e.g., ideas, information, and contacts) which create favourable international entrepreneurship 

conditions. 

Findings from the cross-national research stream confirm country-level factors influence the 

development of specific types of entrepreneurship. Core to this idea, is the understanding that 

different types of entrepreneurship exist and that not all entrepreneurship types have offerings 

suitable for international markets. Comparative entrepreneurship research finds both 

institutional and economic forces influence the type of entrepreneurship for a specific country 

(Baumol, 1990; Bowen & De Clercq, 2008). Laws and regulations establish the framework 

conditions that indirectly shape entrepreneurial efforts. These formal institutions influence 

entrepreneurial motivations (Hessels, van Gelderen, & Thurik, 2008), innovation aspirations 

(Hessels et al., 2008; Koellinger, 2008; Szirmai, Naudé, & Goedhuy, 2011), and export 

orientations (De Clercq, Hessels, & van Stel, 2008). Business norms and cultural beliefs also 

influence entrepreneurship quality (Stephan & Uhlaner, 2010), innovation frequency (Dakhli 
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& De Clercq, 2004; Kaasa, 2009; Luk et al., 2008), and network collaboration (Arenius & De 

Clercq, 2005; De Clercq, Danis, & Dakhli, 2010; Klyver, Hindle, & Meyer, 2008). These 

informal institutions influence complex relationships between the country’s economic 

development level and the predominant entrepreneurship type (Bosma & Levie, 2009; 

Szirmai et al., 2011). Although entrepreneurship occurs at all levels of economic 

development, the type of entrepreneurship and subsequent impact on the economy differs 

(Baumol, Litan, & Schramm, 2007). In summary, extant research highlights institutional and 

economic forces’ influences on entrepreneurship. 

Innovation features prominently in both international entrepreneurship research streams. 

Innovative offerings create international growth opportunities for firms (Bloodgood, et al., 

1996; Knight & Cavusgil, 2004). However, institutional and economic environments may 

either create or hinder innovative opportunities for entrepreneurial firms (Baumol, 1990; 

Hessels et al., 2008; Shane, 1992). Further investigation of the activities of innovative 

entrepreneurial firms across countries will help to pinpoint contextual factors that influence 

internationalisation strategies and will highlight the conditions moving firms from casual 

engagement to major investments in international markets. 

The current study seeks to understand how a country’s institutional and economic 

environment influences the proportion of Innovative International Entrepreneurship (IIE). 

Defined as the percentage of firms who engage with foreign customers out of the country’s 

total percentage of innovative entrepreneurial firms, IIE recognises innovation’s importance 

for international markets. The proportion of IIE can be subdivided into latent, moderate, or 

advanced internationalisation. Latent IIE describes domestic innovators. Moderate IIE 

represents innovative entrepreneurial firms with up to a quarter of their customers located in 

foreign markets. Advanced IIE represents innovative entrepreneurial firms with more than a 

quarter of their customers located internationally. 

How do variations in domestic market conditions influence the opportunities for innovative 

entrepreneurial firms to pursue moderate or advanced levels of internationalisation? This 

study’s results show that formal institutional forces facilitating innovation development help 

to create framework conditions supporting a moderate extent of IIE. More interestingly, and 

in line with the presumed importance of network relationships, the results also show that it is 

informal institutional forces which have the greatest influence on the extent of advanced IIE 
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within a country. Specifically, cultural proximity and international personal contacts 

favourably influence the proportion of innovative entrepreneurial firms with more than a 

quarter of their customers in international markets. Thus, whereas formal institutional forces 

create framework conditions which facilitate a low to moderate extent of international 

entrepreneurship, greater exposure to products and people from other countries lays the 

foundation for more advanced levels of international engagement. 

This study contributes towards international entrepreneurship research in two ways. First, 

examining contextual factors influencing internationalisation of innovative entrepreneurial 

firms, the current study addresses the knowledge gap at “the crux” of international 

entrepreneurship research by identifying specific aspects of network relationships associated 

with a greater extent of internationalisation. Second, by focusing on how these environmental 

conditions combine to influence the proportion of IIE, the current study extends cross-

national research on explanatory conditions facilitating specific types of productive 

entrepreneurship (Baumol, 1990; Baumol, Litan, & Schramm, 2007; Bowen & De Clercq, 

2008; Hessels, 2008; Salimath & Cullen, 2010; Stephan & Uhlaner, 2010). 

THEORETICAL FRAMEWORK 

Institutional Theory 

A multidisciplinary framework describes institutional theory, representing contributions from 

economics (North, 1990), sociology (DiMaggio & Powell, 1983, 1991), and organisational 

theory (Meyer & Rowan, 1991). Institutional theory’s appeal lies in the similarities rather 

than differences explaining organisational behaviour (Bruton, Ahlstrom, & Li, 2010; 

DiMaggio & Powell, 1983; Peng, Sun, Pinkham, & Chen, 2009). Recent special issues of 

Entrepreneurship Theory and Practice, the Asian Pacific Journal of Management, and the 

Academy of Management Journal attest to institutional theory’s relevance to business 

literature. Researchers advocate a greater application of institutional theory to enhance 

studies on entrepreneurship (Bruton et al., 2010), international business (Peng, Wang, & 

Jiang, 2008), and international entrepreneurship (Jones et al., 2011; Zahra & George, 2002), 

as well as research into network influences on the internationalisation process (Johanson & 

Kao, 2010). Heeding this advice, institutional theory provides a central explanatory 

mechanism fitting the research objectives. 
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The genesis of institutional theory lies in the recognition that firms operate within a social 

framework representing a country’s idiosyncratic economic, social, and political history. 

Globally, various capitalist configurations exist displaying complementary firm-institutional 

environments (Baumol et al., 2007; Hall & Soskice, 2001; Whitley, 1999). Institutional 

theorists debate whether isomorphic forces shape homogeneous firm strategies based on a 

country’s institutional comparative advantage, or whether heterogeneous firm strategies 

coincide and thrive within any given institutional architecture (Boyer, 2005; Carney, 

Gedajlovic, & Yang, 2009). In either case, institutional theory recognises that national 

environments operate differently and that the home environment influences firm strategy. 

Scott (1995, p. 33) defines institutions as “social structures that have attained a high degree of 

resilience”. Institutions are dynamic (Dacin, Goodstein, & Scott, 2002) with bi-directional 

interaction occurring between firms and institutions (Carney et al., 2009). 

“Global change is not necessarily about uniformity, or oppression or progress; 

nation-states and organisations and managers are not sponges or pawns, but 

actors responding to challenges under the guidance of existing institutions” 

(Dacin et al., 2002, p. 50 citing Guillén (2000)).  

Thus the interrelationship between a country’s institutions, economic conditions, and 

entrepreneurial firms operates within a co-evolving environment (Carney et al., 2009). 

A country’s institutional matrix includes formal institutions (e.g., laws and regulations) and 

informal institutions (e.g. social norms and shared cultural beliefs). Institutional theory 

recognises that interacting regulatory, normative, and cultural-cognitive forces support and 

maintain stable behaviour (Scott, 2008). Regulatory forces establish the ‘rules of the game’ 

by which firms operate (North, 1990). In contrast, social norms and values define proper 

(Bruton et al., 2010) and admired (Busenitz, Gómez, & Spencer, 2000) behaviour. Cultural-

cognitive forces relate to preconscious cultural behaviour affecting regulatory and normative 

conditions (Meyer & Rowan, 1991). DiMaggio and Powell (1983) maintain that institutions 

exert pressure on firms and on individuals to conform through coercive, imitative, and 

normative expectations. The outcome becomes country-specific expectations of appropriate 

actions. A country’s distinct blend of rules, norms, and beliefs represent a specific 

institutional profile (Kostova, 1997; Kostova & Roth, 2002). Busenitz, Gómez and Spencer 

(2000) argue country institutional profiles direct the type of entrepreneurship within a 

country. 



 

7 

 

Research seeking to understand why entrepreneurship varies across countries should explore 

the nexus of institutions and economic development levels according to Acs, Desai and 

Hessels (2008). Evidence suggests a country’s level of economic development influences 

both the type of entrepreneurship and subsequent impact on economic growth (Bosma & 

Levie, 2009; Hessels et al., 2008). Developing countries pass through factor-driven, 

efficiency-driven, and innovation-driven stages (Porter, Sachs, & McArthur, 2002). 

According to Acs and Szerb (2010), entrepreneurship quality and quantity vary at each stage. 

Entrepreneurship levels based on self-employment figures follow a U-shaped curve: high 

entrepreneurship levels exist during the factor-driven stage, low levels at efficiency-driven 

stage, and high level again at innovation-driven stage (Bosma & Levie, 2009). One caveat is 

that entrepreneurial quantity does not equate to quality (Baumol et al., 2007). Acs and Szerb 

(2010) argue that entrepreneurship measures, incorporating quality differences, result in S-

shaped curves with more productive entrepreneurship reflective of a stronger institutional 

framework. 

Environmental Influences on Type of Entrepreneurship 

Baumol’s (1990) seminal historical analyses of entrepreneurship in Ancient Rome, China, 

and the United Kingdom informs the understanding that environmental conditions influence 

the type, and thus the quality, of a country’s entrepreneurship. In his study, Baumol (1990) 

identifies the institutional environment as pivotal in the allocation of entrepreneurial efforts 

towards three types of entrepreneurship: productive, unproductive, and destructive. 

Productive entrepreneurship requires activities with high-growth economic potential from a 

national, rather than firm, perspective (Baumol et al., 2007). Innovative entrepreneurship is a 

specific type of productive, high-growth entrepreneurship. Innovative entrepreneurship refers 

to new or existing firms offering products and services previously unavailable in the firms or 

their markets. Innovative production or delivery methods distinguish this entrepreneurship 

form (Baumol et al., (2007). Unlike innovative entrepreneurship, replicative entrepreneurship 

simply provides new outlets for existing products and services (Baumol et al., 2007). 

The current research focuses on innovative entrepreneurship. Coupling innovation and 

entrepreneurship is not a new concept. Schumpeter (1934) identifies entrepreneurship as an 

act of creative destruction, whereas Drucker (1985a) considers innovation to be the specific 

function of entrepreneurship. Most scholars agree innovation is a critical component to 
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entrepreneurship and that, although related; entrepreneurship and small business are not 

synonymous concepts (Drucker, 1985b; Thurik, Wennekers, & Uhlaner, 2003). Empirical 

investigations tend to rely on self-employment or new venture creation activities to represent 

macro-entrepreneurship levels (Reynolds et al., 2005). However, replicative entrepreneurs do 

not innovate (Baumol et al., 2007; Szirmai et al., 2011). Therefore, according to Acs and 

Szerb (2010, p. 6) measures that do not distinguish between innovative and replicative 

entrepreneurship fail to capture quality differences across entrepreneurial activity. The focus 

on quantity rather than quality “... bundles together street hawkers with the founders of 

Facebook” (The Economist, 2011). Recent international entrepreneurship research 

incorporates quality measures in recognition that not all entrepreneurship contributes equally 

to national economic growth (Acs & Szerb, 2010; Bowen & De Clercq, 2008; Stephan & 

Uhlaner, 2010; Terjesen & Hessels, 2009). 

Previous entrepreneurship research acknowledges both innovation and international market 

orientation as high-growth, productive entrepreneurship forms (Bosma & Levie, 2009; 

Hessels et al., 2008; Wong, Ho, & Autio, 2005). Acs and Szerb (2010) consider 

entrepreneurial aspirations for innovation and for internationalisation to represent key quality 

indicators in their Global Entrepreneurship and Development Index (GEDI). GEDI measures 

entrepreneurial aspiration levels for innovation and internationalisation to represent critical 

differences between efficiency-stage versus innovation-stage countries. Innovative 

entrepreneurship research shows general entrepreneurial framework conditions, developed 

through quality formal institutions, to be less important than informal institutional conditions 

(Stephan & Uhlaner, 2010). Institutions and the level of economic development influence the 

export orientation of new ventures through knowledge spillovers from international trade and 

foreign direct investment (De Clercq et al., 2008) as well as through the prevailing 

institutional structure (Terjesen & Hessels, 2009). 

The current research proposes IIE builds on findings from firm-level international 

entrepreneurship research, highlighting innovation as a prerequisite (Oviatt & McDougall, 

1994) and catalyst for internationalisation (Knight & Cavusgil, 2004; Mathews & Zander, 

2007). Using this logic, the current study investigates the actions of innovative 

entrepreneurial firms. Examining firms with the potential to expand internationally, this study 

offers new insights into how institutional and environmental forces affect internationalisation. 
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As institutional structures are interrelated, individual influences may be difficult to isolate 

(Terjesen & Hessels, 2009). The extant research recommends selecting explicit institutions 

closely related to the domain of interest (Busenitz et al., 2000; Kostova & Roth, 2002). This 

study’s domain of interest is specific institutional forces influencing the proportion of IIE 

within a country. Therefore, this study investigates formal institutions supporting innovation 

and international trade. The research also explores country-specific informal institutions that 

support the discovery and exploitation of international market knowledge and network 

opportunities. Finally, the study considers the joint impact of a country’s economic 

development level and domestic market size as relevant to the proportion of IIE within a 

country. Prior cross-national research considers these economic factors separately or 

interchangeably to represent domestic market conditions. However, findings from the cross-

border stream of international entrepreneurship research consistently acknowledges the 

importance of domestic market conditions in stimulating internationalisation, with small 

domestic markets noted for higher levels of internationally oriented firms (Bloodgood, et al. 

1996; Madsen & Servais, 1997). 

HYPOTHESES 

Formal Institutions and IIE 

Innovation Development and Commercialisation 

A country’s formal institutional environment sets the ‘rules of the game’ in which 

entrepreneurial firms operate (North, 1990). Minniti (2008) proposes that government 

policies influence entrepreneurial quality than more effectively than entrepreneurial quantity. 

Other research finds that regulatory forces, such as government legislation and industry 

compliance standards, influence entrepreneurial effort allocations toward productive, high-

growth forms of entrepreneurship (Baumol, 1990; Bowen & De Clercq, 2008; Busenitz et al., 

2000). Terjesen & Hessels (2009, p. 547) find, “.... countries with more transparent business 

systems often provide entrepreneurs with a range of achievable, merit-based business 

opportunities, including international opportunities”. In addition, Kiss and Danis (2008) 

propose that firms from countries with well-developed domestic regulatory institutions use 

their strong foundations to engage in international expansion activities, even if the target 

country’s institutional environment is less developed. 
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A country’s formal institutional environment affects the level of economic freedom. 

Economic freedom relates to the degree a market economy exists. Central market economy 

components include voluntary exchange, free competition, and protection of persons and 

property (Gwartney, Lawson, & Emerick, 2003). McMullen, Bagby and Palich (2008) argue 

increasing economic freedom equates to decreasing transaction costs which thus affect 

entrepreneurial decision-making. McMullen et al. (2008) find opportunity-motivated 

entrepreneurship, which targets growth through innovation, internationalisation, or job 

creation, significantly associates with property right protection. Their findings support earlier 

work by Acs, Morck, Shaver and Yeung (1997) proclaiming countries wishing to reduce the 

costs of international expansion by innovative firms need to protect innovators’ property 

rights. However, Bowen and De Clercq (2008) fail to find a relationship between a country’s 

level of regulatory protection and the allocation of high-growth entrepreneurship implying 

the relationship may be moderated by other as yet unknown factors. The authors propose that 

their study’s focus on job creation, as the high-growth measure, fails to capture 

entrepreneurial efforts associated with high technology or knowledge-intensive activity. 

Bowen and De Clercq (2008) call for future research to examine this relationship using the 

extent of innovation or internationalisation as measures of growth-orientated 

entrepreneurship. In summary, formal institutional conditions allowing the accumulation and 

protection of private property may represent basic framework conditions for the allocation of 

entrepreneurial efforts towards productive entrepreneurship in general (McMullen et al., 

2008) and IIE specifically. 

H1a: A country’s formal institutional support for innovation development and 

commercialisation positively influences its proportion of moderate Innovative 

International Entrepreneurship. 

International Trade 

Formal institutional conditions establish trade flow between countries. Trade freedom refers 

to measures of tariffs, quotas, hidden import barriers, as well as exchange rates and capital 

controls. Trade barriers hinder productive entrepreneurship by repressing specialisation, 

competition, and thus innovation (McMullen et al., 2008). Controlling for trade barriers and 

exchange rate differences, Terjesen and Hessels (2009) examine institutional influences on 

the proportion of export-oriented new ventures. Their results show lower prevalence of trade 

barriers positively relates to substantial export-orientation in new ventures whereas exchange 

rates do not. De Clercq et al. (2008, p. 298) find that “cross-country differences with respect 
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to the proportion of export-oriented new ventures may be the result of a country’s openness 

to cross-border activities”. De Clercq et al. (2008) shows increases in both foreign direct 

investment and international trade positively affect greater proportions of export-oriented 

new ventures. However, this relationship only holds for countries with high-income levels. 

The authors propose that foreign MNCs’ operating in low-income countries may prefer to 

work with larger or more established domestic firms, rather than new ventures. In summary, 

formal institutional conditions allowing for countries to trade freely may represent a basic 

framework condition for the allocation of entrepreneurial efforts towards international 

entrepreneurship in general and IIE specifically. 

H1b: A country’s formal institutional support of international trade positively 

influences its proportion of moderate Innovative International Entrepreneurship. 

Informal Institutions and IIE 

Informal institutions influence the type of entrepreneurship developing within a country 

(Spencer and Gómez, (2004). A country’s informal institutional environment contains both 

cultural-cognitive and normative forces (DiMaggio & Powell, 1983). In terms of cultural-

cognitive forces, research recognises culturally-based heuristics underlie entrepreneurial 

behaviour (Stephan & Uhlaner, 2010). Cultural-cognitive forces influence “... how societies 

accept entrepreneurs, inculcate values, and even create a cultural milieu whereby 

entrepreneurship is accepted and encouraged” (Bruton et al., 2010, p. 423). As such, cultural-

cognitive forces influencing innovation and international orientation are also likely to 

influence the proportion of IIE within a country. 

Research examining the influence of cultural-cognitive forces on innovation shows mixed 

results. Shane (1992) finds less hierarchical and more individualistic cultures invent more. 

Cultural-cognitive forces in less hierarchical countries support flexibility, trust, and informal 

channels of communication (Hofstede, 1980). Creativity thrives in this milieu as ‘diversity of 

knowledge’ stimulates innovation (Tödtling, Lehner, & Kaufmann, 2009). Informal 

communication channels allow for the cross-fertilisation of ideas and thus greater invention. 

Shane (1992) finds individualistic cultures to be more inventive than collective ones due to 

the support for individual freedom, recognition, and achievement. Individualistic cultures 

promote an outward-looking or cosmopolitan orientation (Hofstede, 1980). Cosmopolitanism, 

from an entrepreneurial firm perspective, 
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“... represents a state of mind that is focused on the outside, the other, and seeks 

to reconcile the local and the global, the familiar and the foreign ... 

cosmopolitanism is openness, an eagerness to investigate and learn from 

others”(Levy, Taylor, Boyacigiller, & Beechler, 2007). 

In other words, individualistic cultures with cosmopolitan orientation create opportunities for 

entrepreneurs to develop a global mindset (Levy et al., 2007; Paul, 2001).  

However, Stephan and Uhlaner (2010) find that while “performance-based cultures” create 

efficient entrepreneurship framework conditions and opportunities, they do not ensure 

innovative entrepreneurship. Innovative entrepreneurship thrives in countries characterised 

by “socially supportive cultures”. Drawing on an evolutionary perspective to explain this 

relationship, Stephan and Uhlaner (2010, p. 1358) propose that: 

“... with increasingly efficient institutions, new firms may actually get squeezed 

out, competing for resources and customers with existing firms … by contrast our 

findings suggest that social capital, as evidenced by the friendliness and 

cooperativeness of a culture, may play a far more decisive role for 

entrepreneurship”. 

Although on the surface these findings seem counter-intuitive, paradoxical findings relate to 

the differences between invention and innovation. Shane (1992, p. 40) acknowledges this 

point and states, “The values that make a society a successful inventor might not make it a 

good innovator”. Innovation is the commercialisation of inventions (Fagerberg, 2005; Garcia 

& Calantone, 2002). Individualism’s cultural-cognitive traits might create a comparative 

advantage in stimulating invention; however, cultural-cognitive traits fostering cooperation 

might create a comparative advantage in the commercialisation stage. 

Previous findings on the influence of cultural-cognitive forces on internationalisation show 

both individual and environmental influences on internationalisation decisions. Hessels et al. 

(2008) conclude countries with proportionately higher wealth-motivated entrepreneurs tend 

to have more export-oriented entrepreneurship. Generally, entrepreneurs engage in 

international activities if they have overall positive perceptions or previous experience 

(Manolova et al., 2002). The evidence supports behavioural models of internationalisation 

theories (e.g., Uppsala theory) proposing international expansion begins in countries with 

similar culture or small psychic distance (Johanson & Vahlne, 1977; Johanson & 

Wiedersheim-Paul, 1975). The literature also supports cross-border international 

entrepreneurship research showing alertness to international opportunities based on 
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perceptions and experiential factors (Arbaugh, Camp, & Cox, 2008; Manolova, Brush, 

Edelman, & Greene, 2002; Oviatt & McDougall, 1994; Reuber & Fischer, 1997). Cognitive 

institutions may define international opportunity awareness within a country and the role 

networks play in the process (see Kiss and Danis, 2008). Cosmopolitan-oriented countries 

who support global interconnectedness may provide greater opportunities for favourable 

international cognitions. 

Normative forces are also likely to influence entrepreneurial behaviour. Busenitz et al. (2000) 

find norms influence the social desirability of entrepreneurship. In turn, a society’s 

accumulated knowledge and skill sets become institutionalised as they merge into the 

country’s shared social knowledge. Normative forces establish international 

commercialisation activity as normal and accepted behaviour for innovative entrepreneurial 

firms (see Kiss and Danis, 2008). Spillover effects occur when countries have high levels of 

exporters. For example, De Clercq et al.(2008) find a strong relationship between high export 

levels and new ventures with export aspirations. Existing exporters appear to provide positive 

role models for new firms, suggesting informal isomorphic forces may influence IIE. 

In addition to legitimising international expansion as a viable commercialisation strategy, 

informal institutional norms may influence the importance of internationalisation networks. 

Yeung (2002, p. 48) argues normative forces determine how inter-organisational relationships 

form (co-operative vs. competitive) and different relationship forms shape entrepreneurial 

behaviour. Trust-based relationships substitute for formal hierarchical contracts and thus 

represent alternative governance structures (Powell, 1990; Yeung, 2002). Oviatt and 

McDougal (1994), argue innovative new ventures use informal, alternative governance 

structures to overcome barriers to international commercialisation. Johanson and Valhne 

(2009) contend all internationalisation occurs through network relationships. In summary, 

normative forces within a country influence international market aspirations and collaborative 

network development. 

The previous discussion suggests a self-reinforcing effect between a country’s informal 

institutional environment and global integration level. Globalisation refers to “networks of 

interdependence at multi-continental distances” linked by flows of goods, capital, 

information, ideas, and people (Dreher, 2006; Koehane & Nye, 2000). Acs and Szerb (2010) 

consider a country’s level of economic globalisation representative of institutional support for 
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international-oriented entrepreneurship. Arguably, more than economic linkages connect 

countries. Koehane and Nye (2000) suggest globalisation creates connections at multiple 

levels including economic, political, environmental, and social. Social globalisation refers to 

interconnectedness between ideas, information, images, and people from different countries 

(Dreher, 2006; Koehane & Nye, 2000). Social globalisation measures interpersonal global 

connectedness and represents networks at a country level of analysis. Following Dreher 

(2006), social globalisation is operationalised as a multidimensional concept representing 

informal institutional support for foreign product acceptance, global exchange of ideas and 

information, and opportunities for exposure to and interaction with foreigners. 

Convergence of Global Demand 

Economic theories of social globalisation find that increasing cultural proximity reduces 

resistance to foreign ideas and products (Dreher, 2006). International entrepreneurship 

research proposes a link between the influence of converging global demand on market 

homogeneity and innovative entrepreneurial firms’ following niche strategies (Bloodgood et 

al., 1996; Madsen & Servais, 1997; Nkongolo-Bakenda, Anderson, Ito, & Garven, 2010). 

Entrepreneurial firms are engaging with foreign customers earlier and more proactively due 

to the globalisation of their markets (Knight, 2000). For firms in knowledge-intensive 

industries, internationalisation through deep-niche strategies may be a survival requirement 

(Shrader, Oviatt, & McDougall, 2000). Institutional support encouraging social integration 

and cultural proximity likely creates favourable conditions for innovative entrepreneurial 

firms adopting niche strategies in global markets. 

H2a: A country’s level of informal institutional support for global linkages 

increasing cultural convergence positively influences its proportion of advanced 

Innovative International Entrepreneurship. 

Information Flows 

Social globalisation theory argues global communication networks promote international 

trade and economic integration (Mayer-Schöenberger & Hurley, 2000, p. 147). Country-level 

conditions provide access to the Internet and other technological advances. These conditions 

provide innovative entrepreneurial firms with the opportunity to exchange ideas and 

information necessary to source and serve foreign customers (Knight, 2000; Madsen & 

Servais, 1997; Vinig & de Kluijver, 2007). Acs and Szerb (2010) measure a country’s 
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networking attitude as a combination of Internet usage and entrepreneurial role-model 

support. Countries with higher social globalisation levels have greater access to ideas and 

information flows more easily between domestic and international firms. Increasing 

information flows may enhance international knowledge and improve the domestic firm’s 

ability to satisfy foreign customer needs. Institutional support, facilitating higher information 

exchange levels, may also create favourable conditions for innovative entrepreneurial firms to 

commercialise aggressively in international markets. 

H2b: A country’s informal institutional support for global linkages increasing 

information flows positively influences its proportion of advanced Innovative 

International Entrepreneurship. 

International Personal Contacts 

Social globalisation literature proposes that multiple levels of interpersonal networks connect 

countries and that ideas, information, and trade flow through these networks (Koehane & 

Nye, 2000). Extant research finds network relationships influence entrepreneurship (Kwon & 

Arenius, 2010), innovation (Pittaway, Robertson, Munir, Denyer, & Neely, 2004), and 

internationalisation (Johanson & Kao, 2010). According to Johanson and Vahlne (2009), 

whatever happens, happens in networks. The more integrated a country is with the global 

community, the greater the opportunity for people to interact and thus for international 

networks to develop. 

International personal contacts occur through foreign educational or work exchanges, 

tourism, and immigration (Dreher, 2006). Several research streams study the economic 

consequences of international personal contacts including research on entrepreneurial global 

mindset (Levy et al., 2007), prior international experience of top management teams (Reuber 

& Fischer, 1997), the immigrant effect on international trade (Enderwick, Tung, & Chung, 

2011), as well as Diaspora and transnational influences on international entrepreneurship 

(Tung & Chung, 2010; Yeung, 2002). Recent human mobility research finds entrepreneurs 

with international education or work experience are more innovative than domestic 

entrepreneurs, better connected through their networks and social capital, and act as conduits 

through which knowledge spillovers occur (Liu, Wright, Filatotchev, Dai, & Lu, 2010). 

Zahra, Ucbasaran, and Newley (2009) argue exposure to and involvement in international 

networks helps innovative entrepreneurial firms gain and assimilate international knowledge 

to develop more creative offerings. 
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International personal contacts occur through a country’s inflow and outflow of people. 

Inflows result in greater numbers of foreign students, visitors, or immigrants to a country and 

create opportunities for foreign exposure to export suitable domestic products. Outflows 

result in greater domestic entrepreneurial exposure to foreign products, markets, and potential 

network contacts. This exposure increases awareness of potential market opportunities by 

domestic firms. Both inflows and outflows lower the psychic distance between innovative 

entrepreneurial firms and international markets. Institutional support encouraging greater 

international interpersonal contact may also create favourable conditions for innovative 

entrepreneurial firms to aggressively develop and leverage networks for internationalisation. 

H2c: A country’s informal institutional support for global linkages increasing 

international personal contacts positively influences its proportion of advanced 

Innovative International Entrepreneurship. 

Domestic Economic Environment and IIE 

A central premise underlying the proposition that IIE is a specific type of high-growth 

entrepreneurship is that entrepreneurial firms with innovative offerings have the potential to 

commercialise these innovations internationally. Although innovative entrepreneurship 

occurs in all countries and at all levels of economic development, the innovation type differs 

(Szirmai et al., 2011). Innovation implies newness; however, the novelty level is relative 

(Fagerberg, 2005). Innovations can be new-to-the-firm, new-to-the-market, or new-to-the-

world (Garcia & Calantone, 2002; OECD, 2005). Developing countries primarily display 

new-to-the-firm or new-to-the-market innovations (Szirmai et al., 2011). Innovations that are 

new-to-the-firm represent replicative entrepreneurship, the type that dominates in developing 

countries (Baumol et al., 2007). Innovations new-to-the-market represent the innovation 

diffusion process as international opportunities are recognised in new markets (Szirmai et al., 

2011). Audrestch and Sanders (2011) propose that globalisation has caused a shift in 

comparative advantage where developing countries have advantages in mature industries and 

developed countries have advantages in knowledge-intensive industries at the beginning of 

the product life cycle. Their model further supports the proposal that developed economies 

will exhibit higher levels of new-to-the-world innovations. As such, the proportion of IIE 

should be more advanced in countries characterised by a higher level of economic 

development. 
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Cross-national entrepreneurship research finds economic development affects the export-

orientation of nascent entrepreneurs and new ventures. De Clercq et al. (2008) find income 

level affects both the export-orientation of new ventures as well as knowledge spillover 

effects from inward foreign direct investment (FDI), outward FDI, and international trade. 

These authors find that new ventures from high-income countries show higher levels of 

substantial export orientation (De Clercq et al., 2008). Hessels and van Stel (2009) find that 

new ventures with strong export orientations make a greater contribution to economic growth 

in higher income countries than in lower income countries. International expansion is a viable 

and often necessary commercialisation strategy for entrepreneurial firms from high-income 

countries due to the level of specialisation and knowledge-intensity of their innovative 

offerings. Therefore, innovative firms from developed countries may pursue more aggressive 

international commercialisation strategies. As such, the IIE proportion should be greater in 

countries characterised by higher economic development. 

Domestic market size also affects the allocation of entrepreneurial efforts towards IIE. 

According to Bosma and Levie (2009) larger countries in terms of either population and/or 

land mass have lower levels of international orientation. This relationship holds irrespective 

of the level of economic development. Findings from firm-level research provide insight into 

this country-level phenomenon (Bell, 1995; Bloodgood et al., 1996; Etemad, 2004; Madsen 

& Servais, 1997; Schweizer et al., 2010). First, because larger countries provide abundant 

opportunities for innovative entrepreneurial firms (Arbaugh et al., 2008) these firms are often 

‘pulled’ into international markets responding to unsolicited orders, following domestic 

customers abroad, or leveraging their founders’ previously established overseas networks. In 

contrast, small-country firms are ‘pushed’ into international market-seeking activities to find 

sufficient markets for innovative products. Therefore, the proportion of IIE should be more 

advanced in countries characterised by small domestic markets. 

Cross-national entrepreneurship research often considers the level of economic development 

and domestic market size as separate variables. However, in the current study, these two 

variables combine to represent a country’s domestic environmental influences on the 

proportion of IIE. Higher economic development reflects more stable institutional 

environments and represents a basic framework condition for the allocation of entrepreneurial 

efforts towards international entrepreneurship (McMullen et al., 2008). Economic 

development creates opportunities for export of suitable innovations and a higher level of 
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innovative entrepreneurship. Firms located in large domestic markets may have sufficient 

opportunities without venturing internationally. Conversely, firms located in small domestic 

markets need to aggressively target international customers to find sufficient markets for their 

innovations. 

H3a: A country environment characterised by both high-income levels and a 

large domestic market will have a greater proportion of moderate Innovative 

International Entrepreneurship. 

H3b: A country environment characterised by both high-income levels and a 

small domestic market will have a greater proportion of advanced Innovative 

International Entrepreneurship. 

 

Figure 1 Conceptual Framework 
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METHODOLOGY 

Data 

Data for this study comes from the 51 countries listed in Table 1. The country groupings 

shown in Table 1 are based on median splits on population and Gross Domestic Product per 

capita (GDPP) in US dollars. The potential for common method variance is controlled by 

selecting measures of the independent and dependent variables from autonomous data 

sources (Podsakoff, MacKenzie, Lee, & Podsakoff, 2003). Secondary data come from four 

sources. First, IIE data come from the Adult Population Survey (APS) collected through the 

Global Entrepreneurship Monitor (GEM) project years 2004-2006. Second, data on formal 

institutional influences supporting innovation and freedom to trade internationally are drawn 

from the 2003 Economic Freedom of the World Index. Third, data measuring the informal 

institutional influences representing global interconnectedness draw from the 1993-2003 

Swiss Federal Institute of Technology’s Konjunkturforschungsstelle (KOF) Social 

Globalisation Index. Finally, data measuring domestic market conditions are sourced from 

the World Bank 2003 database. For greater robustness, the predictor variables are measured 

by data from 2003 or prior whereas data for the outcome variables are from 2004-2006. 

Table 1 Domestic Environment Country Groups 

 

Argentina Phillipines Australia

Brazil Poland Canada

China Russian Federation France

Columbia South Africa Germany

India Thailand Italy

Indonesia Turkey Japan

Malaysia Uganda Spain

Mexico Venezuela United Kingdom

Peru United States

Chile Austria New Zealand

Croatia Belgium Norway

Czech Repulic Denmark Portugal

Hungary Finland Singapore

Jamaica Greece Sweden

Jordan Iceland Switzerland

Latvia Ireland United Arab Emirates

Slovenia Netherlands

Uruguay

Population level: Median population based for mid-year 2003 figures World Bank data

Income level: Median GDP per capita for 2003 based on constant 2000 US$ 
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The Adult Population Survey (GEM) 

The Global Entrepreneurship Monitor (GEM) is a collaborative effort between the London 

Business School and Babson College (Reynolds et al., 2005)
1
. GEM has conducted the Adult 

Population Survey (APS) annually since the initial 1999 survey. GEM surveys entrepreneurs 

in 66 countries, representing 80% of the world population (Acs, Amorós, Bosma & Levie, 

2009). National research teams collect APS data using standardised telephone and door-to-

door surveys. In each participating country, GEM researchers survey a minimum of 2,000 

randomly selected adults (age 18-64 years). GEM uses country-specific case weights to 

ensure samples represent national demographics (Reynolds et al., 2005). The reliability and 

validity of GEM-APS measures have been verified by Reynolds et al. (2005). The APS 

produces harmonised individual level data. However, in 45% of the GEM studies published 

between 1999 and 2009, researchers aggregated the APS data to a country level of analysis to 

explore institutional effects on entrepreneurship (Álverez, Urbano, & Amorós, 2010). 

According to Acs et al. (2009), in the first ten years of availability, 81 articles using GEM 

data have been published in high-ranking journals. As such, the evidence suggests researchers 

consider GEM-APS to be a reliable (Terjesen & Hessels, 2009) and comprehensive (Terjesen 

et al., 2010) data source on comparative international entrepreneurship.
2
 

Economic Freedom of the World Index (EFW) 

The Economic Freedom of the World Index (EFW) is the by-product of the Economic 

Freedom Project organised by Michael Walker and Nobel Laureate Milton Friedman from 

1986 to 1995 (Gwartney et al., 2003).
3
 The EFW Index has been produced annually since 

1996. EFW ranks economic freedom in 141 nations, representing 95% of the world’s 

population. The index is the most widely used index of economic freedom (de Haan, 

Lundström, & Strum, 2006) with 194 articles published in the first 10 years of availability 

(Dawson, 2007). The EFW Index is considered a quality measure of a country’s formal 

institutional environment (de Haan et al., 2006). EFW is based on 42 separate variables 

divided into five areas: Area 1, government size; Area 2, legal structure and security of 

property rights; Area 3 access to sound money; Area 4 freedom to trade internationally; and 

                                            

1
 www.gemconstorium.org. 

2
 See Reynolds et al. 2005 for details on GEM data collection and implementation procedures. 

3
 See www.fraseramerica.org for historical account of the EFW Index. 

http://www.gemconstorium.org/
http://www.fraseramerica.org/
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Area 5, regulation, credit, labour, and business. In this study, data from Area 2 represents 

formal institutional support for innovation and Area 4 represents formal institutional support 

for international trade. Countries are rated on a scale of 0-10 with higher scores representing 

a higher level of economic freedom. 

Social Globalisation Index (KOF) 

The KOF Globalisation Index provides annual, comparative data for 181 countries dating 

from 1970.
4
 Since KOF’s creation in 2006, the index has been utilised in 46 journal articles 

or book chapters and is beginning to appear in international entrepreneurship research (Acs & 

Szerb, 2010; Vinig & de Kluijver, 2007). The KOF Globalisation Index produces three 

measures of globalisation: economic, political, and social (Dreher, 2006). The current study 

draws data from the KOF Social Globalisation Index exclusively. Social Globalisation 

measures a country’s openness to and connections with other countries. The index is 

comprised of three parts,: each section designed to proxy a separate aspect of global 

integration as the flow of ideas, information, and people. In order to compensate for yearly 

variations, this study takes a ten-year average (1993 - 2003) for each index dimension. These 

three index dimensions use a 0-100 scale with higher scores representing higher social 

globalisation levels. 

World Bank 

The World Bank provides a wide range of data to measure economic environment within a 

country. The current study draws on World Bank data from 2003 for GDP per capita (in 

constant year 2000 US$) and levels of population based on mid-year 2003. 

Dependent Variables 

Proportion of Innovative International Entrepreneurship 

Data on a country’s IIE proportion comes from the GEM Adult Population Surveys (APS) in 

2004-2006. The IIE measure represents a specific type of high-growth entrepreneurship—the 

proportion of innovative entrepreneurial firms engaging with international customers. 

Calculation of a country’s portion of IIE requires two steps. Step 1 calculates the proportion 

                                            

4
 www.globalization.kof.ethz.ch 
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of innovative entrepreneurship within a country. Step 2 determines the level of international 

involvement by those innovative entrepreneurial firms (see Figure 2). 

Each country’s proportion of innovative entrepreneurship is calculated based on two criteria. 

The first criterion is business ownership. The GEM criterion for business ownership is based 

on the proportion of the respondents who have paid salaries/wages for at least three months to 

employees or to themselves as owners. Although the GEM design allows for a distinction 

between ownership of a young firm (less than 3.5 years old) and established firms (over 3.5 

years old), both types of firms are included in this study’s innovative entrepreneurship 

measure. Responses indicating involvement in both young and established firms in a given 

year are only counted once (Reynolds et al., 2005). Following Stephan and Uhlaner (2010), 

the current research does not include nascent entrepreneurs in calculating innovative 

entrepreneurship. According to the GEM classification system, nascent entrepreneurs still 

remain in the start-up stages and do not meet the criterion for business ownership.  Koellinger 

et al. (2007) find over confidence is common among entrepreneurs, entrepreneurial 

forecasting may be based on subjective perceptions, and optimistic biases are linked to 

institutional frameworks. As such, nascent entrepreneurs may be over confident about the 

international appeal of their innovative offerings. Excluding nascent entrepreneurs provides a 

more conservative measure of innovative entrepreneurship and answers calls for research to 

examine previously established firm internationalisation rather than new activity alone (Moen 

& Servais, 2002). 

The second criterion is based on the proportion of business owners who consider their 

product offerings to be new to all or most of their customers and to have little or no 

competition. Innovative offerings with little or no competition are classified as new-to-the-

market or new-to-the-world innovations, proving greater potential for international 

commercialisation (Garcia & Calantone, 2002). This definition of innovative follows similar 

classifications  (Koellinger, 2008; Stephan & Uhlaner, 2010).. 

The next step in calculating the IIE proportion within a country is categorising innovative 

business entities by their response to the ‘percentage of foreign customers’ question. In this 

manner, the proportion of IIE is classified as latent, moderate, or advanced. Latent IIE 

essentially represents the proportion of innovative entrepreneurial firms who have no foreign 

customers, essentially domestic innovators. This category is only included as a baseline 
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because the researches focus is on innovative entrepreneurs with foreign customers. Moderate 

IIE represents innovative entrepreneurial firms reporting 1-25% of their customers as foreign. 

Firms reporting more than 25% foreign customers represent the proportion of advanced IIE 

within a country (e.g., De Clercq et al., (2008); Terjesen and Hessels, (2009). 

The current research refers to foreign customer engagement level as international orientation 

whereas most previous research using GEM data uses the term ‘export orientation’ (De 

Clercq et al., 2008; Hessels et al., 2008; Hessels & van Stel, 2009; Terjesen & Hessels, 

2009). Exporting refers to the sale of goods or services in countries other than that of the 

originating firm. Traditionally, indirect exporting is common for new or small ventures taking 

their first steps towards internationalisation (Jones, 2001). Since the current research’s focus 

is on established innovative entrepreneurial firms, using the more general term ‘international 

orientation’ incorporates alternative means of foreign customer engagement (Jones & Young, 

2009). 

Data from the 51 countries, that participated at least once in the GEM-APS between the years 

2004 and 2006, are pooled to increase the stability to possible year-to-year fluctuations 

(Kwon & Arenius, 2010). 

“Pooling the observations from three consecutive years in one dataset allows for 

controlling of fluctuations in the distribution of entrepreneurial innovativeness 

across countries and over time” (Koellinger, 2008, p. 27). 

To check the reliability of the measures, year-to-year correlations were calculated. Findings 

show all pairs are significantly correlated thereby supporting the use of the period 2004-2006. 

For latent IIE, the year-to-year correlations were r=.69 (p<.01) between 2004 and 2005 and 

r=.61 (p<.01) between 2005 and 2006. For moderate IIE, the year-to-year correlations were 

r= .58 (p<.01) between 2004 and 2005 and r=.39 (p<.05) between 2005 and 2006. For 

advanced IIE, the year-to-year correlations were r=.40 (p<.05) between 2004 and 2005 and 

r=.68 (p<.01) between 2005 and 2006. 
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Figure 2 Proportion of Innovative International Entrepreneurship 

 

Independent Variables 

The research model includes two formal institutional forces hypothesized to influence the 

proportion of IIE within a country. The first variable represents formal support for innovation 

development and commercialisation. The second variable represents formal support for 

international trade. Details on the measurement of each of these two variables follows.. 

Innovation Development and Commercialisation 

The 2003 Economic Freedom of the World (EFW) Area 2 index provides a measure of legal 

structure and security for a country’s property rights. The EFW Area 2 index combines five 

indicators measuring a country’s legal structure and security of property rights: judicial 

independence, impartial courts, protection of intellectual property, level of military 

interference in rule of law ,and the integrity of the legal system (Gwartney, Lawson, & 

Gartzke, 2005). Countries with a high score on this index reflect high quality formal 

institutions that are directly relevant to the development or commercialisation of innovations. 

Innovative 

Entrepreneurship 
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customers

Count of owner-managers of a business who have paid wages

for more than 3 months AND who consider their products new to
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In the current study, the EFW Area 2 index represents formal institutional forces supporting 

the development and commercialisation of innovation within a country. 

International Trade 

The EFW Area 4 index measures freedom to trade internationally. The Area 4 index 

combines five indicators of a country’s freedom to trade internationally: taxes on 

international trade, trade barriers, size of actual vs. expected trade sector, difference of 

official vs. black-market exchange rate, and control on international capital market. Previous 

research shows that lower prevalence of trade barriers positively affects the export orientation 

of new ventures (Terjesen & Hessels, 2009). The Area 4 index measures freedom from 

restraints affecting trade so that higher scores equate to higher levels of freedom (Gwartney et 

al., 2005). Countries with a high score on this index reflect support for quality formal 

institutions directly relevant to an innovation’s international commercialisation. In the current 

research, the EFW Area 4 index represents formal institutional forces supporting international 

trade. 

The research model includes three informal institutional forces hypothesized to influence the 

proportion of IIE within a country. These three variables symbolise social globalisation- 

networks at a country-level of analysis. The current study uses a ten-year average (1993 - 

2003) on each KOF Social Globalisation Index dimension to compensate for potential yearly 

variation in proxy measures. Year-to-year correlations were run and found to be significant, 

supporting this practice. Details on the measurement used for each of these three variables 

follows. 

Convergence of Global Demand 

A country’s informal institutional support for cultural globalisation suggests a cosmopolitan 

orientation and normative acceptance of converging global demand (Ritzer & Stillman, 

2003). The KOF Social Globalisation Index considers the number of McDonald’s restaurants 

per capita, the number of Ikea shops per capita, and international trade in books as a 

percentage of GDP to represent a country’s level of global cultural proximity (Dreher, 2006). 

Entrepreneurial firms located in countries with high cultural proximity have greater potential 

for being exposed to new, foreign products. These firms have a greater opportunity to identify 

internationally attractive innovations. Countries with high cultural proximity provide 
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normative support for converging global demand and as a result, social approval for 

innovative entrepreneurial firms to pursue niche-targeting strategies internationally. 

Information Flows 

A country’s informal institutional support to create global communication networks 

represents normative acceptance of idea and information exchanges internationally. The KOF 

Social Globalisation Index considers the number of Internet users per 1,000 people, the 

number of televisions per 1,000 people, and international trade in newspapers as a percentage 

of GDP to represent a country’s information flow level. As such, the information flow sub-

index measures a country’s level of infrastructure for providing entrepreneurial opportunities 

to access and serve international markets but is not a measure of direct interaction between 

people across borders. 

International Personal Contacts 

A country’s informal institutional support for direct interactions with people from other 

countries represents cosmopolitan orientation and normative acceptance of multiculturalism. 

KOF considers the level of inward and outward tourism, the immigrant population 

percentage, the level of international telephone traffic in minutes per person, the international 

exchange of letters per capita, and international transfers of wages as a percentage of GDP to 

represent direct interaction between people in different countries. Entrepreneurial firms 

located in countries with high levels of international personal interaction provide normative 

support for exposure to and involvement with international networks. 

Domestic Economic Environment 

The level of economic development and the domestic market size may combine to represent 

domestic economic environmental forces on the proportion of IIE within a country. Previous 

research on the export orientation of nascent entrepreneurs and new ventures often control for 

GDP per capita as representative measure of the level of economic development (Hessels & 

van Stel, 2009; Terjesen & Hessels, 2009) or to represent the country’s home market size (De 

Clercq et al., 2008). The current study extends this research and draws on World Bank data to 

classify countries into four groups based on the median level of GDP per capita (in constant 

year 2000 US$) and median level of population (at mid-year 2003). Dummy variables are 
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created to represent the two classifications of interest in this study: small population, high-

income countries and large population, high-income countries. 

Control Variables 

Selection of control variables should be based on findings from prior, relevant research. 

Including control variables in the model should offer alternative explanations for the variation 

in the dependent variables. To systematically evaluate possible control variables for inclusion 

in the current research, two cross-national entrepreneurship studies are summarised in the 

Appendix 0.1. In these studies, the dependent variables are the export orientations of nascent 

entrepreneurs and new ventures (De Clercq et al., 2008; Terjesen & Hessels, 2009). The two 

studies include 16 different control variables, of which only six show significant relationships 

with export orientation. GDP per capita shows a positive relationship in Terjesen and Hessels 

(2009). Conversely, GDP shows a negative relationship to export orientation in De Clercq et 

al. (2008). Different results may be due to a missing moderator, use of different samples, or 

use of different measures for the dependent variables. GDP (in various forms) is a commonly 

applied control variable in cross-national entrepreneurship research (Bowen & De Clercq, 

2008; De Clercq et al., 2010; De Clercq, Lim, & Oh, 2011; Hessels & van Stel, 2009; 

Stephan & Uhlaner, 2010). For the current study, GDP per capital is a component of domestic 

economic variables. Therefore, including GDP per capita as an additional control variable 

would be redundant. Terjesen and Hessels (2009) show a positive relationship between 

prevalence of lower trade barriers and substantial export orientation. In the current study, 

prevalence of lower trade barriers (i.e., freedom to trade) is a component of the freedom to 

trade index used to measure formal institutional support for international trade. Again, 

including prevalence of lower trade barriers as an additional control variable would be 

redundant. De Clercq et al. 2008 find three additional control variables with significant 

relationships to export-orientation: inflation rate (-), manufacturing as a percentage of 

employment (+), and services as a percentage of employment (+). Although these control 

variables are relevant to De Clercq et al.’s (2008) investigation into the influence of FDI, 

exports, and imports on export orientation, they are less relevant to the current investigation. 

A survey of the extant research suggests the two most relevant significant control variables 

are GDP per capita and prevalence of trade barriers. Both variables are included in the model. 

Table 2 provides a summary of the variables used in this study, including measurement and 

data source details. 
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Table 2 Summary of Variables 

 

RESULTS 

This study aims to investigate a country’s institutional and economic environment influence 

on innovative international entrepreneurship. It seeks to answer the question: how do 

variations in domestic market conditions influence the opportunities for innovative 

entrepreneurial firms to pursue moderate or advanced levels of internationalisation? The 51 

Proportion of Innovative International Entrepreneurship (IIE) Source Year(s)

Moderate IIE GEM 2004-2006

 

Advanced IIE GEM 2004-2006

 

Formal Institutional Environment Source Year(s)

Innovation Legal Structure & Security of Property Rights EFW 2003

Development & A. Judical independence 

Commercialisation B. Impartial courts

C. Protection of intellectual property

D. Military interference 

E. Integrity of the legal system

International Trade Freedom to Trade Internationally Index EFW 2003
represents freedom from:

A. Taxes on international trade

B. Regulatory trade barriers

C. Actual vs.expected size of trade sector

D. Official vs. black market exchange rate 

E. International capital market controls

Informal Institutional Environment Source Year(s)

Convergence of Social Globalisation Index: Cultural Proximity KOF 1993-2003

Global Demand A. Number of McDonald's restaurants(per capita)

B. Number of Ikea shops (per capita)

C. Trade in books (percent of GDP)

International Flow of  Social Globalisation Index: Information Flows KOF 1993-2003

Ideas and InformationA. Internet users (per 1000 people)

B. Television (per 1000 people)

C. Trade in newspapers (percent of GDP)

International Social Globalisation Index: Personal Contact KOF 1993-2003

Personal Contacts A. Telephone traffic

B. Transfers (in percentage of GDP)

C. International tourism

D.Percentage foreign population/total population

E. International letters (per capita)

Economic Environment Source Year(s)

Domestic Level of Economic Development & Market Size WB 2003

Market Conditions A. Gross Domestic Product Per Capita

B. Population

Dependent Variables

Percent of innovative entrepreneurial firms who 

report   1-25% foreign customers

Percent of innovative entrepreneurial firms who 

report  26% and over foreign customers

Independent Variables
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countries in the data set fall into four different categories based on median GDP per capita 

and median population. Table 3 presents descriptive statistics on the model’s variables and 

the proportion of latent IIE. Latent IIE represents innovative entrepreneurial firms without 

foreign customers and as such is not included in the hypotheses, which are concerned with 

internationalisation of innovations. However, for the sake of completeness in describing the 

average proportion of IIE of all types in the sample, statistics for latent IIE are included in 

Table 3. 

The descriptive statistics offer three interesting, preliminary observations. First, small high-

income countries tend to have greater engagement with international customers, stronger 

formal support for innovation and international trade, and stronger informal support for 

global interconnectedness relative to large high-income countries. Combining GDP per capita 

and population leads to new insights into the relationships between innovative international 

entrepreneurship and the institutional environment. This relationship might be missed if 

domestic market size was based exclusively on GDP per capita. 

Second, formal institutional support for innovation and international trade suggests an 

interesting relationship. Countries with higher economic development fall above the mean 

where those countries at lower levels fall below it. This finding supports previous research 

proposing higher economic development levels reflect higher quality formal institutions (Kiss 

& Danis, 2008; Terjesen & Hessels, 2009).  

Third, looking at informal institutional support for social globalisation, the economic 

development level is less influential than the country size. Small low-income countries fall 

above the mean for two of the three variables representing informal support for global 

integration. Due to their small size, these countries may have a greater need for cultural-

cognitive and normative support for global interconnectedness than large countries at an 

equivalent economic development level.  

Further, to explore these relationships, two sets of ANOVA tests were conducted. The first 

set of ANOVA runs examines which of the three possible levels of IIE differ from each other 

across the four groups of countries based on domestic economic environment conditions. An 

assessment of the assumptions of ANOVA in terms of normality and homogeneity of 

variance tests showed no major violations (Field, 2009). The first set of ANOVA tests show 

significant differences in the average proportion of all three types of IIE between at least two 



 

30 

 

of the four groups of countries formed based on domestic market conditions: latent IIE 

(F(3,48)=6.73, p<.01); moderate IIE (F(3,48)=7.80, p<.01); advanced IIE (F(3,48)=4.35, 

p<.01). The second set of ANOVA runs indicated whether formal and informal institutions 

differ across the four groups of countries.
5
 The ANOVA tests show significant difference in 

both the formal and informal institutional measures between at least two of the four groups of 

countries. Results show significant differences exist for: Innovation Commercialisation 

(F(3,48)=32.70, p<.01); International Trade (F(3,48)=11.68, p<.01); Convergence of Global 

Demand (F(3,47)=18.10, p<.01); Information Flows (F(3,47)=19.06, p<.01); and 

International Personal Interactions (F(3,47)=46.61, p<.01). These preliminary test statistics 

support the conceptual framework and hypotheses. 

Table 3 Domestic Economic Environment 

 

Table 4 shows summary statistics and bivariate correlations for the variables. The 

correlations between the dependent variables and the five independent variables representing 

institutional forces indicate all relationships are in the direction hypothesized, and all are 

significant except for one. The relationship between formal support for international trade 

and the proportion of moderate IIE is positive but is not significant, implying it cannot be 

interpreted further. Correlation test results between the two dependent variables and the two 

variables representing domestic economic environments confirm the hypothesized 

relationships. Large high-income countries show positive and significant association with 

moderate IIE; the relationship with small high-income countries is positive but not significant 

                                            

5
 The Levene statistic was not significant for all variables except for Information Flows implying the 

assumption of homogenous variance was met for all but one of these variables.  

Small Small Large Large

Variables Mean S.E. Mean S.E. Mean S.E. Mean S.E. Mean S.E.

Latent IIE 0.37 0.05 0.34 0.04 0.58 0.04 0.35 0.05 0.43 0.03

Moderate IIE 0.37 0.04 0.36 0.03 0.22 0.03 0.46 0.05 0.33 0.02

Advanced IIE 0.21 0.04 0.27 0.04 0.11 0.02 0.15 0.02 0.18 0.02

Innovation Commericalisation 6.01 0.22 8.34 0.27 4.67 0.33 7.90 0.40 6.63 0.27

International Trade 7.40 0.22 8.01 0.16 6.71 0.18 7.68 0.19 7.41 0.12

Convergence of Global Demand 49.22 7.19 76.76 4.91 39.03 3.73 82.88 5.32 60.40 3.60

Information Flows 71.88 3.33 84.12 1.80 56.42 3.79 81.79 2.76 72.32 2.29

International Personal Contacts 62.73 3.75 80.39 1.81 33.49 3.58 67.85 4.05 59.43 3.17

Sample Size 9 16 17 9 51

A median split w as usd to categorise countries as small or large and as high- or low -income based on World Bank data

High-

IncomeIncomeIncome

Low- High- Low-

Countries Countries Countries

Full 

SampleCountries

FullIncome
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at the 95% level. Conversely, large high-income countries show a negative relationship with 

advanced IIE whereas the relationship with small high-income countries is positive and 

highly significant as hypothesised. The results displayed in Table 4 provide additional 

preliminary support for the conceptual framework and hypotheses regarding the differential 

influences of formal, informal, and domestic economic environmental forces on a country’s 

proportion of moderate and advanced IIE. 

Some correlation coefficients, as seen in Table 4, are above 0.5 for the independent variables, 

suggesting a possibility of multi-collinearity in the multiple regression analyses. According to 

Hair, Anderson, Tatham and Black (2006, p. 228), “Multi-collinearity creates ‘shared’ 

variance between variables, thus decreasing the ability to predict the dependent measure as 

well as ascertain the relative roles of each independent variable”. To test for multi-

collinearity, the variance inflation factor (VIF) is calculated for each of the independent 

variables in the regressions. The highest VIF score is 4.218 which is well below 

recommended maximum threshold of 10 (Hair et al., 2006). As such, multi-collinearity is not 

a concern. 

Table 4 Descriptive Statistics  

 

1 2 3 4 5 6 7 8 9

1 Moderate IIE

2 Advanced IIE 0.09

3 Innovation Commercialisation 0.47 *** 0.33 *

4 International Trade 0.19 0.44 *** 0.67 ***

5 Convergence of Global Demand 0.42 ** 0.44 *** 0.71 *** 0.57 ***

6 Information Flows 0.51 *** 0.27 * 0.63 *** 0.52 *** 0.76 ***

7 International Personal Contacts 0.43 ** 0.55 *** 0.74 *** 0.62 *** 0.71 *** 0.80 ***

8 Large High-Income Countries 0.38 ** -0.13 0.30 * 0.15 0.41 ** 0.27 * 0.17

9 Small High-Income Countries 0.13 0.41 ** 0.60 *** 0.48 *** 0.43 *** 0.49 *** 0.63 *** -0.31 *

Mean 0.33 0.18 6.63 7.41 60.40 72.32 59.43 0.18 0.31

Standard Deviation 0.15 0.14 1.96 0.84 25.71 16.35 22.65 0.39 0.47

n=51; ***p ≤ 0 .001; **p ≤ 0.01; *p ≤ 0 .05; 
+
p ≤ 0.10 (2 tailed tests)

Variables
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Table 5 Regression Results 

 

Multiple regression analysis investigated the influence of countries’ institutional and 

economic environments on their proportion of IIE. Table 5 shows the regression results. 

Results for large high-income countries are shown in models 1 and 3. Results for small high-

income countries are presented in models 2 and 4. The first set of hypotheses is concerned 

with the ability of strong formal institution’s to influence creation of basic framework 

conditions facilitating a moderate proportion of IIE. Hypothesis 1a is partially supported for 

the following reasons. A positive relationship is found between formal institutional support of 

innovation commercialisation and the proportion of moderate IIE, but this relationship is only 

significant for small high-income countries. Hypothesis 1b is not supported. The second set 

of hypotheses is concerned with informal institution’s influence in creating global network 

conditions facilitating an advanced proportion of IIE at the country level. Hypothesis 2a is 

supported with a strong, positive relationship between forces reflecting the convergence of 

global demand and the proportion of advanced IIE. Surprisingly, tests results for Hypothesis 

2b show a significant negative relationship between the support for the flow of information 

and the proportion of advanced IIE. Hypothesis 2c is supported by a strong significant and 

positive relationship between international personal contacts and the proportion of advanced 

IIE. The third set of hypotheses is concerned with the influence of domestic environmental 

conditions on the proportion of IIE at the country level. Neither hypothesis 3a nor 3b are 

supported at the 95% confidence level.  

H1a: Innovation Commericalisation 0.390 + 0.542 ** -0.346 * -0.457 *

H1b: International Trade -0.256 -0.264 0.021 0.224

H2a: Convergence of Global Demand -0.154 -0.084 0.585 ** 0.486 **

H2b: Flow of Ideas & Information 0.004 0.444 * -0.665 *** -0.689 ***

H2c: International Personal Contacts 0.033 0.089 0.845 *** 0.860 ***

H3a: Large High-Income Countries 0.246 + -0.258 *

H3b: Small High-Income Countries -0.299 + 0.046

0.311 0.312 0.495 0.451

4.755 *** 4.786 *** 9.162 *** 7.848 ***

Standardised regression coefficients. n=51. ***p ≤ 0.001; **p ≤ 0.01; *p ≤ 0.05; 
+
p ≤ 0 .10

F-Value

Moderate IIE Advanced IIE
model 1 model 2 model 3

Adjusted R
2

model 4
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DISCUSSION 

Does a country’s institutional and economic environment influence the international 

orientation of innovative entrepreneurial firms? This study merges findings from the two 

predominant streams of international entrepreneurship research to partly answer this question 

in order to address the knowledge gap found at ‘the crux’ (Jones et al., 2011) of these streams 

of research. The focus on innovation is critical. Findings from the cross-border stream of 

international entrepreneurship research highlight that innovation plays a catalytic role in 

stimulating international commercialisation opportunities (Bloodgood et al., 1996; Knight & 

Cavusgil, 2004; McDougall, Oviatt, & Shrader, 2003). Findings from the cross-national 

stream of international entrepreneurship research highlight that a country’s unique 

combination of institutional and economic environment plays a pivotal role fostering 

innovative entrepreneurship (Baumol, 1990; Baumol et al., 2007; Hessels et al., 2008; Shane, 

1992). By focusing on established innovative entrepreneurial firms’ tangible activities, rather 

than the aspirations of nascent entrepreneurs or newly formed ventures, the current research 

uniquely contributes to the field of international entrepreneurship by broadening the scope of 

study. The research investigates three contextual factors influencing the extent of 

internationalisation of innovative entrepreneurial firms: formal institutions supporting 

innovation and international trade; informal institutions supporting global networks; and 

domestic economic conditions. 

Formal Institutional Environment 

The two hypotheses dealing with formal institutions predict that high-quality formal 

institutions create basic framework conditions allowing innovative entrepreneurial firms to 

engage at moderate levels with foreign customers. Intellectual property rights protection is a 

basic condition required for the allocation of entrepreneurial efforts towards innovative 

international entrepreneurship (IIE). Quality institutional support to develop and 

commercialise innovations provides security for property rights with a fair and impartial 

judicial system (Gwartney et al., 2005). A positive relationship is found between institutional 

support for innovation and the proportion of moderate of IIE. Surprisingly, the evidence only 

supports this relationship for small high-income countries. Although not hypothesised, an 

interesting finding from the current study is the significantly negative relationship between 

institutional support for innovation and the proportion of advanced IIE in both large and 
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small high-income countries. Stronger support for intellectual property protection appears to 

reduce innovative entrepreneurial firms’ contact with foreign customers. This finding lends 

support to Stephan and Uhlaner’s (2010) proposal that efficient formal institutions create 

higher entrepreneurial opportunities, but they also create a more hostile and competitive 

environment for resource-constrained entrepreneurial firms. De Clercq et al. (2010) concur 

and propose efficient regulatory environments increase domestic and international 

competition, resulting in fewer new ventures. Although beneficial at a base level, excessive 

support for intellectual property protection may create competitive burdens for allocating 

substantial entrepreneurial efforts towards high-growth activities. 

Freedom to trade internationally affects IIE. Quality institutional support for international 

trade reflects freedom from taxes, trade barriers, and other hidden constraints (e.g., black 

market exchange rates) (Gwartney et al., 2005). Contrary to expectations, a non-significant 

relationship exists between institutional support to trade internationally and IIE. Gwaretney et 

al. (2005) argue international exchange permeates modern globalised society. Most goods 

and services are either fully or partially produced abroad thus making support for free trade 

crucial. However, McMullen et al. (2008) also fail to find a significant relationship between 

freedom to trade internationally and opportunity-motivated entrepreneurship. Findings from 

the cross-border stream of international entrepreneurship provide insight into these 

unexpected results. Arbaugh et al., (2008) conclude perceived lack of international 

knowledge, cultural differences, and increased risk significantly hinder international 

expansion by innovative and entrepreneurial firms. Although formal institutional support is a 

key foundational ingredient for exchange to occur, this thesis finds that informal institutional 

support has a greater impact on international entrepreneurial efforts. 

Informal Institutional Environment 

The three hypotheses about informal institutions predict that higher levels of informal 

institutional support for social globalisation and will result in higher proportions of advanced 

IIE. Social globalisation represents the ability to develop international networks at a country 

level of analysis. Global networks are developed through cultural-cognitive and normative 

support for increased cultural proximity and thus the acceptance of converging global 

demand. In addition, informal support allowing opportunities to interact with people from 

other countries stimulates awareness and interest in international market opportunities. 



 

35 

 

Findings show a positive and significant relationship between cultural proximity and 

advanced IIE in high-income countries, irrespective of size. These findings suggest that 

increasing cultural proximity reduces resistance to foreign ideas and products and therefore 

increases normative support for converging global demand. Through converging global 

demand, globally dispersed niche markets emerge. Prior cross-border international 

entrepreneurship research show that firms who successfully target globally dispersed niche 

market segments develop capabilities to achieve rapid and intensive internationalisation 

(Madsen, Rasmussen, & Servais, 2000). A niche firm’s international success depends on the 

ability to create specialised innovative products and to develop strong inter-firm relationships 

(Toften & Hammervoll, 2009). Therefore, greater normative support for cultural proximity 

and converging global demand provides opportunities for entrepreneurial firms to develop 

innovations targeting international niche markets. These conditions help achieve substantial 

internationalisation. 

Contrary to expectations, informal institutional support of infrastructure for the exchange of 

information and ideas internationally does not result in a higher proportion of advanced IIE. 

The evidence suggests an opposite relationship may exist. Higher informal support of 

infrastructure for the exchange of ideas and information relates to a significantly negative 

relationship with the proportion of advanced IIE within a country. On the surface, this finding 

seems counterintuitive. Why would information technology advances fail to increase 

internationalisation by innovative entrepreneurial firms? Digging deeper, two insights emerge 

providing an explanation for the unexpected results. First, the findings show that increases in 

information and idea flows positively and significantly relate to the proportion of moderate 

IIE for small high-income countries. Second, this study’s information flow measure only 

examines the ‘potential’
6
 to exchange ideas and information. Therefore, this is more 

accurately a measure of infrastructure (Dreher, Gaston, & Marten, 2008). Perhaps countries 

with infrastructural conditions offering better Internet access, substantial trade in newspapers, 

and higher television ownership density creates sufficient conditions to initiate international 

activities. These conditions may also increase competitive pressures causing a negative 

relationship for more advanced engagement. As access to international knowledge increases, 

the firm-specific value of these resources may decrease (Barney, 1991). Manolova et al. 

                                            

6
 In the KOF Social Globalisation Index, information flows measure the potential flow of ideas and 

images whereas personal contact data captures measurable interactions among people from different 
countries.  
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(2002) unexpectedly find US exporters and non-exporters have equivalent international 

orientations. In today’s interconnected world, all firms have instant access and awareness of 

international market information irrespective of their involvement. According to Etemad 

(2003, p. 223), "The drivers of globalisation are removing the barriers which segmented the 

competitive environment of small and large firms” forcing firms to be globally competitive, 

even if their operations are solely domestic. Research findings also complement Stephan and 

Uhlaner’s (2010) observation that increasingly efficient institutional framework conditions 

improve a company’s competitive environment, to the detriment of new entrepreneurial 

firms. In summary, infrastructural environments that increase access to international ideas 

and information are basic framework conditions for international activities, but they are not 

sufficient to facilitate substantial engagement. 

A positive relationship between a country’s informal institutional support for international 

personal contacts and proportion of advanced IIE provides macro-level confirmation of 

internationalisation network’s importance. Countries providing greater opportunities for 

direct international personal contacts have proportionally more innovative entrepreneurial 

firms with substantial numbers of foreign customers. These results complement previous 

cross-national international entrepreneurship research showing that exposure to role models 

results in more new ventures (De Clercq et al., 2011; Kwon & Arenius, 2010) as well as 

higher levels of internationally oriented entrepreneurship (De Clercq et al., 2008). The 

findings also complement research supporting the importance of networks and social capital 

for allocation of entrepreneurial efforts towards innovative entrepreneurship (Dakhli & De 

Clercq, 2004). The current research extends these findings by using a new measure of 

networks at a country level of analysis. Developing and leveraging networks are a key 

competency necessary for innovation development and internationalisation. This result 

supports cross-border international entrepreneurship research which finds a global mindset, 

represented as greater international experience gained through work and education, increases 

engagement in international activities (Manolova et al., 2002; McDougall, Shane, & Oviatt, 

1994). A cosmopolitan orientation creates opportunities to interact with people and products 

from other countries. These direct interactions serve as idiosyncratic capabilities which act as 

resources allocations that facilitate a greater extent of innovative international 

entrepreneurship. 
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Domestic Economic Environment 

The last two hypotheses predict the influence of domestic environmental conditions 

(economic development level and market size) on the proportion of IIE. High-income 

countries with large domestic markets are predicted to create conditions conducive to 

moderate IIE whereas countries with small domestic markets should have proportionately 

more advanced IIE. Bivariate correlations support these predictions. Large high-income 

countries show significant and positive correlation with moderate IIE. Small high-income 

countries show significant and positive correlation with the extent of advanced IIE. However, 

the significance of these relationships disappears when the other variables in the model are 

included. This suggests a missing moderator that might indicate under what conditions the 

domestic environment will have an impact. One possibility is an interaction effect with the 

level of international personal contacts. For entrepreneurial firms possessing innovative 

products, a greater ability to develop networks through international personal contacts may 

moderate the relationship between economic conditions and the proportion of IIE in two 

ways. For large high-income countries, higher levels of international personal contacts may 

increase the opportunity to ‘pull’ innovative entrepreneurial firms into international 

engagements. For small high-income countries, high levels of international personal contacts 

may increase the entrepreneurial firm’s effectiveness as they ‘push’ to seek foreign markets 

capable of absorbing innovative offerings. Preliminary ANOVA analyses using contrasts 

shows support for this proposition. 

LIMITATIONS AND FUTURE RESEARCH OPTIONS 

The current research provides important insights into how contextual factors influence 

innovative entrepreneurial firm’s international orientation. As with all studies, these findings 

have limitations and offer opportunities for future research. 

First, this study’s international orientation measures are based on the extent to which a firm’s 

customers are foreign. Proportionately more foreign customers represent a higher 

international orientation level. While this measure’s use is common in cross-national 

international entrepreneurship studies (Bosma & Levie, 2009; De Clercq et al., 2008; Hessels 

& van Stel, 2009; Terjesen & Hessels, 2009), international orientation is arguably not a one-

dimensional, market-seeking phenomenon. Future research could investigate additional 

aspects of international orientation in aggregate at the country level. For example, research 
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into geographic, institutional, or psychic distance between the innovative entrepreneurial 

firms in a country and foreign customers served, might provide insights into the proportion of 

IIE. 

Second, the study examines only two aspects of a country’s formal institutional environment 

potentially influencing the proportion of IIE. Does support for innovation development and 

commercialisation adequately explain why international trade occurs? Future research could 

explore other formal institutional aspects related to developing and commercialising new-to-

the-world innovations. Possible directions include levels of business enterprise research and 

development funding or levels of higher education. Future research also could examine other 

formal institutional support for international trade, such as government sponsored trade 

organisations. 

A third study limitation is that industry effects are not included. The extant research shows 

country-specific factors influence the types of industries that emerge and thrive (Porter, 

1990). Industry-specific factors likely influence international trade (Fernhaber, McDougall, & 

Oviatt, 2007; Leonidou, Katsikeas, Palihawadana, & Spyropoulou, 2007; Madsen & Servais, 

1997). Future investigations into the predominance of different industries within a country 

will advance understanding of contextual factors influencing IIE. 

A final limitation is the short time period and static nature of the data set. Institutions and 

entrepreneurship types are dynamic and co-evolve (Carney et al., 2009). Greater availability 

of longitudinal data will allow for a better understanding of how international 

entrepreneurship differs across countries over time. 

IMPLICATIONS 

Despite the aforementioned limitations, this study’s findings make several theoretical and 

practical contributions. First, by incorporating findings from both international 

entrepreneurship research streams, this study is the first to investigate the international 

activities of established innovative entrepreneurial firms rather than the as yet unrealised 

aspirations of nascent entrepreneurs and new ventures. This approach overcomes the issue of 

overconfidence commonly associated with entrepreneurial the inclusion or study of 

entrepreneurial aspirations.  
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Second, this study extends previous cross-national entrepreneurship research by incorporating 

institutional and economic influences on the type of entrepreneurship. Findings concur with 

previous research that shows efficient formal institutions assist innovative entrepreneurship 

only to a certain level. At some point, formal institutions help create highly competitive 

environments and their role becomes less important. Informal institutions in the form of 

networks help move these high-growth firms to the next level. These results show that the 

value of interpersonal networks is relevant in developed as well as emerging economies. 

For policy-makers, the findings show that institutions influence the proportion of innovative 

international entrepreneurship. Moreover, the results indicate that formal institutions alone 

may not be sufficient to stimulate a strong international orientation for innovative 

entrepreneurial firms. Rather, informal institutional forces push these firms to the next level 

of international engagement. Exposure to foreign products and interaction with foreigners 

increases diversity of knowledge, thus helping entrepreneurial firms develop innovative 

internationally appealing products. This supports the prior claim of creating a socially 

supportive culture as necessary for greater levels of  quality entrepreneurship within a 

country (Stephan & Uhlaner, 2010). Supporting social globalisation by increasing cultural 

proximity and interpersonal contacts may open doors for innovative entrepreneurial firms to 

increase the extent of their international activities. Therefore, policy-makers wishing to 

influence a greater involvement in international markets may consider media use and other 

activities which  promote the benefits of globalisation rather than treating it as a threat to the 

security of domestic entrepreneurs. 

CONCLUSIONS 

Positioned at the nexus of the two predominant international entrepreneurship research 

streams, the current study extends knowledge of the contextual factors influencing the extent 

of entrepreneurial firms’ internationalisation in three ways. First, the study examines a 

country’s formal institutional environment for innovative international entrepreneurship. 

Findings show that formal institutional support to develop and commercialise innovations, as 

measured by security for property rights with a fair and impartial judicial system, positively 

influences initial engagement with foreign customers for firms originating from small, high-

income countries. However, the same institutions show a significantly negative relationship 

with more advanced levels of IIE in both large and small high-income countries. This study’s 
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findings support extant research proposing that efficient formal institutions create higher 

entrepreneurial opportunities, but they also create a more hostile and competitive 

environment for resource-constrained entrepreneurial firms (De Clercq et al., 2010; Stephan 

& Uhlaner, 2010). 

A second contribution of this study to IE research is macro-level confirmation of network 

influences on the internationalisation of innovative entrepreneurial firms. Greater normative 

support for cultural proximity and converging global demand provides opportunities for 

entrepreneurial firms to develop innovations targeting international niche markets. Global 

networks effective for achieving this objective may develop through informal institutional 

support that provides greater opportunities for international personal contacts. Through 

exposure to and involvement in international networks, innovative entrepreneurial firms gain 

international knowledge and develop awareness of international opportunities to 

commercialise innovations. Cultural proximity and international personal contacts represent 

social globalisation and serve as a useful measure of networks at a country level of analysis. 

The greater the level of social globalisation in a country, the greater the opportunity for 

innovative domestic firm’s to develop diverse network relationships facilitating 

internationalisation. 

Finally, this study contributes to IE research by evaluating the joint effects of level of 

economic development and domestic market size on the extent of international orientation of 

innovative entrepreneurial firms. Cross-border international entrepreneurship research 

consistently finds domestic market conditions influence the proactive international 

orientation of entrepreneurial firms. Firms from small high-income countries tend to 

aggressively seek international markets due to limited domestic opportunities. Bivariate 

correlations tested in this research support predictions that small high-income countries have 

higher levels of advanced international engagement by innovative entrepreneurial firms 

although the relationship disappear when the other variables in the regression model are 

included. Preliminary investigations into the moderating effect of high levels of international 

personal contacts show promising results. Research into the institutional and economic 

conditions in a country, which provides opportunities to develop networks, contributes to 

research at ‘the crux’ of international entrepreneurship. 
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INTRODUCTION 

 
Internationalization of SMEs started to emerge in Russia at the beginning of the 1990s. The 

causes for this action were rooted in the dissolution of the Soviet Union in 1991. The 

fundamental reforms required building the whole system, including new economic order. 

While Russia has started to move towards the free market economy, firms have received a 

chance to start foreign operations, and Russian small and medium-sized firms (SMEs) have 

stridden their first step in internationalization. Internationalization is a part of strategic 

behavior that is considered of great important regarding the growth of business operations 

(Autio, Sapienza, Almeida, 2000). The phenomenon of SMEs internationalization process 

has attracted considerable research interest across the world (McDougall, Oviatt, 2000; Jones, 

Coviello, Tang, 2011). In recent times this interest is enhanced by the features of strategic 

behavior of firms from emerging economies that have experienced profound transitional shift 

in political, economic, and institutional systems (Demirbag, McGuinness, Altay, 2010). 

SMEs in emerging economies like Russia face rapid and dramatic changes that make SMEs 

co-evolve with them and manage to survive and prosper (Ojala, Isomaki, 2011). 

Internationalization can be regarded as a response to stimuli or barriers coming from external 

and internal environment that raises firm’s propensity to change the strategy from domestic to 

international.  

There is no single theory that may explain the internationalization process. The application of 

different perspectives in a unified framework provides more theoretical completeness and 

enriches our understanding of how the variations between internationalized and non-

internationalized firms arise in emerging economies. Rooted in a deep conviction that much 

insight can be gained by examining Russian SMEs as a specific example of transition 

economies and understanding how the internationalization of these firms have been 

influenced by institutional, industrial and firm-specific factors (Yamakawa, Peng, Deeds, 

2008), we undertake this study to trace the impact of these three pillars on firms’ 

internationalization propensity. Based on these factors, we examine why some of SMEs in 

Russia remain focused on domestic market while some of them seek for opportunities 

abroad. Similar problems have been addressed in the literature with the focus mostly on the 

context of developed countries. Therefore, a research gap still exists with regards to 

internationalization strategy of SMEs from transition economies (e.g. Russia). We examine 

national level patterns of firms’ behavior and indicate the country-specific effects. This 
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research is important and includes studying how the institutional context, industrial 

conditions and firm-specific resources shape firms’ strategies and how opportunities abroad 

are recognized and enacted. We expect that all these factors be reflected in the patterns of 

firms' behavior because internationalization is context-specific, and firms’ motivation for 

internationalization is formed by firms’ responses to variety of influences in different 

contexts. 

The contribution of this study lies in the formulation of an integrated theoretical framework 

in the context of Russia with its empirical validation using the unique dataset of Russian 

internationalized and non-internationalized SMEs. This is the first study to systematically 

analyze internationalization of SMEs in Russia, especially the behavior of non-

internationalized and internationalized firms from three industry sectors: IT, HoReCa and 

Trade. Previous studies examined the impact of institutional environment on small business 

in Russia in general (Polishchuk 2001), and other motivations and obstacles for 

entrepreneurship (Zuplev, Shtykhno 2009). One research was focused on three categories of 

factors (macro-economic obstacles, lacking managerial and business competencies and 

differences in culture and business practices) that influence the move of Russian small 

innovative enterprises into international markets (Tovstiga et al. 2004). Our study is more 

comprehensive in terms of sample and the range of variables used to explain the 

internationalization of Russian SMEs where the integrated theoretical framework captures 

three major influential groups of factors (institutional, industrial and firm-specific).  

In addition, it is important to take into account the attitude of both internationalized and non-

internationalized SMEs in a single study to understand their strategic behavior. Thus, our 

study contributes to the research in this area by providing the clarification of the parameters 

that may differentiate these firms in the context of emerging economies. Moreover, our 

research reveals the factors that may hinder non-internationalized firms from foreign market 

entry by considering how both groups of firms differ in their estimation of institutional 

context and industry environment as well as firm-specific resources. 

THREE PILLARS’ FRAMEWORK FOR EMERGING ECONOMIES: THEORY 

AND HYPOTHESES 

 
For firms, the ability to identify the “big picture” has significant impact on the strategic 

choices and we consider the internationalization strategy as the response to particular effects 

(internal or external). After 1990s the competitive landscape have been reshaped in many 



 

 4 

emerging economies (Peng, 2003; Ojala, 2011). On the one hand, domestic firms have faced 

foreign competitors on their internal market; but, on the other hand, new opportunities have 

emerged overseas for those who are more proactive. Escalating competition on domestic 

market make domestic firms improve the quality of their products and services to be 

competitive. The increasing level of competitiveness leads to higher quality of products 

opening new markets for these firms where their products will be demanded as well. In fact 

many firms in emerging economies have found themselves “being thrown into the water of 

relentless competition” (Tan, 2007, p.85) from various foreign companies, and “facing a sink 

or swim reality” (Tan, 2007, p.86), they have had to develop different adaptive responses to 

these challenges to develop sustainable strategies in transition. 

A number of external and internal factors impact internationalization and some studies 

combined a broad range of these determinants in one framework (Oviatt, McDougall, 2005; 

Yiu, Lau, Bruton, 2007). Applying to the context of emerging economies we consider three 

important perspectives that capture firm’s strategic transformation toward 

internationalization: resource-based (Barney, 1991); industry-based (Porter, 1980); and 

institution-based views (Kogut, 2003; North, 1990). The ‘three pillars’ perspective has been 

applied in several studies (Peng, 2003; Yawakawa, Peng and Deeds, 2008; Hoskisson et al., 

2000) and provides a holistic approach for understanding strategy adaptation in transitional 

environments. 

 

Figure 1: Three Pillars of Internationalization 

 

 

Internationalization 
Propensity 

Institutional 
conditions 

Industry-
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competition 

Firm-specific 
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capabilities 
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Hypotheses 

Resource-based View 

 
The resource-based view focuses on the origins of competitive advantage because a firm can 

gain it though deploying its valuable, rare, and imitable resources (Barney, 1991). This 

approach has attracted a lot of attention in the research on the determinants of 

internationalization (Westhead, Wright, Ucbasaran, 2001; Hitt et al., 2006; Tseng et al., 

2007). It is supposed that firms have heterogeneous resources and capabilities and their 

availability define firms’ strategic choices. Foreign market entry is considered as a means by 

which firms can gain from the exploitation of valuable resources, such as knowledge and 

technologies (Filatotchev, et al., 2007) and the transfer of these resources abroad lead to 

higher performance (Hitt, Hoskisson, Kim, 1997; Tseng et al., 2007).  

SMEs usually experience difficulties in securing necessary production resources and firms’ 

development. For instance, Russian firms experience difficulties in raising capital for their 

business and SMEs often seek financing from friends or relatives (Zhuplev, Shtykhno, 2009). 

Another problem is the shortage of qualified labor force because many people consider job in 

small firms as not sufficiently reliable and durable, and often employment there may remain 

informal as a second-best option for an employee (Polishchuk, 2001). Firms face a problem 

of finding customers for their goods and services and the demand varies across Russian 

regions. In fact, Moscow and Saint-Petersburg have the biggest part of all SMEs (Rosstat, 

2011) and the presence and economic role of SMEs in other regions is barely noticeable. 

SMEs wish to rich sustainability and growth, which requires good knowledge and 

technologies. They can rarely afford to hire professional managers and researchers. 

Moreover, recent global crisis changed the conditions for businesses for the worse. Thus, we 

hypothesize: 

H1: Firms with high level of resource availability are more likely to develop international 

operations. 

Industry-based View 

 
Strategic choice and firm performance are driven by industry conditions (Porter, 1980). The 

industry structure is analyzed in terms of competitive rivalry, homogeneity of products, 

barriers of entry and exit. According to this perspective, internationalization propensity 

depends on the competition intensity of the particular industry in which a firm operates. 

Intense rivalry in domestic market motivates firm to go international (Yang et al., 2009).  
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According to previous studies, firms face severe market competition. About 80 percent of 

Russian established entrepreneurs evaluate the competition as highly intensive 

(Verkhovskaya, Dorokhina, 2010). Porter (1980) argued that intensive competition is an 

unfavourable factor for firm development. At the same time other studies argued that high 

concentration of players in one industry could lead to higher performance (Hill, Hansen, 

1991). High rate of competition may lead to more proactive actions of firms and to survival 

of the most successful ones with strong competitive position. Thus, we believe that the firms 

operated in highly hostile competitive environment have more chances for successful 

internationalization and we hypothesize that: 

H2: Firms operating in a highly hostile competitive industry are more likely to develop 

international operations. 

Institution-based View 

 
Institutions are “the humanly devised constraints that structure human interactions” (North, 

1990). They govern social transactions in politics (corruption), law (regulations), society 

(norms). Institutional environment differs across the countries and it affects the strategic 

behavior of firms, and it is more than simply background, especially in the context of 

emerging and transition economies. Institution-based view focuses on the dynamic 

interaction between institutions and firms and considers the strategic choice as an outcome of 

such an interaction (Peng, 2003). In this study the strategic choice is the decision to go 

international. 

The institution-based view suggests that firm’s choice depends on the institutional forces that 

can advance or hinder the opportunities. Regulation policy enacted by domestic government 

may encourage firms to internationalize their operations (Buckley et al., 2007). On the other 

hand, if institutions are weak, this can impose high transaction costs and discourage 

internationalization (Tovstiga et al., 2004). Institutional framework of domestic country can 

create the conditions when firms start to seek opportunities abroad to compensate the 

negative factors on home market. 

The impact of different factors of institutional environment on internationalization is not well 

known. Wiklund (1999) concluded that there is a weak negative impact of environment 

hostility and a lack of influence of environment heterogeneity on firm’s growth. In fact, only 

20 percent of respondents participating in Global Entrepreneurship Monitor considered the 

external environment in Russia as favourable for entrepreneurship development 

(Verkhovskaya, Dorokhina, 2010). Thus, institutional hostility that occurs in unfavourable 
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regulations (tax regime, legal system), instability, corruption, and bureaucracy is a severe 

obstacle for internationalization. We suppose that: 

H3: Firms operating in highly hostile institutional environment are less likely to develop 

international operations. 

METHODOLOGY 

 
This paper investigates the impact of institutional hostility, industry-based competition and 

firm-specific resources and capabilities on internationalization propensity of Russian SMEs. 

Using the Survey on ‘Factors of growth and success of entrepreneurial firms’ in Russia, 

which offers detailed information on the firm’s situation, we analyze how these three groups 

of factors identified in the literature affect the probability to entry foreign market.  

Sample 

 
Data to test the model was gathered from Russian small and medium-sized enterprises 

(SMEs) in 2010-2011. The sample of 232 Russian firms was based on quoted selection mode, 

the quotas were established to control for industry, region and number of employees. The size 

threshold is consistent with the definition of SMEs provided by the American Small Business 

Administration: stand-along enterprises with fewer than 500 employees (Lu, Beamish, 2006). 

The target group includes top-managers (owners or CEOs) since they are likely to be the 

most knowledgeable about the overall situation of the firm. The survey was conducted only 

among SMEs in Saint-Petersburg and Moscow because they have the highest entrepreneurial 

activity rate. The choice of so homogeneous culture reduces the likelihood of culturally 

induces variation in the perception of abstract constructs what is meaningful in our case. The 

population includes firms from three industries: Trade, HoReCa and IT which are considered 

as highly dynamic ones. The number of enterprises in given industries was selected in 

accordance with data from Official State Statistics for both cities. The quotas’ setting for 

selection in every city was established on the proportional basis (a share of enterprises in a 

single industry in general number).  

Variables 

 
In the Table 1 we provide the description of operationalization of the dependent variable, the 

independent and control variables used in the study. The dependent variable is the measure of 

Internationalization Propensity where a firm indicates if it has international operations in 
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2010/11 or not. It is represented by a binary variable which equal one when the firm is 

internationalized and zero otherwise. This information allowed us to classify firms in two 

groups: internationalized firms (IF) and non-internationalized firms (NIF). 

Resource Availability was measured by 11-items scale. Respondents were asked to rate the 

extent of availability of different resources (i.e. labor force, capital, new markets, raw 

materials, distribution channels, contracts with foreign customers, with domestic customers, 

with state, process-related knowledge, technology, operational know-how) and describe 

themselves on a scale ranging from 1 (extremely unavailable) to 5 (easily available). These 

items were reduced by exploratory factor analysis (EFA) to yeild a composite factor score for 

a new variable Resource Availability (α=0.82). 

Industry-based competition was captured by Competitive Hostility which measured the level 

of hostility in the behavior of competitors defined by price, product, and technological 

competition. The scale ranges from 1 (very low level of hostility) to 5 (extremely high level 

of hostility).  

Institutional Hostility is the next independent variable and it is a composite measure. This 

segment upon which institutional environment is built include political-regulatory sectors 

such as governmental bodies and social organizations and unions. Respondents were asked 

to rate the extent of hostility which refers to severe regulatory restrictions and unfavorable 

trends in the institutional environment on two items: behavior of government and behavior of 

social organizations and unions. They were reduced by EFA to yield a factor score for a new 

variable Institutional Hostility (α=0.89). 

Three control variables are included in this study. The first one is Firm Age. It can affect the 

probability of internationalization and have a positive impact on this process. Age can be 

viewed as a proxy for past success and efficiency and it reflects the accumulation of 

knowledge and experiences. Age was calculated as a firm’s founding year subtracted the year 

of survey (2011) in logarithmic form (Tseng et al., 2007). The second variable is Firm Size. 

Previous studies suggest that firm size is correlated with probability of international 

operations (Dunning, 2000). We assess firm size by total number of employees (Geringer et 

al., 2000; Yiu, Lau, Bruton, 2007) in the logarithmic form. We know that internationalization 

varies across industries. Some of them have higher internationalization potential than others. 

Industries where the products and services are standardized for all customers (production of 

engines, details) have higher degree of internationalization than industries, which have to 

account for various tastes and preferences (Wang et al., 2011). Moreover, industries differ in 

terms of technological opportunities. Industries where technological advances are renewed 
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quickly are more internationalized (Klevorick et al., 1995). Thus, the third control variable is 

the Industry Type and it includes three industry dummies for IT, HoReCa and Trade. The 

detailed information about variables is represented in the Table 1. 

 

Table 1: Dependent, independent, and control variables 

Variable Operationalized and coded 

Dependent variable: 

INTERNATIONALIZATION 

PROPENSITY 

This variable was measured based on the answer to the following question: “Do 

you perform international transactions?” It was coded as 1 if the answer was 

“yes” (INTERNATIONALIZED FIRMS, OR IF) and 0 otherwise (NON-

INTERNATIONALIZED, OR NIF) 

Independent variables  

Firm-specific resources and 

capabilities:  

RESOURCE AVAILABILITY 

It was measured by 11-items scale. Respondents were asked to rate the extent of 

availability of different resources (i.e. labor force, capital, new markets, raw 

materials, distribution channels, contracts with foreign customers, with 

domestic customers, with state, process-related knowledge, technology, 

operational know-how) and describe themselves on a scale ranging from 

1=extremely unavailable to 5= easily available. These all items were reduced by 

exploratory factor analysis (EFA) to yeild a composite factor score for a new 

variable RESOURCE AVAILABILITY (α=0.82). 

Industry-based competition:  

COMPETITIVE HOSTILITY 

 

It measures the level of hostility in the behavior of competitors defined by price, 

product, and technological competition. The scale ranges from 1=very low level 

of hostility to 5=extremely high level of hostility. 

Institutional conditions: 

INSTITUTIONAL HOSTILITY 

This segment upon which institutional environment is built include political-

regulatory sectors such as governmental bodies and social organizations and 

unions. Respondents were asked to rate the extent of hostility which refers to 

severe regulatory restrictions and unfavourable trends in the institutional 

environment on two items: behavior of government and behavior of social 

organizations and unions. These two items were assessed on a scale ranging 

from 1=very low level of hostility to 5=extremely high level of hostility. They 

were reduced by EFA to yield a factor score for a new variable 

INSTITUTIONAL HOSTILITY (α=0.89). 

Control variables  

FIRM AGE Age was calculated as a firm’s founding year subtracted and the year of survey 

(2011) in logarithmic form 

FIRM SIZE 

 

We assess firm size by total number of employees in the logarithmic form. 

INDUSTRY TYPE For industry type we coded three industry dummies for IT, HORECA, and 

TRADE 

  

 

Method 

 
To examine the effect of “three pillars” perspective on internationalization propensity, we use 

logistic regression analysis. This methodology allows us to take into account both the firms 

that have entered into foreign market and domestic firms. 

Descriptive statistics in Table 2 were used to summarize the data. It reveals that the average 

age in the sample is 8 and the average number of employees is 121. 
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Table 2: Descriptive statistics 

 

N Minimum Maximum Mean 

Std. 

Deviation 

INTERNATIONALIZATION 

PROPENSITY 232 0 1 0,21 0,41 

RESOURCE AVAILABILITY 

    Labour force 232 1 5 4,16 0,96 

Capital 232 1 5 3,80 1,05 

Raw materials 232 1 5 3,75 1,27 

New markets 232 1 5 3,68 1,09 

Distribution channels 232 1 5 3,68 1,01 

Foreign customers 232 1 5 3,41 1,37 

Domestic customers 232 1 5 4,23 0,86 

State contracts 232 1 5 3,53 1,16 

Knowledge 232 1 5 3,89 1,20 

Technology 232 1 5 3,95 1,11 

Know-How 232 1 5 3,57 1,20 

COMPETITIVE HOSTILITY 232 1 5 2,49 1,20 

INSTITUTIONAL HOSTILITY 

    Government 232 1 5 2,58 1,20 

Social organizations and unions 232 1 5 2,57 1,20 

CONTROL VARIABLES      

Industry type: IT 232 0 1 0,22 0,41 

Industry type: Horeca 232 0 1 0,14 0,34 

Industry type: Trade 232 0 1 0,63 0,48 

FIRM AGE 232 1 19 8,11 5,00 

FIRM SIZE 232 1 500 121,31 110,83 

Valid N (listwise) 232 

     

Table 3 one can see that out of all firms, 21.6 percent are internationalized, whereas 

remaining 78.4 percent are not internationalized. 20 percent of the sample of 

internationalized firms operate in IT sector, 6 percent operate in HoReCa and remaining firms 

are in Trade. Thus, the largest category among internationalized firms is trade industry which 

we are going to use as a reference category in the logistic regression. 
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Table 3: Classification of Firms according to Internationalization and Industry 

 

Note: NIF=non-internationalized firms. IF=internationalized firms 

  

 

NIF IF Total 

IT 41 10 51 

 

22.5% 20% 22% 

 

HoReCa 30 3 33 

 

16.5% 6% 14.2% 

 

Trade 111 37 148 

 

61% 74% 63.8% 

 

Total 182 50 232 

 

100% 

(78.4% out of 232) 

100% 

(21.6% out of  

232) 

100% 
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Table 4: Correlation Coefficients 

  

Internationalization 

Resource 

availability 

Competitive 

hostility 

Institutional 

hostility 

Firm age 

(log) 

Firm size 

(log) 

Internationalization 

Propensity Correlation Coefficient 1 ,158* 0,06 -,141* 0,029 -0,034 

 

Sig. (2-tailed) 

 

0,016 0,362 0,032 0,653 0,609 

Resource Availability Correlation Coefficient ,158* 1 -0,012 -0,063 0,0196 ,233** 

 

Sig. (2-tailed) 0,016 

 

0,858 0,339 0,767 0,0004 

Competitive Hostility Correlation Coefficient 0,06 -0,012 1 ,488** 0,047 0,079 

 

Sig. (2-tailed) 0,362 0,858 

 

0,000 0,473 0,226 

Institutional Hostility Correlation Coefficient -,141* -0,063 ,488** 1 -0,012 0,106 

 

Sig. (2-tailed) 0,032 0,339 0,000 

 

0,855 0,107 

Firm age (log) Correlation Coefficient 0,029 0,0196 0,047 -0,012 1 ,1834* 

 

Sig. (2-tailed) 0,653 0,767 0,473 0,855 

 

0,005 

Firm size (log) Correlation Coefficient -0,034 ,233** 0,079 0,106 ,1834* 1 

 

Sig. (2-tailed) 0,609 0,0004 0,226 0,107 0,005 

 *. Correlation is significant at the 0.05 level (2-tailed). 

     **. Correlation is significant at the 0.01 level (2-tailed). 
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Table 4 above shows the correlations between the dependent and independent variables. The 

table reveals that the dependent variable is significantly correlated with Resource Availability 

and Institutional Hostility (p<0.05), while the correlation between the Internationalization 

Propensity and Competitive Hostility is insignificant. 

A significant correlation was also found between Institutional hostility and Competitive 

Hostility (p<0.01), but correlation among them lower than 0.5, indication that there is no 

multicollinearity. None of the control variables was significantly correlated with 

internationalization. 

As an addition step in our analysis we made the histograms of performance indicators for 

both internationalized and non-internationalized firms to get an insight into the general 

patterns (Figure 2, Appendix). The performance indicators were measured by the level of 

satisfaction with company profit, sales, and market share on a scale ranging from 1 (highly 

dissatisfied) to 5 (highly satisfied). The results revealed that on average internationalized 

firms have higher level of satisfaction with company profit and sales, and on average they 

have higher level of satisfaction with market share.  

The results of logistic regression are reported in the Table 5. Employing a 0.05 criterion of 

statistical significance, Resource Availability, Competitive Hostility and Institutional Hostility 

had significant effects. One point increase for Resource Availability is associated with the 

odds of internationalization increasing by a multiplicative factor of 1.603. The result 

indicates that having more resources available has a significant positive influence on the 

internationalization propensity and confirms our Hypothesis 1. 

 

Table 5: Results of Logistic Regression 

Predictor B Wald χ2 Sig. Odds Ratio 

Resource availability 0,473 6,637 0,01 1,604 

Competitive hostility 0,363 5,212 0,022 1,438 

Institutional hostility -0,539 6,7 0,01 0,583 

Control variables 

    

 

HoReCa -1,369 4,353 0,037 0,254 

 

IT -0,355 0,686 0,408 0,701 

 

Firm Age (log) 0,06 0,055 0,814 1,062 

 

Firm Size (log) -0,178 1,417 0,234 0,837 
*N=262, LR chi2(7)=21.93, Prob>chi2=0.0026, Pseudo R2=0.0907 

 

The odds ration for Competitive Hostility indicates that for each one point increase in 

Competitive Hostility there is 1.438 increase in Internationalization Propensity. The results of 
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this regression reveals that firms operating in a highly hostile competitive industry are more 

likely to develop international operations supporting our Hypothesis 2.  

Inverted odds ratio for Institutional Hostility reveals that for each point increase in 

Institutional Hostility there is a doubling of the odds that firms will not be internationalized. 

Thus, with respect to institutional environment, and consistent with Hypothesis 3, the 

regression reveals its significant negative association with internationalization propensity.  

Firm Age and Firm Size do not have significant effect on internationalization. The Industry 

Type dummy was coded using Trade as the reference group. Inverted odds ratio for HoReCa 

indicated that the odds of internationalization for Trade were almost five times higher that for 

HoReCa.  

After the logistic regression analysis we used the analysis of variance (ANOVA) to test the 

differences between internationalized and non-internationalized firms with regards to 

resource availability.  With regard to Resource Availability the analysis of variance 

(ANOVA) was used to test the differences between internationalized and non-

internationalized firms to reveal what resources are more available for the first group (Table 

6). Levene’s Test was insignificant and the assumption of homogeneity required for F-test 

statistics was not violated. In ANOVA table F-statistics tell us if the difference is significant 

or not between two groups. Internationalized and non-internationalized firms have significant 

difference in capital, distribution channels, foreign customers, knowledge and technologies, 

and the level of availability of these resources is higher for internationalized firms. From this 

general perspective, internationalized firms have advantage on non-internationalized ones in 

terms of capital, access to distribution channels, possibilities of signing contracts with foreign 

customers, process-related knowledge and needed technology. The result indicates that 

having more resources available has a significant positive influence on the 

internationalization propensity and that internationalized firms have more advantageous 

position in this factor.  
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Table 6: ANOVA Results 

Descriptive statistics       ANOVA 

  

N Mean S.D. 

 

Sum of 

Squares 

Mean 

Square F 

Labour force NIF 182 4,1750 ,96456 Between Groups ,082 ,082 0,088 

 

IF 50 4,1292 ,98460 Within Groups 215,901 ,939 

 

 

Total 232 4,1651 ,96695 Total 215,983   

 Capital NIF 182 3,7182 1,08297 Between Groups 7,341 7,341 6,707*** 

 

IF 50 4,1508 ,89727 Within Groups 251,731 1,094 

 

 

Total 232 3,8114 1,05902 Total 259,072   

 Raw materials NIF 182 3,7095 1,28183 Between Groups 1,447 1,447 0,893 

 

IF 50 3,9016 1,24144 Within Groups 372,916 1,621 

 

 

Total 232 3,7509 1,27304 Total 374,363   

 New markets NIF 182 3,6981 1,08346 Between Groups ,239 ,239 0,198 

 

IF 50 3,6200 1,15864 Within Groups 278,255 1,210 

 

 

Total 232 3,6813 1,09800 Total 278,494   

 Distribution  NIF 182 3,6060 1,04504 Between Groups 5,509 5,509 5,406** 

channels IF 50 3,9808 ,86520 Within Groups 234,353 1,019 

 

 

Total 232 3,6868 1,01900 Total 239,862   

 Foreign  NIF 182 3,2856 1,35956 Between Groups 11,969 11,969 6,467** 

customers IF 50 3,8380 1,36350 Within Groups 425,660 1,851 

 

 

Total 232 3,4047 1,37641 Total 437,629   

 Domestic  NIF 182 4,2007 ,85366 Between Groups ,845 ,845 1,121 

customers IF 50 4,3474 ,91855 Within Groups 173,245 ,753 

 

 

Total 232 4,2323 ,86812 Total 174,090   

 State NIF 182 3,4959 1,15942 Between Groups 1,798 1,798 1,333 

 

IF 50 3,7100 1,17008 Within Groups 310,394 1,350 

 

 

Total 232 3,5420 1,16253 Total 312,193   

 Knowledge NIF 182 3,8002 1,24010 Between Groups 8,600 8,600 6,068** 

 

IF 50 4,2684 ,98556 Within Groups 325,944 1,417 

 

 

Total 232 3,9011 1,20343 Total 334,544   

 Technology NIF 182 3,8791 1,14027 Between Groups 4,446 4,446 3,624* 

 

IF 50 4,2158 ,97787 Within Groups 282,195 1,227 

 

 

Total 232 3,9517 1,11394 Total 286,642   

 Know-How NIF 182 3,5220 1,17387 Between Groups 2,386 2,386 1,654 

 

IF 50 3,7686 1,29611 Within Groups 331,727 1,442 

 

 

Total 232 3,5751 1,20265 Total 334,113   

  

Note: * Significant at 0.05 level. ** Significant at 0.05 level. ***Significant at 0.01 level. 

NIF=non-internationalized firms. IF=internatioanlzied firms 

RESULTS AND IMPLICATIONS 

 
The results indicate that while competitive hostility and resource availability positively 

influence the internationalization propensity of Russian SMEs, and institutional hostility has 

a negative impact on its likelihood. The findings are consistent with our hypotheses 
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confirming that institutions, industry, and firm resources do indeed define the probability of 

internationalization. With regard to the clarification of the parameters that differentiate 

internationalized and non-internationalized firms in Russia the analysis reveal more favorable 

position of internationalized SMEs in terms of resource availability.  

This paper will be of practical value to practitioners, policy-makers, and advisors providing 

additional insight into key factors associated with internationalization propensity of firms 

from emerging economies on the example of Russian SMEs. Concerning institutional 

conditions, governmental actions are often considered as the main stimulus for international 

entrepreneurship development, especially in transitional period. The latest World Bank’s 

survey (Doing Business, 2012) ranks Russia number 120 out of 183 economies on the ease of 

doing business: in particular, starting a business category – 111 and trading across borders – 

160. According to the survey, exporting a standard container of goods requires 8 documents, 

takes 36 days and costs $1850. Importing the same container of goods requires 10 

documents, takes 36 dates and costs $1800. The rating reveals that Russia takes the position 

after Ethiopia, Uganda, and Mongolia. Thus, the adequate attention, financial and 

organization support for SMEs would lead to the crucial steps forward. 

Firms surrounded by highly intense competition may result in products/services 

improvements and technology advances to attract customers, and highly competitive 

environment may increase the chances on successful expansion into foreign markets. In 

addition, it is important for policy makers to initiate and arrange conditions for easy resource 

availability such as the access to capital needed for funding business growth. For 

practitioners and advisors it is crucial to concentrate on search of distribution channels and 

foreign partners that may help to arrange foreign operations. Moreover, there is a need to 

invest in knowledge and technology resources to increase the chances to be internationalized. 

In general, based on our findings, resource availability is one of the key factors defining 

internationalization propensity of SMEs from emerging economies. The comparative study of 

internationalized and non-internationalized firms revealed that internationalized firms are on 

average more satisfied with their performance indicators; thus, the propensity to involve into 

international operations may occur a promising strategy for businesses.  

As does any other studies, our study has the limitations that further research will need to 

overcome. First, because we operationalized three groups of factors specifically for our 

purpose, additional research will need to explore the reliability and validity of these measures 

in other contexts. Second, due to our data limitations, further research could investigate the 

impact of internationalization propensity on firm’s performance. Third, we studied only 
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Russian SMEs as an example of the country with emerging economy, and further research 

could focus on internationalized firms from other countries or on comparative study of 

several emerging economies. Finally, the study covers two major cities in Russia where the 

business infrastructure is more developed. Meanwhile, the internationalization of SMEs from 

other regions may undergo another challenges and other factors may be the most crucial for 

them, and additional research could provide insight into these issues. 
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APPENDIX 

 Figure 2: Performance indicators of non-internationalized and internationalized firms 
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INDIVIDUALISM AND SOCIAL CAPITAL IN INCUBATORS 

 

The purpose of this paper is to examine the nature of the relationship between individualism 

and three types of social capital – structural social capital, relational social capital, and 

cognitive social capital – using questionnaire data gathered from tenant companies of five 

incubators established by the State Privatization Office of the Turkish Republic.  Incubators 

are entities that support small firms with resources during start-up and also contribute to the 

prosperity of tenant firms after graduation. By providing an environment where different 

resources such as talent, know-how, and capital are combined, incubators function to 

accelerate the growth of small businesses. Close association with other firms is another 

advantage of being a tenant due to the synergistic effect created among a group of small 

businesses each with an aspiration to achieve sustainability.  

 

The literature on incubators particularly focuses upon networking (Lyons, 2002; Bollingtoft 

and Ulhoi, 2005) that is used as a means to overcome problems confronted by small 

businesses. Social capital created is an indicator of whether networks are effectively utilized. 

Social capital, which is a resource derived from the structure and content of social relations 

among individuals or groups, has been shown to be an important factor in explaining actors’ 

success in areas such as product innovation (e.g., Cooke, Clifton, & Oleaga, 2005; 

Subramanian & Youndt, 2005), managerial performance (e.g., Moran, 2005; Wu, 2008), and 

organizational performance (e.g., Acquaah, 2007).  In the context of tenant companies in an 

incubator, structural social capital relates to the existence or non-existence of social ties 

among tenant companies; relational social capital concerns the affective nature of the social 

relations among tenant companies; and cognitive social capital addresses the extent to which 

tenant companies share a common language and perspective (Bolino, Turnley, & Bloodgood, 

2002; Nahapiet & Ghoshal, 1998). The importance of social capital is due to its economic 

and political outcomes; however, there is also potential for obtaining social outcomes 

(Spence, Schmitpeter, & Habish, 2003).  

 

Research shows that despite the possible resources and opportunities created by networking, 

small businesses may not always benefit from locating their firms within an incubator. 

McAdam and Marlow (2007) have shown that proximity may be the major obstacle in 



achieving full benefit from the potential support available in incubator networks. They argue 

that locating a firm in an incubator in close proximity to other firms may bring challenges in 

maintaining privacy and intellectual property. Akçomak and Taymaz (2004) pointed to lack 

of trust among tenants as a reason for not benefiting from incubator networks. In fact, during 

start-up, entrepreneurs may be inexperienced in developing trusting ties with other 

entrepreneurial firms.  Moreover, both lack of diversity and extreme diversity among firms 

are mentioned as negative characteristics of networks preventing establishment of 

associations among firms (Töttermann and Sten, 2005). Töttermann and Sten (2005) also 

underlined the narrow expectations of incubator firms concerning the utilization of networks 

when they found that financial support provided by incubator management alone accounted 

for tenants' satisfaction toward incubator management.  

 

The organizational and entrepreneurship literatures have studied the impact of the cultural 

values of individualism and collectivism. Kirkman and Shapiro (2003) found that 

individualism is a significant (negative) predictor of employee preference for teamwork. 

Establishing a company in an incubator implies a propensity to work in a group environment 

that may be lacking among entrepreneurs who start a business independent of any such 

groupings imposed by the organizational structure. The individualistic nature of 

entrepreneurs (McClelland, 1960; Cunningham and Lischeron, 1991; Bull and Willard, 1993) 

and entrepreneurial firms (Stopford and Baden-Fuller, 1994; Chau and Siu, 2000) is 

commonly highlighted in entrepreneurship literature. Some scholars argue that 

entrepreneurial organizations emphasize individualistic values that influence the nature of the 

relations and environment they create for themselves (Longnecker et al., 1988; Neubaum, 

Mitchell, and Schiminke, 2004).  

 

The likelihood of utilizing social capital varies among different entrepreneurs who start their 

business in the context of an incubator. Entrepreneurs’ propensity to make use of networks 

and develop social capital may differ depending upon the extent that individualistic values 

rooted in their culture allow them to benefit from this resource. In the case of entrepreneurial 

firms, networking and the development of social ties occur despite the self interest inherent in 

human nature. Therefore our research question is:  To what extent are entrepreneurs' 



engagement in developing close ties with tenant firms and their affective and shared 

cognitions of tenants influenced by their degree of individualism?  

 

METHODOLOGY 

 

Sampling 

The questionnaires were completed by owners or non-owner managers of companies that 

were tenants in one of five incubators located in various cities in Turkey. The incubators are 

stand-alone facilities and are part of a project launched by the State Privatization Office of 

the Turkish Republic to support  business people to develop their businesses. These people 

are former public servants who had become unemployed either directly or indirectly as a 

result of the state’s privatization initiatives. Most of these incubators are comprised primarily 

of small commercial companies, with the exception that one has a significant number of 

computer software companies.  

 

We provided a packet of questionnaires to the management of each incubator, who then 

distributed the questionnaires to incubator tenant companies. Respondents were promised 

anonymity. The responses were returned in a sealed envelope to the incubator management, 

who then returned the envelopes to us. Questionnaires were distributed to 135 tenant 

companies located in the five incubators that participated in the study.  Out of 59 returned 

questionnaires, 6 were exluded because of missing answers for one or more of the 

questionnaire items, resulting in 53 useable respondents. The response rate was 39%.  The 

breakdown of responses per incubator are as follows:  Incubator A – 19/45, Incubator B – 

12/25, Incubator C – 11/20, Incubator D – 6/25, and Incubator E – 5/20.    

 

Most of the respondents retained in the study were male (85%) and were owners of their 

company (91%).  Owners are appropriate respondents for the study because social capital 

during a start-up company’s early development is nearly identical to that of the company’s 

founders (Hite & Hesterly, 2001; Maurer & Ebers, 2006).  The average company had 8 

employees. 

 



Measures 

Maznevski and DiStefano's (1995) scale was used to measure individualism. The scale 

contains three items assessing the relative importance a person places on self-interests 

compared to shared pursuits. The social capital scale, which was developed by the authors 

(2009), addresses three social capital dimensions (relational, structural, and cognitive). Each 

dimension was measured with four items based on concepts that Nahapiet and Ghoshal 

(1998) and Bolino et al. (2002) associated with that specific form of social capital.  

 

DISCUSSION OF THE FINDINGS 

 

A summary of hierarchical regression analyses involving control variables and individualism 

predicting three types of social capital is presented in Table 1. Despite the individualistic-

reasoning and self centered tendency inherent in entrepreneurs (Longnecker et al., 1988), 

establishing a firm in an incubator that facilitates networking among tenant firms is an 

attractive option to consider. The regression analysis revealed that individualism had a 

significant positive effect on both structural social capital and cognitive social capital. Since 

structural social capital implies reliance on social networks for the information they supply, it 

indicates an exchange relationship through which necessary resources can be acquired. In the 

context of an incubator, the incubator provides processes that help entrepreneurs to develop 

networks to access information and skills needed. Thus, entrepreneurs identified with 

individualistic values may be more inclined to establish relations with other incubator 

members with an expectation to obtain resources. This condition implies that they do not 

want to be distinguished from other tenants, but may try to gain distinctiveness from 

outsiders. Cognitive social capital implies existence of shared language, codes, and 

narratives, whereas relational social capital requires some level of embeddedness, implying 

that individuals are more affected by the incubatees. The positive relationship found between 

individualism and cognitive social capital may be explained by proximity created that does 

not endanger “an independent, self-contained, and autonomous self” (Markus and Kitayama, 

1991). 

 

 



LIMITATIONS OF THE STUDY 

 

The individualism scale utilized here is a general one and does not distinguish between types 

of relationships in which entrepreneurs may be located. Their responses may vary when 

considering tenant firms in the incubator versus firms outside the incubator. Future research 

may highlight such differences as well as horizontal and vertical relations. Individualism-

collectivism scales that differentiate vertical and horizontal relations, such as that of Triandis 

and Gelfand (1998), may be utilized in future research. 

 

Table 1 

Summary of Hierarchical Regression Analysis for Control Variables and Individualism 

Predicting Social Capital Types 

 

Predictor Variable  
Structured Social 

Capital 

Relational Social 

Capital 

Cognitive Social 

Capital 

Step 1    

Size .110 .083 .134 

Position .001 .080 .047 

Gender -.307
**

 -.226 -.236 

R
2 
 .104 .072 .079 

Step 2    

Size .087 .075 .117 

Position -.039 .066 .019 

Gender  -.284
** 

-.221 -.220 

Individualism    .352
*** 

.118 .255
*
 

Δ in R
2 

 .121
***

 .014 .063
*
 

R
2
 .225

***
 .085 .142

*
 

 Note: β coefficients are standardized regression coefficients. 



*p < .10. **p < .05. ***p < .01. 
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SUMMARY 

The entrepreneurial context is known as stressful, studies use models and tools extracted from 

employee stress research. On one hand stressors indicated are not totally pertinent. On the 

other hand, existing models do not capture all stressors. The aim of this study was to identify 

pertinent stressors among entrepreneurs in the context of SMEs. A qualitative approach was 

used with of life story interviews. Twenty participants related their entrepreneurial experience 

and recognized twenty-nine factors as stressors. Entrepreneurs face work-related stress and its 

negative outcome on physical and psychological health. The analysis of transcript interviews 

shows that environmental stressors interact with personality and lead to role stressors. The 

relation to public administration and to interpersonal conflicts are revealed as entrepreneurial 

stressors that are not mentioned in previous studies. These findings advance entrepreneurial 

stress research and introduce the notion of interactions between stressors.  

 

Key words 

Stress, entrepreneurs, role stress, public administration, interpersonal conflict. 



 

 

 A work environment characterized by a high professional pressure, low decisional latitude, 

low social support, high psychological demands and imbalance in effort-rewards leads 

inevitably to the development of mental troubles for workers (Stansfeld & Candy, 2006). 

Work-related stress flourishes in this type of environment and reflects an increase in 

psychological and physiological troubles. Professional stress or work-related stress may be 

defined as the situation wherein factors interact with the individual to change psychological 

and/or physiological conditions (Beehr & Newman, 1978). Most of research about stress 

adopts an interactionist perspective. Stress is considered as the result of the relationship 

between the person and its environment (Caplan & al., 1975; Greenhaus & Parasuraman, 

1987; Lazarus, 1991). The personality and the way of coping are the personal variables 

considered. Environmental variables are potential stressors (Sadri & Marcoulides, 1994). 

Stressors are tasks related to work (intrinsic to the job), professional relationships (with 

superiors, colleagues and subordinates), career development prospects, organizational factors 

(organizational structure and climate, cultural and political environment), organizational roles 

and non-work factors (Cartwright & Cooper, 1997; Schuler, 1982; Quick & Quick, 1984). 

Psychological and physiological strains are emotional, compartmental and biological 

responses to stress (Beehr & Glaser, 2005; French, Caplan & Harrison, 1982; Pearlin, 1999).  

Facing events or situations is determined by the subjective evaluation of the stressor and its 

impact on well-being (Lindsay & Normal, 1980).  

 

Entrepreneurial stress refers to work-related stress among entrepreneurs. Research on 

entrepreneurial stress and stressors uses employee models that are partially pertinent in this 

specific context. In these models stressors and coping are mixed. But, the former introduce 

the latter. Coping is the conscious and unconscious strategy used to cope with stress. Another 

criticism that can be made is that classic models focus on employee’s lack of decisional 

power. Employees suffer from the authority of their superior. Many studies interested in 

employees confirm that a large part of employee turnover, cost of ill health, the reduction in 

overall performance are caused by stress at work. In comparative studies between 

entrepreneurs and employees, entrepreneurs are found have greater commitment (Felfe & al., 

2008). They work longer hours (Chay, 1993) and experience more work-family conflict 

(Parasuraman & Simmers, 2001). Jamal (1997) and Parslow and al. (2004) find that there is 

no significant difference in the mental and physical health of entrepreneurs and employees. 

The most frequent troubles, in descending order, are: musculoskeletal troubles, mental health 
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problems and a low state of general health (Gunnarsson, Vingärd & Josephson, 2007). But, 

however, Stephan and Roesler (2010) indicate that entrepreneurs suffer lower somatic and 

mental morbidity than employees. Also, they have lower blood pressure and reduced 

prevalence to hypertension. Entrepreneurs report a more favourable level of well-being and 

better behavioural indicators than employees. The advantages of entrepreneurship seem to 

negatively affect the health of the entrepreneurs. According to Dolinsky and Caputo (2003) 

their state of health is worse than that of employees.  

 

Stressors such as loneliness, the need for accomplishment, work overload, conflict work non-

work, and role conflict, role ambiguity and role overload are recurrent in entrepreneurial 

stress research. Research results are mixed because of the heterogeneity in the research 

methods and samples. In qualitative research, the principal sources of stress are loneliness, 

immersion in the job, problems with others and the need to accomplish (Boyd & Gumpert, 

1983; Akande, 1992). Nevertheless, Boyd and Gumpert (1983) consider that work overload is 

related to the need for accomplishment. The need for accomplishment, the need for power, the 

need for affiliation, are all sources of stress (Vasumathi & al., 2003).  This leads to problems 

of delegation, conflict work non-work, loneliness and overload. Vasumathi and al. (2003) 

show that these problems explain in large part high levels of entrepreneurial stress.  

 

Since the mid-sixties, the examination of role stressors is widespread in stress research. These 

include role conflict, role ambiguity and role overload. In theory, role stressors may be 

induced by demands, constraints or opportunities (Kahn & al., 1964; McGrath, 1976). Role 

ambiguity reflects the degree of imprecision, ambiguity or uncertainty in expectations. The 

perception of lack of information leads to great difficulties in fulfilling needs (Kahn & al., 

1964). The ambiguity may be considered as a source of opportunity because it creates 

unpredictable complications (Jelinek & Litterer, 1995). If personal expectations and roles 

presumed by others are inconsistent there is a role conflict (Kahn & al., 1964). The greater 

this incongruence the more the individual experiences internal tension. Role overload is 

strongly related to the insufficiently available resources to meet expected commitments and 

obligations to fulfil a role (Latack, 1981).  

 



 

 

Rauch, Unger and Rosenbuch (2007) found that psychosomatic complaints have positive 

effects on the long term survival of the enterprise and its results. This kind of complaint 

represents the somatisation of stress. So, to the authors work-related stress is beneficial to the 

sustainability of the enterprise. Kariv (2008) suggests that negative stress (i.e. the perception 

that events negatively affect the individual’s well-being) induce negative outcomes on 

performance. Lewin-Epstein an Yuchtman-Yaar (1991) find that entrepreneurs have a higher 

rate of cholesterol and triglycerides than employees. These findings are supported by those of 

Buttner (1992) who finds that entrepreneurs have more health problems more frequently than 

employees. They present more physical symptoms related to stress (Elmuti, Kathawala & 

Wayland, 2003). Entrepreneurs suffer from higher stress than employees (Rahim, 1996; 

Jamal, 2009). For Shepherd and al. (2010), an entrepreneur has to be able to cope with 

pressures and stressors that arise in periods of creation and exploitation of entrepreneurial 

opportunity; at the same time they to try to balance personal, family and organizational 

demands. It is difficult to establish and manage this equilibrium. There is a great risk when 

under stress conditions. Therefore, risks also affect the entrepreneur’s health and the 

sustainability of the enterprise.  

 

Quantitative research uses scales to evaluate the level of stress and to determine stressors that 

are not usually pertinent. Results are mixed and do not necessarily improve or facilitate the 

advancement of the research. Some authors call for the construction of scales of evaluation 

from studies focusing on entrepreneurs. In this study, a qualitative approach is used in order 

to identify specific stressors among entrepreneurs and the interactions between stressors. In 

this paper the purpose is to investigate the negative perception of conditions, situations and 

events that are identified as stressful. It focuses on factors clearly identified as stressors and 

their interactions. This issue has rarely been studied in qualitative studies, and the study 

reported here aims at covering such a gap. This paper is the first part of a three-part 

investigation that looks at entrepreneurial stressors and outcomes.  

 

METHOD 

This is an exploratory study, focused on entrepreneurs of SMEs. The significance of 

professional stress among employees justifies the interest to this psychosocial risk. In the 
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entrepreneurial context, both personal and professional experience is mixed. The qualitative 

approach, based on personal interviews is suitable for identifying specific stressors and 

interactions among entrepreneurs. Personal interview investigation methods enable access to 

intimate and sometimes traumatic experiences.  

 

Sample 

Participants were contacted by emails through local economic development agencies such as 

LRI (Languedoc Roussillon Incubation), CJD (Centre for Junior Leaders), CCI (Chamber of 

Commerce and Industry). Of those contacted, the response rate approached 10%. The small 

size of the population (20 interviewees) offered the opportunity to focus and to acquire a 

wealth of information from each respondent. The interviewees accepted participating and 

asked to be anonymous. The sample comprised 5 women and 15 men aged from 30 to 65 

years. All of them are owner-manager of at least one SME. Sectors represented in the sample 

are various such as textile, web development and food industry. The story of every enterprise 

is different – a family enterprise, simple opportunity, or own job creation etc. Some 

interviewees have more than one entrepreneurial experience, others a large experience as an 

employee.  

 

 Interviews and Procedure 

The interviews were conducted during the summer of 2011. An interview-based life story 

approach was used beginning with “would you relate the history of the enterprise from its 

founding until now, focusing on stressful situations and events, implications and their 

effects?” Notes were taken during the interviews and were used to obtain greater precision on 

the subject of interest. The interviews were all conducted by phone. Interviewees were 

confident enough to expose their life and explain traumatic events by phone. The interviews 

were recorded and lasted between a thirty and one hundred minutes. The interviews were then 

transcribed word-for-word. This type of transcription remained faithful to the participants’ 

narrative. Data was categorized by coding meaningful segments where interviewees identified 

stressful situations or events.  

 



 

 

RESULTS 

Analysis of the data revealed a variety of recurrent themes that are classified with a verbatim 

extract in the table present at the end of the document. Overall twenty-nine stressors were 

identified, and each was identified by at least two entrepreneurs. The most frequent stressors 

cited are human resources, responsibilities and financial problems. These factors involve 

uncertainty, work overload, pressure of responsibility and pressure in decision making. 

Human resource management is related to confidence and conflict. A decrease in confidence 

by the employee may lead to legal procedures, dismissal and feelings of betrayal. French 

administration is criticized relative to task complexity, unequal employment law, heavy and 

slow procedures. These lead to lengthy and/or recurrent stressful periods. The level of 

rewards backed by the administration is insufficient to balance personal efforts. Furthermore, 

personal problems may interfere with work creating conflict. Interactions between stressors 

express interactions between personal and professional spheres. To many entrepreneurs, the 

enterprise is a tool to achieve a social role. Any element perceived as harmful to the 

enterprise, is perceived by them as stressful. Environmental, personal and role stressors 

interact and lead to the development of mental and physical troubles. The participants cited 

numerous psychological troubles. Burnout, depression and attempted suicide are cited as 

somatization. Other physiological troubles are indicated such as angina, vagal and skin 

problems.  

Verbatim reports are used to explain the relationships between the stressors. Mostly, they are 

related to the environment of the enterprise. They are re-constructed by the prism of an 

individual’s personality, way of coping and expectations. This leads the role stressors to be 

transformed. Thereby, the stressors revealed by the analysis of interview transcripts can be 

categorized in three groups: environmental stressors, personal stressors and role stressors.   

 

Environmental Stressors 

In entrepreneurship, the entrepreneur expresses an idea and a vision in his enterprise. He 

wants to detect this commitment in the employees’ attitude. However, the principal problem 

revealed is not the employee’s attitude but the perception or organizational roles portrayed by 

the public administration. In France, entrepreneurs perceive labour laws as unfair. They 

consider that laws are more favourable to employees. Furthermore, procedures are heavy and 
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complicated. For example, Prud’homme (i.e. the administrative tribunal) procedure is a legal 

one. The legal responsibility of the entrepreneur and the risks of paying significant 

compensation increase the level of stress. “When you are business manager you are 

responsible for many things, from one point of view you are responsible for your employees 

because they are fathers and you must do everything you can to pay them each month and to 

give them work.”  

 

The decision to dismiss is motivated by the sustainability of the enterprise. But this decision is 

frequently questioned by the tribunal from employee legal action. In situations of low 

decisional latitude and high pressure, the person experiences a high degree of stress. The 

departure of an employee impacts, also, directly on the sustainability of the enterprise. On the 

one hand, delay times lead to the loss of customers and delays in payment. These factors 

disturb the cash flow. On the other hand, work overload, lack of skills, uncertainty and 

responsibility push the entrepreneur into an unbalanced situation. He has to manage it 

carefully, because the exposure to high levels of stress for long periods raise the probability of 

developing physical and mental troubles. “During this period, … depression … no more 

energy, so you can’t get up in the morning, that is what we call burnout, and here, ok, being 

objective it is really because the body somatizes, it can’t cope any more, at one moment it 

does not know which direction take so it say stop, that is what it did.”  

 

Personal Stressors 

Among the motivational factors cited, autonomy of decision is in the first place, followed by 

the wish to create a social environment and participate in building society. If the enterprise 

disappears, it is expressed as a personal failure. Conflicts with employees or colleagues affect 

the enterprise’s social climate and performance. It follows decisions such as dismissal or the 

colleague’s departure. In a family enterprise these decisions are complicated because of the 

tangle between professional and personal problems. “Oh, in fact if it’s one or the other, is it 

the chicken or the egg, I don’t know. I have some problems … personal ones with … my 

family, with my wife that leads me to take more work so as to not face these problems.” 

 



 

 

Commitment and the need for accomplishment lead to loneliness, isolation, and overload. The 

entrepreneurs expect the commitment of the employee to the enterprise. Attitudes revealing 

lack of commitment are perceived as betrayal and partial failure. The perception of inequity is 

increased by this lack of commitment and labour law. Further, the notion of responsibility for 

family wealth does not facilitate decision making. In fact, these situations can reduce the 

enterprise’s performance and are accompanied by conflicts reflecting this tension. The 

conflicts take their roots in the lack of confidence in a partner. A lack of confidence is 

perceived as betrayal. It is rarely understood and adds role ambiguity and role conflict. 

“Effectively it is not easy to understand, to accept effectively that it is legitimate that 

employees strike, or I don’t know what, relative to a situation that I absolutely don’t want, so 

that’s it, there are … contradictions emerging in these situations that lead at one moment to 

stress, not external but unconsciously related.”    

 

Role Stressors 

The relationship of the entrepreneur to his enterprise is complex. Many of them identify 

themselves with it. The enterprise is a way of job creation, of career perspective, of earning 

money and of social identification. This relationship may lead to unrealistic expectations that 

are sources of stress. “There was also… a problem that I can’t express… that I can’t express 

…  that I can’t express … I think that’s part of emotion, in fact I had to be hard and to use 

very difficult methods to manage a problem with an employee, that cost me too much 

emotionally.” 

Unbalanced effort-rewards lead to distress, negative stress (Siegrist, 1996). Some 

entrepreneurs do not receive a salary and some of them borrow bank credit their personal 

property as guarantee. Two kinds of responsibilities are involved, the first is relative to 

maintaining and developing their enterprise so rewarding their need for accomplishment. The 

second is related to the pressure of banks and the economic risk of being deprived of any 

economic rights. The roles of employer, borrower, parent and funder are distorted by different 

sources of pressure. This leads to increased levels of all role stressors. These stressors are not 

clearly identified by participants, but verbatim reports help to understand them. “I spent a 

week in the hospital and I think that it is related to this. I had obvious discomfort, I did all 

medical exams but they don’t know what I had, I think that there is some stress in there.”  
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DISCUSSION AND IMPLICATIONS 

Through the analysis, it is evident that environmental stressors interact with personality 

variables and lead to role stressors. Entrepreneurs suffer from high and recurrent exposure to 

work-related stress. These results are coherent with those of other studies such as a European 

study finding that entrepreneurs of SMEs suffer from high levels of exhaustion and stress 

(Benavides & al., 2000). Physical troubles are considered as the stress signal triggering 

awareness. According to Stephan and Roesker (2010) eneterprises whose owners have 

suffered from somatization of stress are more sustainable and more profitable. This may be 

due to the adaptive strategies required to cope with stress. In this study, physical troubles are 

not necessarily harmful to the enterprise, but mental troubles evidently lead to management 

difficulties. These results are supported by those of Gunnarsson and Josephson (2011).  

 

As suggested by Gumpert and Boyd (1984), the need for accomplishment carries loneliness 

and weak perception of social support. Also, commitment leads to work overload and 

responsibility pressure. Work overload is not the most important entrepreneurial stressor, 

contrary to the suggestion of Fraboni and Salstone (1990). Effectively, work overload leads to 

problems of delegation. Responsibility comes from risk-taking through decision making. 

Decisions not only imply personal and legal responsibilities but also the involvement of the 

enterprise. These responsibilities are a source of stress as suggested by House and al. (1979). 

Family responsibilities (Elmiti, Kathawala & Wayland, 2003), work pressure and work 

responsibility (Ahmad & Salim, 2009) are recognized as pertinent stressors among 

entrepreneurs. Environmental factors include also, the family environment. In coherence with 

Bradley and Roberts (2004) the results of personal problems induce tension at work.  

 

Financial problems represent an important and recurrent source of stress. According to 

Gorgievski and al. (2010), experiencing financial problems predicts psychological troubles 

among owners. Lack of control of the economic environment and lack of skill in 

administrative procedures result in lack of autonomy and decisional latitude. These are 

characteristics of a stressful environment (Karasek & Theorell, 1990). Inadequacy between 

the entrepreneur and the environment leads to interpersonal conflicts and internal tensions. 



 

 

Inadequacy leads to a positive correlation between burnout and the professional environment. 

Jamal (2009) suggests that entrepreneurs experience higher levels of stress and health 

problems. Burnout is a syndrome rooted in the exposure over a long period to high level of 

stress (Maslach & Jackson, 1986). Individuals in burnout need psychological help from a 

medical practitioner. Unfortunately, as presented by Naffziger, Hornsby and Kurato (1994), 

they are loath to disengage from their prior engagement. 

 

Further, the lack of adjustment between people and the environment influence the intention to 

exist and to grow in an entrepreneurial context (Brigham, Castro & Shepherd, 2007). 

Inadequacy may be expressed in professional relationships by conflict. Conflicts in family 

configurations influence family cohesion negatively. Family cohesion is positively correlated 

to anxiety, a somatization of stress (Smyrnios & al., 2003). Interpersonal conflicts are 

responsible for the increase of emotional exhaustion and the decrease in the professional 

satisfaction (Karatepe & Tekinus, 2006). As supported by many studies, social interactions 

affect work and health (Heaphy & Dutton, 2008). Emotional exhaustion is the main 

dimension of burnout. This syndrome is part of the psychosocial risks for entrepreneurs 

(Brigham, 2002; Duran-Whitney, 2004).  

 

Interactions between environmental stressors and personality variables lead to experiencing 

role stress. Role ambiguity is engendered by lack of skill, experience and the necessary 

information. Responsibilities lead to role conflict. Managerial ones suggest decisions and 

legal ones impose such postures. Commitment, responsibility, uncertainty and other stressors 

increase the number of roles to be fulfilled. Such situation involve role overload. These 

findings are consistent with those of Wincent, Örtqvist and Drnovsek (2008) and those of 

Grant and Ferris (2009). 

  

As supported by Wincent and Örtqvist (2009), environmental factors interact with personality 

and affect the level of stress. At the individual level, role stressors such as role ambiguity, role 

conflict and role overload are pertinent in the study of entrepreneurial stress. Relations 

between the enterprise environment and the entrepreneur lead to stress and affect performance 

negatively. The model presented in their article takes into account a number of variables 
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which are not as pertinent, such as venture technology. At the same time, stressors like 

administration and interpersonal conflicts are not considered. The Wincent and Örtqvist 

(2009) model represents an advance in the field of entrepreneurial stress but misses 

interactions between the environment and the individual. These are the theoretical 

implications of this study.  

 

In terms of the practical implications, the results show that entrepreneurs suffer from burnout. 

This syndrome is related to reduction in emotional resources, impersonal and cynical 

attitudes, negative self-evaluation of skills and capabilities. It leads to the development of 

numerous troubles (Burke & Deszca, 1986; Maslach & Pines, 1977). Stress and burnout are 

responsible for the rise in the frequency of mental and physical symptoms. Preventive training 

is necessary to enhance the entrepreneur’s tools to cope with stress.  

 

Future research should depart from this study’s limitations. Contradictory findings about the 

level of role ambiguity compared to employees are derived from studies by Harris, Salstone 

and Fraboni (1999) and Buttner (1992). This is the first limitation because qualitative methods 

are not sufficient to arbitrate between these findings. A study incorporating a role stress scale 

would permit the assessment of its level among entrepreneurs. A second limitation is the 

exploratory approach of this study. Reference is made to a large range of stressors. Using a 

theoretical model such as Wincent and Örtqvist (2009), and integrating the findings of this 

research would help to adapt the model and confirm it an entrepreneurial context. The 

advance on this subject requires the validation of  different variables of the model and the 

development of suitable scales. Appropriate scales are essential to investigate outcomes of 

work-related stress on the enterprise. 

 

CONCLUSION 

To sum up, this study shows that environmental, personal and role stressors are pertinent 

among entrepreneurs. Work-related stress is recurrent in the entrepreneurial context. Public 

administration is one of stressors that is not yet considered in other studies. Interpersonal 

conflicts are widely studied in psychology but not yet in entrepreneurship and particularly not 



 

 

in entrepreneurial stress. Interactions between the environmental and the personal sphere 

involve organizational roles. These interactions explain the divergence of previous findings.    
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Table : Stressors and Related Reported Verbatim  

Stressors Verbatim 

Environmental stressors 

Human Resources “Periods of stress are related to the difficulties of a small structure to find competences and motive persons with an affordable 

cost to a small structure. It’s an axis, rather, I will say, principal in term stress source’s. It’s not heavy but continuous.”  

“The mistake that I made is to don’t recruit a commercial, I have made mistakes at this period too. When you are tired you don’t 

trust anyone at this moment I should have recruited a commercial and I should began not working but supervising”.  

“The management of human resources still stressor, for example, if we can’t recruit and the production is delayed, it’s a stressor 

to me.”  

“Personnel management is the first source of stress.” 
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 Financial problems 

 

 “I think that the first stress is to know how to do, in a financial way I mean, to live.” 

“The stress phase in this moment is “de se dire bon sang” I have to find agreement before 3 months; I have to bring cash, 

purchase orders, to have the financial help of the Region. This help will set, in optimistic version 3 weeks and in pessimistic one 

3 months, manage all that and match all, good, here I tell there is a stress, there is a super stress.”  

“The first stressor is: no money, I borrowed the enterprise’s capital, I did not have personal cash.” 

“The important periods of stress are related to the budgetary problematic.” 

“Off course I will say that financial investment in its self is not the most stressful. The most stressful is to bring cash in my 

enterprise to continue it.” 

“[Money] yes it’s true, it’s a permanent source of stress.” 

Financial insecurity 

 

“Anyway when you work on a project of this magnitude, given the youth of my business, you find yourself working full time on 

this project so the stress factor is there telling you that you can’t fail because anyway materially you don’t have enough time to 

create something else as well.” 

“I have unemployment insurance, it’s not the same as the employees but anyway it makes me, it creates a little security, because 

insecurity is a stressor.”  

“So yes, a businessman, I think that his situation is very precarious, not only in his job. Precariousness affects his personal life, 

his property, everything. I feel this precariousness daily still today.” 



 

 

Financial crisis “I have to say that the crisis is a great moment of stress.” 

“An important stress was the financial crisis when customers payed one year later, there was a real problem of cash flow 

management.” 

Cash flow 

 

 “The second stressor is the management of the cash flow.” 

“But now, it’s stressful not paying suppliers, for 4 months … 5 months now… but with losses since …2007.” 

“To see the cash curve that goes through the floor …!!!! euuuuuuuuuuuuuuuh that’s it (smile). So the heat’s on, that’s the stress 

of the moment …” 

“The problem is that cash dwindles and banks are bothersome.” 

“The first stress of … being the boss it’s mainly to pay the staff, well I would say that’s paying all the bills each month end.” 

Turnover 

 

 “The stress came mainly from the managing cash flow, after 4 or 5 years. It’s the realization of that cash flow has to pay 

overheads.” 

“There are moments when we lost a large part of the cash flow and that caused us enormous stress but from day to day you have 

a job and enough to eat.” 
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Financial 

uncertainty 

 

“It’s the confirmatory commercial phase. There yes, there is stress, because we feel we haven’t enough time, people that had 

seen [the project] are always positive but till [we give] a quotation, not necessarily … the stress born at this moment.”  

 “So I was in a petrified mode. Damn, customer orders don’t come, things don’t come, I will not have the purchase orders, I will 

not have the grant, and in three months we are dead. This is a large rise of stress.”  

“The biggest factor of stress it’s that at a moment you find yourself advancing funds, advancing funds, advancing funds, and you 

know if there is any administrative failure, you will not be paid back”. 

Public 

administration 

“On the other hand negative stress is to waste time on tasks for which we don’t have concrete responses and the red tape of the 

French administration makes us thinks why don’t we go away?” 

“It’s really a negative stress and although recently I was really busy because of that and it’s a stress that is not useful as anyway 

we can’t do anything and we don’t have a concrete response from French administration but anyway …” 

“That’s why just now I was talking about employment legislation that is excessively stressful and oppressive.” 

Administrative 

tasks 

 

“After and a half years of a European project, I felt I was transformed into a European administrative agent and accounting 

officer, and in the end you realize that dedicating too much time to peripheral [activities], that’s the major problem and that’s the 

source of stress.”  

“The boss is pressed by administrative tasks in France, and that’s really a point, 15 days ago I spent 3 days to trying to contact 

an employment agent for an employee and to me it’s really a negative stress”. 



 

 

Uncertainty After, what creates stress is changes in the economic environment. For example losing an important client, losing cash flow in 

relation to the financial crisis, all that can disturb the normal operating of the enterprise, it also can be a serious accident to an 

employee, maybe … losing a building site, that’s it.” 

“But when staff turnover began, it was a stressful period. It generated stress and it’s something that I felt, I hadn’t anticipated, it 

is change.” 

“I have symptoms related to stress … I live in fear … continuously. So good … I practice high-risk sports and I master them … 

it’s not the same thing, there are not the same risks, it’s not the same thing. I face the unknown.” 

Work overload  “We [the enterprise] are an intermediate size, we have to structure. If not, it’s not possible, it’s not organized enough, too many 

things to do. Supplementary tasks are so much more stressfull.” 

“The stress to become viable, I don’t know how to say it, it’s the everyday stress […] the stress from working like 10 people.” 

“I have the impression that I worked as much as 12 to 14 hours, even more the next year, and I think that was not good. I was 

exhausted … I was … I didn’t see things clearly and with my job, I had no, I have lost the … the sense of priority, to know why 

for every business question I have to make a decision.” 

“Stressful periods, it’s very simple; at the beginning like any entrepreneur we were very committed without any other 

preoccupation … 7/7 and 15h/d.” 

Personal stressors 
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Relations with 

customers/clients 

 “The multiplicity of customer obliges you to change into selling whereas your interest is your technical job.”  

“We have had huge markets … with margins reducing as purchase price reduced, it was a permanent stress.” 

“No, the stress today is related to the customer relations.” 

 Reputation 

 

“The results determine your professional reputation and lead to other contracts or not, so anyway there is a stress factor.”  

“Actually my structure is very small, we are 6, and what we do is that we try to give back a frame of a business and we can’t be 

stammering. I must be able to be multi-disciplinary, to go to the bottom of the subject, with a good precision level, to answer 

questions. I have to be completely multi-disciplinary and not only running, but also, swimming, running, jumping, on long-

term.” 

 Relations with 

officials 

 

“A tax audit came one day. I was told Sir, you have to pay 60 million Euros and that was the beginning of the plunge because it 

was … […] let’s say that is rather the tax audit that was depressing, disappointing because on one hand they want French 

entrepreneurs and on the other hand when you send the balance sheet late and there is no wish on your part to harm the nation or 

to do any harm at all, you don’t understand. To give you an example, I was taxed 900 000 Euros.”  

“I have folders in Prud’homme*, folders that have been open for a year, a year and half, and nothing happens. It’s very slow. It’s 

a latent risk, which is not vital but stressful.” 

“The owner-manager is the only person in French’s law, presumed guilty till he proves his innocence, while in French law for 

others it’s inversed. All that because the owner-manager is deemed to be rich and the employee to be poor.” 



 

 

 Relationships with 

colleagues (family 

members and 

others) 

“I never wanted to work in a large undertaking because it was a source of stress in my first enterprise.” 

“So stress may arise quickly from relationships between founding members because there is always someone who feels that they 

are working harder than the others …”  

“The periods where the communication is not good between us generate a lot of stress for me; communication is very important 

and when it does not goes well you feel weakened and there yes, yes, the communication between colleagues is extremely 

important it’s what makes things work or fail.” 

“She [my mother] was able to require, already that I hire … my brothers and then, she came during hours of … work and in 

front of everyone, to negotiate increases for her other sons. That puts you in an infantile position which is very difficult to 

manage. I would not recommend this stress to anyone.” 
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Confidence/betrayal 

 

 “It was very hard because we have the impression that people working with you plant a knife in your back … they were 

embezzling, they had bad intentions.” 

“They look at testimonials from other employees, and then … describe you as if you were a horrid person. It is a stress factor 

and nervousness factor, and with always a possible sum to be paid, do you see?” 

“The second source of stress is … some employees who … have perfectly written that dismissal yields three times more than 

retirement. They use any deviousness in bad faith trying to get fired and to sue you in court, saying if I can get a bit more that 

will be even better.” 



 

 

Personal problems “Last year, [there was a] burglary at our house and we found ourselves like in our underpants, with … my wife who went into 

depression because of that, umm … so life in the enterprise is not always simple, even in these cases.” 

“Yes, especially before starting the enterprise there was big moments of stress that were more personal in the sense that 

obviously we could have made an easier choice by going to work for a company.” 

“Oh, in fact if it’s one or the other, is it the chicken or the egg, I don’t know. I have some problems … personal ones with … my 

family, with my wife that lead me to take on more work so as to not face those problems.” 

“I took on the family enterprise with a particular signal of stress after the sudden death of my father [the founder of the 

entreprise].» 
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Lack of experience  “I am stressed because … I have no enterprise experience so obviously, more stress and in a social area where there is no 

certainty and precision.”  

“The enterprise’s boss has to choose and to decide. It’s possible to hear an opposing opinion; here there is a stress, because you 

know that the choice you made today you are not necessarily competent to take it. Experts advise you but these choices will 

affect situations in the coming years.” 

“All this time when I had to find my place, corresponds effectively to a stressful period [that is] more intense than 15 years 

experience in company management.” 

“I began to manage people that are more experienced and older than me because I arrived in an unknown universe and I saw that 

I was being led by the nose and I felt that I wasn’t sufficiently strong to assert myself and that was generating a lot of stress.”  

“The Prud’homme* is something totally new and heavy and a strong generator of stress.” 

“It’s that, this stressor was generated by … a … an incoherence between my objective … my personal attitude … there was a 

contradiction between me, as a person and me as an owner-manager because there were decisions or attitudes that we are forced 

to adopt as owner-manager that we don’t adopt naturally.» 



 

 

Responsibility “When you are business manager you are responsible for many things. From one point of view you are responsible for your 

employees because they are fathers and you must do everything you can to pay them each month and to give them work.”  

“That’s what I am saying, that’s wearing, that’s because you carry a lot of things on your shoulders, a lot of pressure.”  

“It’s a stressor. We work for us as well as to permit to people to live. We have such a responsibility.”  

“There may be cash flow problems due to non payment, all that creates a … how to say it … all that is pathogenic to the 

enterprise, it’s the leader who is hit by it on arriving … he has the responsibility so it affects him.”  

“It can be a stress generator because when a consumer tells you ‘I have something better somewhere else,’ you absolutely have 

to reduce prices but you know that cheaper prices and losing this consumer puts you in difficulties, you have to choose between 

two negative choices, and it is still your responsibility. Here the stress is enormous.” 

Decision making 

 

“How to put it, the responsibility I have is 100% and if I am wrong it’s 100% me.”  

“It’s more the stress to say I have that, I have that, I can’t keep them both, so I have to choose.”  

“Concerning periods of stress there are also choices to make to bring in cash - taking from the company but it will soon run out, 

how long, what must I do so that it doesn’t take too much of my energy.” 

Perfectionism There is also another stress, by dint of building, building, at the end you want something perfect except that by dint of wanting 

something perfect, in fact, we never start, because perfection can’t be attained.” 
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 Self image “When they drag too much and I have customers who grumble, there effectively, it begins … I don’t  like the image reflected 

back, I don’t like it, I know how to manage it once, twice, but the third time it will be so stressful to explain to a customer that I 

have too many jobs to do. When I need to justify my delays and other things that I have not done on time, the stress of the image 

reflected back to me.” 

“After, there is the self-image that’s damaged. A boss who takes his enterprise to the tribunal, it’s a confession of weakness but 

anyway it’s not easy ... it’s a confession of humility.”  

“It’s not easy to understand, to accept effectively that it’s legitimate that employees go on a one-day strike or I don’t know what 

compared to a situation that I absolutely do not want, so that’s it, there are … contradictions that emerge in these situations. It 

means that at a time there is stress.” 

Commitment/Sacrif

ice 

“Knowing that beside that [advance funds for the project], yes it was a priority but not necessarily – you’rve got so many strings 

attached, standard of living … and also as important stressors, there was for example the closing down of the business of my 

enterprise, I found myself on social security.”  

“To do all we do for the enterprise, to commit like that providing for family life, providing for children, and most of all 

providing for  oneself, mostly oneself even pleasures, because we don’t experience the pleasure of life anymore … and maybe 

are not paid in return, always hope to be paid but not …” 

“Already at the start we commit at 150%  and we end up not having any social life till the moment where we realize that it’s a 

mistake, because you always have your nose to the grindstone. It doesn’t help progress, you must have moments to breathe.” 

Inequity  “Inequity … is an important source of stress.” 



 

 

Loneliness “At the Prud’homme you are ahead, you are responsible and alone with customers, you are alone and responsible with the banks, 

the same with the administration and you are alone in a penal process.”  

“There is some loneliness. After I feel that it’s like working alone, we learn to with … This loneliness is funny, I don’t think that 

I see it. I feel I’m undergoing it and not seeing it.” 

“It’s also to be alone and to take all the responsibilities, it’s heavy, and work at home, work alone, not much [time for] 

relationships.” 

Isolation “I have had stressful periods, periods that were not easy because when you are a boss, you are isolated, you are alone.” 

Legitimacy “Taking over a family business when the situation was not right following the sudden death of my father, when I was projected 

into the number 1 [job] in the enterprise while I haven’t any legitimacy, it’s a big stressor.” 

Confusion “So, yes confusion … and so confusion maintains stress […] the fact to don’t know what to do maintains the stress.” 

... : silence; [...]: deletion in verbatim, not affecting the meaning. [abc] words added to overcome confusion in part due to translation from French 

*Prud’homme: legal recourse for employees with a grievances
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SUMMARY 

This study built upon previous international research on entrepreneurial motivation, by 

attempting to examine intrinsic and extrinsic motives in different contexts of cultures (Canada, 

Mexico, U.S. Dominant motives were expected to be: 1) Independence; 2) Job security ; 3) 

Monetary gain, and 4) Intrinsic rewards.  

Mexican respondents rated their success lower than their Canadian and U.S. counterparts, and 

were also less satisfied. Particularly important for them were Motivation variables such as 

increasing one’s income, creating one’s job, ensure job security and provide jobs for one’s 

family. Responses from Mexico were more centered on extrinsic motives, while Canadian and 

U.S. respondents had more of a tendency to be primarily driven by intrinsic motives, particularly 

the desire to be independent. While economic survival for them and their family appeared as an 

overarching motive among Mexican business people, intrinsic rewards came out pervasively 

behind the perceptions of success among Canadian and U.S. respondents. 
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INTRODUCTION 

The purpose of this article was to report on two research issues. The first issue was to verify 

empirically in which aspects entrepreneurial motives were similar in Canada, Mexico, and the 

United States of America. The second issue was to verify if the instrument previously developed 

by Benzing, Chu and Kara (2009) would be reliable when used in these three different countries.   

 

The originality of the present research lies in the use of an instrument already proven to have 

worked satisfactorily in Asian countries (Benzing, Chu and Kara, 2009) and in Canada 

(Robichaud, 2011; Robichaud, Cachon, and Haq, 2010). Another original aspect of this research 

is the size of the sample, which includes a total of 1,272 respondents, of which 375 were from 

Canada (the four Atlantic Provinces and Ontario), 278 from Mexico (states of Jalisco and Nuevo 

Leon), and 619 from the U.S.A. (Illinois, Kentucky, and Tennessee). It is particularly noteworthy 

to acknowledge that empirical studies of entrepreneurs are not as abundant in Mexico as they are 

in the U.S. or Canada. As the literature review will show, most of the research relevant to 

entrepreneurial motivation in Latin America is based on macroeconomic data and government 

surveys. 

The data gathering process involved six teams of researchers from the three countries. These 

researchers were involved in a five-year consortium funded by the governments of the three 

NAFTA countries. One objective of the project was to research entrepreneurs identified with 

particular minority situations, such as women, Indigenous peoples, immigrants, and minorities 

specific to some countries such as French Canadians and rural business people. Results regarding 

these groups are expected to be presented separately, as the present report deals only with the 

motives of the general groups. 

As the literature review will indicate, previous research on entrepreneurial motives had identified 

the necessity to investigate in further detail various contexts in which business creation was 

occurring (Carsrud and Brannback, 2011). In terms of motives, the dichotomy between intrinsic 

and extrinsic motives had proven of particular interest in the literature (Robichaud and McGraw, 

2008). 
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The theoretical framework for this research includes six components, of which four are measured 

by the instrument, i.e. the Motives of the entrepreneurs, the Barriers they faced, the Success 

Factors involved, and the Performance Expectations and Evaluations entrepreneurs were 

contemplating. 

 

LITERATURE REVIEW 

The review below starts by examining the fundamental psychological aspects of Motivation as a 

general human behavior research problem. A second section reviews experimental psychology 

and links motivation theories to the literature in organizational behavior, management, and 

entrepreneurship. The third part reviews motivational aspects specific to entrepreneurship. 

Psychological Foundations of Motivation theory 

Psychologists define the study of motivation as the inquiry into human thought and behavior. 

The purpose of motivation research is to identify why people think and act the way they do, 

given a number of external factors that affect them. 

Psychological theory considers motivation as a problem divided into two parts, the first one 

being triggering the activation of behavior, the second one being the direction of behavior. 

Psychologists have recognized that all the complexities related to motives and their interactions 

amongst organisms are not a completely understood phenomenon (Deese, 1967). These 

observations were considered as being particularly true for human motivation. 

Behavior activation involves the satisfaction of biological needs, while cognitive needs direct 

behavior. Behavior activation is described as a response of the cells in the central nervous system 

to either a) internal or external stimuli or, b) to internal central nerve cell activity. Biological 

needs such as hunger also provoke arousal. Such arousal to activity contrasts with a previous 

state of rest. Physiological needs and instincts have been documented by psychologists to 

produce specific responses (Beach, 1948, 1955; Tinbergen 1951; Lorenz, 1966). 

Explaining the activation of behavior was only able to describe its physiological triggers. 

Explaining the direction of behavior, however, is the most complex part as it involves cognitive 
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needs or motives. These motives, which form Motivation as a general construct, derive in part 

from 1) physiological stimuli or variables (genes, hormones, brain and other stimuli) and 2) from 

psychological variables which are dependent from experience and learning. These psychological 

variables are learned and include social learning, cultural learning, expectancies of outcomes, as 

well as negative and positive reinforcers (incentives or disincentives to act in a specific way).  

Zimbardo (1985) summarizes the role of motivation as a set of intervening variables between a 

range of stimuli inputs belonging to the two categories of variables mentioned above 

(physiological and psychological), and a number of possible actions, «response outputs», or 

«behavioral responses».  These behavioral responses include, according to Zimbardo, activity 

within the nervous system, goal-directed or instrumental actions, unrewarded persistence, goal-

reaching actions such as consumption, as well as actions which are displaced, disguised, or 

disruptive. These latter actions can be fantasies and dreams but also accidents, or substitute target 

actions which are performed in replacement of a course of action that may appear more desirable 

but is not perceived as being within reach for whatever reason.  

Psychological theories of motivation have been, for several decades, tested by experimental 

psychologists. The concepts used as components of these theories have been operationalized into 

laboratory experiments using animals. Results obtained so far from these experiments are 

showing the complexity of the decisions relative to motives and expected outcomes from actions. 

Experimental Psychology and Applied Aspects of Motivation 

Experimental psychologists have always been testing their theories on laboratory animals such as 

rats. In doing so, they have successfully demonstrated that actions (often also labeled as 

«behavioral responses», Bartoshuk, 1971) are a function of a degree of deprivation. For example, 

studies were conducted on water deprived rats (Stellar and Hill, 1952, Collier, 1964), as well as 

food deprived rodents (Miller, 1956, 1957) and pigeons (Megibow and Zeigler, 1968). 

Conclusions from this body of research were that, on an experimental basis, each deprivation 

procedure was resulting in a unique type of action. While the degree or the intensity of the 

response to the stimuli varied, researchers did conclude that deprivation was a powerful trigger 

for action. Recent research related to food deprivation is showing that complex brain processes 

are involved among rodents such as rats and mice, where, for example, animals decide whether 
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they are satisfied with a «good enough», rather than a «perfect» outcome (Kay, Beshel, Martin, 

2006). In other words, scientists had previously worked with the assumption that rodents aimed 

at perfect accuracy when identifying a potential food source’s odor.  A study by Rinberg, 

Koulakov and Gelperin (2006) found that laboratory mice allowed to decide how long they 

would sample an odor chose to reduce the duration to the lapse of time sufficient to make what 

was labeled as a “good enough” decision, i.e. a reward level corresponding to a lesser amount of 

effort. 

In conclusion, it appears that Experimental Psychology has empirically verified two important 

aspects of motivation, one being the importance of deprivation as a cause for action, the other 

being that action, or behavioral response, is not a simple reaction to a stimulus or its absence, but 

rather the result of a decision-making process relative to the nature and the extent of the desired 

outcome.  

General Theories of Motivation 

During the twentieth century, a number of theories of motivation were developed by 

psychologists to explain human behavior in general. When researchers tried to explain managers 

and employees behavior at work, they resorted to several of these theories, in particular the 

following: A need hierarchy by Maslow (1943), Herzberg’s (1968) two-factor model, as well as 

McClelland’s theory of the needs for achievement (NAch), affiliation, and power (1961, 1962, 

1965, 1968, 1969, 1986),  Skinner’s positive reinforcement theory (1953, 1976), and expectancy 

models related to goal attainment (Vroom 1964, Porter and Lawler, 1968; Campbell et al., 1970). 

Not surprisingly, researchers in entrepreneurship rapidly adopted these theories as potential 

explanations for an individual’s choice to become self-employed. In an extensive review of the 

literature on organizational behavior as it applies to entrepreneurial behavior, Gartner, Bird, and 

Starr (1992) found that the different categories of motivation theories used to describe 

organizational behavior came far from addressing the variety of motivational situations involved 

in the creation of organizations (p. 25). Since then, empirical research on entrepreneurial motives 

has led to a number of converging conclusions. 
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Motives Specific to Entrepreneurs 

Young (1983) and several others (Begley and Tan, 2001) concluded empirical studies of 

entrepreneurs in various countries across the world with similar conclusions. According to them, 

people went into self employment for motives which were the result of an interaction with their 

environment (Feeser & Dugan, 1989; Scott and Anderson, 1992) and related to personal or 

economic outcomes (Freytag and Thurik, 2007).  

Interactions leading to entrepreneurship are social ones, generally revolving around family and 

work, both often being intertwined: this is the case when the workplace is also a family dwelling 

or family-owned business, as found in over half of work settings according to a wide array of 

studies (Stewart, 2003). Strictly work-related social interactions lead to outcomes such as job 

satisfaction which, not differently from family workplaces, yield both personal and economic 

outcomes. 

Personal outcomes have been labeled as self-oriented goals, humane (Freytag and Thurik, 2007), 

or intrinsic goals. They include the desire to achieve autonomy by taking control of one’s life, an 

increased sentiment of making personal choices for oneself, and a mix of psychological rewards 

related to personal satisfaction, personal improvement and growth, doing something you enjoy, 

or proving yourself to others. Working along with siblings and family members also are 

expressions of desires driven by the entrepreneur’s work and family environment. Related to this 

latter intrinsic goal are altruistic goals such as providing jobs for their family, as well as securing 

as much as possible the long-term existence of employment for its members, for example by 

transmitting the business to them after retirement or securing the longevity of the business. 

Altruistic motives may also be directed towards non-family members when entrepreneurs decide 

to pass on the firm to associates and employees. Family business statistics have shown an 

attrition rate of about fifty percent for each generation, therefore creating a vast amount of family 

businesses that either disappear or become owned by non-family members. 

Economic outcomes have been described as external, performance, or extrinsic goals. They 

comprise various levels of monetary rewards. The most basic one is improving one’s income or 

personal gain, often where someone becomes self-employed as the result of a social situation of 

necessity such as losing employment or having a divorce. At a higher level, obtaining some form 
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of economic security in the longer term is a natural extension of the first level similar to the 

security need in Maslow’s hierarchy. To pursue the analogy, maintaining a level of income that 

keeps the entrepreneur from being dependent upon a boss leads to the need for independence or 

personal freedom. In the entrepreneurial situation, this latter motive is directly related to a 

successful outcome for the business itself, which is growing a business and making it more 

profitable.  

Table 1 summarizes both categories of entrepreneurial motives by presenting them according to 

three stages. The first stage, or basic stage, is related to the motivation of the entrepreneur at the 

time where the business was created. The second stage, or secure stage, describes the motives in 

a longer term, i.e. the desire to maintain or secure the durability of the successful outcome 

achieved by going into business. The perennial stage aims at ensuring the viability of the 

business beyond the entrepreneur’s desired working life span, or after retirement. 

Table 1 – Entrepreneurial Motives Literature: Levels by Category - Intrinsic vs. Extrinsic 

 

Level of motive 

 

Intrinsic 

 

Extrinsic 

 

Basic – immediate stage 

 

Take control of one’s life, do 

something you enjoy, and 

prove yourself to others 

(obtain social status desired) 

 

 

Improve or secure income  

 

Secure business ownership 

 

Secure stage 

 

Provide for yourself and 

(when perceived as necessary) 

for your family in the longer 

term 

 

 

Secure long term cash flows 

 

Secure long term business 

viability 

 

 

Perennial stage 

 

 

Pass the business on to others 

(may be family or not) 

 

 

Business growth and profits 

Equity building 
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Comparing Motivational Differences Between Countries 

General Notions 

Engelen, Heinemann and Brettel (2009) have reviewed an extensive body of research on cross-

cultural entrepreneurship. Similarly, Begley and Tan (2001), as well as Freytag and Turik (2007) 

have compared the environments and determining factors of venture creation in different country 

settings. The common characteristic of this body of research is that it focuses on a macro-

economic orientation. This perspective has indeed confirmed that business creation was a major 

contributor to job creation, to economic growth (more specifically by high-growth firms), and 

that it could effectively be encouraged via specific policy measures. However, as Hessels, van 

Gelderen and Turik (2008) noted, these are not the reasons business people invoke for starting a 

company. In that respect, the macro approach does not address the micro issue of why people 

engage into self-employment as individuals, whether they start a venture alone or as part of a 

team. As observed earlier, entrepreneurial motives are the result of individual psychological 

processes. In that respect, authors have often cited attitude models such as Ajzen and Fishbein’s 

(1980), as explanatory of people’s intentions (Krueger and Carsrud, 1993).  

A number of studies conducted since the turn of the century have tried to compare 

entrepreneurial motives across various countries and cultures. Results showed that extrinsic 

economic motives played a major role for becoming self-employed. In Nigeria, Kenya, and 

Ghana (Benzing, Chu, 2009; Chu, Benzing and McGee, 2007), the necessity to increase the 

family income was the dominant motivation observed despite ethnic and cultural differences. In 

a communist country in transition such as Vietnam, Benzing, Chu and Callanan (2005) found 

entrepreneurs motivated by the need to secure a safer income in the northern region of Hanoi, 

while those in the more prosperous southern region of Ho Chi Minh City were more likely to 

pursue personal needs related to achievement and business growth.  

Studies within countries or regions in transition from communism such as the former Soviet 

Union and Eastern Europe, as well as some limited areas of China, have shown the importance of 

the past and present context (Roberts and Zhou, 2000). In particular, past business experience 

within a given society was suggested to play an important role in the success of post-transition 

businesses, on a macro level. On a micro level, social networks, previous management 
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experience and informal connections were cited by several researchers as an important set of 

factors (Kusnezova, 1999; Ledeneva, 1998; Yan and Manolova, 1998), while traditional intrinsic 

and extrinsic motives were cited across various former communist countries (Smallbone and 

Welter, 2001; Smallbone et al. 1996, 1999). 

Latin America 

Other countries have been studied where entrepreneurship was seen as the only available option 

for one’s survival, such as the Philippines (Chu, Leach, and Manuel, 1998), as well as Nicaragua 

during economic downturns (Pisani and Pagan, 2004). Latin American countries have been cited 

for entrepreneurial activities both in the formal and informal economic sectors (Pisani and 

Patrick, 2002; Portes and Schauffler, 1993). In Latin America, the informal sector is often 

labeled as involving low labor standards and poor working conditions (Galli and Kucera, 2004). 

As compared to industrialized countries, where on average 10.5% of the population was involved 

in a formal business in 2008, the proportion in Latin America was 7.7% (Klapper, Amit, and 

Guillen, 2010). Data regarding the informal sector were much higher in Latin America: Galli and 

Kucera (2004) reported that informal employment among fourteen Latin American countries 

increased from 51.8% to 57.7% from 1990 to 1997, while Fajnzylber, Maloney, and Montes-

Rojas (2009) considered 50% as the average proportion of micro businesses across Latin 

America. 

There is no universal definition of the informal sector (Maloney, 2004). In the Latin American 

context, the informal sector is generally defined as comprising primarily the self-employed (or 

single person firms, often family businesses) and microenterprises (also labeled as micro firms or 

micro businesses with five or fewer workers).  Both types of firms are being used as proxy 

measures of the informal sector (Fiess et al., 2010). A typical feature associated with work in the 

informal sector is the absence of social and labor protection; hence the dualistic view of a labor 

market divided into two homogeneous blocs, the formal sector and the informal. In this 

perspective, the informal sector is described as stagnant, unproductive and undesirable 

(Fajnzylber, Maloney and Rojas, 2006), and pervasive across developing countries as well as 

industrialized ones. For example, sociologists have described self-employed ethnic minorities 

comprising individuals with insufficient skill sets (illiteracy, lack of numeracy, computer use, 

and planning skills) and long term unemployment (Li and Dong, 2007; Carrasco, 1999). To the 
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opposite, de Soto (1989) argued that efficient and profitable informal sector businesses were 

being established to flee from over regulations. In his view, this phenomenon represented a surge 

of real market forces in Latin America, where governments were described as allowing only 

privileged elites to partake into the economy under the guise of markets regulation. 

A growing body of research based upon empirical findings by Fields (1990) confirmed at least in 

part de Soto’s theory: a somewhat more complex informal sector was uncovered, composed of 

several differing segments, where most business actors were there voluntarily, particularly 

during expansion periods of the economy within urban settings (Perry et al., 2007; Fajnzylber, 

Maloney, and Rojas, 2006; Maloney, 2004 and 1999). Studying four Latin American countries 

(Argentina, Brazil, Colombia, and Mexico), Fiess and al. (2010) did confirm an expansion of 

informal business activity during recessions. They also found that a large part of the informal 

sector had developed due to increased external market demand and internal productivity within 

the informal sector itself. Comparing the formal and informal sectors in Brazil, Mexico, and 

South Africa, Bargain and Kwenda (2010) found the upper-tier self-employed earnings from the 

informal sector significantly higher than those obtained by formal sector workers. However, at 

the lower end, informal sector earnings were significantly below those from the formal sector. 

Motivational Similarities and Differences Between the Three NAFTA Countries 

Cultural Aspects 

While there is an absence of literature on the specific topic of comparing entrepreneurial motives 

across the three NAFTA countries, there is evidence of the presence of two dominant cultures 

among these countries. In the case of Canada and the United States, the dominant culture is what 

can be labeled as the North American culture, while, for Mexico, the dominant culture is the 

Latino-American one, which is common to all continental countries situated south of the Rio 

Grande. These three countries share in common the fact that they also harbor a variety of 

minority cultures associated with over a hundred Indigenous peoples, as well as over a hundred 

and fifty minorities resulting from waves of immigration since European contact in 1492. 

Despite descriptions of these societies as «multicultural» or as «ethnic mosaics», the reality is 

that the dominant culture is imposing its modes of thinking and behaving upon society in each 

country (Guerra, 2005). 
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Mitchell et al. (2000) observed that, while the context of entrepreneurship varies from one 

country to another, researchers keep finding similarities in the decision making process leading 

to business creation. In terms of context, Eversole (2003) observes that poverty is a strong 

motive for people to become self-employed in Latin America. Several researchers such as 

anthropologists studying peasants have made a distinction between self-employed peasants in 

rural cities and villages and urban business owners: while the former are viewed as motivated by 

subsistence (Cook and Binford, 1990; Wolf, 1966), the latter pursue the maximization of their 

profits, and urban small business owners act as entrepreneurs reinvesting profits (Buechler and 

Buechler, 1992). In terms of ultimate objectives whether entrepreneurs pursue a growth in their 

business as opposed to just provide for themselves and their family, Eversole (2003) concludes 

that such a question may be irrelevant due to the constraints micro entrepreneurs are facing.  

Comparisons Between the U.S. and Latin America 

Zimmerman and Chu (2009) have found many similarities between entrepreneurs in Venezuela 

and the U.S., including gender proportions, age distribution and average longevity of the firm, as 

well as differences such as the level of education and a lesser important desire for independence 

among Venezuelan entrepreneurs. Zimmerman and Chu (2010) also reported that both intrinsic 

and extrinsic factors came as strong motivators among Venezuelan entrepreneurs. However, 

these results were based only upon differences between mean scores. Comparisons between 

Mexico and the U.S. were reported by Fajnzylber, Maloney and Montes-Rojas (2006) for 

microenterprises and their patterns of entry, survival and growth. Variables such as age, 

education and marital status were significantly similarly distributed and the dynamics of the 

businesses were the same in both countries. Fairlie and Woodruff (2007) obtained the same 

results, where education was negatively correlated to being self-employed, but positively 

correlated to being an employer. In other words, in both countries people with a higher education 

tend to create businesses that are larger and beyond the mere level of self-employment. 

Moreover, self-employment was viewed very positively in Mexico, even among salaried 

workers, particularly those with a high education level. Maloney (2004) concluded that, in 

general terms, the patterns of entry and exit to and from microenterprise were similar between 

Mexico and the U.S. 
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Entrepreneurship and Small Business in Mexico 

There is an abundant recent literature about entrepreneurship and small business in Mexico. 

Fairlie and Woodruff (2007) describe the country as highly entrepreneurial, with 25% of the 

workforce being a “self-employed business owner” (see also Reynolds et al., 2002). Not 

surprisingly, issues observed across Latin America were also present in this country. The poverty 

phenomenon is, however, unequally distributed across regions and economic sectors. McKinley 

and Alarcon (1995) reported a wider prevalence of poverty in the states of Oaxaca, Chiapas and 

Guerrero, in rural areas as opposed to urban, and among agricultural workers and small farmers 

or “campesinos”. While the agricultural sector contributed 53.4% of the poverty headcount ratio 

(HCR) for Mexico, in manufacturing, industrial workers contributed to 5.1%, while self-

employed workers contributed to only 1.9%. In services, street vendors and domestic workers 

were the occupations ranked as the poorest by McKinley and Alarcon. A more recent study by 

Popli (2010) concurred to these conclusions, stressing that self-employed unskilled workers have 

seen their situation deteriorate further after 1994. 

As elsewhere in Latin America, where unemployment protection does not exist, self-employment 

in Mexico often happens as a result of an increase in forced unemployment (Galli and Kucera, 

2008; Alarcon and Zepeda, 2004), particularly in rural areas. Using data from Hernandez and 

Velasquez (2002), Alarcon and Zepeda (2004) reported an increase from 38.4% to 39.2% per 

cent of the informal (i.e. unskilled self-employed) labor force in the country between 1990 and 

2000, a period marked by deteriorating employment conditions. Klapper, Amit, and Guillen 

(2010) added to the aforementioned (see preceding section) definition of the informal sector that 

it represented a “shadow economy”. In it, firms can stay small and informal, while evading high 

marginal tax rates, registration and regulations compliance, but also renouncing the benefits 

provided to the formal sector: judicial protection, access to formal credit, to government 

programs, to foreign markets and other elements of the environment likely to help growing the 

firm. 

The Motives of Mexican Entrepreneurs 

In terms of entrepreneurial motives, Cunningham and Maloney (2001) found that a large 

majority of entrepreneurs in Mexico were voluntarily in business for two main reasons, one 
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intrinsic (the desire for greater independence), the other extrinsic (seeking higher income). Only 

a “small minority” were found to be older workers who could not be hired again once they had 

suffered a job loss for various reasons. More recently, a study by Kantis, Ishida and Komori 

(2002) which included 700 business people from Mexico, (as well as Argentina, Brazil and Peru) 

found the following: extrinsic motives cited by more than 50% of the respondents were 

contributing to society (57.7%), and improving one’s income, while the intrinsic motives most 

cited were self-actualization (89%) and being one’s own boss (Mexico had the highest 

proportion for that motive at 80.5 per cent). The Mexican samples were gathered mainly within 

the two largest urban centers of Mexico City and Guadalajara. Other motives reported (all by less 

than 35% of the sample) were as follows: to become wealthy, to achieve social status, to become 

a role model (in the media, among friends, within the city or within the family), to follow a 

family tradition, because of an impossibility to pursue a higher education, and because of being 

unemployed. Samaniego (1998) found motivational differences between self-employed people 

with employees and own-account workers. Individuals who created businesses as employers 

cited insufficient remuneration as their motive in the highest proportion (40%). The second 

motive was mentioned by 25% and included business closure, end of contract, dismissal or 

pension. A third category of motives mentioned were more intrinsic: seeking flexibility, not 

being subordinated, shorter work hours, being with family. For those who started a business as a 

sole proprietor and worker, one third reported involuntary reasons such as job termination, but 

extrinsic factors such as insufficient income still represented 25% of the responses, followed by 

intrinsic factors. Both the Kantis et al. (2002) and the Samaniego (1998) studies reported higher 

than average levels of business owners aged above 30, married, male and with a higher 

education, similarly to the comparisons mentioned earlier between Mexico and the U.S. 

 

THEORETICAL FRAMEWORK 

Figure one summarizes the theoretical framework used for this study, which is largely based 

upon the one developed in Robichaud, Cachon, and Haq (2010). It includes six components, of 

which four have been measured empirically, both previously and within this study.  
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Two of the components were not measured directly but were inferred from various models in the 

literature (Ucbasaran, Westhead, Wright, 2001): they are the Business Characteristics specific to 

each firm, while the Individual and Cultural/Environment Characteristics are specific to people 

involved with that firm in all the dimensions of their social context.  

The four components measured in this study are Motivations, Success Factors, Barriers, and 

Performance. These four sets of factors are consistently reported as being closely related as they 

form important components of the entrepreneurial process. While some models view Motivations 

as separate in time from the entrepreneurial process, or “antecedents” (Ucbasaran, Westhead, 

Wright, 2001), there is evidence that Motivations are related to how entrepreneurs view the 

performance of their business, in particular what type of outcome they expect on an on-going 

basis. Several studies have linked motives to business performance in a significant way, 

particularly in the case of extrinsic motives as opposed to intrinsic ones (Morris et al., 2006; 

Kuratko, Hornsby and Naffziger, 1997; Naffziger, Hornsby and Kuratko, 1994).  

The framework presented in this study does not attempt to presuppose what is the level of 

contribution of each component to business performance. The framework only postulates that it 

is possible to measure Motivations, Success Factors, and Barriers as contributors or in relation to 

Performance expectations and subjective evaluations of success. 
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Figure 1.  

Theoretical Framework: Motivations, Success Factors, and Barriers to Entrepreneurship 

 

 

 

        

 

 

 

 

 

 

 

 

 

HYPOTHESES 

The first research question was about the similarity of motives among business people in the 

three countries. The literature review led to the following hypotheses about Entrepreneurial 

Motives. 

The first hypothesis is that both intrinsic and extrinsic motives will be displayed by entrepreneurs 

in the three countries. 

The second hypothesis is that entrepreneurs in Canada and the U.S. will display more similar 

motives than entrepreneurs in Mexico. 

The third hypothesis is that there is a relation between the performance expectations considered 

as important by entrepreneurs and their motives in the three countries. 
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The second research question was about the reliability of the instrument itself across the three 

countries. As a consequence, a reliability analysis was be used to verify it. Both the Motivation 

and Performance Expectations scales were tested for reliability, which results are reported below. 

 

METHOD 

Instrument 

The instrument is based upon former research by Benzing, Chu and Kara (2009), Robichaud, 

Cachon and Haq (2010), and Robichaud (2011). It was tested after having been translated into 

Spanish (the English and French language versions had already been used and tested). The 

Motivation scale was modified for the purpose of the present study by the deletion of one item 

from the twelve-item scale used for Robichaud, Cachon and Haq (2010) – “To be able to use my 

past experience and training”, and by the addition of seven items from Robichaud (2011) aiming 

at better measuring other facets of both extrinsic, intrinsic and other motives, bringing the total 

number of items to eighteen. New extrinsic items were “To acquire a comfortable living”, “To 

build up equity for retirement”, “To maximize business growth”, “To create my own job”, and 

“To increase sales and profits”. One item was related to the need for independence: “To make 

my own decisions”, while “To meet the challenge” was related to intrinsic needs. These 

statements were based upon a literature review and validated with qualitative interviews by 

Robichaud (2011). 

The motivation scale of the instrument could be considered as statistically reliable in terms of 

internal consistency. The Cronbach Alpha coefficient was .895 and the Guttman Split-Half 

coefficient was .823. The Motivation scale comprised eighteen variables measured with a five-

point Likert scale. An answer of 5 would rate the variable as “extremely important”, 4 as “very 

important”, 3 as “mildly important”, 2 as “not very important”, 1 as “unimportant”.  The extent 

to which expected performance outcomes were rated by respondents were measured by six 

variables rated with the same five-point Likert scale described above. These variables are listed 

in the results section below.  
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Business performance evaluations and expectations were measured with two sets of questions 

using a five-point Likert scale. Two questions were on Performance Evaluations in general, 

asking respondents to subjectively rate the level of success of their business (“Unsuccessful”, 

“Below Average”, “Average”, “Very Successful”, or “Extremely Successful”) and to what extent 

they were satisfied with their business success (“Very dissatisfied”, “Dissatisfied”, “Somewhat 

Dissatisfied”, “Very Satisfied”, or “Extremely Satisfied”). Another six questions (also developed 

and validated by Robichaud, 2011) asked about the Expected Performance criteria preferred by 

respondents, using the same ratings as the Motivation scale described above. Four of the criteria 

were intended to be reflective of intrinsic motives (personal satisfaction, achieving a work-

family balance, reaching goals, and recognition), the other two, Financial returns and Money 

drawn from the business, resulted from extrinsic motives. The Expected Performance items 

formed a scale of six statements which had a Cronbach Alpha coefficient of .72, which 

represents an acceptable level of reliability. 

Samples Selection and Interviews 

The total number of 1,272 respondents was obtained as follows. In Canada, business lists were 

obtained from InfoCanada, 3,000 for the Atlantic provinces and 3,000 for Ontario, where 1,002 

and 2,544 were contacted by telephone respectively to secure interview participation: 154 agreed 

to participate in the Atlantic (15.4%), and 221, or 8.4%, agreed to participate in Ontario, for a 

Canadian total of 375 respondents. Data were collected in May-June 2010 via the Internet in the 

Atlantic, with «SurveyMonkey», and by telephone in Ontario. 

In the U.S., 3,530 businesses were contacted in Western Kentucky and the Northern Nashville 

area of Tennessee, of which 395 participated (11%) in the mail and web survey administered in 

July-August 2010. Business lists were provided by Chambers of Commerce and local Small 

Business Development Centers. 2,000 Illinois businesses located outside the Chicago metro area 

were contacted via a Dun and Bradstreet source, with 224 questionnaires completed (11.2%) by 

mail in the summer 2010. The total number of U.S. respondents was 619. 

In Mexico, businesses were visited in person and listings obtained from the local Chambers of 

Commerce. 278 respondents participated from Mexico: There were 78 respondents in the 

Guadalajara (state of Jalisco) city area, and 200 in the Monterrey (state of Nuevo Leon) area. 
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Guadalajara had a population of approximately 4.5 million and Monterrey 3.8 million when the 

interviews were conducted in 2010 and 2011.  

Data Analyses 

Data were first coded at each of the six participating institutions then sent to Western Kentucky 

University for integration, formatting, and final verification. For the purpose of this article, data 

were analyzed using the SPSS package. 

RESULTS 

Characteristics by Country 

Table 1 shows the distribution of respondents by personal and business characteristics for each 

country.  In the three countries, a majority of the respondents had completed a formal higher 

education, a result consistent with previous research. Age distributions show a higher proportion 

of younger entrepreneurs in Mexico. In terms of business creation, most of the respondents had 

started their business, with a higher proportion in Mexico: this might explain the lower 

experience average among Mexican businesses (10 years as compared to 14 years in Canada and 

20 years in the U.S.). The higher proportion of young entrepreneurs in Mexico explains why the 

average number of years of previous business experience is lower there. Mexican businesses also 

were more concentrated in large urban areas (Guadalajara and Monterrey). A final question 

asked respondents was: “In your opinion, what percentage of your sector’s activity is done 

“underground” or not reported (for income tax purposes for example)”. Table 2 shows that more 

than half of the Mexican respondents reported some level of underground activity in their sector, 

more than double the proportions in the two other countries. 
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Table 2 – Characteristics by Country 

 
Canada U. S. A. Mexico 

Total 

sample 

Gender: female 

               male 

 147     40.1% 

 220     59.9 

118     20.8% 

450     79.2 

  84     30.4% 

192     69.6 

349    28.8% 

862    71.2% 

Education: 

High school not 

completed 

High school diploma 

 

College/university degree  

 

   33       9% 

 

 119     32% 

 

 219     59% 

 

 

    8       1.4% 

 

155     27.4% 

 

403     71.2% 

 

 27      9.8% 

 

 49    17.8% 

 

199   72.4% 

 

  68     5.6% 

 

323    26.7% 

 

821    67.7% 

 

Age:  20-29 

 

          30-39 

 

          40-49 

 

          50-59 

 

          60 and over 

 

 

    4        1.1% 

 

  44      12.0 

 

135      36.7 

 

126      34.2 

 

 59       16.0 

 

    8       1.4% 

 

  46       8.1 

 

104     18.3 

 

217     38.2 

 

193     34.0 

 

   60   22.6% 

 

   51   19.2 

 

   84   31.7 

 

   54   20.4 

 

   16     6.0 

 

  72      6.0% 

 

 141    11.7 

 

 323    26.9 

 

 397    33.1 

 

 268    22.3 

 

City size: under 25,000 

 

         25,000 to 99,999 

 

         Over 100,000 

 

 

121     32.8% 

 

  86     23.3 

 

162     43.9% 

 

 222     39.8% 

 

 260     46.5 

 

   76     13.7 

 

   15       6.1% 

 

   23       9.4 

 

 208     84.5 

 

 358   30.6% 

 

 369   31.5 

 

 446   38.0 

Business creation: 

Respondent 

Acquisition 

Inheritance 

Franchise 

Other 

 

Proportion who started for 

economic necessity 

 

 261    69.6% 

   86    22.9 

   16      4.3 

   12      3.2 

 

 

   68     18.3% 

 

373     65.3% 

125     21.9 

  36       6.3 

  17       3.0 

  20       3.5 

 

 167    29.4% 

 

229     82.7% 

  27       9.7 

  10       3.6 

  11       4.0 

 

 

 128     34.6% 

 

863   70.6% 

238   19.5 

  62     5.1 

  40     3.3 

  20     1.6 

 

 363   29.9% 

 

Years in business 

Prior management 

experience 

Prior experience in sector 

 

 

 14.2 years 

 

   6.9 years 

 12.7 years 

 

  19.9 years 

 

    6.7 years 

    7.6 years 

 

  10.0 years 

 

    5.6 years 

    6.3 years 

 

15.9 years 

 

  6.5 years 

  8.9 years 
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Sector:  

Retail 

Wholesale 

Other Services 

Manufacturing 

Construction 

 

 

  

 104    27.7% 

   15      4.0 

 195    52.0 

   38    10.1 

   23      6.1 

 

  

 111    19.9% 

   27      4.8 

 308    55.2 

   56    10.0 

   56    10.0 

    

 

    

   59     21.2% 

   71     25.5 

 114     41.0 

   21       7.6 

   13       4.7 

 

  

 274   22.6% 

 113     9.3 

 617   51.0 

 115     9.5 

   92     7.6 

    

 

Proportion of unreported 

or underground activity in 

your sector: 

1 percent to 9% 

10-19% 

20-49% 

50% and over 

Total 

 

Total responding 

 

 

 

 

  29    10.0% 

  18      6.2 

  19      6.4 

    6      2.0 

  72     24.6 

 

291   100.0 

 

 

 

 

 

   49    10.1% 

   37      7.6 

   33      6.8 

   10      2.0 

 129    26.5 

  

483  100.0 

 

 

 

 

   17     7.1% 

   33   13.9 

   46   19.3 

   42   17.7 

 138   58.0 

 

238  100.0 

 

 

 

 

 

 

 

 

  339  33.5% 

 

1012  100% 

 

Motivation Scale 

Table 3 presents mean scores by each of the eighteen items of the scale by country. Four 

motivational variables showed no significant mean difference across the three North American 

countries: “To meet the challenge”, “To increase sales and profits”, “For my own satisfaction”, 

and “To maintain my personal freedom”. It is notable that three of these variables represent 

intrinsic motives, while increasing sales and profits is an extrinsic one.  

In terms of differences between countries, scores obtained in Mexico significantly differed from 

those obtained in both Canada and the U.S. only with four variables. In three cases, Mexican 

scores were lower: “Making my own decisions”, “Build up equity for retirement”, and “To have 

fun”, while in one case the mean score was higher: “Build a business to pass on”. There were ten 

variables where scores in Mexico were significantly different from those in one of the other 

countries, four in the case of Canada, eight as compared to the U.S. 
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Table 3 – Motivation scale means and standard deviations by country 

Motivation variables Canada 

Mean    Std. D. 

U.S.A. 

Mean    Std. D. 

Mexico 

Mean    Std. D. 

 

Make my own decisions 

Acquire a comfortable living 

Build up equity for retirement 

Maximize business growth 

Meet the challenge 

Prove I can succeed 

Create my own job 

Increase sales and profits 

Be my own boss 

Increase my income 

Gain public recognition 

Provide jobs for family 

For my own satisfaction 

To always have job security 

Build a business to pass on 

Maintain my personal freedom 

Be closer to my family 

Have fun 

 

Number of respondents 

 

 

 

 

 

4.46    .793 

4.33    .800 

4.09  1.067 

3.87  1.061 

4.01    .980 

4.06  1.043 

4.37    .955 

4.07  1.026 

4.42    .885 

4.15  1.016 

3.20  1.282 

2.99  1.437 

4.07    .981 

3.96  1.139 

3.04  1.463 

4.07  1.057 

3.58  1.331 

3.71  1.295 

 

364 

 

4.30    .780 

4.11    .771 

3.99    .963 

3.73    .964 

3.96    .922 

3.79  1.084 

3.89  1.027 

3.95    .918 

4.19    .895 

4.06    .842 

2.57  1.097 

2.46  1.233 

4.06    .860 

3.61  1.135 

2.89  1.262 

4.09    .934 

3.40  1.207 

3.51  1.173 

 

527 

 

4.01  1.067 

3.95  1.001 

3.35  1.246 

4.07  1.045 

3.90  1.105 

3.77  1.212 

4.14  1.077 

4.16    .932 

4.07  1.126 

4.33    .881 

2.98  1.274 

3.23  1.234 

4.25    .959 

4.07  1.019 

3.50  1.236 

3.93  1.116 

3.75  1.284 

2.76  1.416 

 

261 

Mexico: Bolded means represent a significant difference with both Canada and the U.S.; underlined means represent 

a significant difference with Canada only; italicized means represent a significant difference with the U.S. only. 

Canada and U.S.: Bolded and italicized means represent a significant difference between these two countries only. 

Significance levels are all at p<.001 (t-tests for equality of means, 2-tailed). 

 

Motivations – Factor Analyses 

General Comments 

Results from the factor analyses for each country appear on tables 4 to 6. Four factors were 

extracted for each of the three countries. The tables below present results obtained via the 

principal components analysis method (PCA). Factor loadings considered as strong enough to be 

included in a factor were those equal to .5 or more. As this method has been contested for not 

being a “true” method of factor analysis (Costello and Osborne, 2005), computations were 
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processed with one of the widely accepted FA methods. Results were confirmed with the 

maximum likelihood (ML) procedure, a classical factor analysis method (Nie et al., 1975).  

While Costello and Osborne (2005) suggest a threshold of .3 for acceptable loadings, a level of 

.4 was used here. Results for Canada identified the same variables as components of the four 

factors. The U.S. data also resulted in identical component variables except for one, 

“Recognition”, which had a loading of .356 after the ML procedure, as compared to a loading of 

.491 under the PCA method. This suggested that it could either be kept under less stringent 

threshold assumptions, or be rejected, at least for the time being. The same set of variables was 

extracted for Factor 1 within the data from Mexico. Factor 2 retained three of the PCA variables 

and excluded  two (“Be closer to my family” .391 loading; “Have fun” .299 loading); Factor 3 

included the four variables found in the PCA solution, as well as Factor 4, with the addition of 

the “Be closer to my family” variable (.468 loading). 

Given the existence of previous research using the same scales, it was relatively easy to label the 

factors obtained. The four factors were labeled as follows: The Extrinsic/Income Factor 

represented the set of motivational variables associated with monetary gain, either business or 

personal. The Intrinsic Motives Factor included cognitive variables related to personal 

motivators. The Independence Factor was made of variables associated with the need for 

ownership and internal control. Finally, the Family/Security Factor addressed the basic needs 

related to providing for oneself and one’s entourage. 

Comparison Between the Three Countries 

Among the Canadian respondents, the first factor, which explained almost 44% of the total 

variance, was the Family/Security Factor, while the Extrinsic/Income Factor came in second 

place, and explained only 7.6% of the variance. The two other factors explained respectively 

7.3% for Independence, and 6.9% of the variance for Intrinsic Motives. Factors 1 and 4 included 

four variables each, while five variables formed Factors 2 and 3, all loadings being above .5. 

These groupings confirm those obtained by previous research (Robichaud, McGraw and Roger, 

2001; Kuratko, Hornsby and Naffzinger, 1997), except for the prevalence of the Family/Security 

factor. 
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One variable, “To always have job security” failed to meet the threshold of a .5 level of loading 

in both the cases of the U.S. (.442) and Mexico (.440); moreover, the variable was crossloading 

at low levels of .26 to .44 over three factors in both country groupings. In the U.S., two other 

variables had lower loadings than expected, “Gain public recognition” (.491 and not 

crossloaded), and “Have fun” (.464 but crossloaded over two other factors at .23 and .33). In 

Mexico, “Create my own job” was crossloaded on three factors, with a highest loading of .478 

on Factor 1, .469 on Factor 2, and .321 on Factor 3. As a result, the U.S. data comprised 15 

variables included in the factors, while the Mexican data had 16, as compared to 18 in Canada.  

In the U.S. and Mexico the first factor was the Extrinsic/Income one, with almost 34% of the 

total variance explained in the U.S., and 32% in Mexico. While both countries included the same 

four variables in this factor (“Acquire a comfortable living”, “Increase my income”, “Maximize 

business growth”, and “Increase sales and profits”), results from the U.S. also included “Build up 

equity for retirement” as part of this factor, as did the Canadian groups.  

Independence was the second factor in the U.S. (9.97% of total variance, four variables) and in 

Mexico (9.49% of total variance, five variables), but the mix of variables was slightly different 

between the two countries. The three variables with the strongest factor loadings were the same 

for both countries: “Maintain my personal freedom”, “Make my own decisions”, and “Be my 

own boss”. In the U.S., a fourth variable which loaded on this factor was “Create my own job”; 

in Mexico, a fourth variable was “Be closer to my family”, plus a fifth one, “Have fun”.  

When a first factor analysis eliminates variables from a model due to lower than expected 

loadings, it is customary to attempt another analysis with only the remaining variables in order to 

find out which loadings are remaining the same and which ones may have shifted between 

factors, particularly where there are crossloaded variables. As a result, new principal component 

analyses were performed with the remaining fifteen variables with the U.S., and sixteen variables 

with Mexico. The U.S. data revealed the same factors as previously extracted, as well as the 

same variables, but with slightly higher loadings for the strongest variables in each factor: for 

example, loadings for “Acquire a comfortable living” increased from.795 to .803, and from .816 

to .833 for “Be my own boss”, in Factors 1 and 2 respectively. The explained variance levels had 

also increased; up to 35.19%, 11.80%, 10.43%, and 8.70% respectively for Factors 1 to 4 (total 

up to 66.12% from 60.7%). 
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For Mexico, a new principal component analysis also showed the same variables loading on the 

same factors, but with one difference as compared with the previous analysis: Factors 2 and 3 

now appeared in the reverse order, the Intrinsic factor being now in second position, while the 

Independence factor was in second position. The explanation for the shift is that a factor’s 

importance is represented by the total variance it accounts for in the data (Nie et al., p. 477): in 

the case of Mexico, the variance explained by the Independence factor increased from 9.49% in 

the previous model to 9.53% in the new model. However, the Intrinsic factor increased its 

proportion of explained variance from 8.95% to 10.81%. As the proportion of the variance 

explained by a given factor results from dividing its eigenvalue by the number of variables, it is 

noticeable here that it is the eigenvalues of both factors that shifted, from 1.611 to 1.729 for the 

Intrinsic factor, and from 1.709 to 1.524 for the Independence factor.  
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Table 4 – Motivations Factor Analysis for Canada 

Variables Factor 1 
Family/Security 

Factor 2 
Extrinsic/Income 

Factor 3 
Independence 

Factor 4 
Intrinsic 

 

Be closer to my family 

Build a business to pass on 

Provide jobs for family 

Have fun 

Increase my income 

Increase sales and profits 

Acquire a comfortable living 

Build up equity for retirement 

Maximize business growth 

Be my own boss 

Make my own decisions 

Create my own job 

Maintain my personal freedom 

To always have job security 

Meet the challenge 

For my own satisfaction 

Prove I can succeed 

Gain public recognition 

 

 

.840 

.772 

.655 

.643 

.120 

.128 

.247 

.345 

.198 

.087 

.142 

.198 

.479 

.450 

.145 

.247 

.153 

.424 

 

.217 

.194 

.226 

.107 

.770 

.765 

.661 

.650 

.643 

.198 

.166 

.248 

.116 

.412 

.177 

.049 

.237 

.285 

 

.136 

.105 

.165 

.213 

.312 

.038 

.278 

.220 

.116 

.833 

.718 

.650 

.578 

.551 

.158 

.210 

.300 

.203 

 

.079 

.146 

.284 

.234 

.091 

.392 

.024 

.112 

.488 

.135 

.275 

.223 

.255 

.110 

.842 

.716 

.702 

.510 

 

Eigenvalues 

 

Explained variance 

 

Cronbach’s Alpha 

 

 

7.913 

 

43.96% 

 

.817 

 

1.368 

 

7.60% 

 

.848 

 

1.313 

 

7.29% 

 

.843 

 

1.242 

 

6.90% 

 

.761 

 

 

  



26 
 

Table 5 – Motivations Factor Analysis for the United States  

Variables Factor 1 
Extrinsic/Income 

Factor 2 
Independence 

Factor 3 
Intrinsic 

Factor 4 
Family/Security 

 

Acquire a comfortable living 

Build up equity for retirement 

Increase my income 

Maximize business growth 

Increase sales and profits 

Be my own boss 

Maintain my personal freedom 

Make my own decisions 

Create my own job 

To always have job security 

Meet the challenge 

Prove I can succeed 

For my own satisfaction 

Gain public recognition 

Have fun 

Build a business to pass on 

Provide jobs for family 

Be closer to my family 

 

 

.795 

.780 

.706 

.693 

.641 

.112 

.114 

.215 

.186 

.356 

.220 

.149 

-.014 

.188 

-.079 

.117 

.097 

.164 

 

.321 

.136 

.331 

-.068 

-.011 

.816 

.761 

.695 

.531 

.442 

.054 

.251 

.456 

.146 

.226 

.034 

-.053 

.233 

 

.008 

.005 

.129 

.423 

.455 

.213 

.170 

.106 

.475 

.258 

.786 

.773 

.596 

.491 

.464 

.153 

.099 

.064 

 

.105 

.107 

.135 

.072 

.136 

.002 

.199 

-.033 

.147 

.359 

.058 

.019 

.096 

.169 

.330 

.815 

.777 

.733 

 

Eigenvalues 

 

Explained variance 

 

Cronbach’s Alpha 

 

 

6.113 

 

33.96% 

 

.835 

 

1.795 

 

9.97% 

 

.806 

 

1.656 

 

9.20% 

 

.756 

 

1.362 

 

7.57% 

 

.738 
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Table 6 – Motivations Factor Analysis for Mexico 

Variables Factor 1 
Extrinsic/Income 

Factor 2 
Independence 

Factor 3 
Intrinsic 

Factor 4 
Family/Security 

 

Increase my income 

Increase sales and profits 

Acquire a comfortable living 

Maximize business growth 

Create my own job 

Maintain my personal freedom 

Make my own decisions 

Be my own boss 

Be closer to my family 

Have fun 

Meet the challenge 

Prove I can succeed 

For my own satisfaction 

Gain public recognition 

Provide jobs for family 

Build a business to pass on 

Build up equity for retirement 

To always have job security 

 

 

.840 

.807 

.594 

.537 

.478 

.195 

.405 

.535 

.041 

-.233 

.050 

.163 

.207 

.078 

.043 

.037 

.427 

.336 

 

.187 

.008 

.275 

-.096 

.469 

.770 

.611 

.587 

.584 

.543 

.085 

.208 

.195 

.078 

.073 

.099 

.084 

.317 

 

.011 

.177 

.116 

.340 

.321 

.154 

.244 

.217 

-.047 

.362 

.772 

.760 

.619 

.600 

.182 

.087 

.006 

.054 

 

.008 

.122 

.262 

.391 

.040 

.157 

.116 

-.099 

.486 

.099 

.159 

.015 

-.076 

.288 

.762 

.733 

.521 

.440 

 

Eigenvalues 

 

Explained variance 

 

Cronbach’s Alpha 

 

 

5.759 

 

31.99% 

 

.780 

 

1.709 

 

9.49% 

 

.780 

 

1.611 

 

8.95% 

 

.722 

 

1.290 

 

7.16% 

 

.685 

 

Comparing Factors and Scores 

While eigenvalues represent the importance of each factor in explaining the total variance related 

to the variables included in the model, the relative importance of the factors has to be 

distinguished from the actual importance given by entrepreneurs to the actual motive which is 

associated to each factor. This level of importance can be computed by calculating the mean 

scores of the variables that are forming each factor: these results are summarized in table 7. As 

can be seen, Independence has the highest score in both Canada and the U.S., while 

Extrinsic/Income motives receive the highest score in Mexico. This is very consistent with the 

fact that a higher proportion of Mexican respondents have declared they went into business by 
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necessity. The second most important motive for both U.S. and Canadian respondents were 

Extrinsic/Income reasons, which is consistent with previous studies. In terms of scores, intrinsic 

motives arrive in second position in Mexico, and in third position in Canada and the U.S., while 

Family and Security motives are in fourth position in the three countries.  

Looking at the frequencies histogram for the Family/Security Factor scores, it was found that, 

while the three distributions displayed an almost perfect Gaussian pattern, except for the 

Canadian one, which was bimodal: it included a group of 55 respondents with a mean score of 5. 

There is no doubt that it is this relatively large group of respondents which was the source of the 

large factor loadings obtained by the variables associated with the Family/Security Factor. 

Hypotheses verification – Motives 

Two hypotheses were about motives. The first hypothesis was that both intrinsic and extrinsic 

motives would be displayed by entrepreneurs in the three countries. The data have shown that 

this was the case, albeit in different ways. 

The second hypothesis was that entrepreneurs in Canada and the U.S. would display more 

similar motives than entrepreneurs in Mexico. This hypothesis was confirmed despite the fact 

that Canadian respondents displayed a pattern of motives which was slightly different from the 

two other countries in the factor analysis. In Canada, the first factor was the one labeled as 

“Family/Security”, which explained 44% of the total variance, as compared to 8.70% and 7.96% 

in the U.S. and Mexico respectively. However, the data also demonstrated that Canadian 

entrepreneurs had scored the Family/Security Motive last, as did their counterparts in the two 

other countries. Canadians were similar to U.S. entrepreneurs in terms of motives by putting 

Independence first, while Mexicans put Extrinsic Motives first. The Extrinsic/Income factor 

came a distant second in Canada (7.60%), while it came first in the U.S. (35.19% of the variance) 

and in Mexico (31.51%). The level of variance explained by the two other motivational factors, 

Independence and Intrinsic, did not differ greatly among the three countries as compared to the 

first two factors. Readings were as follows, for Independence, 11.80% for the U.S., 9.53% for 

Mexico, and 7.29% for Canada; for Intrinsic, 10.43% (U.S.), 10.81% (Mexico), and 6.90% 

(Canada). 
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 The similarity of the results between the U.S. and Mexico also contradict those from an earlier 

study by Kantis, Ishida and Komori (2002, p. 16), which identified the desire for independence 

to be extraordinarily high in Mexico as compared to other regions in the world. 

 

Table 7 – Mean Scores for Motivation Factors 

Factors Canada 

Mean  St. D. 

U.S. 

Mean  St. D. 

Mexico 

Mean  St. D. 

Independence 

 

4.25    0.76 

 

4.12   0.71 3.70    .84 

Intrinsic 3.84    0.86 3.94   0.78 3.72    .84 

Family 3.33    1.11 2.91   1.01 3.37    .93 

Extrinsic 4.10    0.78 3.97   0.69 4.12    .74 

 

Performance Expectations and Evaluations 

Table 8 summarizes the Performance Expectations and Evaluations mean scores obtained within 

the three countries. Financial returns in terms of profits and sales were the only item showing no 

significant difference of mean score between any of the three countries. The scores obtained 

were between 4.24 and 4.37 on a scale maximum of 5; in Canada and the U.S. these scores were 

the highest among those for the eight performance variables.  

There were two variables where Mexico differed significantly from the two other countries, with 

significantly lower scores: “How would you describe your business success?” and “To what 

extent are you satisfied with your business success?” While results in Mexico were only slightly 

above the “average” and “somewhat dissatisfied” marks, scores in Canada and the U.S. express 

more generalized satisfaction (“very successful” and “very satisfied”). 
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Table 8 – Performance Expectations and Evaluations: Means and Standard Deviations  

Variables Canada 

Mean    Std. D. 

U.S.A. 

Mean    Std. D. 

Mexico 

Mean    Std. D. 

Performance Evaluations 

Business level of success 

Satisfaction with bus. level/success 

Performance Expectations  

Financial returns (profits, sales) 

Money drawn from the business 

Achieving work-family balance 

Reaching personal or org. goals 

Being recognized by clients 

Personal satisfaction  

 

Number of respondents 

 

 

3.75    .825 

3.94    .898 

 

4.37    .880 

3.95  1.100 

3.78  1.131 

4.12    .932 

3.84  1.104 

4.30    .894 

 

374 

 

3.73    .691 

3.86    .847 

 

4.25    .730 

3.68    .896 

3.93    .988 

3.97    .883 

3.36  1.209 

4.05    .906 

 

563 

 

3.43    .769 

3.64    .887 

 

4.24    .836 

3.61  1.111 

4.09    .964 

4.34    .801 

3.74  1.149 

4.21    .907 

 

272 

Mexico: Bolded means represent a significant difference with both Canada and the U.S.; underlined means represent 

a significant difference with Canada only; italicized means represent a significant difference with the U.S. only. 

Canada and U.S.: Bolded and italicized means represent a significant difference between these two countries only. 

Significance levels are all at p<.001 (t-tests for equality of means, 2-tailed). 

 

The third hypothesis was that there would be a relation between the performance expectations 

considered as important by entrepreneurs and their motives in the three countries. In order to test 

this hypothesis, principal components analyses were performed for the six variables measuring 

the entrepreneurs’ performance expectations in order to examine how they would be distributed 

between Intrinsic and Extrinsic expectations of performance on the part of the entrepreneurs in 

each country. Correlations were also computed between the Motive factors and the performance 

measures as well as the two Performance Evaluation variables that were part of the instrument. 

These results appear in tables 9 and 10.  
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Table 9 – Factor Analyses on Performance Expectations  

Performance Expectations Canada 

Extrinsic Intrinsic 

U.S. 

Extrinsic Intrinsic 

Mexico 

Extrinsic Intrinsic 

Financial returns - profits and sales 

Money drawn from the business 
Work-Family balance 

Personal or organizational goals 

To be recognized 

Personal satisfaction 

.878 

.896 

              .544 

              .798 

              .851 

              .841 

.807 

.816 

.479         .349 

                .779 

                .777 

                .792 

                  

.683 

.832 

.660 

                   .767 

                   .694 

                   .842 

Eigenvalues 1.808    2.387 1.131       2.453 1.129         2.383 

Explained variance % 30.14      39.78 18.85       40.89 18.81         39.71 

Cronbach alpha .77           .77     .56           .71     .59             .67 

 

Two factors have appeared in each country, one associated with extrinsic or financial 

expectations, the other with intrinsic ones. While every country group had both extrinsic 

variables (“Financial returns” and “Money drawn”) loading together, the “Work-Family balance 

variable loaded differently across countries: in Canada, it loaded as expected with the group of 

intrinsic variables; in Mexico, it loaded with the extrinsic variables, while in the U.S. it was 

crossloaded below the acceptable threshold on both factors. The factorial model was effective, as 

it explained 69.9% of the total variance in Canada, 59.7% in the U.S., and 58.5% in Mexico. 

Hypothesis Verification – Motivation and Performance 

In order to verify the third hypothesis, it is necessary to compare results obtained with both 

Motivation and Performance factors. The comparison is based upon the three correlation tables 

computed for each country.    Positive significant correlations between Motivation Factors, 

Performance Factors, and Performance Evaluations show that the groupings of variables they 

represent move in the same direction. In the three countries, the four Motivation Factors were 

positively related to both Intrinsic and Extrinsic Performance Expectations. The only exception 

was for the U.S., where the correlation between Intrinsic Motives and Extrinsic performance 

Expectations was close to zero. As it can be expected, in the three countries the correlations 

ranked highest or second-highest between Intrinsic Motives and Intrinsic Performance 

Expectations on one side, and between Extrinsic Motives and Extrinsic Performance 
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Expectations on the other (from .355 to .547). In the three countries, correlations with Extrinsic 

Performance Expectations were much lower with the Independence, Family, and Intrinsic 

Motivation Factors. Conversely, correlations between these three Motivation Factors were higher 

with Intrinsic Performance Expectations, except in the case of Mexico, where Independence and 

Family were more strongly correlated with Extrinsic Performance Expectations than with 

Intrinsic ones. 

In terms of Performance Evaluations, a positive correlation between a factor and the Subjective 

Success Evaluation variable would suggest that respondents evaluate their performance 

positively, or feel more successful, in relation to their category of Motivation Factor or 

Performance Expectation. In the three countries, respondents motivated by Independence as well 

as those with an Intrinsic Performance Expectation showed a positive correlation with their 

evaluation of Success. This indicates that in both cases, these factors were related to feeling more 

successful. Correlations with Success Evaluation included the Extrinsic Motive in the U.S. and 

Mexico (.21 and .18), the Family Motive (.19 and .21) in Canada and Mexico, the Intrinsic 

Motive in the U.S. (.15), and Extrinsic Performance Expectations in Mexico (.24). 

The second aspect of Performance Evaluations that was measured was through the Subjective 

Satisfaction Level variable. A positive correlation with a factor would suggest that respondents 

were more satisfied with their level of success in relation to their category of Motivation Factor 

or Performance Expectation. In the three countries, respondents with an Intrinsic Performance 

Expectation showed a positive correlation with their Subjective Satisfaction Level. This indicates 

that in the three countries business people trying to reach intrinsic goals had a tendency to be 

more satisfied with their business performance. To the contrary in Canada and the U.S., 

respondents with an Extrinsic Performance Expectation showed a small negative correlation (-

.018 and -.057) with their Subjective Satisfaction Level. Correlations with the Subjective 

Satisfaction Level variable included the Independence Motive in the U.S. and Mexico (.14 and 

.15),  the Extrinsic Motive in the U.S. (.14), the Family Motive (.18 and .16) in Canada and 

Mexico, the Intrinsic Motive in the U.S. and Mexico (.16 and .18), and Extrinsic Performance 

Expectations in Mexico (.19). 
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While the above results do verify the third hypothesis, it is important to determine to what extent 

and how respondents converged and differed on the relations between their motives and their 

performance expectations and evaluations. These issues are discussed in the following section. 

Table 10a – Correlations between Motivation Factors, Performance Expectations and 

Evaluations for Canada 

Motivation and 

Performance 

Factors 

Intrinsic 

Performance 

Expectations 

Extrinsic 

Performance 

Expectations 

Subjective Success 

Evaluation 

Subjective 

Satisfaction Level 

Independence .399** .399** .129* .098 

Extrinsic .382** .537** .067 .061 

Family .496** .374** .186** .177** 

Intrinsic .489** .329** .080 .084 

Intrinsic 

Performance 

Expectations 

  .201** .177** 

Extrinsic 

Performance 

Expectations 

  .037 -.018 

**Significant at p<.01. *Significant at p<.05. 

 

 

 

Table 10b – Correlations between Motivation Factors, Performance Expectations and 

Evaluations for  the U.S.  

Motives and 

Performance 

Factors 

Intrinsic 

Performance 

Expectations 

Extrinsic 

Performance 

Expectations 

Subjective Success 

Evaluation 

Subjective 

Satisfaction Level 

Independence .341** .121** .155** .138** 

Extrinsic .286** .355** .208** .142** 

Family .311** .141** .082 .069 

Intrinsic .467** .073 .147** .161** 

Intrinsic 

Performance 

Expectations 

  .094* .153** 

Extrinsic 

Performance 

Expectations 

  .081 -.057 

**Significant at p<.01. *Significant at p<.05. 
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Table 10c – Correlations between Motivation Factors, Performance Expectations and 

Evaluations for Mexico  

Motives and 

Performance 

Factors 

Intrinsic 

Performance 

Expectations 

Extrinsic 

Performance 

Expectations 

Subjective Success 

Evaluation 

Subjective 

Satisfaction Level 

Independence .333** .344** .142* .149* 

Extrinsic .246** .446** .184** .071 

Family .264** .405** .207** .159** 

Intrinsic .502** .247** .108 .182** 

Intrinsic 

Performance 

Expectations 

  .128* .165** 

Extrinsic 

Performance 

Expectations 

  .245** .189** 

**Significant at p<.01. *Significant at p<.05. 

 

DISCUSSION 

Similarities and Differences Between Canada, Mexico, and the U.S. 

The above results lead to a number of observations about the motives and the attitudes of 

business respondents in the three countries considered. Mexican respondents rated their success 

lower than their Canadian and U.S. counterparts, and were also satisfied at a significantly lesser 

level. Not surprisingly, their performance expectations were not as strictly primarily extrinsic but 

were a mix of personal or intrinsic as well as extrinsic expectations. This is consistent with the 

fact that 34.6% of them had started their business due to economic necessity, and that Mexican 

respondents had significantly stronger motives than their Canadian and/or U.S. counterparts in 

areas directly or indirectly contributing to secure an income and maintain it. Particularly 

important for them were Motivation variables such as increasing one’s income, creating one’s 

job, always have job security and provide jobs for one’s family. Other strong motives of 

increasing sales and profits and maximizing business growth were consistent with these personal 

and family-oriented extrinsic motives among Mexican respondents. The burden related to 

economic survival in an environment devoid of job assistance has the effect of setting aside 

motives factors such as Independence and Intrinsic, which is also very consistent with the 

Maslowian hierarchy of needs (basic needs must be satisfied in the long term before one can 

contemplate satisfying higher-level ones). In terms of performance as it is related to motives, 
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Mexican business people with intrinsic motives did not see themselves as successful as 

compared to those who were pursuing other motives, whatever they were. To confirm what has 

been observed above, those with Extrinsic Performance Expectations had the highest association 

with being successful, as well as those who were motivated by family reasons. These two groups 

also had the highest association in terms of satisfaction levels.  

Not surprisingly, Canadian and U.S. respondents rated the Independence Motive as highest and 

the Extrinsic Motive as second, followed by the Intrinsic and Family Motives. However, in the 

U.S. the Family Motive appeared unrelated to both their evaluation of success and their level of 

satisfaction, while in Canada it was the Extrinsic Motive that had no such correlation. These 

diverging results are consistent with the factor analysis. The Independence Motive was positively 

related to Success Evaluation, meaning that people motivated by a desire of independence had 

more of a tendency to feel successful, however only the U.S. respondents also had a tendency to 

express more satisfaction with their success. In both countries, Extrinsic Performance 

Expectations were not seen related to actual performance perceptions, which is consistent with 

the idea that they represent an obligation if one wishes to remain in business. In both countries, 

respondents put a positive association between Intrinsic Performance Expectations and their 

feeling of both having achieved success and being satisfied by it. In other words, extrinsic 

expectations are a given, while intrinsic ones are the real bonus for being in business. 

Other Considerations 

Regarding the instrument, it is notable that while reliability levels were highest for Canada, they 

had a tendency to be lower in the U.S. and Mexico. It must also be noted that data from each 

country comprised sub-samples from two distinct regions. Time and space constraints prevented 

from reporting on each of the six regions, particularly on specific contextual aspects such as 

urban as opposed to rural areas (in Canada and the U.S., as most of the Mexican respondents 

were located in large cities), necessity and opportunity entrepreneurs, gender aspects, and other 

characteristics. As most of the published studies about Mexico deal with macroeconomic 

measures, it will be interesting to examine if new realities are appearing among entrepreneurs in 

that country through the data obtained in Guadalajara and Monterrey. Several of these issues will 

be reported upon separately by various teams of researchers from the participating institutions. 
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The data bank obtained through this project is very promising and should provide more fruitful 

results in the near future. 

 

CONCLUSION 

In conclusion this study contributes to the burgeoning and impressive research on entrepreneurial 

motivation.  Our multicounty research endeavor was guided by the need to better understand the 

multidimensional nature of motivation for business ownership.  Findings suggest that 

entrepreneurial motivation is indeed complex although the motivational constructs of extrinsic, 

independence, intrinsic and family security were consistently displayed by small business owners 

across Mexico, Canada, and the United States.  Perhaps more interesting is that the degree of 

motivation exhibited as well as the linkages to business performance appears to systematically 

vary across country contexts. Findings underscore and illustrate the importance of multicounty 

studies in deepening our understanding of motivation and the relationship to business 

performance in management research.  
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INTRODUCTION 

This paper examines the relevance of health-oriented support within business incubators by 

taking into account the “health support” perceptions of managers. In fact, while the use of 

support structures for entrepreneurship leads to a high survival rate for young supported 

companies, a new field of study that focuses on the methods of accompaniment and on 

determinants for measuring incubator performance (Sherman, 1999; Vedel and Stephany, 

2009; Fayolle, 2010) questions the effectiveness of these structures. The new research 

highlights a gap between the expectations of incubated entrepreneurs and the type of support 

they receive (Klofsten and Mikaelsson, 1996). Moreover, other studies demonstrate the 

potential value of psychological support for entrepreneurs (Khelil et al., 2010), especially 

during periods of doubt (Valeau, 2006). These studies emphasize the role of support and 

motivation in helping new business creators to increase the survival rate of their business. 

Indeed, behind the process of creating a new venture is a man or a woman for whom the 

entrepreneurial adventure is more than a stage in professional growth. It is a real-life project 

whose early years are both decisive and stressful (Schindehutte et al., 2006). The 

entrepreneur, who can be seen as someone who perceives an opportunity and creates an 

organization to pursue it (Bygrave, 1997), is much in demand during that early period, with 

resulting heavy pressure to succeed (Van Sell et al., 1981). Studies show that there is a 

specific type of stress related to the act of starting a new venture (Boyd and Gumpert, 1983; 

Buttner, 1992; Bloch, 1997; Baron, 1998), which facilitates the construction of a conceptual 

model of entrepreneurial stress (Eager and Maritz, 2011). Moreover, other research identifies 

sources of occupational stress among entrepreneurs and develops new measures of 

occupational stress with a specific focus on this segment (Grant and Ferris, 2009).  

This new approach to entrepreneurship should allow us to partly understand the 

entrepreneurial failure that often goes along with a deterioration in the entrepreneur’s physical 

and mental health (Torres, 2010). Thus, our purpose in this paper is to emphasise the 

importance of including a health dimension within business incubators along with usual 

services. This will open up emerging research opportunities for understanding the 

entrepreneurship phenomena as a whole, as well as to develop operational measures to 

prevent difficulties experienced by newly created businesses. 

We start by examining the “health dimension”, and introduce a review of research on 

occupational health as a foundation for exploring the impact of entrepreneurial activity on the 

health of entrepreneurs when subjected to specific obligatory conditions. We also address the 
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issue of making improvements to the efficiency of support structures, by considering the 

importance of the preventive health tools available within them. 

We then present our methodology, which is based on a qualitative study using semi-

structured interviews conducted with 21 business incubator managers. Our approach focuses 

on the perception of the incubator managers with regard to difficulties encountered by 

entrepreneurs during their incubation period. Indeed, the manager’s perception of the methods 

of accompaniment plays an important role (Couteret and Audet, 2006), in the same way that 

the thoughts and beliefs of a corporate director concerning the health problems of his 

employees has an influence on setting up stress management workshops  (Pezé, 2010). 

We conclude with suggestions for approaching future research on health 

entrepreneurship. 

 

 

CONCEPTUAL FRAMEWORK 

 

Definition of “Health” 

We use the term “health” as defined by the World Health Organization, as “a state of 

complete physical, mental and social well-being and not merely the absence of disease or 

infirmity […] the achievement of any State in the promotion and protection of health is of 

value to all”.  

The definition of health does not refer to any measurement tool, due to the fact that 

there is currently no instrument by which to determine the health condition of an individual. 

Thus, for the sake of clarity, we refer to the “health dimension” (within business support 

structures) with respect to each of the qualitative means likely to be used to enhance both the 

new entrepreneur’s health and well-being and the effective conduct of the entrepreneurial 

process. 

 

The relationship between health and work 

Salutogenic and pathogenic factors, which determine poor or good health, have an impact on 

the behaviour of an individual and also affect their health, either physically or mentally. The 

proven link between health and life cycle events goes back to health psychology research. In 

relation to theories of stress, initial exploration work (in the 1990s) led to identification of the 

importance of a variety of environmental factors on individual physical, mental, and social 

health.  
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Such research, and particularly that developed by Bruchon-Schweitzer (2002), has led 

researchers to assess the gravity and the number of life issues suffered by a person with 

regards to the health problems they can cause. Even if it considers that each person reacts 

differently, it has shown a minimization of the impact of major life events contrary to day-to-

day troubles that weaken the resources of individuals. It has been demonstrated that stressful 

life events can have both direct and indirect effects on human health, via a transactional 

process known as “perceived stress”. This, in turn, has revealed the very significant impact of 

stress on physical and mental health (Selye, 1976; Lazarus, 1966, 1991; Lazarus and 

Folkman, 1984; McGrath, 1982). Thus, it seems that a clear analogy can be drawn with the 

day-to-day experience of entrepreneurs, whose status and activity could also make them more 

vulnerable to failure. Closely related to these issues is the occupational psychopathology 

concept, which illuminates connections between labour constraints or work-related activities 

(pathogenic factors) and mental health. This field of research examines individuals in their 

workplaces and is restricted to different disorders and conflicts whose actual cause can be 

traced back to their work activity. This premise seeks to highlight what aspects, within human 

work activities, can endanger health (Karasek, 1979). 

Occupational health psychology provides a great deal of research in this area, in 

particular dealing with the impact of the labour factor on the behaviour of the individual. 

In recent years, a new approach to work psychopathology initiated by Dejours (2006) 

has given rise to greater understanding of the psychodynamics of work or the psychodynamic 

analysis of workplace situations. It is a distinct discipline which explores psychological 

damage resulting from work situations, and has observed the development of suffering in the 

workplace and the increase in various mental pathologies. These theoretical bases allow us to 

affirm a correlated relationship between an individual’s experiences and their health, and 

between their working life and worker behaviour. These new fields of research reflect a desire 

to improve individuals’ working conditions and increase their well-being.  

 

Identifying entrepreneurial psychopathologies  

Research in health psychology, through which appears a salutogenic and pathogenic 

perspective, provides the basis for our studies on the health of SME managers, and identifies 

the “fundamental health entrepreneurship equation” (Torrès, 2010) between, on the one hand, 

pathogenic factors that determine conditions for SME managers (stress disorders, burnout, 

overwork, loneliness and uncertainty for the future) and, on the other, salutogenic factors 

(internal locus of control, optimism and resilience), which are seen to be intricately connected 
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to physical well-being. In other words, the entrepreneurial odyssey has both salutogenic and 

pathogenic effects. The former are necessary for the proper functioning of the company and 

create a sense of satisfaction. The latter, when they appear, can affect the morale of the 

entrepreneur and, indirectly, both his own health and that of his company. 

Indeed, little empirical research has been done to examine the entrepreneur as an 

individual. In work by Ducheneaut (1996), which focused specifically on SME managers, this 

lack of studies and analyses of entrepreneurs’ working lives was highlighted, as well as 

entrepreneurs’ personal and family lives. And yet, the entrepreneur is a key element to 

economic development that must adapt quickly to an increasingly complex, fast-paced and 

uncertain business environment. As an example, the French sociologist Ehrenberg (1991) 

draws a portrait of the contemporary individual as being directed to remain permanently ready 

to act and make decisions in his private life as well as professional life, an individual who is a 

burden to himself, while at the same time often stretched between conquest and suffering. 

This duality has to be attributed to the entrepreneur, who must balance the enthusiasm 

regarding business creation with the anxiety of new responsibilities.  

Beyond the exciting aspect of business creation, the entrepreneur’s ability to resist 

occupational pressure is very often a key issue for the success of the project. These 

capabilities reflect the existence of an entrepreneur’s behaviour theory, which is linked to 

their health dimension – i.e. their mental and physical condition. In other words, the 

entrepreneurial adventure will lead, in the best-case scenario, to a success story, but is not 

without risks. In his research on leadership, Kets de Vries (2002) raised the issue of the 

“darkest side” of entrepreneurship, wherein disastrous impacts can push businesses into self-

destruction. Thus, the company’s pathology often reflects that of the individual. 

Work has also been undertaken to help demystify the heroic conception of the 

entrepreneur by dealing separately with pathological forms of entrepreneurial behaviour. In 

his article on entrepreneurial psychopathologies, Bloch (1997) identifies a number of 

repetitive and specific entrepreneurial behaviours, which tend to claim the existence of 

entrepreneurial psychopathologies. This principle is based on the idea that a number of factors 

related to entrepreneurial activity lead entrepreneurs to develop some kind of 

psychopathological behaviours related to mental disorders, which may affect them and 

consequently their business. Among these disorders are loneliness or stress conditions that 

arise due to the entrepreneur’s new responsibilities. Bloch (1997) compares the entrepreneur 

to a true one-man-band, who is forced to be present on all fronts/everywhere. Indeed, 

entrepreneurs are most often in demand during the start-up or early stages. The pressure on 
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this new role of decision-maker can develop pathogenic effects such as loneliness, stress 

disorders and day-to-day conflicts, which repeatedly affect health. Ultimately, this can lead to 

entrepreneurial failure. This corresponds to research suggesting that “the self-employed may 

be more susceptible than employees to negative emotions such as stress, fear of failure, 

loneliness, mental strain, and grief” (Patzel and Shepherd, 2011). 

 

Entrepreneurial stress 

As mentioned above, occupational activity can produce salutogenic effects that have a 

positive impact on health. Conversely, various professional requirements can produce 

pathogenic effects, including stress disorders. Work-related stress is experienced “when an 

imbalance occurs between the worker’s perception of the demands of the work environment 

and the worker’s perception of his/her ability to cope [...] the effects of stress are not only 

psychological. It also affects physical health, well-being and productivity of the individual”
2
. 

This definition emphasizes that workers are not able to respond to occupational requirements.  

Stress has been researched at length, due to its major impacts on society. Indeed, given that 

the 2007 social cost of work-related stress in France was estimated at between two and three 

billion euros
3
, what is the estimated cost of the entrepreneur’s stress, given the high economic 

stakes inherent in business creation? A recent entrepreneurial stress study found that nearly 

two out of three entrepreneurs often report feeling stressed during their work. This leads, for 

more than half of them, to health problems, sleeping disorders or states of anxiety
4
. A number 

of studies also reflect that different entrepreneurs face varying levels of entrepreneurial stress. 

Cooper and Marshall (1976) discussed work-related stressors to which the entrepreneur is 

particularly exposed. The same topic was studied by Boyd and Gumpert (1984), who 

identified small business management stressors such as loneliness, potential conflicts with 

partners, the need for personal achievement, work overload, or a lack of time to devote to 

non-business activities (since running a small business requires a serious commitment of time 

and energy, at the expense of family or leisure activities).  

Buttner’s research (1992) revealed entrepreneurship stressors including role overload 

as the major cause of entrepreneurial stress. In fact, the entrepreneur must be a seller, a trade 

negotiator, a fund manager, a recruiter or a leader at the same time; role overload is defined 

by Katz and Kahn (1966) as “the perception that one is being asked to do more than time 
                                                            
2 Definition given by the European Agency for Safety and Health at Work. 
3 INRS study on the occupational stress cost in France in 2007. 
4 TNS Sofres study presented for France’s National Council of Public Accountants (CSOEC), from 6 to 19 April 2010 with a 

national sample of 800 small business owners with a representative sample of 0 to 249 employees (very small business: 0-19 

employees, medium-sized: 20-249 employees). 
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permits, although the required activities themselves are neither intrinsically incompatible or 

beyond one’s abilities”. However, several variables have been presented as having stress-

moderating effects on physical health and emotional well-being. Schaefer et al. (1981), 

identify these variables to include personality, the ability to detach oneself from problems at 

work, and social support from friends, families, and colleagues. 

These variables can reduce the negative impacts of stressful situations on 

entrepreneurs’ physical health and emotional well-being. By extending the specificity of 

professional stress, one research team developed a conceptual model of entrepreneurial stress 

as experienced in the context of entrepreneurship (Eager and Maritz, 2011). They used the 

McGrath stress conceptual model (1976) as a base, and mapped the process of executive 

psychological stress within an organizational setting. The model was extended in their study 

to encompass entrepreneurial stressors such as the impact of coping strategies on the 

entrepreneurial process. Research in this area tends to dismiss salaried workers’ stressors, in 

order to focus on the entrepreneur. Similarly, an Australian study (Grant and Ferris, 2009) 

was conducted to identify sources of entrepreneurs’ occupational stressors and to develop an 

entrepreneur-specific scale, “the entrepreneurial stress scale”, taking into account the fact that 

usual measures to identify occupational stress are inappropriate and employee-oriented. 

Through the increase in entrepreneurial stress research, the potential of “health 

entrepreneurship” is undoubtedly pointing the way towards promising opportunities, 

including disciplinary opportunities, since essential research avenues have opened up with 

respect to understanding the phenomenon of entrepreneurship as a whole, and operational 

opportunities, since its main aim is to provide awareness and prevention tools for newly 

created businesses, which are headed up, in many cases, by uninitiated persons. It is from this 

perspective that we consider the need for business incubators to take health into consideration. 

Indeed, business incubators could be legitimate intermediaries for preventing the emergence 

of pathogenic effects surrounding entrepreneurship. 

 

Business support structures 

Business incubators are playing an increasingly important part in French and Anglo-American 

entrepreneurship research (Allen and Rahman, 1985; Cooper, 1985; Brooks, 1986; Bruyat, 

1993; Sherman and Chappel, 1998; Rice, 2002; Chabaud et al., 2003; Berger-Douce, 2005; 

Grimaldi and Grandi, 2005). Albert et al. (2003) provide a very broad definition of the 

concept of “incubator”: “[incubators are support structures for entrepreneurship that bring 

together specialized resources dedicated to the assistance and support of the companies, 
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before their establishment or during their first years of life. Generally they include a flexible 

accommodation, administrative services, specialized advice and association with business 

networks including financial networks]”. They also identify three main types of support: 

financial support, logistical support and management training. We have chosen to use the 

authors’ definition of business incubators, which is all business creation support structures, 

whatever the stage of intervention, including all French types of incubators. Indeed, French 

business support networks are characterized by a large number of structures which may 

confuse the project initiator. While “business incubators” is the Anglo-American term to 

define business support organizations in the broad sense, different structures can be 

distinguished, in France, depending on the stage reached in the entrepreneurial process. First 

created about 30 years ago, business incubators are the most widespread and popular 

supporting organizations for entrepreneurs. Innovative start-up incubators began to appear in 

the late 1990s.   

There is some general confusion about the structures which provide support, 

depending on spheres of activity, the innovative nature of the project, and the maturity of the 

enterprise. For instance, post-creation and pre-creation assistance support various stages of 

enterprise development, whatever the business sector.  

University business incubators are exclusively for business start-ups with high 

innovative potential. The growing popularity of this type of incubator is partly due to the 

Innovation and Research Act of July 1999, which aimed to encourage research staff to start 

their own businesses and to develop cooperative projects between higher education 

institutions and the business world. Through a number of provisions, these partnerships 

encourage the technology transfer from public research to industry, and enhance the creation 

of innovative businesses. 

Other types of incubators give post-creation support as a legal entity. They offer a 

legal housing prior to the official application procedure at the Commercial Register office. 

The aim is to test the validity and feasibility of a sufficiently advanced project in order to 

generate revenues and facilitate integration into post-creation business incubators (as a result 

of the economic initiative law of 1 August 2003).  

The emergence of an important business support network underlines the efficiency of 

these structures in relation to the local economy, particularly since recent statistics on 

entrepreneurship have shown that while only half of newly created businesses remain alive 
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after five years of existence, 70% of supported companies exceed that crucial period
5
. 

However, it should be noted that this conclusion is partly due to the selection of well-

structured projects by incubators, and the quality of support is essential to uphold the 

entrepreneurial process – an inadequate form of accompaniment could lead to entrepreneurial 

failure, and the continuance of too many unsuccessful businesses. 

 

The issue of effectiveness 

Research on the performance of business incubators has emphasized a lack of studies related 

to its efficiency, specifically with respect to start-up businesses (Sherman, 1999; Berger-

Douce, 2005; Aerts et al., 2007; Matthyssens and Vanderstraeten, 2009). Indeed, the 

“incubation process suffers from a lack of theoretical and methodological basis and from the 

systematic difficulty to prove an influence on hosted start-up businesses” (Vedel and 

Stephany, 2009). This conclusion can certainly be attributed to the fact that the first studies on 

the effectiveness of business incubators intended to show their significant impact on three 

main components: the survival of newly created businesses, increasing wealth, and job 

creation
6
. Nevertheless, the fact remains that the link between accompaniment and 

entrepreneurial success must not be taken for granted. The accompaniment, and the resources 

derived from it, is not synonymous with good practices. This is why a second field of 

literature has sought to identify the factors inherent in the effectiveness of incubators. It seems 

clear that support structures are effective as long as they are able to develop services meeting 

the needs of hosted businesses, thus fostering their development. It is also true that the 

importance of entrepreneurial support is no longer contested, though the issue of 

accompanying methods is no less important as long as entrepreneurial failures remain. A 

study on the efficiency of innovative and technological incubators even highlighted failures 

impacting the performance and the quality of these support structures (Fayolle et al., 2010).  

Failures caused by inefficient services that affect the conditions for successful entrepreneurs. 

Sometimes, support structures do not fulfill their role, especially with regard to 

entrepreneurial training programmes for entrepreneurs. Paradoxically, further research on 

support structures’ modes of operation found a correlation between accompaniment and 

entrepreneurs’ isolation (Messeghem and Sammut, 2007). Indeed, when support structures do 

not fulfill their fundamental role, the lack of both communication and understanding tend to 

favour entrepreneurs’ isolation, which will in turn have an impact on the long-term existence 

                                                            
5  2002 INSEE SINE entrepreneurship survey. 
6 1997 OECD study 
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of the start-up. However, the role of support structures in a possible entrepreneurial failure 

must be tempered as meaning that the accompaniment is about a dyadic relationship through 

which mutual understanding is important. A study on mutual understanding between 

entrepreneurs and those who accompanied them (Fayolle, 2002) revealed different 

perceptions of what the entrepreneur and entrepreneurship is, and suggested that these 

discrepancies can lead to a gap between the needs of entrepreneurs and the solutions provided 

by support structures. The quality of the relationship between entrepreneurs and support 

structures is therefore a key element to improve the relevant conditions. 

The priority now must be to work on a new form of accompaniment, allowing a better 

understanding of the entrepreneurial pathogenic effects and an improvement of the 

relationship between the support structure and the entrepreneur. 

Despite the lack of research on entrepreneurial accompaniment, literature focusing on 

the psychology of entrepreneurs leads us to suggest that support structures cannot ignore the 

influence of this factor on both the entrepreneur and their business. 

 

Towards new forms of entrepreneurial support 

From the above discussion, it seems pertinent to analyze the importance of accompaniment in 

terms of raising awareness of entrepreneurs and preventing harmful pathogenic effects related 

to entrepreneurship. This is particularly true since being affiliated with a structure helps, in 

most cases, to reduce feelings of isolation, which can have damaging effects. 

 Health psychology research has also discussed the individual’s social integration. 

Both sociologists and epidemiologists have identified and assessed the individual’s social 

network as “the number of people who are close to him, the frequency of social contacts, and 

strength of ties” (Bruchon-Schweitzer and Siksou, 2008). Moreover, epidemiological research 

has revealed that the most isolated individuals are more vulnerable, in terms of morbidity and 

mortality, than people who are surrounded by family and friends. A number of social 

integration indicators are linked to the physical and mental health of individuals, since the 

breakdown of social ties can have negative consequences (Karasek and Theorell, 1990). Other 

studies have focused on the psychological and emotional approach of entrepreneurship 

(Baron, 2008; Frese, 2009; Jenkins et al., 2010; Morris et al., 2012; Hayton and Cholakova, 

2012). This brings us to attest the importance of the business support network in reducing the 

entrepreneurs’ risk of isolation. This hidden side of entrepreneurship raises a cognitive 

dimension of accompaniment, through which the entrepreneurs’ psychological condition can 

be seen as critical.  
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Research has confirmed the need for psychological support, which “help[s] to down-

regulate negative emotions and is also a typical emotion-focused coping approach” (Folkman 

and Moskowitz, 2004), especially during the period of doubt, a stage that is filled with 

uncertainty and difficulty, and during which entrepreneurs are most likely to stop their 

business (Valéau, 2006).  

In the same way, according to a study on the perception of business incubation 

professionals on the logic of psychological support, it appears that this dimension is an 

integral part of the support given to entrepreneurs, and this dimension goes some way towards 

explaining entrepreneurial failures (Khelil et al., 2010). The logic of psychological support 

suggests an individual and personalized accompaniment for entrepreneurs with unique 

personality and experience. This coincides with the ideas of Dokou (2001), for whom 

“accompaniment as an entrepreneurial process of individual learning could improve support 

structures’ efficiency and help the entrepreneur develop his business”. Thus, personalized 

forms of support such as mentoring and entrepreneurial coaching are increasingly considered 

as alternative solutions. These new forms tend to respond to the specific needs of 

entrepreneurs. A study on the practice of entrepreneurial coaching considers it as an 

alternative to traditional support, which is considered to be insufficient (Persson and Bayad, 

2007). Our literature review identified no less than 52 definitions of coaching, however the 

French Coaching Society, a professional institution, defines this discipline as a means by 

which to “accompany people or teams in the development of their potential and know-how for 

professional goals”. 

Couteret and Audet (2006) identified the key success factors of a coaching 

intervention among young business leaders, depending on “winning conditions” that are 

improved by both the entrepreneur and his coach, with a particular emphasis on managers’ 

and on openness to change. Entrepreneurial coaching appears promising, and is increasingly 

being regarded as “an alternative or even an addition to a customized training program” 

(Barès and Persson, 2009). Another form of personalized support which is widely ignored by 

French entrepreneurship research is mentoring, which is defined as “a form of support 

relationship between a novice entrepreneur (the mentee – who has recently started a small 

business) and an experienced entrepreneur or manager (the mentor)” (St-Jean, 2008). 

Mentoring is considered a beneficial form of support that is likely to reduce periods of doubt 

(Valéau, 2006; St-Jean and Jacquemin, 2011). 

The literature review on entrepreneurial support stresses the importance of new forms 

of individual accompaniment for a better understanding of entrepreneurs’ needs, by putting 
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the entrepreneur back at the centre of the entrepreneurial process. The development of 

individual support improves the impact on the health dimension, since it is closely associated 

with the personal and intimate sphere of the individual. Any form of personalized support 

must include practices favouring entrepreneurs’ physical and mental health.  

 

METHODS 

Given the very nature of the issue in question in this paper, it was necessary to adopt an 

exploratory qualitative methodology to enable us to deeply analyze managers’ discourses. 

Huberman and Miles (1994) underline the fact that qualitative studies are mainly used for the 

exploration and development of hypotheses in a little-exploited area of research. Qualitative 

data were collected through semi-structured interviews, whose analyses “were based not on 

the interviewee’s reactions to specific questions, but rather on the free expression of his ideas 

on a specific subject” (Mucchielli, 1991). According to Pettigrew, “through interviews, we 

collected data on how individuals or groups perceive and experience their situations, their 

activities, their relationships with each other, their assessment of their activities and how they 

see their opportunities”. 

Our methodology was based on a qualitative study using 21 interviews with business 

incubator managers (with an average interview time of 51 minutes, and each interview 

transcribed in its entirety), most of whom were identified by their belonging to a business 

support network for innovative projects. These 21 structures, which are of very different sizes 

and follow various working methods, will enable us to identify similarities and differences in 

the perceptions of the interviewees. All interviewees agreed to be recorded, and this helped 

them to stay focused on the interview without worrying about the risk of overlooking 

important information (Ibert et al., 2001).  

The interviews followed a pre-defined guide, which included specific questions 

intended to help the interviewees clarify and refocus their responses. The interviews consisted 

of three phases. The first is an introductory phase, which aims to explain the nature and 

background of the research, since it is important to obtain an understanding of how the 

interviewees’ structures works in terms of: organizational configuration, type of support, type 

of projects supported, the public concerned and their selection criteria, the range of services, 

the quantitative and qualitative objectives and the nature of healthy initiatives within the 

structure. 
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In the second stage, we focused the study on the nature of the entrepreneurs’ 

difficulties. The aim of this was to incorporate an outside viewpoint from the manager about 

the difficulties experienced by entrepreneurs during the process of incubation (such as 

situations of stalemate, loneliness or misunderstandings, difficulties in setting up the business 

and noted changes in entrepreneurs’ health status, which are the main reasons for success or 

failure). 

The third phase concerned the perceptions of managers with respect to the logic of 

health-oriented support (including both psychological support and preventive actions to 

ensure physical health). We looked for the managers’ points of view on the health dimension 

in entrepreneurship and its relevance, or lack thereof, to proposals for new forms of support or 

services needed to create or improve entrepreneurial conditions, and how these would be 

implemented. The aim of this stage was to gather information based on personal opinions or 

perceptions managers faced in their day-to-day activities within the entrepreneurial process. 

The average interview time helped us to explore managers’ perceptions and size up the 

situation regarding “healthy initiatives”. As a result, we intended to understand the extent of 

the health-oriented support, as previously defined, in terms of its integration into business 

support structures, in addition to traditional services, and whether the health dimension should 

be incorporated into the entrepreneurial process. 

A thematic analysis allows us to identify a number of results. 

 

RESULTS 

Psychological health rather than physical health 

Health, in this context, is problematic since it can be construed as a “scary” term. According 

to managers, the health dimension is linked to failure, and this is precisely what they are 

fighting against. Thus, most prefer using the term “well-being” rather than “health”. For 

managers, health is fundamental, but the role of an incubator should be limited to traditional 

accompaniment, without exceeding certain limits – that is to say, without spilling over into 

intimacy. In addition, a too-close accompaniment would be non-productive. It appears that, in 

most cases, managers prefer to talk about emotional problems or mental suffering rather than 

physical health problems. This is partly due to the fact that, since psychological disorders can 

create physical symptoms and be linked with physical heath (Karasek and Theorell, 1990; 

Nixona et al., 2011), managers prefer to talk about psychological effects. They felt helpless in 

terms of dealing with physical problems. For instance, one manager said: “[If I learn that one 
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of my entrepreneurs is physically sick, he or she has to be treated. Our task is not to replace 

doctors. All that I can do is to wish him a healthy recovery]”. Conversely, however, they feel 

that they can offer help with regards to temporary psychological disorders such as confusion, 

frustration, stress, or loneliness. “[Even though it is informal, we provide psychological 

support, sooner, or later […] most managers have a dual role: that of manager and that of 

psychologist, being present and receptive when they feel the need to talk, they know my door 

is always open […] it is important that we always remain positive, no matter what]”.  The 

role of an incubator is certainly economic, but the entrepreneur should feel mentally 

supported by the structure, not isolated within it. These two aspects complement each other. 

 

Perceptions of bad and good stressors 

The many cases outlined by the managers allow us to give a clear overview of the main 

difficulties entrepreneurs face when setting up a new business. They noted different stressors 

depending on the project’s progress and, particularly, depending on the entrepreneurs 

themselves. “[You have stressors from the beginning of the project, caused by entry barriers. 

For being integrated in an incubator, for testing the project’s validity, for having financial 

aids]”. A technological incubator manager also referred to a national competition for 

innovative technology businesses, for which entrepreneurs complete heavy files that cause 

stress. “[The hardest thing remains the long-awaited moment of the answer. We know they 

spent a lot of energy and after that, we end up finding them in a very affected state]”. For 

most of the business incubator managers, the main stressors remain financial in nature, in 

terms of the fact that entrepreneurs do not receive a salary for their work. According to the 

managers, work overload is a second important stressor. “[The start-up phase is very intense, 

and most of the time their project is their lives]”. They also list a number of other stressors 

reported by entrepreneurs, such as a lack of visibility, potential conflicts with partners, the 

loss of a major client, and even new responsibilities that can create loneliness. They also 

noted that stressors vary for different entrepreneurs. “Some feel stressed where others don’t”. 

This brings us to the locus-of-control concept, which determines the degree to which 

individuals believe they have influence over events or outcomes (Rotter, 1966). Within an 

internal locus of control, individuals generally hold themselves responsible for actions and 

consequences, as opposed to an external locus of control, in which individuals tend to believe 

that luck or destiny are responsible for their actions or outcomes. Rotter develops the idea that 

“people with [an] external locus of control are generally more apt to be stressed and suffer 
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from depression as they are more aware of work situations and life strains”. Entrepreneurship 

research tends to suggest that entrepreneurs generally have a strong internal locus of control 

(Shapero, 1982; Jennings and Zeithaml, 1983; Gartner, 1985; Krueger, 1993).  

The internal locus of control for entrepreneurs highlights the fact that entrepreneurship 

is neither all black nor all white. According to managers, entrepreneurship remains a fulfilling 

activity in which entrepreneurs feel independent, since they have engaged in a chosen activity 

for which they are responsible. “[Health is linked with the notion of well-being, and in most 

cases, the entrepreneurial project is something positive, we succeed when there is a lasting 

harmony between the entrepreneur and his business]”. Thus, it appears that business 

incubators must take the plurality of people into consideration, as entrepreneurs are likely to 

be strong and determined persons.  

 

Different forms of support for various audiences 

The interview responses varied depending on the support structure offered and the 

entrepreneur concerned. Some structures give support for entrepreneurs out of necessity, and 

methods of accompaniment must be adapted. “[This category of entrepreneurs experienced 

difficult situations. Most of them try to escape from a long unemployment period, […] they 

often ask for advice, that’s why wework very hard on self-confidence too]”.  Differences were 

also seen depending on the area of activity. A manager from a structure specializing in artistic 

projects, for instance, reported that specific difficulties are experienced by entrepreneurs who 

are primarily artists. For technology incubators with high innovation potential, meanwhile, 

entrepreneurs generally have high levels of qualifications. The incubator gives support to 

specialists who, although they may have fully mastered their field, have difficulties in turning 

their innovative idea into a concept with any market value. Managers also suggested that 

geographic factors for business start-ups, i.e. whether rural or urban, attracted different types 

of entrepreneurs, and that the level of public subsidy also plays an important role. 

In general, managers actively involved in a quality process are led to reflect upon the 

deployment of new actions to improve entrepreneurs’ working conditions. Some structures 

decide to stay focused on collective actions. “[Collective training workshops improve social 

interactions within the structures. They feel less alone and are in demand for such events]”, 

whereas others give individual support according to the difficulties faced by entrepreneurs.   

“[Coaching helped the entrepreneur resolve certain specific problems, when the obstacles 

were based on beliefs and representations such as ‘I would never be able to do that’, or ‘I 

can’t take it any more’]”. 
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The main activities conducted by business incubators are informal meetings, annual 

celebrations, and dining out. In addition, but more rarely, they may include public awareness 

events, workshops on building self-confidence, and stress-management workshops. In order to 

combat loneliness, most business support structures have their own business network and 

encourage entrepreneurs to become members of them.  

 

DISCUSSION AND CONCLUSION 

The results of this research allow us to state a real interest from the incubator managers 

concerning the deployment of new services that would improve the living conditions of 

incubated business creators. The health dimension is certainly important, but it remains 

somewhat taboo, since it is felt to be intrusive in terms of entrepreneurs’ privacy. 

Nevertheless, we must take into account the fragility of new entrepreneurs, who often 

consider the entrepreneurial adventure as a complex and exhausting process. Obviously, 

incubators have a primarily economic role, and are structures in which every effort is made to 

ensure the success of the initiatives in question. But what is to be done when the venture goes 

wrong? Research has questioned the effectiveness of incubators, and has made clear the 

potential value of the psychological support they offer. Thus, interest in taking the 

entrepreneurs’ health into account appears to be pertinent with regards to the consequences of 

this on both the entrepreneur and the survival rate of their company. Beyond the manager’s 

decisions, the introduction of new tools largely depends on the requests of the entrepreneurs 

themselves, and on the qualitative objectives that are fixed by the business support structures. 

Thus, research in this field is far from complete, since the demand for such services must now 

be assessed via entrepreneurs, and not only incubator managers.  

The main limitation as far as our study is concerned is the fact that there is an absence 

of entrepreneurs’ points of view in the sample, as this study focused on the reflections of new 

health-oriented tools for this socioprofessional category. However, this is the subject of 

ongoing research. It will allow us to obtain a better understanding of the impact of 

entrepreneurial stressors on new business creators. The current challenge is to inform all 

stakeholders about this contemporary problem, and eventually develop operational tools or 

coping strategies intended to enlighten and stimulate the activities of those involved. 

 

References 

Aerts, K., Matthyssensc, P., Vandenbempt, K.(2007). Critical role and screening practices of 

European business incubators. Technovation. 27 (2007) 254–267. 



17 
 

Albert,  P. Bernasconi, M.  Gaynor,  L.  (2003). Incubateurs et pépinières d’entreprises : Un 

panorama international » Economie et Innovation, Série Clichés, L’Harmattan 

Barès, F., Persson, S. (2009). Faut-il importer le coaching au service du créateur 

entrepreneur ?- Pour de nouvelles perspectives dans le champ de l’accompagnement 

entrepreneurial. 6
ème

 congrès de l’Académie de l’entrepreneuriat, Novembre- Sophia 

Antipolis. 

Allen, D.N., Rahman, S.(1985). Small Business Incubators: a positive environment for 

entrepreneurship. Journal of Small Business Management; july 1985, page 23. 

Baron, R. A. (2008). The role of affect in the entrepreneurial process. Academy of 

Management Review. Vol. 33, Issue: 2, Publisher: Academy of Management, Pages: 328-

340 

Berger-Douce, S. (2005). L’accompagnement entrepreneurial par un incubateur universitaire-

Le point de vue critique d’un créateur, Communication au 4ème Congrès de l’Académie de 

l’Entrepreneuriat. 24,25 Novembre, Paris. 

Bloch, A. (1997). Psychologies entrepreneuriales. Les Echos- L’art d’entreprendre, 17 

octobre. pp 5-12. 

Boyd, D. P., Gumpert, D. E. (1984). The loneliness of the small business owner. Harvard 

Business Review. November-December; pp 18-24. 

Brooks Jr.O. (1986). Economic Development trough entrepreneurship incubators and the 

incubation process. Economic Development Review. 

Bruchon-Schweitzer, M. (2002). Psychologie de la santé. Modèles, concepts et méthodes. pp. 

290-328.Dunod. 

Bruchon-Schweitzer, M, Siksou Maryse. (2008). La psychologie de la santé. Le journal des 

psychologues. Juillet.  pp28- 32 

Bruyat, C. (1992). Le système d’appui à la creation et à la reprise d’entreprises: Rhône-Alpes, 

SAFIR, 1992, 133 pages. 

Buttner, E .H. (1992). Entrepreneurial Stress : is it harzardous to your health?. Journal of 

Managerial Issues, 4(2), pp 223-240. 

Bygrave, W.D. (1997). The entrepreneurial process, in Bygrave W.D. (dir), The portable 

MBA in entrepreneurship, John Wiley & Sons, 2nd édition, pp 1-27. 

Chabaud. D., Ehlinger. S., Perret, V. (2003). Les incubateurs d’entreprises innovantes : un 

réseau entrepreneurial reconfiguré. Communication à la XIIème Conférence de 

l’Association Internationale de Management Stratégique. 3,4,5,6 juin, Tunis. 

Cooper, A.C., 1985. The role of incubator organizations in the founding of growth-oriented 

firms. Journal of Business Venturing 1, 75–86. 

Cooper, C., and J. Marshall. (1976). Occupational Sources of Stress: A Review of the 

Literature Relating to Coronary Heart Disease and Mental Ill Health. Journal of 

Occupational Psychology;  pp 1-28. 

Couteret, P., Audet, J. (2006). Le coacching comme mode d’accompagnement de 

l’entrepreneur, Revue Internantionale de Psychologie, Vol. XII, dossoer n°27, pp 141-160. 

Dejour, C. (2006). Aliénation et clinique du travail. Actuel Marx, n°39 ; pp 123-144. 



18 
 

Dokou, G.A (2001). Accompagnement entrepreneurial et constructon des facteurs clés de 

succès. Communication à la Xème conférence de l’Association Internationale de 

Management Stratégique (AIMS), 13-15 juin, Université de Laval, Québec. 

Duchéneaut, B. (1996). Les dirigeants de PME. Enquête, Chiffres, Analyses pour mieux les 

connaitre. Ed Maxima. 

Eager, B., Maritz, P.A. (2011). Entrepreneurial stress: a conceptual model. Proceedings of the 

8th AGSE ERE, Melbourne, February. 

Fayolle, A. (2002). Accompagnement des créateurs d’entreprise et améloration de l’écoute 

mutuelle entre les entrepreneurs et leurs partenaires : recherche sur les perceptions des uns 

et des autres. Cahier de recherche du CERAG n°2002-25 

Fayolle, A., Ben Salah, A., Ben Salah, I., Belkacem, L. (2010). Efficacité des pépinières dans 

la création d’entreprise innovante : le cas de la Tunisie.Innovations 3/2010 (n°33), pp157-

179. 

Folkman, S., Moskowitz, J.T. (2004). Coping: Pitfalls and promise. Annual Review of 

Psychology, 55, 745-774 

Frese, M. (2009).Toward a Psychology of Entrepreneurship -An action theory perspective. 

Foundations and Trends in Entrepreneurship. Vol. 5, No. 6 

Gartner, W. B. 1985. A conceptual framework for describing the phenomenon of new venture 

creation. Academy of Management Review, 10(4): 696-706. 

Grimaldi, R. Grandi, A. (2005). Business incubators and new venture creation: an assessment 

of incubating models. Technovation, vol. 25, n°2, p.111-121. 

Grant, S.L., Ferris, K. (2009) Measuring stress in entrepreneurs: are existing occupational 

stress scales relevant? 6th AGSE Entrepreneurship Research Exchange. 3-6 Février 

2009.University of Adelaide, South Australia 

Hayton J.C., Cholakova , M. (2012).The Role of Affect in the Creation and Intentional Pursuit 

of Entrepreneurial Ideas. Entrepreneurship Theory and Practice. Special Issue: The Heart 

of Entrepreneurship. Vol 36, Issue 1, pages 41–68, January 2012 

Herenberg, A. (1991). Le culte de la performance. Ed Calmann-levy, Paris. 

Ibert J., Baumard P., Donada C. et Xuereb J.M. (2001). Data collection and managing the data 

source , in : R.A. Thiétart (éds.),  Doing management research, a comprehensive guide,   

Thousand Oaks, Sage Publication, p. 289-329. 

Jenkins, A. S., Brudin, E., Wiklund, J. (2010). Grief or relief? Emotional responses to firm 

failure. Frontiers of Entrepreneurship Research.Vol. 30: Iss. 6, Article 4. 

Jennings, D.F. and Zeithaml, C.P. 1983. Locus of control: A review and directions for 

entrepreneurial research. In Proceedings of the National Academy of Management, 1983, 

pp.417–421. 

Karasek, R. A. Jr. (1979). Job Demands, Job Decision Latitude, and Mental Strain: 

Implications for Job Redesign.” Administrative Science Quarterly, Vol. 24, p. 285-308. 

Karasek, R. A., Theorell, T. (1990). Healthy work. Stress, productivity, and the reconstruction 

of working life. Basic Book. New york. 

Katz R., Kahn, R.L (1966). The Social Psychology of Organizations.Wiley&son  (Deuxième 

édition en 1978). 



19 
 

Kets de Vries,F. R.  M. (2002). Combat contre l’irrationalité des managers. Editions 

d’Organisation. 

Khelil, N., Khiari, S., Smida, A., Zouaoui, M., Gomez Mejia, A. (2010). Exploration de la 

logique de l’accompagnement psychologique : une approche par les représentations des 

accompagnateurs.  Colloque GRH, PME et Entrepreneuriat : Regards croisés- 1er avril, 

Montpellier. 

Klofsten, M. an Mikaelsson, A-S. (1996) Support of small business firms: entrepreneurs: 

views of the demand and supply side, Journal of Enterprising Culture, 4, 4, 417-432. 

Krueger, N. 1993. The impact of prior entrepreneurial exposure on  perceptions of new 

venture feasibility and desirability. Entrepreneurship:  Theory and Practice. 18(3l): 5-21. 

Lazarus, R S, (1966). Psychological Stress and the Coping Process. New York: McGraw-Hill.   

Lazarus, R S and Folkman, S, (1984). Stress, Appraisal, and Coping. New York: Springer.   

Matthyssens, P., Vanderstraeten, J. (2009). Measuring the effectiveness of business 

incubators: a contingency perspective" - CIM/ICM scholarship. 

McGrath, J. E. 1976. "Stress and behavior in organizations." In Handbook of Industrial and 

Organizational Psychology. Dunnett, M. D. (ed) Chicago: Rand McNally College 

Publishing. 

McGrath, J E, (1982). Methodological problems in research on stress. In H W Krohne and L 

Laux (Eds), (1982). Achievement, Stress, and Anxiety (pp. 19–48). Washington, DC,: 

Hemisphere. 

Messeghem, K., Sammut, S. (2007). Processus entrepreneurial et pépinières d’entreprises : 

quand l’accompagnement conduit à l’isolement. Communication à la XVI ème Conférence 

Internationale de Management. 6-9 juin. Montréal. 

Miles, M.B., Huberman, M.A (1994). Qualitative data analysis: An expanded sourcebook, 

Second Edition. 

Morris, M.H., Donald K.F., Schindehutte, M., Spivack, A.J.  (2012). Framing the 

Entrepreneurial Experience.  Entrepreneurship Theory and Practice, Vol. 36, Issue 1, pp. 

11-40, 2012 

Mucchielli A. (1991), Les méthodes qualitatives, Que sais-je ? n°2591, Presses Universitaires 

de France. 

Nixona, A.,  Mazzola, J., Bauer, J., Krueger, J., Spector, P.( 2011). Can work make you sick? 

A meta-analysis of the relationships between job stressors and physical symptoms. Work 

& Stress, 25, 1 – 22. 

Patzelt, H., Shepherd, D.A. (2011). Negative emotions of an entrepreneurial career: Self-

employment and regulatory coping behaviors. Journal of Business Venturing 26 -226–238. 

Persson, S., Bayad, M. (2007). L’accompagnement des porteurs de projets par le coaching 

entrepreneurial. Revue internationale de psychosociologie. Vol XIII. Mars. Pp 147-168. 

Pezé, S. (2010). Les représentations du stress des dirigeants : quelles implications pour la 

gestion du stress au travail ? XXième Congr-s AGRH-17-19 novembre- Rennes/Saint-

Malo. 

Rice, M.P., (2002). Co-production of business assistance in business incubators. An 

exploratory study. Journal of Business Venturing, 17, p.163-187. 



20 
 

Rotter, J. (1966). Generalized expectancies for internal versus external control of 

reinforcements. Psychological Monographs, 80, Whole No. 609 

Schaefer, C., Coyne, J., Lazarus, R. 1981. The Health-Related Functions of Social Support. 

Journal of Behavioral Medicine, April; pp 381-406. 

Selye, H, (1976). The Stress of Life (rev. edn.). New York: McGraw-Hill. 

Shapero, A. 1982. The social dimensions of entrepreneurship. In C. Kent, D. Sexton, & 

K.Vesper (Eds.), The encyclopedia of entrepreneurship. Englewood Cliffs, NJ: Prentice-

Hall. 

Sherman, H.D., 1999. Assessing the intervention effectiveness of business incubation 

programs on new business start-ups. Journal of Developmental Entrepreneurship 4(2), 

117–133 

Sherman H. et Chappell D.S (1998). Methodological challenge in evaluating business  

incubator outcomes . Economic Development quarterly, November, Vol.12,  N°4, p. 313- 

321. Schindehutte, M., Morris, M., Allen, J. (2006) Beyond achievement: Entrepreneurship as 

extreme experience. Small Business Economics, pp 349-368.  

St-Jean, E. (2008). La formation destinée à l’entrepreneur novice : exploration des possibilités 

offertes par le mentorat. Revue de l’entrepreneuriat, vol 7, n°1. 

St-Jean, E., Jacquemin, A. (2011), « Le doute entrepreneurial comme facteur de changement: 

impact de l’accompagnement d’un mentor », Workshop International du CRECIS sur le 

Changement Entrepreneurial, Louvain-la-Neuve (Belgique), 16 septembre. 

Torrès, O. (2010), « Quelques pistes provisoires de réflexion sur la santé des dirigeants de 

PME, commerçants et artisans », CIFEPME ; Bordeaux 2010. 

Valéau, P. (2006). L’accompagnement des entrepreneurs durant les périodes de doute. Revue 

de l’entrepreneuriat. Vol 5, n°1. Pp 31-57. 

Vedel, B., Stephany, E. (2009). Quels critères de performance pour les incubateurs ? 

Communication au 6ème congrès de l’Académie de l’entrepreneuriat, Novembre- Sophia 

Antipolis.  

 

 

 

 

 



 

  

Why do some entrepreneurs fail forward (while others do not?) 

A moderated mediation model of learning from failure and transformational leadership 

 

Fang He, The George Washington University, Washington DC  

Charlotta Sirén, University of Vaasa, Finland 

Sheetal Singh, The George Washington University, Washington DC 

George Solomon, The George Washington University, Washington DC 

  

ABSTRACT 

Due to the amount of uncertainty and risk involved in entrepreneurial endeavors, failure is a built-in 

component of entrepreneurship. We argue that entrepreneurs’ prior failure experience can contribute 

to their transformational leadership. The contribution of failure is mediated by entrepreneurial 

learning, which involves both internalization and transformation of failure experience. Further, 

entrepreneurs’ learning from failure is moderated by their emotional intelligence (EI) and goal 

orientation as well as the way in which failure is viewed in their society. We expect entrepreneurs 

with higher EI and stronger learning goal orientation to more effectively seize the learning 

opportunities presented by failure, whereas those with lower EI and stronger performance goal 

orientation to be less efficacious in learning from failure. We also expect a more normalized view of 

failure to better facilitate entrepreneurial learning from failure. Data collected from founders and 

managers of young SMEs in US and Finland are analyzed using hierarchical multiple regressio. 

Theoretical and practical implications are discussed.  
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INTRODUCTION 

 For decades, entrepreneurial activities have been the catalyst for positive social change 

and a vital force in economic growth (Kirzner, 1973; Schumpeter, 1934, 1950). The World 

Development Report indicated that small and medium-size enterprises (SMEs) account for 65% 

to 75% of gross domestic product (GDP) for all countries (The World Bank Group, 2009). Based 

on these data, it is not unreasonable to claim that the future of the economy hangs on the 

informal sector and SMEs. In fact, SMEs have created 48% of employment opportunities and 

contributed to 46% of GDP in the United States (U.S. Small Business Administration, 2011). By 

generating 64% of net new jobs over the past two decades, SMEs have revitalized the United 

States following economic downturns in the 1990s and again in 2001 (Schramm, 2004; Small 

Business Committee, 2011).  

 However, with increasingly fierce global competition and a widespread financial crisis, 

SMEs are faced with a challenging situation. According to the U.S. Small Business 

Administration, more than half of SMEs fail within the first 5 years (Aldrich, 1999). Young 

firms do not only dominate job creation, but their likelihood of failure is also disproportionately 

high (Haltiwanger, Jarmin, & Miranda, 2010). In other words, the critical role that SMEs play in 

job creation and economic growth is contingent upon their continuous presence. Understanding 

failure and the implications of failure is key to being able to leverage entrepreneurial activities in 

fostering economic growth (Harrison & Leitch, 2005; McGrath, 1999).  

Due to the amount of uncertainty and risk involved in entrepreneurial endeavors, failure 

is a built-in component of entrepreneurship (Lubatkin & Chatterjee, 1994). Entrepreneurs usually 

encounter numerous failures and mistakes before they succeed (Timmons, 1999). Even the 

greatest entrepreneurs of our era were not spared the agony of failure. For example, the early 

Macintosh computer was slow, bulky, and lacked color graphics, and its initial lackluster 

performance pushed Steve Jobs out of the management of Apple, Inc., the company he 

cofounded with Steve Wozniak in his own garage. When reflecting upon his experience of being 

ousted from Apple’s top management, Steve Jobs called it an “awful-tasting” but “much needed” 

medicine (Jobs, 2005). He even considered getting fired from Apple to be the most valuable 

experience in his entrepreneurial journey. “The heaviness of being successful was replaced by 

the lightness of being a beginner again,” as Jobs described it. “I was less sure about everything. It 

freed me to enter one of the most creative periods of my life” (Jobs, 2005). 
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The story of Steve Jobs and many other successful entrepreneurs has presented intriguing 

questions for entrepreneurship researchers: What lessons does failure provide? How do 

entrepreneurs develop leadership skills in the process of making mistakes, failing, and learning 

from their mistakes and failure? Why do some entrepreneurs learn from this experience and 

become better leaders, while others do not? However, perhaps because of the bitter nature of 

failure, the quest for such a transformational process has been scarce (Edmondson, 2011). While 

entrepreneurship scholars have investigated the causes of failure and ways to avoid failure (e.g., 

Gaskill, Van Auken, & Manning, 1993), the fundamentally negative view of failure has led to a 

pervasive bias in the field of entrepreneurship (McGrath, 1999). As a result, the precious 

learning opportunities the experience of failure affords have been long understudied (see 

McGrath, 1999, for an exception), even though for more than a decade, scholars have been 

urging entrepreneurship research to move from a preoccupation with achieving success and 

avoiding failure to an integrated view that links these two phenomena (Aldrich & Fiol, 1994). 

It is almost incontrovertible wisdom that failure is the fire that tempers the steel of an 

entrepreneur’s learning and street savvy (Timmons, 1999). It is paradoxical that the implication 

of failure has not been given sufficient scholarly attention within the entrepreneurship tradition 

(McGrath, 1999). While the intriguing process of transforming failure into success remains 

obscure (Cannon & Edmondson, 2001), it is becoming increasing clear that there is a need to 

steer research away from picking winners to identifying key issues in the learning and 

developmental process of entrepreneurs (Sullivan, 2000). Entrepreneurship is a process (Baron, 

2007), and learning is at the very core of that process (Harrison & Leitch, 2005; Minniti & 

Bygrave, 2001). The assertive, forward-moving, and proactive nature of experiential learning 

(Kolb, 1984) captures the essence of entrepreneurship and further provides valuable insight for 

the question of why some entrepreneurs become better leaders after experiencing failure. The 

entrepreneurial process is more than the mere creation of a business (Kuratko, 2007; Shane & 

Venkataraman, 2000; Swiercz & Lydon, 2002); just as entrepreneurial leaders found their 

ventures to adapt and flourish, they also accumulate relevant know-how and develop themselves 

as leaders. In order to become effective leaders, entrepreneurs need to continuously build their 

competency through learning. However, because most existing research regarding learning from 

failure has relied on historical data, the mechanisms involved in achieving this advantage have 
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not yet been specified (Edmondson & Moingeon, 1996). Within the entrepreneurial context, in 

particular, many aspects of the learning process remain poorly understood (Cope, 2005).  

 “Learning from failure is not automatic or instantaneous” (Shepherd, 2003:319); rather, it 

is complicated by a myriad of interpersonal and intrapersonal factors. Since entrepreneurs are 

deeply attached to their ventures, business failure is likely to trigger negative emotions such as 

grief. Negative emotions inhibit deep reflection (Cannon & Edmondson, 2001), hinder cognitive 

processes (Baron, 2008), and limit the number of alternatives considered. According to cognitive 

resource theory (Fiedler & Garcia, 1987), when faced with failure, individuals divert their 

cognitive resources to negative emotions, rather than focusing on problem solving and learning-

related processes. If negative emotions such as anxiety or grief consume most cognitive 

resources, individuals will exhibit a lack of perspective and an inability to select relevant 

information, both of which interfere with learning (Sutcliffe & Weick, 2008). Given the impact 

of emotions, it is important to understand why some entrepreneurs are able to conquer negative 

emotions associated with failure and seize learning opportunities where others find only despair. 

In addition, entrepreneurs possess different personal goals and varied emotional abilities. These 

personal dispositions individually and collectively determine the extent an individual can exploit 

a learning opportunity. No existing research in entrepreneurship, to our knowledge, has 

incorporated goal orientation or emotional intelligence as potentially important “boundary 

conditions” for learning from failure. 

Another limitation in the literature relates to the making of entrepreneurial leaders. In the 

entrepreneurial process, entrepreneurs must perform different activities and accomplish various 

tasks. To successfully meet the demands imposed by all three phases of a venture (i.e., 

prelaunch, launch, and postlaunch), the entrepreneur not only needs to paint a vision that is 

convincing and resonating for various stakeholders but also use this vision to inspire internal and 

external followers (Baron, 2007). In other words, effective leadership is critical to venture 

success. Transformational leadership, a particular form of effective leadership that focuses on 

motivating followers by appealing to their ideals and intrinsic motives (Ensley, Pearce, & 

Hmieleski, 2006), has been linked to a number of organizational and individual-level outcomes 

pertinent to entrepreneurship. For instance, transformational leadership has been shown to relate 

positively to employee creativity and innovation (Mumford, Scott, Gaddis, & Strange, 2002), 

R&D project performance (Keller, 1992), and overall innovation at the organizational level 
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(Jung, Chow, & Wu, 2003). Understanding the genesis of transformational leadership will 

greatly improve our knowledge regarding how to better prepare entrepreneurs for future 

challenges and develop them as effective leaders. Whereas existing management research has 

uncovered a great range of positive organizational outcomes of transformational leadership, 

relatively little is known about its antecedents (Bommer, Rubin, & Baldwin, 2004), especially in 

the entrepreneurial context.  

In light of these gaps, this study integrates three important streams of literature – 

entrepreneurship, leadership, and management learning to address the following research 

questions: 1) does failure experience predict an entrepreneur’s transformational leadership? 2) to 

what extent does learning mediate the relationships between failure experience and 

transformational leadership? and 3) does the relationship between failure experience and 

entrepreneurial learning vary in strength depending on the level of emotional intelligence, goal 

orientation, and failure normalization?  

By answering these questions the present research contributes to the existing literature in 

four aspects. First, in delineating the entrepreneurs’ learning mechanism triggered by failure, this 

research puts forward a conceptual model depicting how entrepreneurs develop effective 

leadership that is instrumental for entrepreneurial activities. By empirically testing the 

relationships between failure experience, learning, and leadership, our study contributes to the 

understanding of the evolutionary nature of entrepreneurship (Deakins & Freel, 1998). Second, 

in introducing the individual-level moderators of goal orientation and emotional intelligence, the 

study examines individual differences among entrepreneurs that influence the relationship 

between failure experience and learning. Our exploration of a cultural moderator, failure 

normalization, sheds light on the cultural or societal contexts that facilitate or inhibit the learning 

of individuals following business failure. Collectively, our investigation of these moderation 

effects seeks to answer why some individuals learn from failure and become effective leaders 

while others do not. Third, we conceptualize learning as an emotionally charged process and 

employ Affective Event Theory (Weiss & Cropanzano, 1996), to understand entrepreneurs’ 

sense-making of failure and its associated emotional response. By explicating the critical role 

emotions play in the learning process, this study constitutes a valuable addition to existing 

rationality-focused management theories. Finally, in exploring the relationship between learning 

and transformational leadership, the present study addresses a key concern for entrepreneurship 
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scholars who have called for greater understanding of and evidence on how learning translates 

into effective leadership that fosters competitive advantages (Edmondson & Moingeon, 1996).  

The following section presents the theoretical foundation for the relationships specified in 

the proposed research model (Figure 1). The Methods section summarizes the research design, 

measurements, and analytical approach. The article concludes with a discussion of the 

implications of the present study and future research directions. 

 

 

 

 

 

 

 

 

 

 

Figure 1. Theoretical model of learning from failure and transformational leadership 
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Entrepreneurs’ Failure Experience and Transformational Leadership 
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Entrepreneurs must perform different activities at different points of this process (Gartner, 1989). 

While identifying and evaluating opportunities comprise the major tasks in the prelaunch phase, 

once entrepreneurs move into the postlaunch stage, their focus shifts to performing all the 

functions of a business leader. For the later stages of a venture, entrepreneurs need to not only 

paint a vision that is uplifting, convincing, and resonating for various stakeholders, but also use 
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an increasingly diverse range of people inside and outside the company, handle conflicts, 

conduct negotiations, and influence others. Growing the business also requires entrepreneurs to 

be able to recruit, motivate, and retain talent (Baron, 2007). Finally, entrepreneurs need to lead 

the process of organizational emergence in such a way as to create an effective organization 

(Antonakis & Autio, 2007). All of these tasks are highly challenging and require more than 

certain personality traits or cognitive styles. Rather, they entail substantial leadership 

competencies from articulating vision to influencing people. Perhaps Antonakis and Autio 

(2007) said it best: 

“These objectives cannot easily be attained by relying solely on the force of one’s own 

personality traits, one’s desire for achievement, or one’s tendency to overestimate one’s 

own strengths and underestimate risks, or low vulnerability. Something more is 

required—qualities that are projected through behaviors in daily encounters: 

leadership.” (p. 189) 

 Transformational leadership, an influence process in which the leader elevates followers 

beyond self-interests through idealized influence or charisma, inspiration, individualized 

consideration, or intellectual stimulation (Bass, 1999), is of particular relevance to 

entrepreneurship. A substantial amount of empirical work has demonstrated that transformational 

leadership is positively associated with individual followers’ and work group performance (Dvir, 

Eden, Avolio, & Shamir, 2002), followers’ job satisfaction (Kirkpatrick & Locke, 1996), and 

various leadership effectiveness measures (Judge & Piccolo, 2004). The underlying mechanism 

supporting these empirical findings is that transformational leadership enhances the development 

of followers, inspires them to think in unconventional ways, and inspires them to accomplish 

challenging tasks (Jung, 2001). This mechanism also makes transformational leadership 

beneficial to entrepreneurial activities. Scholars have found that transformational leadership 

relates positively to employee creativity and innovation (Mumford et al., 2002), R&D project 

performance (Keller, 1992), and overall innovation at the organizational level (Jung et al., 2003). 

As Yukl (2010, p. 279) predicted, “transformational leadership is likely to be more important in a 

dynamic, unstable environment,” such as an entrepreneurial context. 

 While transformational leadership has been linked to a wide range of positive individual 

and organizational outcomes, relatively little is known regarding its genesis (Bommer et al., 

2004). Existing empirical literature has focused on personal characteristics that are relatively 

stable, such as personality (Atwater & Yammarinol, 1993; Judge & Bono, 2000; Rubin, Munz, & 
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Bommer, 2005) and achievement needs (Pillai, Williams, Lowe, & Jung, 2003). An exception 

was the study of Bommer and colleagues (2004), who investigated the interaction between social 

context and an attitudinal construct, cynicism about organizational change, as an antecedent to 

transformational leadership. Although Bommer and colleagues (2004) pointed to a promising 

future research direction of examining individual variables that could be developed or are more 

malleable, cynicism about organizational change predicts behavioral intent, rather than specific 

leadership behaviors.  

 An emerging stream of research has found that experiences (Atwater & Yammarinol, 

1993; Bass & Avolio, 1994; McCall, 2004), especially developmental experiences (DeRue & 

Wellman, 2009; McCauley, Ruderman, Ohlott, & Morrow, 1994), can challenge individuals in a 

way that enables the development of effective leadership. Developmentally challenging work 

experiences facilitate the development of individuals’ cognitive and strategic leadership skills as 

well as their interpersonal leadership skills (DeRue & Wellman, 2009). These experiences 

prompt individuals to collect and process new information, think critically about the situation, 

and identify the underlying causes and consequences of problems (Cox & Cooper, 1998). 

Further, they enhance cognitive and strategic leadership by urging individuals to identify critical 

drivers of and barriers to organizational adaptation and to consider better ways for allocating 

organizational resources to create competitive advantages (Barney, 1991). At the same time, 

these experiences enhance interpersonal leadership effectiveness by enabling individuals to 

experiment with new ways of influencing people with diverse interests, as well as encouraging 

individuals to exercise “power-with” rather than “power-over” approach (DeRue & Wellman, 

2009). Since both strategic and interpersonal perspectives are inherent in transformational 

leadership, developmentally challenging experiences should be conductive to transformational 

leadership.  

 Developmental experiences take many forms, and business failure is one of the most 

traumatic and challenging. Yet, for some individuals, an experience with failure could serve as 

an incubator for transformational leadership. While there have been no systematic studies of 

entrepreneurs’ failure experience and transformational leadership, similar concepts, such as 

hardship, adversity, and resilience, have been discussed by leadership scholars and practitioners 

(Bennis & Thomas, 2002; Kayes & Kayes, 2011; Reid, 2008). This line of research provides 

several reasons why business failure could relate positively to transformational leadership. First, 
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business failure is a dramatic event that calls into question basic assumptions of the future of 

one’s business and how to move towards that future (Janoff-Bulman, 1992). Second, business 

failure provides stimuli for individuals to try new behaviors or reframe old ways of thinking and 

acting (Sitkin, 1992). Third, like other challenging work experiences, business failure provides 

motivation for learning and development by highlighting the gap between individuals’ current 

skill set and the requirements of the leadership role (McCauley, 2001). Although failure 

experience is not the only input of transformational leadership, we argue that failure is an 

important source of developmentally challenging experiences that contributes to effective 

leadership. Accordingly, we advance the following hypothesis: 

H1. The entrepreneur’s failure experience is positively associated with his or her 

transformational leadership.  

Entrepreneurial Learning and Transformational Leadership 

 Most experience-based perspectives of leadership development have tapped into the 

essential process of learning from experience and transforming learning into leadership (Cox & 

Cooper, 1998; DeRue & Wellman, 2009; Kayes & Kayes, 2011; McCauley, 2001; McCauley et 

al., 1994). However, no research to date has explicitly established or empirically tested the 

mediating role of learning. What remains unclear is how and to what extent learning functions in 

the process of transforming experience into leadership competence. And even more 

fundamentally, one important question remains: “Can one learn to be a transformational leader?” 

(Vandenberghe, 1999). Furthermore, although the potential learning effect of various types of 

experience (e.g., industry experience, management experience) has been well documented (see, 

for example, Shepherd, Douglas, & Shanley, 2000), the distinction between experience and the 

knowledge produced as a result of experience is unclear (Politis, 2005). Also, the concept of 

experience and that of experiential learning are often tangled. Experience itself does not suffice 

for learning; experience only provides the raw material for knowledge. Learning is the crucible 

that transforms experience into knowledge. Due to confusion among concepts of experience, 

experiential learning, and knowledge, the critical process of how entrepreneurs transform 

experience into entrepreneurial knowledge that subsequently contributes to entrepreneurial 

success remains obscure (Politis, 2005). To address these gaps we venture to define 
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entrepreneurial learning and examine the relationship between learning and leadership within the 

entrepreneurial context.  

 Our objective is to elucidate this learning process in an entrepreneurial context by 

applying different experience-based learning theories such as experiential learning theory (ELT; 

Kayes, 2002; Kolb, 1984), social learning theory (Bandura, 1997), and transformative learning 

theory (Mezirow, 1991).  Rooted in the work of pragmatist philosophers (i.e., John Dewey and 

Kurt Lewin), who deemed the integration of theory and practice vital (Kolb, 1984), ELT is a 

practical theory that describes how people learn in real contexts. Successful entrepreneurs learn 

as they progress in an extremely hands-on entrepreneurial journey. There is a consensus among 

scholars and practitioners alike that “learning by doing” constitutes a distinguishing feature of 

entrepreneurs (Cope & Watts, 2000; Minniti & Bygrave, 2001). As McCall (2004) pointed out, 

“The primary source of learning to lead, to the extent that leadership can be learned, is 

experience” (p. 127). On-the-job work experience, specifically, is the most effective way for 

individuals to develop leadership (DeRue & Wellman, 2009). Consequently, ELT is not only 

consistent with understanding the relationship between learning and leadership in an 

entrepreneurial context, but it also precisely captures the entrepreneurial spirit of “trial and 

error.” Building on experience-based learning theories, we define entrepreneurial learning as a 

dynamic process in which entrepreneurs acquire experience and further transform that 

experience into entrepreneurial knowledge, skills, and competences (Cope, 2003). 

 ELT delineates two basic dimensions of learning: the acquisition of experience and the 

transformation of acquired experience into knowledge. According to ELT, learning involves the 

interplay between the two. The first dimension requires individuals to resolve the tension 

between apprehension (concrete experience) and comprehension (abstract conceptualization). 

When individuals make sense of the environment through tangible, felt qualities of immediate 

experience, apprehension occurs. In contrast, when individuals grasp experience by interpreting 

it as meaningful symbols and place them within an abstract structure, comprehension occurs. The 

second dimension, where experience is then turned into knowledge, involves tension between 

intention (reflective observation) and extension (active experimentation). In the course of 

intention, individuals look inward to reflect upon their experiences, whereas in the process of 

extension individuals look outward to execute their ideas and interact with the external world 

(Kolb, 1984). 
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 Entrepreneurs are constantly immersed in streams of immediate experiences (Gartner, 

1989; Morris, Kuratko, Schindehutte, & Spivack, 2012; Reuber & Fischer, 1999; Reuber, Dyke, 

& Fisher, 1990). The entrepreneurial environment is so turbulent that entrepreneurs rarely have 

time to theorize (Busenitz & Barney, 1997). Hence, we argue that the dominant mode for 

entrepreneurs to acquire experience is apprehension. Two concrete sources provide raw materials 

for the apprehension of experience: personal involvement with the venture and direct observation 

of creating and growing a new venture (Minniti & Bygrave, 2001; Reuber et al., 1990). These 

two sources do not exist in exclusion of each other. In reality, most entrepreneurs rely on both 

during different stages of their ventures, although the degree to which a particular source is relied 

on varies. For example, during prestart, entrepreneurs gain industry experience via previous 

employment in relevant industries (Cooper et al., 1989) as well as prior engagements with 

comparable opportunities (Carroll & Mosakowski, 1987). Entrepreneurs could also have been 

exposed to direct experience by observing role models such as parents (Scherer et al., 1990) and 

mentors (Kram, 1983). After launching a new venture, entrepreneurs’ own practices become 

their major source of experience. Entrepreneurs could continue to gain valuable experience by 

observing their business partners as well as competitors; interacting with investors, board 

advisors, and clients; and actively participating in their learning communities (i.e., local 

networks) (Szarka, 1990).  

 Once entrepreneurs have acquired a “stock of experience” (Minniti & Bygrave, 2001), a 

transformational process involving the conversion of experience into practical wisdom must take 

place for learning to occur. The transformation consists of reflecting upon one’s vision and 

mental framework, actively seeking performance feedback and gathering information, and 

adjusting business strategy accordingly (Cannon & Edmondson, 2001). Deviating from Kolb 

(1984), who argued that individual preferences determine the adoption of either intention 

(reflective observation) or extension (active experimentation) as the dominant mode of 

transforming experience, we maintain that both intention and extension are needed in the process 

of transforming experience into entrepreneurial knowledge that subsequently contributes to 

venture success. In the learning experiment of creating and managing a venture, entrepreneurs 

learn the meaning of their concrete experiences by internally reflecting on the implications of 

these experiences, both to themselves and their venture. With insights gained and schemas 

developed, entrepreneurs act on the external environment to further extend their experience. 
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Although acquisition and transformation of experience are described as if they assume a 

sequential order, these two aspects of learning happen simultaneously. Moreover, rather than 

having acquisition and transformation as two independent entities, experience is continuously 

being created and recreated (Holmqvist, 2004).  

 Consider an entrepreneur’s experience of launching a marketing campaign to promote a 

new product. Once the campaign was launched, the entrepreneur would continuously monitor 

and evaluate its process and outcome. If the campaign failed to realize a predefined marketing 

goal, the entrepreneur may ruminate on the frustration such failure caused and examine the loss 

his or her venture suffered. These reflections would lead the entrepreneur to reassess key aspects 

of his or her assumptions (Cope, 2003; Mezirow, 1990). Simultaneously, the entrepreneur may 

gather information on how and why the campaign failed and obtain feedback from followers in 

the research and development, production, and marketing departments as well as clients and 

external mentors; such information would help the entrepreneur generate a new understanding of 

the market and the product. The entrepreneur could then test his or her new understanding by 

using different marketing techniques in future campaigns. Should these updated campaigns fail, 

another learning circle would be initiated.  

 Given the experiential nature of learning, there is broad agreement that learning is the 

primary mechanism through which leaders develop (Derue & Wellman, 2009; Kolb, 1984; 

Petriglieri, Wood, & Petriglieri, 2011). An increasing number of scholars have highlighted the 

link between identity development and leadership (Carroll & Levey, 2010; Day & Harrison, 

2007; Derue & Ashford, 2010; Lord & Hall, 2005; Shamir & Eilam, 2005), and some have even 

argued that leadership development is essentially personal development (Petriglieri et al., 2011). 

A starting point of personal development is becoming more aware of one’s self (Hall, 2004). The 

intension dimension of entrepreneurial learning, in which the entrepreneur internally reflects 

upon implications of failure experiences for both his venture and himself, renders an opportunity 

to examine one’s core beliefs, assumptions, and ways of making sense of the world and self. In 

doing so, the entrepreneur develops a clearer vision. When exercising the extension dimension of 

entrepreneurial learning, the entrepreneur verbally and nonverbally communicates vision to 

followers and lays down plans for achieving that vision. While a clear vision provides a 

necessary condition for transformational leadership, effective vision delivery results in 



 12 

followers’ perception of the leader’s charisma (Awamleh & Gardner, 1999; Howell & Frost, 

1989).  

 The foundation for the entrepreneur’s deep reflection and active experimentation comes 

from the entrepreneur’s concrete and observational experience of failure. The entrepreneur 

actively gathers information related to failure from various stakeholders, including followers. 

This active engagement provides a means for the entrepreneur to involve followers’ self-concept 

in the venture, which enhances followers’ self-worth by making them feel a part of something 

important (Shamir, House, & Arthur, 1993). According to Berson, Shamir, Avolio, and Propper 

(2001), incorporating followers’ self-concept in the tasks to be undertaken and enhancing their 

identification with challenges facing the organization is the inspirational influence unique to 

transformational leaders. The feedback-gathering process involves two-way communication. 

When trying to pinpoint why and how failure occurred, the entrepreneur not only discusses prior 

mistakes with followers, but also takes in their suggestions and concerns. Consequently, the 

entrepreneur customizes his or her leadership behaviors to reflect an individualized 

consideration. This interactive communication allows the entrepreneurial leader to encourage 

followers to think about reasons for and solutions to the problems and therefore provides a form 

of intellectual stimulation for followers.  

 Taken together, these learning behaviors of entrepreneurs can be translated into 

dimensions of transformational leadership, namely, charisma, inspiration, individualized 

consideration, and intellectual stimulation. Consequently, we expect a positive relationship 

between entrepreneurial learning and transformational leadership.  

Failure and its Learning Implications for Entrepreneurs 

 The entrepreneurial journey is “riddled with interrupted plans, unexpected obstacles, 

conflicting goals, and unattainable aspirations” (Morris, Kuratko, Schindehutte, & Spivack, 

2012, p. 21). From a learning perspective, both minor mistakes and major mishaps could offer 

valuable lessons to entrepreneurs (e.g. Ellis & Davidi, 2005; Morris & Moore, 2000; Shepherd, 

2003; Wong & Weiner, 1981). Consequently, for the present research, we used Cannon and 

Edmondson’s (2001) definition of failure as deviation from expected and desired results, 

including both avoidable errors and unavoidable negative outcomes of entrepreneurial activities. 

We argue that failure is an outcome that deviates from certain expectations, be it aspirations or a 
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set of right solutions (Cannon & Edmondson, 2001; Cyert & March, 1963; Ellis & Davidi, 2005; 

March & Simon, 1958; Morris & Moore, 2000). Individuals start with a standard (although this 

standard is subject to modification), with which they constantly compare outcomes, and the 

feedback generated by such comparison provides important messages for learning. While a 

variety of reasons for such deviation have been discussed in the literature, including legal 

problems, partnership dispute, the withdrawal or death of a founding partner (Bruno, Mcquarrie, 

& Torgrimson, 1992), financial difficulty, lack of relevant experience (Shepherd, 2003), and 

simply a shift of interest (Singh et al., 2007), we do not consider a shift in the entrepreneur’s 

interest to be a form of business failure, for it does not imply an inability to meet initial 

expectations.  Since we consider entrepreneurial learning to be an individual level phenomenon, 

special attention is paid to the psychological mechanisms and reactions triggered by personal 

failures underlying the learning process. The existing literature has recognized a few learning 

mechanisms following failure: attributional search (Wong & Weiner, 1981), self-focused upward 

counterfactual thinking (Morris & Moore, 2000), and the enrichment of mental maps (Ellis & 

Davidi, 2005). 

 Failure motivates deep reflection. When individuals fail, they usually ask themselves 

“Why did I fail?”. Wong and Weiner (1981) proposed that expectancy disconfirmation 

(unexpected events) and frustration (failure to attain a certain goal) give rise to an attributional 

search. Individuals carry with them sets of beliefs, schemas, or hypotheses to interpret how 

various causes and effects are related (Kelley & Michela, 1980). An attributional search will take 

place when one’s experiences cannot be readily assimilated into one’s existing belief system 

(Wong & Weiner, 1981). The law of effect indicates that individuals are motivated to terminate 

or prevent a negative state of affairs, and effective coping depends on locating the causes of 

failure and eliminating that behavior. Hence, attributional search serves as an “adaptive function” 

(Wong & Weiner, 1981, p. 651). 

 In addition to probing into the causes of failure, individuals also reflect upon questions 

like “What I could have done differently?”. Morris and Moore’s (2000) study of “close calls” in 

an aviation setting provided intriguing findings regarding how failure induced learning from 

“imagination” (p. 738). Cognitive and social psychology research indicates that counterfactual 

thoughts are most frequently provoked by unexpected and negative outcomes (Roese & Olson, 

1997; Williams & Lees-haley, 1996). Morris and Moore (2000) argued that failures and 



 14 

accidents, while causing both surprise and frustration to individuals, could induce counterfactual 

thinking. Furthermore, among the four types of counterfactual thinking—upward (comparison of 

reality to better possible alternative), downward (comparison of reality to worse possible 

alternative), self-focused, and external-focused—one combination (upward, self-focused) is 

especially conductive to learning. Defining learning as “performance-promoting lessons” (Morris 

& Moore, 2000, p. 739), these authors contended that upward counterfactual comparisons help 

people draw useful lessons for future reference by focusing on a factor that has causal potency to 

make the difference between the actual outcome and a better one (Roese & Olson, 1997). 

Particularly for those self-focused thoughts, there is a direct link between the focal factor and a 

behavioral intention to improve performance (Morris & Moore, 2000). Using both archival data 

of pilots’ reflection over actual close-calls reports and experimental results from college 

students’ reflection on simulated flights, Morris and Moore (2000) demonstrated that the degree 

of future action improvement was significantly higher in the presence of self-focused upward 

counterfactual thinking, confirming that self-focused upward counterfactual thinking is a 

mechanism for learning, more so than other types of counterfactual thinking.  

 The result of these deep reflections is an enriched metal map. Individuals carry with them 

mental models to interpret the world (Kelley & Michela, 1980). The concept of mental models 

covers a range of similar ideas of individual knowledge structures, including belief structures 

(Fiske & Taylor, 1991), cognitive maps (Weick & Bougon, 1986), and schemas (Neisser, 1976). 

Ellis and Davidi (2005) asserted that the creation of mental models starts with generating and 

then testing hypotheses. In particular, individuals tend to generate new hypotheses when they 

encounter unexpected problems, when their acts are frustrated, or when there is a notable failure. 

Furthermore, failure leads individuals to switch their information processing from an automatic 

to conscious mode, where cognitive activities are characterized by awareness, attention, active 

information gathering, and reflection (Louis & Sutton, 1991). In the conscious mode, people 

invest time and effort in deepening their understanding of the problems they are facing. As a 

result, the number of constructs representing objects or phenomena increases and the potential 

connections among constructs expand. To the extent that the complexity and extensiveness of 

one’s mental model reflects the depth and breadth of knowledge (Evans, 1988), failure helps 

individuals learn by discovering new variables and recognizing causal relationships between old 

and new constructs. This process of discovery and exploration, as Ellis and Davidi (2005) 
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viewed it, is a course of generating hypotheses and validating them through experiments. In 

direct support of the arguments above, Ellis and Davidi (2005) found that a group of Israeli 

soldiers who just experienced failed assignments had mental maps richer in constructs and links 

than the group with successful events.  

 Madsen and Desai (2010) concluded that the learning implication of failure is both 

motivational and informational. Failure facilitates two necessary conditions of learning: “the 

motivation to alert knowledge and ability to extract meaningful knowledge from experience” 

(Madsen & Desai, 2010, p. 454).  Failure motivates individuals to reflect upon the attributes of 

an event and their own actions and emotions during the incident. Individuals are urged to ponder 

their personal failures by asking themselves, “Why did I fail?” (Wong & Weiner, 1981) and 

“What could I have done better?” (Morris & Moore, 2000). In either case, failure leads 

individuals to question their taken-for-granted beliefs and assumptions and reframe their 

appreciation of the situation (Argyris & Schön, 1978; Ellis & Davidi, 2005). For entrepreneurs, 

an essential feature of crises is their capacity to stimulate deep reflection, which is instrumental 

in generating higher-level learning from these experiences (Cope, 2003).  

 Failure also provide a roadmap, showing why previously learned responses and habitual 

ways of behaving are ineffective (Marsick & Watkins, 1990). With the guidance of this roadmap, 

individuals can actively search for information and seek feedback about the failure experience. 

This information or feedback then helps individuals experiment with new ways of doing things 

and increase the variance in their decision-making algorithms, which together signify a shift into 

the exploration mode of solution search (Minniti & Bygrave, 2001). In the exploration mode, 

individuals strive to deepen their understanding of the nature of the problem and the environment 

where the problem is situated. As a result, individuals gain knowledge about new variables and 

recognize causal relationships between old and new constructs (Ellis & Davidi, 2005). In the 

entrepreneurial context, an experience of failure helps the entrepreneur pinpoint why and how 

failure occurred (Sitkin, 1992) and discover uncertainties that were previously unpredictable 

(McGrath, 1999). Politis (2005) thus concluded that prior failure expands the entrepreneur’s 

knowledge base by reducing uncertainty, increasing variety, and expanding the search for new 

opportunities. Accounting for all the learning implications of failure demonstrated in the 

literature, there should be a positive relationship between failure experience and entrepreneurial 

learning. Moreover, failure experience does not play a direct role in all four dimensions of 
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transformational leadership, but it motivates and facilitates the learning that makes a leader 

transformational. The entrepreneur’s learning behaviors should mediate the effect of his or her 

failure experience on transformational leadership. Accordingly, we hypothesize a full mediation 

effect of entrepreneurial learning. 

H2. The positive relationship between the entrepreneur’s failure experience and his or 

her transformational leadership is fully mediated by entrepreneurial learning. 

Entrepreneurial Learning from Failure: An Emotionally Charged Process 

 Intrapersonal psychological factors create a dilemma for learning, which, unless 

effectively managed, presents a significant obstacle for individuals to learn from failure (Cannon 

& Edmondson, 2001). Vince (1998, 2001).has identified emotion, one of the psychological 

factors, as an indispensable piece in the learning puzzle. The onset of a learning process is often 

characterized by anxiety, fear, and doubt (Vince, 1998). These negative emotions tend to trigger 

a defensive reaction (Bion, 1961), either fight (taking a hostile stance toward the difficult 

situation) or flight (running away from difficult emotions). Individuals involved in a defensive 

reaction move in the direction of “willing ignorance” (Vince & Martin, 1993, p. 210), meaning 

that they develop avoidance strategies and search for information for self-justification. Although 

“willing ignorance” might be an effective means to maintain self-esteem and thus protect one 

against the treat of self-destruction (Vince, 1998), it is detrimental to learning, especially higher-

level learning that failure entails.  

 Entrepreneurs’ learning from failure is complicated by negative emotions (Shepherd, 

2003). Because of the substantial financial and personal resources devoted to found, nurture, and 

develop a venture, entrepreneurs are personally identified with their business. Their business is 

of such personal significance that it could be compared to a child (Cardon, Zietsma, Saparito, 

Matherne, & Davis, 2005). Therefore, business failure represents a form of personal loss that 

could generate negative emotional responses (Shepherd, 2003). Shepherd (2003) argued that the 

failure of a business has the emotional intensity of the death of a loved one, and entrepreneurs 

who experience failure are subject to a specific form of negative emotion- grief. Through in-

depth interviews with five entrepreneurs who had recently experienced a business failure, Singh, 

Corner, and Pavlovich (2007) found that besides grief, interviewees experienced negative 

emotions such as guilt, frustration, anger, and depression. 
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Emotional intelligence 

 As individuals proceed further into the learning process, emotions and affect play a dual 

role in impacting what and how they think (Morris, Kuratko, Schindehutte, & Spivack, 2012). 

Baron (2008) articulated two influences of affect on entrepreneurs’ cognition that are particularly 

pertinent to learning from failure. First, individuals experiencing positive affect tend to be more 

creative than those experiencing negative affect; thus, the former are better able to connect 

informational “dots” in a complex and ambiguous situation such as business failure. Second, 

positive affect encourages use of more effective coping strategies, such as direct efforts to 

address problems, whereas negative affect enhances preferences for less effective strategies such 

as withdrawal, denial, or even reliance on substances.  

 Since emotions can take learning in two directions, either discouraging learning or 

promoting it, an entrepreneur’s ability to master emotions will determine the effectiveness of his 

or her learning from failure. Hence, an important individual difference, emotional intelligence 

(EI), is likely to moderate the relationship between failure experience and entrepreneurial 

learning. Mayer and colleagues (Mayer, Salovey, & Caruso, 2004; Peter Salovey & Mayer, 

1990) defined EI as the capability to accurately perceive emotions and access and generate 

emotions so as to assist thought, to understand emotions, and to reflectively regulate emotions so 

as to promote personal growth. In short, EI indicates the extent to which individuals’ cognitive 

capabilities are informed by emotions and the extent to which emotions are cognitively managed 

(George, 2000).  

 EI consists of four interrelated abilities: understanding and expressing one’s own 

emotions, regulating one’s emotions, perceiving and understanding the emotions of others, and 

channeling one’s emotions toward constructive activities that facilitate performance. The fact 

that learners cannot be separated from their social and situational context (Holman, Pavlica, & 

Thorpe, 1997) makes emotional abilities regarding both self and others relevant to facilitating the 

learning process. Not surprisingly, the critical role of EI has received empirical support from 

various learning contexts, including school children’s academic performance (Parker, 

Summerfeldt, Hogan, & Majeski, 2004) and individuals’ moving forward from project failure 

(Shepherd, Patzelt, & Wolfe, 2011). Therefore, we advance the following hypothesis:  
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H3. The entrepreneur’s EI positively moderates the relationship between failure 

experience and entrepreneurial learning, so that the higher the EI, the stronger the 

relationship. 

Goal Orientation 

 Another reason why learning from failure is not universal is that emotional responses to 

failure vary across individuals with different goal orientations. Dweck and colleagues referred to 

goal orientation as the cognitive framework that defines individuals’ appraisal and reaction to an 

event (Dweck, 1986; Elliott & Dweck, 1988; Heyman & Dweck, 1992). According to affective 

event theory (Weiss & Cropanzano, 1996), failure is subject to appraisal, which results in the 

experience of emotions. Integrating cognition with emotion, Weiss and Cropanzano (1996) 

advocated a two-stage appraisal process. Appraisal begins with evaluating an event for its 

relevance to one’s personal set of goals in simple positive or negative terms. The initial appraisal 

then leads to more specific interpretation, focusing on the focal event’s consequences attributions 

and available options to cope with failure. The relevance of an event is determined by goal 

relevance, the extent to which it touches on personal desires or concerns (Lazarus, 1991). The 

positive or negative emotional valance of an event is later evaluated against goal congruence, 

whether the event is consistent (beneficial) or inconsistent (harmful) with one’s desires and 

concerns. In addition, the intensity of the emotions associated with an event is closely tied to the 

importance or desirability of the goals.  

 Depending on the personal goals, events of similar characteristics could eventuate in the 

experience of different emotions, or emotions with different intensity, due to varied appraisal 

processes. Elliott and Dweck (1988) contended that in an achievement situation such as creating 

and growing a venture, two typical sets of goals pursued by individuals are learning goals and 

performance goals. Accordingly, learning goal orientation (LGO) refers to the desire to 

understand something new or to improve one’s level of competence in a given activity, whereas 

performance goal orientation (PGO) refers to the desire to gain favorable judgments and avoid 

unfavorable judgments about one’s ability (Button, Mathieu, & Zajac, 1996; Elliott & Dweck, 

1988; Heyman & Dweck, 1992; Payne, Youngcourt, & Beaubien, 2007). 

  When individuals are learning goal oriented, they strive to increase their ability. They 

tend to view failure as an event that is diagnostic and provides valuable feedback for developing 
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their competencies. Since individuals with LGO tend to believe their ability can be improved 

(Chen & Mathieu, 2008), failure does not represent a fixed hopeless state but motivates them to 

engage in learning activities to bridge the gap between their current level of ability and that 

required to reach desired outcomes. In other words, if an individual is learning goal oriented, the 

negative valance of failure is partially offset by its motivational and informational value. 

Individuals with higher LGO are expected to be less anxious about the end result and focus on 

mastery of the task. As a result, when presented with failure and obstacles, individuals with 

higher LGO are able to maintain higher levels of self-efficacy and develop more effective 

learning strategies (Chen & Mathieu, 2008). 

 In contrast, individuals who are performance goal oriented seek to maintain positive 

judgments of their ability and avoid negative judgments by seeking to prove, validate, or 

document their ability (Elliott & Dweck, 1988). These individuals view failure as a contradiction 

to their personal goals or disproval of their abilities and therefore respond with negative 

emotions and even “learned helplessness” (Diener & Dweck, 1978, 1980). PGO is also 

associated with a belief that ability is difficult to develop (Chen & Mathieu, 2008). Hence, while 

failure provides negative feedback on current ability, it does not create much motivation to 

improve for individuals with high PGO due to their fixed view of ability. In the learning context, 

high PGO is believed to lead to maladaptive responses (Kozlowski et al., 2001). When faced 

with failure, efforts directed at demonstrating competence and managing impression could be 

detrimental to skill or knowledge acquisition. Consequently, individuals with high PGO are 

expected to be less efficacious in learning from failure.  

 Early empirical research supported these considerations. In an experimental study with 

school children, Elliot and Dweck (1988) found that with salient performance goals, participants 

responded to mistakes with negative affect and with giving up attempts to find effective ways to 

overcome prior mistakes, but when the learning goal value was heightened, participants actively 

sought challenging tasks despite public errors, and as a result, their problem-solving strategies 

became more sophisticated. Similarly, Button, Mathieu, and Zajac (1996) found that individuals 

with high levels of PGO reported experiencing thoughts unrelated to the task (e.g., stress and 

escape intention), which directed attention to aspects of an event that were not conductive to 

learning while consuming the cognitive resources needed for processing the information and 

feedback generated by failure (Mogg, Mathews, Bird, & Macgregor-Morris, 1990). In contrast, 
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LGO individuals felt challenged by failure but continued to strive for improvement despite the 

negative feedback that accompanied difficult or novel tasks (LePine, 2005).  

 More recent goal orientation research revealed that PGO has two dimensions: prove and 

avoid (Elliot & Harackiewicz, 1996; Vande Walle, 1997). Vande Walle (1997) defined prove 

performance goal orientation (PPGP) as “the desire to prove one’s competence and to gain 

favorable judgment about it” and avoid performance goal orientation (APGO) as “the desire to 

avoid the disproving of one’s competence and to avoid negative judgments about it.” These two 

dimensions of PGO are associated with different motivational and performance outcomes. Vande 

Walle (1997) found APGO to be negatively related to motivation for mastery, motivation for 

effort, and feedback-seeking behaviors, whereas PPGO did not demonstrate any significant 

relationship with these vital elements in learning. In a conclusive meta-analysis, Payne, 

Youngcourt, and Beaubien (2007) reported that APGO was positively related to state anxiety (r 

= .36) and negatively related to academic performance (r = –.05), task performance (r = –.11), 

feedback seeking (r = –. 20), and self-efficacy (r = –.26). PPGO had a smaller positive 

correlation with state anxiety (r = .16) and was virtually unrelated to performance, feedback 

seeking, and self-efficacy. Many have concluded that APGO is in fact the dysfunctional element 

of PGO (Payne et al., 2007; Vande Walle, Cron, & Slocum, 2001).  

 In situations that involve learning from failure, APGO may be particularly dangerous, 

whereas PPGO’s influence is not as significant. A negative outcome (i.e., failure) is the center of 

concern for individuals with APGO and hence produces a hard blow to their self-efficacy. 

Compared with PPGO, APGO has a stronger relationship with negative emotional arousal, such 

as test anxiety and fear of failure (Elliot & McGregor, 1999). In contrast, for individuals with 

PPGO, failure is not as relevant to their personal set of goals and therefore generates less 

negative emotions. To sharpen the focus of the present research, we contend that between the 

two PGO dimensions, APGO is the one that negatively moderates the relationship between 

failure and learning. 

 In summary, individual difference in goal orientation has a profound impact on 

individuals’ appraisal of failure experience and the emotional response following that appraisal, 

which in turn influences the effectiveness of learning from failure. Additionally, as the intensity 

of affect is determined by the desirability or importance of goals (Weiss & Cropanzano, 1996), 
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the strength of an individual’s goal orientation should predict its impact on learning. Based on 

theoretical grounds and empirical findings, we advance the following hypotheses: 

H4a. LGO positively moderates the relationship between failure experience and 

entrepreneurial learning, so that the stronger the LGO, the stronger the relationship.  

H4b. APGO negatively moderates the relationship between failure experience and 

entrepreneurial learning, so that the stronger the APGO, the weaker the relationship. 

Failure normalization  

 The attitudes toward entrepreneurial failures are culturally based (Cope, 2011; Hayton, 

George, & Zahra, 2002; Mueller & Thomas, 2001). Negative attitudes towards failures may 

cause barriers for entrepreneurial activities primarily because fears of stigmatization (Cannon & 

Edmondson, 2005; Cope, 2011). For example, Cave, Eccles, and Rundle (2001) found that 

entrepreneurs in the United Kingdom perceive a more acute social stigma to failure than do 

entrepreneurs in the United States. The attitudes toward failures do not only vary between 

countries and cultures but also between regions and subcultures. For instance, Cardon, Stevens, 

and Potter (2009) found that in certain regions of the United States, failure is perceived as 

mistakes of entrepreneurs and results in stigmatization, whereas in other regions the reason of 

failure is more often seen as misfortune. These findings indicate that entrepreneurs’ perception of 

their societal attitudes and cultural norms regarding failure are likely to influence entrepreneurs 

emotional response to failure and in turn the extent to which they learn from it. Shepherd and 

colleagues (2011) suggest that the deep-rooted cultural tolerance of failure can be manifested in 

“failure normalization”, which speaks to the degree that failure is viewed as an ordinary 

occurrence rather than something to be shameful about. These authors further argue that failure 

normalization affects individuals’ failure tolerance in a way that failures are seeing as something 

normal and a part of the entrepreneurial journey. Failure normalization thus diminishes the 

salience and significance of failures and reframes them as learning opportunities (Shepherd et al., 

2011). Although Shepherd and colleagues’ (2011) argument regarded organizational culture and 

perceptions of organizational members, we believe that it is reasonable to extend it to a broader 

context (i.e. societal culture). Thus, we argue that failure normalization as a cultural variable 
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influences entrepreneurs’ emotional response to failure and in turn the effectiveness of learning 

from failure.  

H5. Failure normalization positively moderates the relationship between failure 

experience and entrepreneurial learning, so that the stronger the failure normalization, 

the stronger the relationship.  

 

METHOD 

Sample and Participant Recruitment 

 Founder-CEOs (CEOs) of young small and medium enterprises (SMEs) in the 

Information Technology (IT) industry from the United States and Finland comprised the 

population for this study. According to the U.S. Small Business Administration, firms with less 

than 500 employees are considered SMEs. As leadership has been shown to be most critical for 

firms at their postlaunch period—typically 18 months to 6 years after launch (Baron, 2007)—this 

study targeted founders of IT SMEs established between 2006 and 2010. In both the United 

States and Finland, a random sample of 1000 was drawn from comprehensive databases 

containing information of such firms. For both countries, we followed Sirén, Kohtamäki, and 

Kuckertz (2012) sampling framework to include IT companies with five to 499 employees. 

Participants were sought from CEOs and their direct reports of the targeted firms. 

 Individual contact information was obtained from company websites and commercial 

databases. We e-mailed CEOs recruitment letters with description of the study, instructions to 

complete the survey, and a link to the online-based survey. Based on previous research 

(Hambrick & Mason, 1984), direct reports are defined as senior executives with whom CEOs 

shares the strategic decision-making process. CEOs were asked to identify two managers they 

consider to be direct reports and assist in recruiting them to participate in the study. We asked 

CEOs to forward the recruiting email to the direct reports whom they had identified. Participants 

were given approximately 3 weeks to complete the survey. Up to two e-mail reminders were sent 

during that 3-week time span, and a hard copy survey followed if no electronic response had 

been received. All surveys were completed on a voluntary and anonymous basis. Surveys were 

coded to pair participants from the same firm, but no individual identifying data were collected. 
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Confidentiality of survey data has been strictly maintained. Participants who completed the 

survey were regarded with a $10 Amazon.com gift card. 

Measures 

 Most of the study variables were measured by well-established scales. The measures 

chosen for this study were based on their quality (i.e., validity and reliability) and pervasiveness 

in the relevant literature. To alleviate common-source bias, data was collected from two sources. 

CEOs self-reported study variables including failure experience, learning behaviors, EI, and goal 

orientation, failure normalization, as well as control variables such as personality, trait affect, 

and relevant experiences. Managers independently evaluated CEO’s transformational leadership, 

learning behaviors, EI, and failure normalization of their society. When more than one manager 

provides evaluations on a particular CEO, all assessments were averaged to provide a balanced 

view of the focal entrepreneur’s transformational leadership. In addition, demographic 

information (age, gender, ethnicity, and education) and firm characteristics (revenue, number of 

employees, and age of the firm) were collected from both CEOs and managers. A summary of 

the definition, operationalization, and rating source of each study variable is provided in Table 1. 

A five-point Likert scale was used for survey items unless otherwise noted.  

Independent Variable 

 Failure experience. Since we conceptualize failure as deviation from expected and 

desired results, failure experience can be gauged by having entrepreneurs assess results regarding 

important business objectives. Entrepreneurs were asked to assess results achieved by their 

businesses over the past 2 fiscal years. A rating of 1 indicates that results were far worse than 

expected, and a rating of 5 indicates that results were far better than expected. Assessments were 

applied to 10 generic objectives common to new business development, which were identified by 

McGrath (2001) after analyzing 56 exploratory projects. Examples of these criteria are “meeting 

budget objectives” and “meeting quality objectives.” These projects resemble the start-up 

process in that they require a company to learn about new markets, products, or technologies in 

order to develop new business. Ratings were reversed to indicate failure experience. McGrath 

(2001) reported good internal coherence (alpha = 0.85) and criterion validity (significantly and 

positively related to revenue, r = .53, p < .001) of this scale.  
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Table 1 

Summary of Study Variables 

Study 

variables Role Definition Subcategories 

Source of 

Scale Items Type 

CEO 

report 

Mgr 

report 

Failure Independent Deviation from desired or 

expected results 

None McGrath, 

2001 

Self-

developed 

 

10 Reflective   

    4 Reflective   

Transfor-

mational 

leadership 

Dependent An influence process in 

which the leader elevates 

followers beyond self-

interests through idealized 

influence or charisma, 

inspiration, individualized 

consideration, or 

intellectual stimulation 

 

Charisma, inspiration, 

individualized 

consideration, 

intellectual stimulation 

Podsakoff et 

al., 1990 

12 Formative   

Learning 

behavior 

Mediator A dynamic process in 

which individuals 

transform experience into 

knowledge, skills, and 

competencies 

 

Intention, extension, 

apprehension, 

comprehension 

Edmondson, 

1999 

7 Reflective   

Emotional 

intelligence  

Moderator The ability to accurately 

perceive emotions, assess 

and generate emotions to 

assist thought, understand 

emotions, reflectively 

regulate emotions to 

promote personal growth  

Others’ emotion 

appraisal, self-emotion 

appraisal, regulation of 

self-emotion, and uses 

of emotion to facilitate 

performance 

Wong & 

Law, 2002 

16 Formative   

Goal 

orientation 

Moderator The framework that 

defines individuals’ 

interpretation and reaction 

to events or outcomes 

Learning goal 

orientation, 

performance goal 

orientation 

Vande 

Walle, 1997 

13 Reflective   



To triangulate the concept of failure, we developed a measurement to capture the 

subjective experience of failure. In-depth interviews and case studies on entrepreneurial 

failure revealed that entrepreneurs experience failure in multiple aspects of their lives, 

especially in the financial and psychological dimensions (Cope, 2003; Singh et al., 2007). 

Based on a comprehensive review of the literature, we generated 16 items that tap into 

entrepreneurs’ failure experience. One potential risk associated with attempts to study 

entrepreneurial failure, as Zacharakis and colleagues (1999) noted, is that questions 

regarding failure are likely to be threatening for entrepreneurs due to the stigma 

associated with failure and an instinct for self-preservation. We therefore avoided 

inquiring directly about failure, but set the referent as “events that deviated from your 

expected and desired results.” Three experts from the fields of entrepreneurship, 

organizational psychology, and management learning independently rated these items for 

face validity. Eight items were selected to form the initial scale of failure experience, 

with four items for the financial dimension and four for the psychological dimension. 

A pilot study was conducted to test the internal validity of this self-developed 

scale. Thirty-three members of the Entrepreneurs Organization Washington, DC, chapter 

completed the pilot survey and provided feedback regarding survey items. We used 

exploratory factor analysis (EFA) to explore the factor structure of the new measurement. 

The EFA results revealed a single factor, suggesting that entrepreneurs experience failure 

in a holistic manner rather than differentiating it in financial or psychological 

perspectives. Four items with the highest factor loadings were retained. We further 

conducted confirmatory factor analysis (CFA) to examine the internal consistency of the 

measurement model. CFA results regarding factor loading of each item and the internal 

reliability of the final scale are presented in Table 2.  

 

Table 2. Item, Factor Loading, and Alpha Value of the Self-Developed Measurement 

Item Factor loading alpha 

These events put me into a substantial amount of debt. .90 .87 

These events have defined me as a person. .89  

These events caused great financial loss to my company. .83  

I have been deeply concerned about these events. .76  
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Dependent Variable 

 Transformational leadership. We measured transformational leadership using the 

12 items adapted by Rafferty and Griffin (2004) from Podsakoff, Mackenzie, Moorman, 

and Fetter’s (1990) transformational leadership scale. This adapted measure has been 

validated and used by numerous researchers (e.g., Bommer, Rich, & Rubin, 2005; 

Herold, Fedor, Caldwell, & Liu, 2008; Hill, Seo, & Kang, 2011; Rubin et al., 2005). 

More importantly, this measure is consistent with our conceptualization of 

transformational leadership. The four transformational leadership dimensions to be 

measured include charisma (i.e., “My leader has a clear sense of where he/she wants our 

company to be in the future”), inspiration (i.e., “My leader inspires others when he/she 

discusses our direction for the future”), intellectual stimulation (i.e., “My leader 

challenges others to reexamine some of their basic assumptions about their work”), and 

individual consideration (i.e., “My leader behaves in a manner which is thoughtful of the 

personal needs of others”). Managers identified by the founder-CEOs to be their direct 

reports will be invited to evaluate their leader’s transformational leadership.  

Intervening Variables 

 Learning behaviors. We employed the seven-item scale created and validated by 

Edmondson (1999) to measure entrepreneurs’ learning behavior using a. Consistent with 

the individual level of analysis of this study, the referent point will be changed from team 

to individual. When self-reported by CEOs, an example item is “I regularly take time to 

figure out ways to improve my company’s performance.” When rated by managers, a 

sample item is “My CEO regularly takes time to figure out ways to improve the 

company’s performance.” Walumbwa, Cropanzano, and Hartnell (2009) employed a 

similar approach and reported good internal reliability (alpha = .87). 

 Goal orientation. We used Vande Walle’s (1997) three-factor instrument to assess 

the three dimensions of goal orientation. The learning goal orientation will be measured 

by five items (e.g., “I look for opportunities to develop new skills and knowledge”), the 

avoid performance goal orientation will be measured by four items (e.g., “I’m concerned 

about taking on a task if my performance would reveal that I had low ability”), and the 
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prove goal orientation will be measured by four items (e.g., “It’s important for me to 

prove my ability to others”).  

 Emotional intelligence. We measured EI using the Wong and Law Emotional 

Intelligence Scale (WLEIS; Wong & Law, 2002). The WLEIS consists of four 

dimensions, three of which relate to self and one of which relates to others: self-emotion 

appraisal, others’ emotion appraisal, regulation of self-emotion, and uses of emotion to 

facilitate performance. Self-emotion appraisal measures the ability to understand and 

express one’s own emotions (e.g., “I have good understanding of my own emotions”), 

whereas others’ emotion appraisal measures the ability to perceive and understand others’ 

emotion (e.g., “I am a good observer of others’ emotions”). Regulation of self-emotion 

measures the ability to regulate one’s emotion (e.g., “I can always calm down quickly 

when I am very angry”), and, finally, uses of emotion to facilitate performance measures 

the ability to channel one’s emotions toward constructive activities (e.g., “I am a self-

motivated person”). Entrepreneurs will self-report all dimensions of their own EI, and 

managers will be invited to evaluate their CEO’s EI with regard to the others’ emotion 

appraisal dimension. 

 While other measures are available for EI, most have been developed in 

educational settings and thus face constraints when applied to organizational settings. For 

example, the original Mayer-Salovey-Caruso Emotional Intelligence Test (Mayer, 

Salovey, & Caruso, 2002) consists of 141 items and requires 30 to 45 minutes to 

complete. Given the demanding tasks and challenges entrepreneurs face, it is difficult for 

researchers to solicit their participation for lengthy surveys. WLEIS was specifically 

developed for management studies and consists of only 16 items. In addition, WLEIS has 

demonstrated high internal consistency, convergent and discriminate validity, and 

incremental validity in a number of empirical studies (Hur, van den Berg, & Wilderom, 

2011; Law, Wong, & Song, 2004; Sy, Tram, & O’Hara, 2006; Wong & Law, 2002). For 

these reasons, we consider WLEIS an adequate and suitable measure of EI in an 

entrepreneurship study.  

 Failure normalization. We measured failure normalization using the perceived 

normalization scale developed and validated by Shepherd and colleagues (2011). The 

extent that failure is perceived as a normal occurrence in a society will be measured with 
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three items (“Social communications signal that failure is considered an ordinary 

occurrence”), (“The society takes failure in stride”) and (“As far as the society is 

concerned, failure is not seen as anything extra-ordinary”). Shepherd et al. (2011) 

reported good internal reliability for this scale (alpha = .86). 

Control Variables 

 In selecting variables to include as controls, we focused on those variables that 

have been shown to influence learning and leadership outcomes in past research or that 

could potentially be viewed as alternative explanations. Recognizing that we could not 

include all possible variables, we selected control variables in three general categories: 

demographics, individual characteristics of entrepreneurs, and organizational 

characteristics. 

 Demographics. We controlled for a number of demographic variables, including 

the participants’ age, gender, and ethnicity, as they have been shown to impact 

individuals’ learning, fear of failure and leadership outcomes in previous studies (e.g., 

Button et al., 1996; Maurer, 2001).  

 Cognitive ability. Existing studies have suggested that cognitive or mental ability 

impacts learning (Ackerman, 1988; Yeo & Neal, 2004) and leadership effectiveness 

(Judge, Colbert, & Ilies, 2004). In the present study, we controlled for entrepreneurs’ 

cognitive ability by using education as a proxy. Education will be coded as 1, high school 

diploma; 2, associate’s degree; 3, bachelor’s degree; 4, master’s degree; and 5, doctorate 

or professional degree (e.g., M.D. or J.D.). 

 Experience. Both industry experience and venture experience have implications 

on learning (Baum, Bird, & Singh, 2011; Venkataraman, 1997). We controlled for these 

experiences to focus the present study on failure as a special type of experience. Industry 

experience will be measured by the number of years that the entrepreneur has been 

working within the industry pertaining to his or her current business. Venture experience 

will be reflected by the number of ventures the entrepreneur has founded.  

 Personality. Existing research on transformational leadership has identified two 

Big Five personality dimensions, extraversion and agreeableness, as the strongest and 

most consistent correlate of transformational leadership (Judge, Bono, Ilies, & Gerhardt, 
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2002; Rubin et al., 2005). In addition, a growing body of research has suggested an 

indispensable role of affect in entrepreneurial cognition (e.g., Baron, 2008). By 

controlling for agreeableness, extroversion, and trait affect, we focused our analysis on 

that portion of transformational leadership not explained by personality factors. 

Entrepreneurs’ agreeableness and extraversion will be measured with scales adapted by 

Rubin and colleagues (2005). Both scales contain five items from Goldberg’s (1999) Big 

Five Inventory. Trait affect will be measured by a 10-item short version of the Positive 

and Negative Affect Schedule developed and validated by Thompson (2007). 

 Firm characteristics. Prior research suggested that organizational context is likely 

to influence learning (Chuang & Baum, 2003; Haunschild & Sullivan, 2002). We 

accounted for the effect of context on individuals by controlling for firm age and size in 

terms of annual revenue and number of employees.  

Analytical Approach 

 Since all the hypothesized relationships are at the individual level, we will employ 

hierarchical multiple regression to test our hypotheses. To examine the main effects 

specified in the first two hypotheses, we will enter all the control variables in the first 

step. In the second step, we will enter the independent variable. For the relationship to be 

significant, we will look for significance of the independent variable after controlling for 

the control variables as well as the significance of the change in r
2
. To test the interaction 

effects as specified in Hypotheses 3, 4a, and 4b, we will use the procedure suggested by 

Aiken and West (1991). We will enter the control variables in the first step, followed by 

the main effects of the independent variable and the moderating variable. In the final step, 

we will enter the interaction terms. For the interaction to be significant, we will look for 

evidence of (a) significance of the interaction terms after controlling for the main effects 

and the control variables and (b) significance of the change in r
2
 in the final step. 

 

DISCUSSION 

 Entrepreneurship research has grown dramatically over the past 30 years, few 

empirical studies have helped researchers understand how entrepreneurs become 
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effective business leaders in the process of launching and growing a venture. Prior 

research on entrepreneurs has primarily focused on personality (i.e. Stewart, Watson, 

Carland, & Carland, 1999), cognitive styles (i.e. Busenitz & Barney, 1997; Mitchell, 

Smith, Morse, Peredo, & Mckenzie, 2002), or behaviors such as decision making and 

opportunity recognition (i.e. Busenitz & Arthurs, 2007), despite scholars’ recognition of 

the importance of entrepreneurial leadership (Fernald et al., 2005; Gupta, MacMillan, & 

Surie, 2004; Swiercz & Lydon, 2002). We began to fill this gap in literature by 

investigating how and when entrepreneurs develop a specific form of effective leadership 

(i.e. transformational leadership) that is critical for venture success. An emerging 

evidence that entrepreneurs learn most from their failure experience (McGrath, 1999; 

Politis, 2005) led us to examine the role of learning from failure in an entrepreneur’s 

leadership. Taking an experiential learning perspective, we argued an entrepreneur learns 

from failure experience and translate that learning into transformational leadership 

behaviors. With affective event theory as the theoretical underpinning of our model, we 

made three sets of moderating hypotheses. First, as negative emotions can undermine 

learning (Cannon & Edmondson, 2001; Vince, 1998), an entrepreneur’s ability to master 

emotions determines the effectiveness of learning from failure. Second, since personal 

goals and negative emotions influence the interpretation of failure (Weiss & Cropanzano, 

1996), goal orientation affects the learning process. Third, failure normalization as a 

cultural variable influences entrepreneurs’ emotional response to failure and in turn the 

effectiveness of learning from failure.  

Theoretical Implications  

 In the present study, we proposed and empirically tested a conceptual model of 

how entrepreneurs acquire leadership competence through failure experiences, which is 

likely to enhance our understanding of transformational leadership in the entrepreneurial 

context. We extend the research on the genesis of TFL that has traditionally focused on 

more stable individual differences such as extroversion, agreeableness (Judge & Bono, 

2000; Rubin, Munz, & Bommer, 2005) and achievement needs (Pillai, Williams, Lowe, 

& Jung, 2003). We do so by examining the impact of failure experience above and 

beyond personality and state affect. Our study echoes a steam of research arguing that 
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both the quantity and quality of on-the-job experience matter for leadership development 

(Dragoni, Tesluk, Russell, & Oh, 2009; Quinones, Ford, & Teachout, 1995). While 

entrepreneurs’ on-the-job experiences contain both routines and critical events like failure 

and major mistakes, our focus was on those critical events. Future research may benefit 

from exploring what type of experience or what combination of venture related 

experiences is most effective in terms of the development of entrepreneurial leaders.  

 Another theoretical implication of this paper lies in its extension of management 

learning theory. Existing learning theories, such as ELT (Kolb, 1984, 2005) and 

transformative learning theory (Mezirow, 1991), offer an excellent description of the 

ideal way of learning. How learning actually happens under varying circumstances, 

however, requires more theoretical development. Entrepreneurship is a dynamic 

phenomenon and the ways entrepreneurs manage and grow their businesses represent a 

rich context to study learning in the organization (Reuber & Fischer, 1999). By extending 

the concept of experiential learning to the entrepreneurial process, the present paper 

contributes to the management learning literature with a theory describing how managers 

(i.e. entrepreneurs) learn from critical events (i.e. business failures). While grounded in 

ELT, we also incorporate a myriad of management and organizational learning 

approaches (Argyris & Schön, 1978; Appelbaum & Gorannson, 1997; Edmondson, 2002; 

March, 1991) to address the limitations associated with ELT. For example, ELT has been 

accused with overlooking the emotional aspects of learning (Vince, 1998). In the present 

study, emotions have been the central piece of our theoretical arguments. We recognized 

the emotional repercussion that failure experience brings to entrepreneurs and the defense 

mechanisms triggered by negative emotions.  

 While this study wholeheartedly champions the idea that entrepreneurship is an 

emotional journey due to an extreme level of personal risks and identification between 

the entrepreneur and the organization (Baron, 2008), direct influence of emotion or affect 

was not explicitly tested. Due to the nature of research design, we were not able to 

measure the negative emotions immediately following the occurrence of failure. Future 

research could employ longitudinal design to monitor the changes in state affect 

following key events, and study the nuances and direct effects of emotions. With 

documentation of emotions and EI together, scholars could also explore more in-depth 
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how regulation of emotions plays a role helping the entrepreneur interact with various 

stakeholders and obtain resources. As Cardon, Foo, Shepherd, and Wiklund (2012) 

eloquently argued in a recent special issue of Entrepreneurship Theory and Practice - On 

the Heart of Entrepreneurship, entrepreneurship provides an excellent context to study 

affect and emotions. In leveraging the unique opportunity to study learning and emotions, 

we are not simply apply management and psychology theories in an entrepreneurial 

context, but also to develop and extend those theories and contribute back to those core 

disciplines.  

 Third, in introducing personal moderators- learning goal orientation (LGO), avoid 

performance goal orientation (APGO), and emotional intelligence (EI), the present study 

seeks to answer the question why some people benefit from past failure experience more 

than others. Further, by exploring the role of the cultural moderator- failure 

normalization, this study also represents an attempt to incorporate situational influence in 

the entrepreneur’s cognition and emotions. When setting forth the reason why APGO 

negatively moderates learning from failure, an intriguing phenomenon came to our 

attention: APGO is both related to anxiety before learning activities and destructive 

emotional reactions after receiving negative feedback. As Payne and colleagues (2007) 

suggested it would be interesting to see whether the negative moderation effect is reduced 

when negative affect (i.e. state anxiety) is controlled. As far as individuals with high EI 

are capable of regulating their emotions, EI should attenuate the negative moderation 

effect of APGO in the relationship between learning and failure. Similarly, as individuals 

with APGO are generally less prone to the potential risks associated with negative 

emotions, APGO should attenuate the positive moderation effect of EI. These more 

complex interactions among personal moderators as well as those between personal and 

cultural moderators offer promising avenues for future research.  

Practical implications 

 Beyond the scope of the present study there exist potentially an infinite number of 

factors that could affect the entrepreneurial learning and transformational leadership. 

Many of them we deem promising for future theorizing or empirical testing, including 

individual variables (e.g., self-efficacy, with regard to both being a leader and being able 
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to learn), firm variables (e.g., slack resources), and contextual variables (e.g., 

environmental dynamism). With an objective of producing entrepreneurship research that 

informs entrepreneurship policy and practice, we chose to focus on a limited subset that 

could be influenced via entrepreneurship education, mentoring programs, or policy 

reform.  

 The present study offers a number of suggestions for entrepreneurship pedagogy. 

From an educational perspective, failure could be more powerful than success because 

“it’s often easier to pinpoint why a failure has occurred than to explain a success” 

(McGrath, 1999: 28). Given that there is a significant undersampling of failure in contrast 

to the high rates of failure reported in entrepreneurial businesses (Denrell, 2003), we urge 

entrepreneurship educators, insider or outside universities, to design training and 

education programs that better reflect the reality facing entrepreneurs. As Shepherd 

(2004) suggested, a number of actions can be taken to improve the entrepreneurship 

education. First, lecture contents should offer statistics on the likelihood of business 

failure and highlight the point that failure represents an opportunity to learn. Second, 

entrepreneurs who failed or once committed major mistakes should be considered as 

potential guest speakers in class. A third-party observer of business failure, such as 

lawyers and accountants who assisted declaring for bankruptcy, could serve to provide 

additional information on business failure. Third, case study should include a more 

diverse range of business cases, including those near failure and failure stories. Last and 

the most effective way of failure education, is the first hand experiences of business 

failure, which can be gained by involving in role-play activities and simulations. For 

example, students could be put into the role of entrepreneurs who are preparing an 

announcement to inform employees that their business is about to close and layoff is 

inevitable. Fourth, classroom discussion should include when and how one considers 

terminating a business with dignity. A “real options” (McGrath, 1999) mindset together 

with thorough "cost-benefit analysis" would eventually prevent entrepreneurs from 

wasting personal and financial resources in inevitable business closure. 

 Our study also raises important political implications with regard to legislations 

and cultural attitude towards failures. Cave and colleagues (2001) argue that policy 

makers’ attitudes toward failures are reflected in their countries bankruptcy laws. 
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Traditionally, US has been a forth runner in the positive approach towards bankruptcy 

legislation. After declaring a bankruptcy, entrepreneurs may open their next venture and 

with the money they earn in it, pay their debts for the bankrupt venture (Landier, 2006). 

On the contrary, in Finland as well as other EU countries in general, a fair and quick 

second chance is not adequately recognized by national legislations. Due to this pitfall, 

European Commission (2011) recently launched a “Bankruptcy and Second Chance” 

policy program, aiming to find ways to minimize the lost entrepreneurship potential 

associated with bankruptcy and give entrepreneurs a “second chance”. Three fundamental 

conditions for easier and more efficient “second chance” were recognized. First, in order 

to reduce the stigma from bankruptcy, national legislation should have more effective 

measures against fraudulent bankruptcies in order to separate the non-culpable from the 

dishonest. Importantly, effective mechanisms to identify wrong-doers give creditors some 

safeguards and help those who come cleanly through bankruptcy gain a better chance of a 

fresh start. Furthermore, a more modern system for discharge is paramount to reduce the 

stigma of bankruptcy. Discharge should be as automatic and as reasonably limited in time 

as possible. In principle one to three years could be a good target to aim for. Contribution 

beyond the period of discharge is not reasonable and all debts should be discharged after 

this time. Finally, suitable financing solutions for re-entrepreneurs need to be put in 

place. Re-starting entrepreneurs need capital, cash flow and credit, with few, if any, 

restrictions on future trade, without being encumbered with long repayment periods of 

debts captured by a bankruptcy proceeding. Governments should work with financial 

sectors and coordinate lending practices to allow entrepreneurs with prior debt history to 

obtain financial resources for a fresh start. Addressing these problems help societies to 

adopt an “entrepreneur-friendly” view of failure and encourage individuals to view 

bankruptcies or other forms of business failure as learning experiences. The normalized 

perception of failure and learning-orientated goals, according to this research, are crucial 

for entrepreneurs to learn from failure, which in turn contribute to the ongoing success of 

existing SMEs.  
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CONCLUSIONS 

Failure represents one of the most difficult but at the same time valuable learning 

experiences that individuals face. The question of how and when entrepreneurs learn 

from these experiences and translate that learning into transformational leadership is 

fundamental to our understanding of SMEs’ adaptation. The present research suggests 

that entrepreneurs are able to learn from their failure experience and translate that 

learning into transformational leadership behaviors. The extent to which one is able to 

employ the unique learning opportunity presented by failure, however, is influenced by 

one’s emotional intelligence, goal orientation, and the attitude towards failure in one’s 

society. This study contribute to the theoretical framework of entrepreneurial learning by 

articulating the dynamic learning process and identifying a myriad of personal as well as 

cultural elements that facilitate or inhibit entrepreneurs’ learning from failure. This 

enhanced understanding of entrepreneurial learning in turn improves our knowledge 

regarding the genesis of transformational leadership, particularly in the entrepreneurial 

context. We hope that our research contributes to inform entrepreneur educators and 

policy makers and help entrepreneurs to move forward from prior failure experiences.  
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Introduction 

Entrepreneurs have been variously described as positive and creative (Baron & Tang, 2011), 

passionate (Cardon, Wincent, Singh,&Drnovsek, 2009), confident (Koellinger,Minniti, 

&Schade, 2007), optimistic (Hmieleski& Baron, 2009), motivated by achievement (Stewart 

& Roth, 2007), resilient (Shepherd, 2003), and committed risk takers (Simon & Houghton, 

2003). Arguably such positive affect in entrepreneurs is necessary given the likelihood that 

just over half of all commencing new ventures will fail (Knaup, 2005). Previous authors have 

suggested that entrepreneurs require “the application of energy and passion towards the 

creation and implementation of ideas and creative solutions. Essential ingredients include the 

willingness to take calculated risks… the vision to recognize opportunity where others see 

chaos, contradiction and confusion” (Kuratko & Hodgetts, 2004, pg. 30). We thus find it 

paramount that research attention continues to focus on exploring realistic ways that assist 

entrepreneurs to redress this high rate of new venture failure.  

This paper seeks to explore the language used by entrepreneurs in the offer documents that 

have been prepared to attract and secure investment in their new or early stage ventures. 

Specifically, we examine the level of optimism that is evident in the narratives that 

entrepreneurs use to describe the business opportunity they are presenting to investors. Whilst 

we are focused explicitly on the individual entrepreneur, in creating new venture success we 

do recognise that the new venture creation process is a complex interplay between the 

environment, the individual founder, the organisation, and the process adopted (Gartner, 

1985). Nevertheless, in spite of such complexity, entrepreneurship theory and research has 

generally found that there is a close interconnection between the role of the founder or 

individual entrepreneur and the new venture’s success or failure (Davidsson, et al., 2008). As 

cited recently by Baron and Tang (2011, p.50), just over forty years ago Baumol (1968) 

maintained that “trying to understand entrepreneurship without the entrepreneur is like trying 

to understand Shakespeare without Hamlet”. Accordingly, we continue to try and understand 

the entrepreneur by empirically examining the notion that entrepreneurs are optimistic and 

that their level of optimism is reflected in the language and the narratives that they use to 

describe their business opportunity and invite investors into their business. 

Literature Review 

In exploring the level of optimism evident in entrepreneur narratives, we adopt the following 

new venture definition: “a new venture is the end result of the process of creating and 
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organising a new business that develops, produces, and markets products or services to 

satisfy unmet market needs for the purposes of profit and growth” (Chrisman, Bauerschmidt, 

& Hofer, 1999, p.6), with founders being the individual entrepreneurs directly attributable to 

the formation of the venture. A new venture is thus often considered to be ‘new’ until it 

reaches the stage described in many new venture lifecycle models as maturity (Chrisman, et 

al., 1999). Importantly, for this study, the definition is sufficiently broad to include ventures 

that, although established, may have not yet reached maturity. The new ventures examined in 

the current paper meet such criteria.  

Defining the new venture 

Elaborating on the phases of new ventures Shane and Venkataraman proposed a model of 

entrepreneurship (Shane and Venkataraman, 2000) that identified three distinct processes: the 

existence and discovery of entrepreneurial opportunities; the decision to exploit 

entrepreneurial opportunities; and modes of exploitation.  Fundamentally they argued that in 

order to have entrepreneurship, opportunities needed to both exist and then be recognised or 

discovered. Once discovered, an explicit decision to develop the opportunity needs to occur, 

together with the recognition that there are varying ways in which opportunity development 

can be enacted. Additionally the establishment and development of new ventures is dynamic 

and non linear. Whilst Shane and Venkataraman’s conceptual model suggest three distinct 

stages in the process, the reality of new ventures is that these discrete stages can be 

intertwined and are often overlapping occurring in different sequences as the opportunity and 

new venture develops.  A model adopted by Timmons (Timmons & Spinelli, 2009) illustrates 

how this process operates in reality. 
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The Timmons model captures the triangulation required between the opportunity, resources 

and the team to make it happen. This model clearly articulates a focus on the entrepreneur to 

maintain an appropriate balance or tension between the various elements of the process. 

Similarly, Shane and Venkataraman’s conceptual framework focusing on entrepreneurship as 

a process maintains that the entrepreneur is the central agent in the process through discovery 

or recognition of the opportunity, the decision to exploit and develop the opportunity, and the 

ways in which the opportunity is able to and is exploited. Accordingly, to be eligible for 

inclusion in the current study, the entrepreneur must have moved the new venture sufficiently 

along the new venture creation process to have matured an idea and have developed a viable 

business plan that provides the basis for an offer document eligible for presentation to 

independent investors. 

Enter the entrepreneur 

In entrepreneurship research the impact that the founder, or entrepreneur, has on the new 

venture creation process cannot be understated. The reality of many new ventures is that the 

performance of the venture is closely linked to the behaviour of the founder because of the 

strong emotional and behavioural bond between the founder and their venture (Coelho, De 

Meza, & Reyniers, 2004). The significance of the emotion of the individual entrepreneur is 

persuasively acknowledged in Cardon, Wincent, Singh and Drnovsek’s (2009) conceptual 

paper. The authors have claimed that research attention must be directed towards 

understanding the passion of the entrepreneur to facilitate a deeper understanding of the 

nature of the relationship between the entrepreneur and the success of the new venture. 

Cardon et al.’s proposed focus on exploring the emotion of the founder resonates with 

previous research which has demonstrated that founder motivation for starting new ventures 

is more closely aligned with non monetary rewards (Alstete, 2008), and that entrepreneurs are 

passionate about their business pursuit (Dosi & Lovallo, 1997). Such a strong emotional 

foundation for the individual embarking on an entrepreneurial journey further personalises 

the relationship between the new venture and the founder and suggests that to fully 

understand the success or failure of a new venture that the behaviour and emotion of the 

individual entrepreneur needs to be analysed. 

The importance of examining the emotion of the new venture founder has been articulated in 

both conceptual and empirical entrepreneurship research (e.g., Cardon et al., 2009, Hmieleski 
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& Baron, 2009). Theoretically, emotion and passion based explanations have been used to 

reason why new venture founders display behaviours such as unconventional risk taking, 

extreme focus intensity, and an unwavering belief in his or her dream (Cardon et al., 2009). 

Positive emotional states such as optimism, hope and resiliency have been reported in 

empirical research of successful leaders of high-technology new ventures (Peterson, 

Walumbwa, Byron, & Myrowitz, 2009), whilst the pursuit of a new venture in the face of 

daunting obstacles is suggested by Hmieleski and Baron (2009) to be the result of the 

individual entrepreneur being high in dispositional optimism. Moreover previous empirical 

evidence has found that dispositional optimism is a defining characteristic of entrepreneurs 

involved in founding new ventures (Cooper, Woo, & Dunkelberg, 1988). 

However, the generally perceived positive emotions of passion and high levels of 

dispositional optimism within the entrepreneur pose a tension, and are potentially both a 

benefit and also a burden for entrepreneurial success. Excessive levels of optimism may lead 

to a negative impact on new venture success. Scholars have argued that simply possessing a 

great passion for a new venture and having dispositional optimism does not guarantee new 

venture success (Crane & Crane, 2007). Indeed, empirical research has found that 

entrepreneurs have expressed high levels of optimism irrespective of their preparedness to 

lead the venture (Cooper, et al., 1988). Hmieleski and Baron’s (2009) recent research, 

adopting a social cognitive perspective, found that entrepreneur optimism negatively 

impacted on new venture performance. Hmieleski and Baron have thus recommended that 

more research attention needs to be directed towards exploring the influence of individual 

entrepreneur emotional states, such as optimism, on new venture performance.  

Entrepreneur optimism 

Given that new ventures often emerge in new or previously unexplored markets, developing 

new products and technologies that may not have historical market or evidence bases from 

which to found decisions (Coelho et al., 2004, Ottesen & Gronhaug, 2006), positive 

emotional states such as optimism may provide the new venture founder with the necessary 

expectation of achieving desirable outcomes (Carver & Scheier, 2005). Entrepreneurs have 

reportedly demonstrated a greater tendency towards excessive optimism in comparison with 

non-entrepreneurs (Ucbasaran, Westhead, Wright, & Flores, 2010). Therefore, positive 

psychological emotions such as optimism may be critical in providing the motivating 
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behaviour to enable the individual entrepreneur to persist through the opportunity discovery, 

evaluation and exploitation phases of the new venture process.  

Concomitantly, there also appears to be a potential downside to an excessive level of 

entrepreneurial optimism. Excessive optimism in the entrepreneur has been suggested by 

some scholars to be the primary reason for the high incidence of new venture failure (Gartner, 

2005). The challenge with excessive optimism is that it may contribute to poor or irrational 

decision making (Palich & Dagby, 1995). Given that many new venture founders have a lack 

of experience or contextual information regarding the venture and of markets, excessive 

optimism may accordingly permit the development of ineffective behaviours such as 

‘unchecked fantasising’ (Coelho et al., 2004, p.397). Decisions and actions may be made or 

taken without reference to a clear perspective or an understanding of reality. This can 

negatively impact on new ventures in a number of ways and may include difficulty in 

securing financial support or the necessary physical and human resources to ensure venture 

success.  

From a financing perspective Landier and Thesmar (2005, p.1) suggest that “optimists self 

select into short term debt whilst those with a more realist orientation self select long term 

debt”. The excessive optimism of new venture founders may therefore contribute to the loss 

of appetite by major new venture sector financiers, and could have significant implications 

for future economic growth. The findings of research by Puri and Robinson (2007) support 

the hesitance of the financial sector, with the extreme optimists in their study displaying 

financial habits that were not considered prudent. Given that the funding provided by way of 

venture capitalists is extremely limited, the ability to encourage and provide more effective 

confidence to financiers in a boarder sense is critically important. This would include 

alternate capital raising platforms such as the Australian Small Scale Offerings Board 

(ASSOB). Palich and Bagby (1995) found that excessive optimism by entrepreneurs lead to 

an underestimation of the riskiness of their venture. Once again these findings support the 

need for more research investigating the notion of excessive optimistic behaviour in 

entrepreneurs. 

Theoretically, optimism has been described and assessed in a number of ways including links 

to mood and morale, tenacity and perseverance, effective problem solving, personal and 

business success (Luthans, 2002; Peterson, 2006; Seligman, 2006). Using Seligman’s 

explanatory style definition, an optimist is defined as someone who expects positive and 
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desirable events in the future, as opposed to a pessimist who constantly has negative thoughts 

and expects undesirable things to happen. Psychological research further asserts that 

optimism exists on a continuum, and thus different levels of optimism may be observed. 

Interestingly, although differences may exist in optimism levels, the boundary between what 

is realistic and what is excessive in optimism is still unclear (Schneider, 2001).  

Optimism is argued to have both state and trait aspects (Kluemper, Little, & DeGroot, 2009). 

Trait optimism refers to stable individual levels of optimism that are generally exhibited, 

whereas state based optimism is that which is influenced by contextual or situational factors. 

The recognition that optimism has state characteristics is important, as potentially negative 

influences through excessive optimism may be managed and reduced (Seligman, 2006). 

Therefore, if excessive optimism is identified in entrepreneurs then intervention programs can 

be designed to facilitate the development of realistic levels of optimism within these new 

venture founders. 

Given the likelihood of new venture failure, it is clear that entrepreneurs or new venture 

founders need to have an optimistic perspective to direct and maintain their motivation (Lowe 

& Ziedonis, 2006). However, there is perhaps a difference between a level of optimism that is 

appropriate to motivate and direct entrepreneurial effort and a level of optimism fuelled by 

the founder’s passion for his or her venture which could be considered excessive and 

contribute to poor business decisions. In short, we suggest that realistic optimism may have 

positive consequences for the new venture creation process and ultimately improve the 

chance of new venture success, whereas excessive optimism may be linked to excessive risk 

taking and poor decision making and thus may have the opposite effect on the new venture 

outcome and negatively impact new venture success. 

Examining the level of optimism evident in the narratives provided by the entrepreneur in the 

early stage of their new venture provides an important first step in understanding the 

existence of excessive optimism in entrepreneurs. The ability to both generate a better 

understanding of entrepreneurial optimism and to provide techniques and tools that assist 

with the management of optimism could have a significant economic and social impact 

through the extended survival rate and growth of new ventures. 

New venture offer documents (business plans) 
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For the new venture founder an important vehicle for introducing potential investors and 

other stakeholders to their business opportunity is the business plan or a specific document 

developed from the business plan aimed at informing and attracting potential investors, 

described herein  as the offer document. Successful offer documents are often the generated 

outcome of a comprehensive process of identifying a business idea, the initial incubation, 

screening and critique of the idea, followed by a thorough feasibility analysis and plan for 

establishing and growing the business (Barringer, 2009). For the new venture founder, the 

business plan is thus a critical tool for attracting investors or partners and essential for their 

entrepreneur’s goal of establishing and growing their enterprise. For this reason analysing the 

choices that the entrepreneurs have made regarding the language content and the tone of the 

messages within these documents will provide valuable insight into entrepreneurial optimism. 

 The Australian Small Scale Offerings Board (ASSOB) is an alternate capital raising platform 

used by new and early stage ventures as a way of raising equity capital in Australia. ASSOB 

provides a way in which venture founders are able to promote their offering to potential 

investors. Operating under Australian securities and companies legislation, the ASSOB 

platform provides entrepreneurial ventures, an alternative capital raising method outside, 

friends, family, business angels, venture capitalists and other funding sources. Listing on the 

platform requires an offer document, which not only describes the business opportunity and 

the nature of the venture, but also, importantly meets Australian Securities requirements in 

respect of disclosure and compliance. 

Content analysis of offer documents 

An advanced computer-aided content analysis program, DICTION 6.0 (Hart & Carroll, 

2010), was adopted for analysing the large volume of text contained within the new venture 

offer documents that form the basis of the narrative material examined in this study. 

Although social science research has used content analysis to examine narrative texts for 

many purposes including editorial topics in newspapers, themes in popular songs, or trends in 

advertising (Neuman, 1994), content analysis, particularly of long documents, is arduous and 

ensuring reliability difficult (Short & Palmer, 2008). Computer-aided content analysis has 

been recommended for coding and analysis of documents frequently used in management 

research to ensure “better reliability, improved stability and great comparability of results” 

(Morris, 1994, p. 903). DICTION 6.0 is a “computerised language analysis program that 

examines a text with a large and consistent set of search routines” (Hart & Lind, 2010). The 
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software has been successfully used in numerous published empirical works including the 

analysis of mission statement language (Short & Palmer, 2008) and leadership 

communication style (Bligh & Hess, 2007; Seyranian & Bligh, 2008). 

Method 

Participants 

The final sample of offer documents included for computer-aided content analysis in the 

study were a subset of the total number of offer documents submitted to the Australian Small 

Scale Offerings Board (ASSOB). ASSOB is a capital raising platform designed for 

generating investment into unlisted companies (www.assob.com.au) and is thus an important 

source of capital for new venture founders. The offer documents analysed were a purposely-

selected subset of all offer documents submitted during the period 2006 to 2011. The 

business proposals received by ASSOB were from variety of industries with all business 

opportunities meeting Chrisman et al.’s (1995) definition of a ‘new venture’.  

The final sample consisted of 108 new ventures that either successfully raised capital (n=54) 

or were unsuccessful in raising capital (n=54). In respect of the unsuccessful group, the 

definition of unsuccessful were those ventures that submitted offer documents, that either did 

not proceed to listing on the ASSOB platform, or they failed to raise any capital.  The final 

sample was reduced from an initial purposively selected sample of 123 offer documents after 

removal of several documents where the electronic files had become corrupted, the exclusion 

of offer documents that were incomplete, and the deletion of documents that were duplicated 

or were a substitution to an earlier version of the offer document. It is important to note that 

this was a subset of all the offer documents presented to ASSOB for listing on their platform, 

rather than an analysis of every offer document ASSOB received.  

The complete final sample of 108 new venture proposals was then imported into the 

DICTION 6.0 software for computer-aided content analysis. The 54 offer documents that 

were successful in raising capital varied in length from 6,239 to 78,157 words (m=14,157) 

and incorporated businesses that were successful in raising equity capital of between 

$A25,000 and $A3,439,270 (m=$A509,278). The comparison group of 54 offer documents 

that were unsuccessful in proceeding to listing or raising capital varied in length from 5,488 

words to 35,567 (m=12,037). 

 

http://www.assob.com.au/
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Measures and Procedure 

As content analysis was used in the current study, the unit of analysis for determining the 

level of optimism in the offer documents were the specific words and phrases that combine to 

create meaning in the text (Neuman, 1994). As there were 108 offer documents to be 

analysed and these documents varied significantly in length (5,000 words to 78,000 words), a 

computer-aided content analysis system was necessary to facilitate a reliable and effective 

process. The DICTION 6.0 (Hart & Lind, 2010) software package was adopted as it was 

designed by a communications researcher and offers management researchers an advantage 

as the program relies on word counts based on linguistic theory, thus combining the benefits 

of a word-count system with that of artificial intelligence systems (Short & Palmer, 2008).  

The software package contains 31 predefined dictionaries with over 10,000 search words that 

are subsequently used for lexical analysis and the creation of five ‘master’ variables (Hart & 

Lind, 2010). The ‘master’ variables include: certainty or language indicating resoluteness, 

inflexibility, completeness and authority; optimism or language endorsing or highlight the 

positive aspects of some person, group or event; activity language that features movement, 

change and the implementation of ideas; realism or language describing tangible, immediate 

and recognisable matters; and commonality or language that highlights agreed upon values, 

cooperation, and rapport. Hart and Lind (2010) maintain that when taken together the five 

measures provide a general understanding of the text. Given the interest of the current study 

in identifying the language of optimism of entrepreneurs the sophistication of the DICTION 

6.0 system to generate a score for such a variable is beneficial. Short and Palmer (2010) 

further suggest that DICTION is well suited to the analysis of narratives and texts within 

management research.  

Two distinct DICTION output files were created. One output file was created for the 54 offer 

documents that successfully generated capital through the ASSOB platform, and another 

output file created for the 54 offer documents that were unsuccessful in raising capital via 

ASSOB. As the documents varied considerably in length, the selection of the ‘unsegmented’ 

option was requested to ensure that all of the text within the offer documents was analysed. 

Once the DICTION 6.0 qualitative output was generated, the data was imported into SPSS 

(PASW Statistics 18) for additional quantitative analysis. For the 54 offer documents that 

were successful in raising capital, the additional data including the total capital raised via the 

ASSOB platform was added to the data file prior to analysis in SPSS. Descriptive and 
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inferential statistical analysis then followed using the DICTION 6.0 master variables of 

Activity, Optimism, Certainty, Realism, and Commonality, the total amount of capital raised, 

and the length of the offer document (using total word count) as a potential covariate in the 

analysis. 

Results 

New ventures successfully raising capital 

Correlations for DICTION master variables (Activity, Optimism, Certainty, Realism, 

Commonality), the total amount of capital raised, and the length of the offer document (using 

total word count) are displayed in Table 1. The figures demonstrate that there are no 

correlations between the master variables, the length of the offer document or the amount of 

capital raised. This suggests that the optimistic language used in the offer document was not a 

determining factor in whether the new venture was successful in achieving the generation of 

investment capital. 

Table 1 

Means, Standard Deviations (SD), for DICTION master variables, total capital raised, and 

offer document length for new ventures successful in raising capital. 

Variable Mean 

(SD) 

1. 2. 3. 4. 5. 6. 

1. Activity 49.28 

(0.75) 

      

2. Optimism 50.34 

(1.06) 

-.008      

3. Certainty 100.02 

(27.56) 

.438 .073     

4. Realism 50.08 

(1.07) 

.090 .042 .116    

5. Commonality 50.72 

(1.35) 

-.047 .087 .150 .062   

6. Capital Raised 509,278 

(575,576) 

-.041 -.075 .197 .212 .041  

7. Word Count 14,157 

(11,480) 

-.280 -.331 -.411 -.115 -.388 .022 

N = 54. * p < .05,  ** p < .001 

 

As the optimism DICTION master variable is comprised of a formula linking the standardised 

scores for the positive optimistic language of praise, satisfaction and inspiration less the 

scores for the negative optimistic langue of blame, hardship and denial, Table 2 provides the 
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correlations of these subscales and the total amount of capital raised and the length of the 

offer document (using total word count). 

Table 2 

Means, Standard Deviations (SD), for DICTION subscales of Optimism, total capital raised, 

and offer document length for new ventures successful in raising capital. 

Variable Mean 

(SD) 

1. 2. 3. 

1. Positive Optimism 

(praise, satisfaction & inspiration) 

2.05 

(.79) 

   

2. Negative Optimism 

(blame, hardship & denial) 

1.37 

(1.13) 

.517**   

3. Capital Raised 509,278 

(575,576) 

-.070 -.032  

4. Word Count 14,157 

(11,480) 

-.605** -.704** .022 

N = 54. * p < .05,  ** p < .001 

 

The results in Table 2 suggest that there is a significant relationship between the positive and 

negative optimistic language identified within the texts, and that the shorter the text the less 

likely the text was to reflect such optimistic language. As with the previous correlation matrix 

in Table 1, the level of optimistic language was not related to the level of capital raised 

through the offer document. 

New ventures unsuccessful in raising capital 

Correlations for DICTION master variables (Activity, Optimism, Certainty, Realism, 

Commonality), and the length of the offer document (using total word count) are displayed in 

Table 3. The figures demonstrate that the language of optimism correlates with the language 

of realism in these documents.  

Table 3 

Means, Standard Deviations (SD), for DICTION master variables and offer document length 

for new ventures unsuccessful in raising capital. 

Variable Mean 

(SD) 

1. 2. 3. 4. 5. 

1. Activity 49.29 

(0.81) 

     

2. Optimism 50.37 

(1.18) 

.119     

3. Certainty 97.54 

(25.50) 

.352** .262    
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4. Realism 50.39 

(1.11) 

.003 .339* .287*   

5. Commonality 50.73 

(1.05) 

-.212 .195 -.015 .308*  

6. Word Count 12,037 

(5,989) 

-.086 -.086 .266 -.174 -.418** 

N = 54. * p < .05,  ** p < .001 

 

An identical process of dividing the DICTION master variable of optimism into the subscales 

of positive and negative optimistic language was then generated from analysis of the 54 offer 

documents that were unsuccessful in raising capital. Table 4 provides the correlations of these 

subscales and the length of the offer document (using total word count). In these documents 

only the negative optimistic language correlated negatively with the length of the document. 

Table 4 

Means, Standard Deviations (SD), for DICTION subscales of Optimism and offer document 

length for new ventures unsuccessful in raising capital. 

Variable Mean 

(SD) 

1. 2. 

1. Positive 

(praise, satisfaction & inspiration) 

6.20 

(2.21) 

  

2. Negative 

(blame, hardship & denial) 

4.67 

(1.38) 

.334*  

3. Word Count 14,157 

(11,480) 

-.226 -.273* 

N = 54. * p < .05,  ** p < .001 

 

Differences between offer documents of new ventures successful and unsuccessful in 

raising capital  

Table 5 

ANOVA Differences between new ventures successful and unsuccessful in raising capital and 

the DICTION master variables and computed Optimism subscales 

DICTION scores Successful in raising 

capital 

Unsuccessful in raising 

capital 

F 

Master variables 

   Activity 

   Optimism 

   Certainty 

   Realism 

   Commonality 

 

Optimism Subscales 

 

49.29 

50.34 

100.02 

50.08 

50.72 

 

 

 

49.29 

50.37 

97.54 

50.39 

50.73 

 

 

 

.005 

.015 

.236 

2.212 

.001 

 

.042 
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   Positive (praise, satisfaction    

   & inspiration) 

   Negative (blame, hardship &  

   denial)  

 

2.05 

 

1.37 

6.20 

 

4.67 

 

 

.635 

n.s. 

 

Discussion 

This paper provides a content analysis of the narratives created by new venture founders in 

the offer documents prepared for investors and other stakeholders. The study examined the 

language of 108 offer documents that were divided between 54 new ventures that were 

successful in raising capital and 54 new ventures that were not successful in raising capital 

through the ASSOB platform. Specifically, we were interested in examining the level of 

optimism evident in these narratives as entrepreneurs have been previously described in the 

literature as being excessively optimistic (e.g., Crane & Crane, 2007; Ucbasaran, et al., 

2010). Individuals who are overly optimistic are more likely than others to report that they 

will experience positive events in the future and less likely than others to experience negative 

events (Ucbasaran, et al., 2010). Positive emotions such as optimism have been portrayed as a 

beneficial psychological capacity and linked to effective workplace outcomes such as growth 

and a positive return on investment (Luthans, Youssef, & Avolio, 2007). Deviating from this 

perspective are the findings of entrepreneurship studies suggesting that excessive 

entrepreneurial optimism has negatively impacted the performance of new ventures (e.g., 

Hmieleski & Baron, 2009).  

The language evident in the 108 new venture offer documents analysed in the current study 

demonstrates that documents are indeed dominated by positive optimistic language (Table 5). 

In all offer documents, those successful and those unsuccessful in raising capital, the positive 

optimistic language of praise, satisfaction and inspiration was substantially greater than that 

of the negative language of blame, hardship and denial. Accordingly, the entrepreneurs 

responsible for the generation of these offer documents appear to be demonstrating a great 

deal of optimism in their new venture as evident through the language that they have chosen 

to articulate to describe the opportunity. These findings support previous research that 

indicates entrepreneurs are likely to demonstrate positive emotional states such as optimism, 

hope and resiliency (Peterson, et al., 2009).  
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Interestingly, the offer documents that were unsuccessful in generating investment appeared 

to be more replete with such language in comparison with those that were successful. 

Although not statistically significant, it is interesting to note that there was a trend for offer 

documents with greater levels of positive optimistic language to be unfunded. Although the 

presence of optimistic language was not statistically related to the revenue raised from the 

offer documents, the comparison in Table 5 does indicate that the optimistic language was 

stronger in new ventures that were unable to raise capital. Perhaps these results are indicative 

of investors wary of excessively optimistic entrepreneurs. However, the results also indicate 

that the offer documents that were not successful in raising capital were also stronger in the 

negative language of blame, hardship and denial. Comparative qualitative research examining 

the prospectus statements of IPOs found insignificant relation between the content of the 

prospectus and the ability of the new venture to generate investment funding (Daily, Certo, & 

Dalton, 2005).   

Limitations and future research 

As far as the authors are aware, this is the first study to explore the language of entrepreneurs 

as expressed through new venture offer documents and is the first to do so using the 

DICTION 6.0 software. Additional qualitative analysis of the documents using alternative 

content and thematic analysis systems may therefore be warranted to validate the findings. 

The theoretical viability of the use of the DICTION 6.0 software to analyse new venture offer 

documents also requires additional consideration. In particular, we note that the new venture 

offer documents examined in our sample, in order to meet regulatory requirements, contain a 

significant amount of legal and compliance language that may artificially contribute to the 

negative optimism scores. In this study the entire offer document was analysed, rather than 

exclude such compliance statements. The authors are of the view that in future studies, 

removal of the regulatory compliance language may provide a more accurate representation 

of the optimistic language of the entrepreneur. Furthermore, further analysis of the ventures 

that were examined in this study, as to their downstream business performance could yield 

additional information into the relationship between optimism and business performance.   
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SUMMARY 

 

The present study develops a conceptual framework that describes the interplay among 

cognitive factors at the fuzzy front end of entrepreneurial actions. The model developed, 

assumes that experience is a critical driver of one’s perception of capabilities and 

intention, but that experience is interpreted through a lens of cognitive bias and 

explanatory style impacting perceptions of self-efficacy, and the consequent effectual 

planning and decision-making.   Effectuation offers a powerful explanation of 

entrepreneurial planning and action, focusing on available resources rather than end 

goals.  Effectuation logic is dynamic, opportunity driven and entrepreneur-centric.  This 

paper contributes to the entrepreneurship cognition literature by explicitly framing the 

interrelationship between entrepreneurial experience-creating of human/social capital, 

effectuation and entrepreneurial self-efficacy.  In addition, this paper enhances our 

understanding of the cognitive conditions that facilitate business creation by proposing a 

theoretical framework and propositions to advance theory development in entrepreneurial 

cognition and self-efficacy.   
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TOWARDS A CONCEPTUAL MODEL ON THE INTERRELATIONSHIPS 

BETWEEN ENTREPRENEURIAL EXPERIENCE, ENTREPRENEURIAL SELF-

EFFICACY AND EFFECTUATION  

 

PRINCIPAL TOPIC 

 

The paper explores the interrelationships between entrepreneurial experience and 

entrepreneurial self-efficacy (ESE) in an attempt to better understand the factors that lead 

to effectual decisions and the pursuit of entrepreneurial opportunities. The process of 

entrepreneurship involves choices, and the actual choice to start a business is only made 

by a sub-set of people interested in entrepreneurship - those who positively assess 

opportunities, accept risk, and ultimately initiate entrepreneurial action, while so many 

others simply choose not to act (see Casson, 1982; Kickul, Gundry, Barbosa & 

Whitcanack, 2009; Shane, Locke & Collins, 2003).  Business creation involves not only 

the discovery and assessment of the match between capabilities and opportunities, but 

also the willingness and confidence to risk the resources needed to create the venture and 

thereby potentially exploit entrepreneurial opportunities (Kreuger, 2000).  Moreover, 

many new ventures are started despite high failure rates, implying that some people 

perceive attractive opportunities in circumstances where others do not (Simon, Houghton 

& Aquino, 1999). 

 

The question of who will actually exploit entrepreneurial opportunity puts the potential 

entrepreneur at the centre of venture formation. Carland, Hoy and Carland (1988) argued 

that understanding the entrepreneur is a critical dimension of understanding 

entrepreneurship.  However, previous work has identified significant problems in 

studying the traits of entrepreneurs, since many characteristics of successful 

entrepreneurs did not distinguish them from effective executives or other leaders (e.g., 

DeCarolis & Sapirito, 2006; Gartner, 1988; Shaver & Scott, 1991).  Gartner (1988) 

argued that researchers should study the behaviour and activities of entrepreneurs, rather 

than traits and later suggested that researchers address the characteristics of 

entrepreneurship that might predict future entrepreneurial outcomes (Gartner, 1989).   
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The emergence of research focusing on cognitive factors began to address this issue (e.g., 

Baron &Ward, 2004; Farmer, Yao & Kung-McIntyre, 2011; Krueger, 2000, 2005).  

Cognitive factors are a critical element of opportunity recognition, since the discovery of 

opportunities depends on the possession of information, and the cognitive processes 

necessary to value it (Shane & Venkataraman, 2000).  Krueger (2005) noted that 

increasingly cognitive research puts the entrepreneur back into entrepreneurship.  The 

thrust of this stream of scholarship is to understand how entrepreneurs interpret 

information, construct the perception of their environment, and develop a sense of who 

they are.  While traits such as need for achievement or tolerance for ambiguity may not 

differentiate those who pursue an opportunity, differences in the perceptions of resources 

relative to opportunity may impact entrepreneurial intention.  This perception may be 

affected by an individual’s self-efficacy.  

 

Although there is a large and growing body of literature on the importance of 

entrepreneurial self-efficacy (e.g., Chen, Green & Crick, 1998; Krueger & Dickson, 

1994; McGee, Peterson, Mueller & Sequiera, 2009), the emergence of effectuation logic 

as a driver of entrepreneurship makes the interpretation of resources and capabilities 

critical issues in entrepreneurial action, since these decisions are influenced by the 

individual’s attributes -  who they are, who they know and what they know (Sarasvathy, 

2001).  These factors or “means” are driven by perceptions of one’s abilities and 

resources.  In this light, an appropriate starting point is to look at the central actor in the 

processes and the antecedents of ESE that can propel an individual to start a business and 

become an entrepreneur.  

 

The present study develops a conceptual framework that describes the interplay among 

cognitive factors at the fuzzy front end of entrepreneurial actions. The model developed, 

assumes that experience is a critical driver of one’s perception of capabilities and 

intention, but that experience is interpreted through a lens of cognitive bias and 

explanatory style (Seligman (1991) impacting perceptions of self-efficacy, and the 

consequent effectual planning and decision-making.    
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CONCLUSION 

Effectuation has received significant attention in the entrepreneurship literature since 

Sarasvathy’s (2001) article.  It offers a powerful explanation of entrepreneurial planning 

and action, focusing on available resources rather than end goals.  Effectuation logic is 

dynamic, opportunity driven and entrepreneur-centric.  Understanding the 

interrelationship between experience, explanatory style, ESE and effectuation adds a 

significant dimension to advance our understanding of entrepreneurial decisions.  

Although ESE has been well-defined (see for example McGee, Peterson, Mueller & 

Sequeira, 2009; Bandura 1982, 1994, 1997), the antecedents of ESE and its 

interrelationships with entrepreneurial experience, explanatory style, and the role of 

effectuation logic are much less understood. Defining the relationship between ESE and 

effectuation is critical since effectuation is driven by the perception of resources and 

capabilities.  In this model (Figure1), we propose that those perceptions are related to 

ESE. The effectual self-assessment of the entrepreneur’s “means” will change both 

relevant entrepreneurial experience and their subsequent impact on ESE. 

 

  

Figure 1. How experience and ESE affect effectual decisions

Entrepreneurial 
Experience

Effectual 
Decisions

Optimistic  
Explanatory Style

Entrepreneurial 
Self-Efficacy

 

 

This paper contributes to the entrepreneurship literature in two major ways.  First, the 

paper attempts to explore the rather ambiguous front end of the entrepreneurial process 
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by explicitly framing the interrelationship between entrepreneurial experience and ESE to 

be moderated by an individual’s explanatory style (optimism vs. pessimism) that impacts 

on the decision to pursue perceived entrepreneurial opportunities. Second, the paper 

integrates an effectuation perspective into these processes to better capture the primary 

entrepreneurial initiative – venture creation.   In addition, this paper enhances our 

understanding of the cognitive conditions that facilitate business creation by proposing a 

theoretical framework and propositions to advance theory development in entrepreneurial 

experience and self-efficacy.   

 

We hope that this paper stimulates further conceptual work and subsequent empirical 

testing of the framework proposed.  In addition, we hope the conceptual framework is 

further refined and tested for policy makers. 
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INTRODUCTION 

This paper will develop the theory of ‘entrepreneurial opportunity’, within an empirical 

framework of real-world entrepreneurship. It is widely accepted in entrepreneurship research that 

‘without an opportunity there is no entrepreneurship’ (Short et al 2010). Entrepreneurship is 

considered to involve the entrepreneur relentlessly pursuing opportunities without regard to the 

available resources at his/her disposal (Stevenson and Sahlman 1989; Stevenson and Jarillo 

1990). Opportunities are described in terms of either identified opportunities (Kirzner 1997) or 

created opportunities (Schumpeter 1934). The exploitation of opportunities has been placed at 

the centre of entrepreneurship theory and has become a taken-for-granted assumption that this is 

what entrepreneurs ‘do’ (i.e. Shane 2003, Delmar and Shane 2004, Fiet et al 2004, Ko 2004, 

Lumpkin and Lichenstein 2005, Shepherd and De Tienne 2005; Baron 2006; Lee and 

Venkatamaran 2006, etc.).  

The opportunities-as-identified perspective considers that opportunity recognition is a central 

part of the entrepreneurial process because this process ‘begins with the recognition of an 

entrepreneurial opportunity’ (Shane 2003, p.275). Opportunities-identified by the entrepreneur 

represents the dominant perspective in entrepreneurial opportunity theory; the majority of 

entrepreneurship scholars focus almost entirely on Kirznerian opportunity discovery (Chiles et al 

2007). In this view, opportunities exist as a result of market disequilibrium ex ante to any 

entrepreneurial intervention. The alert entrepreneur recognises that there are profit opportunities 

to be had by moving the markets back towards equilibrium (Kirzner 1973, 1997). Stimulated by 

the prospect of profit, the alert entrepreneur recognises the opportunity and subsequently takes 

the rational action required to exploit it (Casson and Wadeson 2007).  

The relationship between opportunities, entrepreneurs and alertness is ‘part of the very core 

structure of Austrian theory 

without deliberate planned search’ (Endres and Woods 2006, p.194). Noticing opportunities, or 

opportunity recognition, is viewed as being a cognitive process that entrepreneurs are much 

better at than others (Baron 2011). An individual not alert to recognising opportunities ‘is 
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unlikely to become an entrepreneur because they will fail to identify opportunities due to both 

misjudging their market environments, as well as not behaving in the required way to exploit a 

profit opportunity’ (Gaglio and Katz 2001). 

The opportunities-as-created perspective also considers that opportunities are central to the 

entrepreneurial process. However, in contrast to opportunities-as-identified perspective, the 

assumption is that opportunities are created as a consequence of entrepreneurial intervention in 

the markets causing disequilibrium. Opportunities are created ex post due to the impact of new 

products and/or methods on the markets that the entrepreneur opens up or creates (Schumpeter 

1934). The Schumpeterian perspective of opportunities-as-created argues that ‘almost all 

opportunities are created by human activity’ (Buenstorf 2007, p.334). This can occur through 

activities such as for example through bricolage (Baker and Nelson 2005), opportunity 

construction (Sarasvathy 2004) and enactment. The creativity of entrepreneurial activity creates 

market disequilibrium that subsequently precipitates the ‘crucial decision to commit resources to 

the exploitation of new ideas’ (Casson 2010, p.7). 

 

Theory Development 

Shane (2003) has suggested that more empirical work on opportunities needs to be done; ‘the 

field of entrepreneurship needs much more information on entrepreneurial opportunities than we 

currently have...evidence is limited’ (ibid, p.262-270). Gartner (2008) suggests that the concept 

of opportunity needs both empirical and theoretical development exploring ‘opportunity as a way 

to ascertain whether our scholarly ideas fit with the experiences of individuals in the world’ (ibid, 

p.312). There are few empirical studies that explore the nature of opportunities, and scholars 

have been unable to develop ‘an integrated theoretical framework that develops and explains the 

emergence and development of entrepreneurial opportunities’ (Companys and McMullen 2007, 

p.302). Empirical evidence for how opportunities function during new venture creation is 

extremely restricted (Dimov 2011). Ihrig et al (2005) suggest that ‘the field of entrepreneurship 

has to explain how the opportunity and the venture evolve and has to analyse the entire 

entrepreneurial process’ (ibid. p43). This is because theoretically there is a ‘conceptual collapse 
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of the time between first insight and the idea that ends up being implemented’ (Dimov 2007, 

p.714).  

This paper will empirically investigate the role of ‘entrepreneurial opportunity’ during the time 

between the idea for a business, and the construction of a rapidly growing organisation in order 

to address some of these shortcomings. More evidence is needed in the literature of new venture 

start-up processes because there is little evidence about how firm founders behave when starting 

their organisations (Gartner and Shaver 2004). We will present an in-depth case study of new 

venture creation and phenomenologically examine the lived-experience of entrepreneurship. This 

will be done by using emic data collected during the process of setting up and running a rapidly 

growing professional services firm: ‘The Archaeology Company’. The research will provide 

empirical evidence that the ‘entrepreneurial opportunity’ plays an insignificant role during the 

process of creating a new organisation. Furthermore, it is other factors than ‘the opportunity’ 

which, during new venture creation, subsequently facilitate the success and growth of a new 

organisation. 

 

RESEARCH METHODOLOGY 

The methodology adopted was a subjectivist phenomenological enquiry into the entrepreneur’s 

experience of new venture creation. The research focused on a single case-study of the creation 

of a rapidly growing professional services firm: ‘The Archaeology Company’. In this study we 

examined how ‘opportunity’ functioned for the entrepreneur throughout the creation process; 

(albeit either as a process of opportunity identification or as process of opportunity creation). 

The processual perspective of entrepreneurship suggests both wide-ranging entrepreneurial 

activities and multiple activities that take place over time (Fuller et al 2008). The paper will 

examine to what extent the entrepreneurial activities that took place during the venture creation 

process, were related to opportunity. 

There are several assumptions that underpin the research approach the most significant of which 

are that (i) entrepreneurship is a multi-dimensional process (Delmar et al 2006, p.363), and (ii) it 

takes place over time. As the research summary in the previous section has shown, it presents a 

methodological challenge to capture the complexity of entrepreneurship empirically. Siggelkow 
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(2007) suggests that case-study research may be used as a way of unravelling the ‘underlying 

dynamics of phenomena that play out over time. As scholars have increasingly begun to 

appreciate the role of dynamic processes...rich longitudinal research is needed to provide the 

details of how these processes actually play out’ (ibid, p.22). Therefore, rather than offering a 

‘static or snapshot approach’ (Nassif et al 2010), a single-case study can provide insight into a 

sequence of events that change over time (Van de Ven 1992, p.179). By exploring the new 

venture creation process as ‘the sequence of incidents, activities and stages that unfold over the 

central subjects’ existence’ (Van de Ven 1992, p.170), this paper will establish the role that 

opportunity plays throughout that sequence of events, and re-consider it’s centrality to 

entrepreneurship research. 

 

Case Study: The Archaeology Company 

Archaeological and Heritage Management Services Ltd was incorporated in Ireland at the end of 

February 2003 as a limited company; trading as ‘The Archaeology Company’. One of the authors 

of this paper was a co-founder of this company. The organisation was set up to provide 

archaeological services for companies in Ireland involved in planning and construction, as well 

as national infrastructure projects. The clients were firms of architects, engineering practices, 

developers and government organisations such as the National Roads Authority (NRA) and 

various local authorities. The services that ‘The Archaeology Company’ offered were 

archaeological monitoring, pre-development testing, excavations, desk-top studies, and 

environmental impact assessments. According to planning regulations, prior to any development 

taking place exceeding a particular size or within a zone of archaeological potential, an 

archaeological impact assessment needs to be provided to the planning authority as part of the 

planning process. 

Some of these archaeological reports provided ‘pre-planning’ are in support of a planning 

application and others are produced in response to a client’s planning condition. The usual 

planning conditions would be that archaeological monitoring takes place at the same time as the 

groundworks, or that archaeological testing takes place prior to groundworks. Archaeological 

monitoring can be carried out without an archaeological licence, and consists of monitoring the 
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early stages of a development for potential signs of archaeology. An archaeologist follows a 

mechanical excavator as it begins the ground-works to see if any archaeology is being 

uncovered. 

Archaeological testing however needs a licence because it is a more prospective form of 

archaeological investigation. When the licence is granted, testing takes place on the site in the 

form of a series of test-trenches across the site. These provide a sample or cross-section of 

potential archaeology that expose the stratigraphic levels which can establish the potential for 

archaeological remains on site. Archaeological remains may be impacted upon, i.e. destroyed or 

damaged, by building foundations, or road pylons/ structures. If archaeology is uncovered during 

the monitoring or testing phase, the client will need to address this and find a resolution that will 

satisfy his or her planning conditions. Normally they have three options (i) not proceed and leave 

the archaeology in situ (ii) redesign the development to avoid potential archaeological impacts 

 

Usually the client would consider the cheapest option, which would largely be dictated by the 

extent of the archaeological remains on site. For example, a large burial site or graveyard would 

result in an expensive excavation; as each skeleton would cost approximately €400 to excavate, 

as well as the significant post-excavation costs of specialists such as an osteoarchaeologist. Also, 

such excavations attract local interest as well as concerns regarding the most ethical way of 

disposing of human remains after examination. In a small number of cases the cost of resolving 

the archaeology may exceed the financial benefits of the development. In other cases, when the 

client is made aware of the archaeological impacts it may be considered more cost-effective to 

re-design the development. For example, with a road it may be cheaper to redesign the road-take 

away from the archaeology than have a crew of 50 or 60 archaeologists excavating the remains 

for anything up to a year. Finally, if the archaeology cannot be avoided ‘The Archaeology 

Company’ would provide teams of archaeologists to excavate and record the remains, and 

provide a report that would allow the development to proceed. 

 

Business Model and Rapid Growth of ‘The Archaeology Company’ 
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‘The Archaeology Company’ was set up with an initial investment of €1500 from each of the 

four directors, and the start-up was conducted from the author’s kitchen. The business model 

combined the knowledge of the Irish archaeology industry from three of the company directors, 

and the telesales and administrative experience of the fourth, (the author). 3000 A4 colour 

brochures were designed (Figure A) and printed that would be used to introduce the company, 

and this is where the majority of the initial financial investment was directed (Figure B). 

Potential customers were identified from ‘The Golden Pages’ and telephoned to see if they used 

archaeological consultants and if they did, if they had any projects coming up that may require 

our services. If the client used archaeologists either currently or at some time in the past, a 

brochure was sent and a note was made in Microsoft contacts to remind the author to follow up 

the brochure with a call to see if the company could give the new client a quotation for any 

upcoming work. The author employed her first member of staff within a couple of week’s 

primarily to assist in the task of sending out the brochures.  

 

    

Fig A: Brochure Template    Fig B: Marketing Brochure 

 

Within 6 months of the first phone-call being made in January 2004, the company was 

employing 14 full-time members of staff and the company had moved to premises in the nearest 
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town of Birr, Co Offaly. By the end of the year the company had secured a large archaeological 

project excavating archaeological remains in Dublin for ‘An Architects Firm Limited
1
’ on behalf 

of ‘Development Homes
2
’. This project required a further 18 contract staff as well as the full-

time administrative staff. 

During the early years of trading, ‘The Archaeology Company’ was tied into the expanding 

housing construction industry, and primarily managed archaeological projects associated with 

this such as housing estates and the development of towns. The company proceeded to grow 

ever-more more rapidly and after three years and with three years of audited accounts, became 

eligible to tender for large-scale government infrastructure projects. Subsequently, the business 

model became less dependent on the housing section of the construction industry to maintain 

rapid growth. Housing development projects would generally be smaller value projects, which 

meant that more of them were needed each month to maintain turnover at certain levels 

(specifically to cover costs).  

In contrast, infrastructure projects would have additional costs, such as contract staff and also 

civil engineering aspects such as machines and drivers, portacabins etc; but they could be 

administered very efficiently within the overall existing administrative structure of the company. 

In effect, the extra costs of very large projects were directly associated with doing the project 

rather than managing and administering the project. The managing and administration aspect of 

the business should already be covered within the day-to-day operations. In this way, when a 

large scale infrastructure was awarded to the company there were three associated benefits. (1.) 

There was a period of certainty for the months ahead. This made it easier to make accurate 

with regards to purchasing and/or staff retention. (2) A regular payment schedule could be put in 

place as part of the contract, which relieved pressure from other parts of the business particularly 

those relating to debtors collections. (3.) Being awarded a government tender guaranteed that the 

administrative costs would be covered for the foreseeable future regardless of the number of new 

smaller projects in. Usually it was the case that the smaller projects covered running costs but it 

                                                            
1 Name changed for privacy 

2 Name changed for privacy 
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relieved the possible profitability problems if they were not sufficient. However, generally a 

large-scale project when managed successfully increased the overall profitability of the 

infrastructure project and then that of ‘The Archaeology Company’. The effect of this would 

invariably result in the easing of day-to-day cash-flow restrictions throughout the business in 

general.  

The problems of running a large-scale project with all the associated costs and factors were 

eclipsed by the benefits of being less dependent on numerous small projects. Furthermore, some 

of the smaller projects still had the potential to turn into larger projects if archaeology was 

uncovered and needed resolution. These additional expanding projects again, while not as large 

as some of the government projects could be managed very easily within the existing 

administrative structure, which meant that the only cost-increase was generally in wages. It was 

this ability to procure and manage both streams of projects cost-effectively within the existing 

administrative structures of the business that facilitated the successful start-up and rapid growth 

of ‘The Archaeology Company’. 

 

Methodology 

The subjectivist phenomenological methodology used emic data about the lived-experience of 

entrepreneurship, from the perspective of the entrepreneur/author. In order to incorporate a 

subjectivist phenomenological approach, a Heideggerian (1926/1962) philosophical approach to 

phenomenology was adopted. For Heidegger, people are not things and as such cannot be 

regarded in terms of universal laws. He argues that ‘the person is no Thinglike and substantial 

Being. Nor can the Being of a person be entirely absorbed in being a subject of rational acts 

which follow certain laws. The person is not a Thing, not a substance, not an object’ (ibid, p.73). 

Human experience in the world, including entrepreneurship, is temporal and as such a form of 

becoming that is rooted existentially in the individual’s subjective perspective. Perspective is our 

own interpretation of what we experience and this paper examines if the academic perspective 

resonates with the lived-experience of one particular entrepreneur during the entrepreneurial 

process of setting up and running a rapidly growing firm. The methodology provides empirical 

evidence of the ‘real world’ of entrepreneurship (Leitch 2007). By using ‘emic’ data’, that can be 
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compared with the academic ‘etic’ literature entrepreneurship research, the fit can be examined 

between scholarly ideas regarding opportunity theory, and the practice of entrepreneurship 

through the lived-experience of new venture creation.  

 

Emic and Etic Perspectives 

Emic and etic perspectives are common terms in ethnography (Boyle 1994), and may be useful if 

entrepreneurs are considered in almost anthropological terms whereby they exist in a quite 

different culture to an academic researcher. Kenneth Pike was the anthropological linguist who 

first recognised that individuals describe exactly the same phenomenon quite differently 

depending on their standpoint (1967). He conceived of the phrases ‘emic’ and ‘etic’ as a way of 

describing the differences in perspective attributable to either the categories of sound within a 

speech system (phonemic), or the mechanism of sound understood from outside (phonetic).  

In anthropological terms, an understanding of culture from the perspective of living within it, is 

different from the activities observed from outside. It was a common mistake of anthropologists 

to assume that their understanding of what they observed was the same as the understanding or 

symbolic meaning to the individuals involved in the activities. Geertz (1973) for example 

suggested that while cultures are systems of symbolic meaning, the meaning cannot be separated 

out from the process of social interaction. The social interaction of the academic researcher with 

entrepreneurs is unlikely to have the same symbolic meaning as the social interaction that the 

entrepreneur may have with the real world of entrepreneurship. The primary vehicle for emic or 

‘insider’ inquiry is the case study (Karatakaş-Őzkan and Chell 2010), and a phenomenological 

study will normally collect emic data (Miles and Huberman 1994). Emic data can be collected 

verbally from entrepreneurs (McKenzie 2007), and also used in constructing entrepreneurial 

narratives that demonstrate how entrepreneurs themselves subjectively make sense of their 

experience of entrepreneurship (i.e. Kisfalvi 2002, Kets de Vries and Florent-Treacy 2003, 

Mumby-Croft and Brown 2006). This is the research method adopted for this study. 

Data Collection 
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The emic data in this case took the form of three narrative accounts that described the experience 

of the entrepreneurial process by the entrepreneur/author. During the pre-start up phase and the 

subsequent process of setting up and running ‘The Archaeology Company’ the author maintained 

detailed diaries, journals and notebooks that recorded the activities and thoughts as the business 

developed. These notes and diaries covered the period between 2001 and 2008 and included all 

the earliest plans for the business such as drawings, pre-start up meeting notes and concepts 

regarding the imagined organisation. As the structure of the business formalised these notes and 

journals were exchanged for the diaries the author kept while the Managing Director of ‘The 

Archaeology Company’. None of these were kept with research in mind; they were just kept as a 

record of setting up and running the business for the purpose of making sense of the process as it 

developed.  

Consistently with an existential phenomenological approach the emic data was collected using 

all my records of the process, over three phases between 2008 and 2009. The first account emic 

narrative (i) focused on the growth of the business and described growth in sales, staff, turnover 

and new projects. The second narrative emic narrative (ii) attempted to find the personal 

meaning that the experience of entrepreneurship had for the author. The final account emic 

narrative (iii) suggested that rather than being a question of ‘what’ has been done, or even ‘why’ 

describing the process and described the events, problems and difficulties experienced while 

setting up the business. It became apparent that new venture creation and organisational growth 

is experienced in many different ways by the entrepreneur driving the process. The three 

narratives were written prior to any consultation with the academic literature in order to retain 

the integrity of the emic accounts. Knowledge of the etic literature would have influenced the 

interpretation of the lived-experience of entrepreneurship even as it was being described.  

 

FINDINGS FROM THE EMPIRICAL DATA 

The notebooks, journals and diaries (e.g. Figure C) recorded entrepreneurship in this case-study 

as an ongoing series of never-ending difficulties encountered by the entrepreneur, and the 

ongoing multitude of problems that needed to be continuously resolved. From managing clients, 



12 
 

 

Fig. C: Early notebooks keeping a track of potential clients 

to managing director’s wages and juggling cash-flow and projects, it was from the start, nothing 

but dealing with problems. 

 

Fig D: Business Plan suggesting start-up costs 
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Almost every single activity that was implemented in relation to starting and running the 

business resulted in a serious problem that then needed more action to resolve it. Yet more to 

problems began immediately. For example, the 

author had started telephoning potential clients to see if they used archaeologists for any of their 

projects, and if they had any work that her company could quote for. At this stage, the author’s 

first employee had started work for the company in order to help with the marketing campaign. 

Very quickly because there were no client management systems in place at such an early stage, 

the same client was telephoned twice with both the author and the new staff member asking the 

same questions: 

 

‘...having XXX
3
 there caused a problem because I 

didn’t know if she’d rung a company and then we 

were finding it hard to remember who we had rung 

when people had more than one advert in the 

Golden Pages’ 

 

The telesales campaign could immediately start to irritate potential clients if they were contacted 

several times being asked the same questions by different people. Without resolving this problem 

‘The Archaeology Company’ would not be able to continue telephone people without the risk of 

this happening again. Using the lap-top that XXX and the author were sharing to send out the 

covering letters, I decided to set up a database in Microsoft Outlook. This meant that information 

about clients could be shared and thus avoided this problem happening again: 

 

I set up a client database on Microsoft Outlook and 

that way under contacts we could put all the 

information in about who we had rung and what 

                                                            
3 Name removed for privacy 
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we had sent them...if XXX and I were ringing at a 

different time I wouldn’t have known otherwise’ 

 

This was one of the first steps in the venture creation process which involved organising 

important information such as client details in a way that started to develop into the 

organisational structure. Even from the outset setting up the company was difficult, regardless of 

the fact that it also became very quickly successful. Even though the marketing campaign started 

to work almost immediately, the author was presented with new problems such as running out of 

potential clients: 

 

We went through the Golden Pages really rapidly and I 

became worried that we were    running out of potential 

contacts. The telephoning was working, my system was 

getting results but there really had to be more architects 

and other companies that used archaeologists in Ireland 

than we were reaching. We really needed more 

companies to ring. I started researching on the 

internet...but there still wasn’t enough contacts’ 

 

The role of the entrepreneur was to find a way to solve this problem in order for the venture 

creation process to continue. Without a source of new clients to telephone the company would 

not be able to expand to the high levels of staff and turnover I had initially planned, (Figure E) 

so I needed to look for a solution, and found it in a published-monthly Irish construction 

publication ‘Advanced Information Services’ (The AIS). The publication contains details of 

hundreds of developments and planning applications in progress as well as the contact details of 

all those involved.  
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‘This was the break I had been looking for. For our 

business this publication was fantastic. It gave all the 

information I needed...the information was very handy to 

me as it really gave us something to work from. This was 

a breakthrough moment for our company’ 

 

The problem of running out of potential clients was completely alleviated, and the author 

decided to immediately employ two more sales staff to start making the calls and send the 

brochures out and moving another step further towards the goal of being a large organisation. 

 

 

Fig E: Proposed business structure from the business plan demonstrating early intentions to 

employ large staff numbers 
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However, the problems during the new venture creation process were not confined to the 

beginning when clients and start-up costs were the first few problems encountered. As ‘The 

Archaeology Company’ grew ever-more successful, more and more problems manifested in 

every area of the business. Start-up problems were only the beginning of this problematic 

process. The emic narratives described entrepreneurship as a series of marketing problems, new 

projects and tendering difficulties, project management problems, constant and chronic cash-

flow shortages, staff management and personnel problems and finally complex and difficult 

financial management to continually contend with also (Table A). 

 

Table A: The problem(s) of success during the new venture creation process: ‘The Archaeology 

Company’ 
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Table A shows how the entrepreneurial process can be characterised in this case as being a series 

of steps taken by the entrepreneur that s/he anticipates will achieve a certain goal for the their 

business. (For example, writing invoices and organising staff). This activity sets off a series of 

resolved permanently in order to be sure that the problem(s) do not continue to happen and 

threaten the business itself. The entrepreneur gathers and creates resources that will assist in this 

happening; and ultimately the solution to the problem and the certainty that it will not occur 

again was described as the creation of a new ‘system’ in this case, and it was the construction of 

a series of ‘systems’ (or routines) in the case of ‘The Archaeology Company’ that formed the 

basis of its organisational structure, as well as allowing for its’ rapid and successful growth. 

Data Analysis 

Analysis of the empirical data involved searching for evidence of the significance of 

entrepreneurial opportunity in this case-study, using the emic narrative accounts. All three 

narrative accounts were produced without reference to the existing academic literature on the 

subject. For the purpose of the analysis all the original transcripts from the three emic accounts 

were used. The analysis of the empirical data took place in two steps, first the word ‘opportunity’ 

was searched for in the emic narratives as well as words that are associated with opportunity, or 

‘discovered’ ‘created’ and ‘identified’. Second, in the absence, as it turned out, of any significant 

impact in the data of ‘the opportunity’ the emic narratives were examined to see what was being 

discovered, created or identified.  

I began the analysis by looking for the word ‘opportunity’ throughout the three narrative emic 

accounts. I examined the narrative accounts line by line, highlighting the word ‘opportunity’ and 

associated words such as ‘opportunistic’. I was interested in establishing two things; first 

whether the concept of ‘the opportunity’ dominated the narrative account. Second, would the 

account of opportunity reflect the literature on it being associated either being (a) discovered or 

identified, or (b) created? In the etic literature, opportunities, the market, and the individual 

entrepreneur exist in absolute terms so the analysis would expect to find empirical evidence of 

both the importance of the entrepreneurial opportunity in the data as well as some indication of 

how the opportunity functioned throughout the ongoing entrepreneurial process. This analysis 

would establish two things; firstly the importance of the opportunity to the entrepreneurial 



18 
 

process in this case of a rapidly growing firm, and secondly was the opportunity at the beginning 

of the process (i.e. identified or discovered) or at the end of the process (i.e. created).   

I allocated and highlighted with different colours the words ‘created, identified and discovered’ 

as they appeared through the text to establish the association between these activities and 

opportunity in the narrative. The word ‘opportunity’ appeared only fifteen times across all three 

accounts, and the words that are associated with opportunity ‘created identified and discovered’ 

appeared very frequently by contrast; but were not associated with ‘opportunity’. The second 

step then was to examine what was being created, identified and discovered during the process of 

setting up and running ‘The Archaeology Company’, if not opportunities. The answer that 

emerged from the data was that problems were constantly being identified and that on-going 

creativity was associated with arriving at (and sometime discovering) a solution to those 

problems. The process of entrepreneurship as described from the emic narrative accounts was 

dominated by problem-solving.  

To demonstrate this, Table B below, illustrates the instances that the word ‘opportunity’ was 

used in the three narratives and presents the word itself in the context of the quote from the emic 

data collected to provide a sense of how it was used by the entrepreneur in both the narratives 

and in setting up and running the company. I have organised them into five different types of 

opportunity; Employment or Moneymaking I have put together because there is a link between 

making more money and being self-employed, additionally this largely appears to describe 

motivating factors for some of the directors. Anecdotal opportunities, are the quotes that are 

describing job opportunities that had happened in the past; and also Industry, Business and 

Market opportunities. The purpose of this was to organise the construct of opportunity as it 

appeared across the narrative in such a way as to establish what the entrepreneur believed was 

the function and significance of it to the process of entrepreneurship.  

Table B (below) therefore largely seems to cover ‘opportunity’ in terms of the motivation for 

setting up the business, and the increasing need for archaeological contractors. For example, 

motivations were ‘the opportunity to break away from being employed’ and ‘the opportunity to 

run her own business and make a lot more money’. The success factors for the business were 

described as being ‘successful marketing, qualified directors and an opportunistic marketplace’ 

as well as factors such as the growth in the construction industry leading to an increase in 
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archaeology companies throughout Ireland from the 1980’s onwards. In this case then, there was 

an opportunity to make money because of the exogenous effects of the building-boom. I am not 

sure 
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Nature of  
    Emic (i)     Emic (ii)       Emic (iii)     

Opportunity     Quote     Quote       Quote     

Employment or This was an opportunity for her XX to  XX’s motivation was that having her own company  gave her  In my mind this would be an ideal opportunity for 

Moneymaking  break away from being employed and the opportunity to break away from being employed...' XX to be 'his own man'. (pg36) 

Opportunities  having to do fieldwork' (pg9) (pg16)     XX 'would like to have the opportunity to run her own 

          business and make a lot more [money] (pg42). 

Anecdotal      When I first left school my employment  opportunities were very limited    

Opportunities    other than Youth Training Schemes' (pg11)     

             

     I was attracted to the [telesales] job primarily for the opportunity     

     to make fantastic money if you were good at it, and also because you    

     didn't need qualifications or experience' (pg11)     

             

Industry Opportunities    The growth in the construction industry led to the opportunity for  [The XXXs Bypass] project was going to  

     archaeological services to rapidly increase since the 1980's' (pg27) last over a year...an opportunity for a time of  

          security and stability while they XX Ltd completed 

     There has been plenty of opportunity, but that alone does not  the project' (pg18).  

     appear to have been sufficient to explain how The Archaeology     

     Company alone was able to break into what appeared to be a cartel     

     of archaeology companies' (pg33)      

             

Business Opportunities    Even making a place for yourself  under the table allows for the It was  so exciting to think of the opportunities and 

     opportunity to reach up and grab the plate from under them. And  possibilities' (pg4)  

     that's what we did' (pg34).    I had the information as to how effective the sales  

          would be. I had the opportunity to test it.' (pg35) 

             

Market Opportunities    I conclude that largely this has been due to factors such as successful  It won't work at all unless you have a business with a 

     marketing, qualified directors and an opportunistic marketplace. marketable product or service within an environment 

     However, I have continually been the person driving the business,  that itself presents opportunity' (pg9) 

     coming up with the ideas, diversifying the systems, solving the    

          problems and making the tough decisions  (pg35)         

TABLE B: Opportunity and 

‘The Archaeology Company’ 
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if the ability of the entrepreneur to identify this was special enough to warrant the label 

‘entrepreneurship’. If this had been realised, (which I would suggest was not particularly difficult 

entrepreneurship? The empirical data may therefore illustrate the two possible outcomes of 

recognising the opportunistic economic environment, but could also show how ‘opportunity’ 

even when identified, without a new business is not really entrepreneurship. The differentiating 

factor between the two possible outcomes of opportunity is the subsequent activity that develops 

business. Therefore, it is possible that by focussing on the identification of opportunity, 

researchers may not get very far in explaining what it is that entrepreneurs actually do in 

practice. 

 

In contrast, Table C (below) shows how creative problem-solving appeared to be a critical part of 

the entrepreneur learning how to set up, run and gain control of a new organisation: 

                 CREATIVITY                PROBLEM SOLVING 

‘’The Archaeology Company was a massive creative 

process. It was a whirl of excitement and ideas that 

found application in solving practical problems’’ 

‘I had to find some way to externalise and 

communicate so that the problem would be 

suspended in the room until I had the problem 

resolved: It never failed a solution was always 

found’ 

‘I had the thrilling role as the creator and the good 

fortune to experience the buzz of grasping a problem, 

and literally feeling I was throwing it around the 

place until I had a solution. That was fantastic’ 

‘As we were also sharing a computer it just meant 

a quick check and we could clarify that it wasn’t a 

repeat...so that sorted that problem out’ 

‘My identity was for some time job creator’ ‘The problem was that from July and August we 

were getting in a large number of projects and 

each project had all those varying stages and no-

one was really able to control that 

‘I kept writing to the NRA or the County Council to 

see if they could bend the rules or reduce the criteria; 

but they wouldn’t so I began to be more creative in 

my submissions’  

‘The success of the marketing strategy brought its 

own difficulties. Not least that every single project 

had a different element to it and none of these 

were being organised’ 

‘The whole company is creativity and problem 

solving and the company has become exactly what I 

saw it becoming in my mind’ 

‘If a person has a closed mind to the idea that the 

problem can be solved either within themselves or 

their organisation; if somehow they regards the 

cause of the problem is ‘out there’ as an imposition 

on their business, rather than ‘in here’ they will 

not look for the solutions within their own 
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Table C: Creativity and problem-solving during the new venture creation process described in 

the emic narrative accounts 

This empirical data  

difficult, can also be considered to be the process of transforming a problematic situation into a 

beneficial one. Chell (1998) suggests that significant occurrences are catalysts for entrepreneurial 

company’ 

‘The creation of a load of systems had to happen, and 

had to happen extraordinarily quickly and everyone 

was looking at me to get everything working’ 

‘Never since those early months have I 

experienced such intensity with having to do so 

much so quickly. Problem solving day after day 

one after the other’ 

‘I could solve everything; I could create it all but it 

was a serious strain on my brain almost every 

minute of every single day. I felt like I was going 

insane’’ 

‘Experience helps you realise that certain events 

will cause certain problems to arise, and that 

certain behaviour will solve those problems. This is 

thinking on your feet levels of knowledge and is 

associated with the small elemental factors that on 

a single level won’t help you succeed, but 

combined with others will help your capacity to 

solve problems and learn from them for future 

reference’ 

‘’The creative explosion...is a necessary part of my 

problem solving’ 

‘I realised that the problem with the tender 

process was that there was no apparent logic to 

the tender process...it was a problem because it 

was so time-consuming, and there were no 

guarantees because it left far too much to chance’ 

‘Whatever this crazy creativity is, the mental chaos 

of everything flying around in your brain, and then 

the simple euphoria when you get a result and solve 

the issue well’’ 

My entire experience of the company was making 

the problem solving ‘event’ to occur on almost an 

hourly basis and it was exciting’ 

‘To a greater extent it was what I did about the 

experiences and the practical manifestations of that 

‘doing’ in terms of creating a series of successful 

systems; systems that were put in place as a reaction 

to the situations as and when it or they arose’ 

‘Time and again the business proves that it is not 

the predictable problems that are the real 

problems. These predictable problems are simply 

resolvable situations that arise when things 

happen. The main problems are the unpredictable 

events that happen out of the blue and suddenly’  

‘The company was set up at the outset in 

preparation to become a huge company; the 

problems started when I had created the 

administrative system for that potential in a very 

short space of time, but had not achieved 

sustainability in terms of revenue’ 

‘I had yet to realise that when a company grows 

from a €100,000 a year company to a €1million a 

year company it can cause a massive amount of 

problems in terms of catching the company up 

organisationally in relation to turnover’ 
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learning and the data presented from this case shows that the most significant situations 

experienced by the entrepreneur were ones dominated by ongoing difficulties. The entrepreneur 

in this case, rather than identifying ‘opportunities’, was firstly identifying problems 

subsequently creating the solutions. 

 

DISCUSSION 

The empirical data in this paper was collected and analysed in order to examine the role of 

‘opportunity’ during the new venture creation process of a rapidly growing firm: ‘The 

Archaeology Company’. This was to establish the centrality of the ‘opportunity’ to the process 

by examining it through the activities of an entrepreneur, in a real-world setting. Also, this 

research provided an ‘opportunity’ for empirical evidence about this theory. It has been noted on 

numerous occasions that one of the major failings with opportunity theory in entrepreneurship 

research is the lack of empirical evidence. Opportunities are ‘difficult to detect or create and 

some people are more successful at exploiting them than others’ (Short et al 2010, p. 62). That is 

because it is questionable that what is being empirically observed is an entrepreneurial 

opportunity at all because as Dimov argues ‘this question can only be answered in retrospect...in 

such settings the notion of opportunity as it currently stands is inoperable. It lacks tangible 

premises that can enable researchers to develop theoretically legitimate operational definitions’ 

(Dimov 2011, p.59). Without any empirical evidence, it may continue to be inoperable and 

without a legitimate definition. Davidsson (2005) has cautioned scholars that the construct of 

‘entrepreneurial opportunity’ may be difficult due to the lack of empirical evidence suggesting 

that the ‘unwary reader may be led to believe that the empirical evidence is much more 

consistent than it really is’ (ibid, p.208).  

Shane (2003) suggests reasons why evidence for the different types of opportunities, 

Schumpeterian and/or Kirznerian, may be hard to acquire. He suggests that ‘the uniqueness of 

Schumpeterian opportunities makes the accumulation of evidence about opportunities difficult’ 

Kirznerian opportunities according to Shane are more common because they do not require the 

same level of innovation. However, there is ‘no empirical evidence about the sources of 
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Kirznerian opportunities’ (ibid, p.22). The complete lack of evidence for these opportunities may 

be the result of something other than the dif

maybe there simply is no evidence? For example, Kirzner had no intention of explaining either 

entrepreneurship or entrepreneurial activity with his descriptions of market disequilibrium and 

profit opportunities. This may make his concept rather problematic as the foundation for applied 

entrepreneurship. Klein (2008) argues that Kirzner did not intend that ‘opportunity’ be treated 

literally as an object of analysis. Rather, he intended it to be treated metaphorically or 

instrumentally ‘as a means of explaining the tendency of the market to equilibrate’ (ibid, p.176). 

In other words, Kirzner was looking to explain market processes not entrepreneurial processes 

when he sought to ‘incorporate the activity of the real world business man into a theoretical 

framework that provides understanding of market processes’ (Kirzner 1997, p.69). 

Gartner et al (2008) have suggested that there is in fact very little evidence to support the idea 

that entrepreneurs themselves think about their activities in terms of the opportunity, either. 

While academics ‘may offer the label opportunity for the experience that entrepreneurs 

encounter, [entrepreneurs] rarely use words such as discover or create to describe situations 

academics might construe as entrepreneurial opportunities’ (ibid, p.312). The research presented 

in this paper does rather bear 

describe the venture creation process in those terms whatsoever. The process was described far 

more in terms of the endless problems encountered, both during start-up as well the subsequent 

rapid organisational growth.  

Aside from the problematic nature of the process, another key element in the narrative was that 

the process was also one of ongoing creativity, which balanced out the endless problems and 

difficulties. Creativity has been recognised as a factor in entrepreneurship by researchers since 

Schumpeter’s ‘creative destruction’ (1934). The imagination involved in creating a new means-

end framework suggests that entrepreneurs possess more creativity than the rest of the 

population. (Shane 2003) argues that ‘the creativity that allows some entrepreneurs to discover 

more opportunities than others also appears to help them identify more valuable opportunities’ 

(ibid, p.58). This research however, suggests that this is not the case the creative entrepreneur 

may be able to deal with the problematic entrepreneurial process more effectively through being 

able to create solutions to the ongoing and endless difficulties encountered. Creative skills and 
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competencies for the entrepreneur will help them ‘produce more creative solutions’ (Chell 2008, 

p.167). This paper demonstrates that the creativity necessary for entrepreneurship is not entirely 

located in disrupting exogenous market processes; it is required in during the complicated 

construction of the difficult endogenous environment that is the actual organisation itself.  

 

CONCLUSION 

In this study we have presented a case study that recounts early stage venture creation processes 

and the rapid growth of a company from the emic perspective of the entrepreneur/author. Few 

empirical cases examining ‘entrepreneurial opportunity’ have presented detailed ‘experiential 

understanding’ (Brundin 2007 p.288) of the venture creation process, using a phenomenological 

approach. Our findings explicitly contrast with the prevailing view of entrepreneurship; 

‘opportunity theory’ and demonstrate that ‘the opportunity’ in fact played a very minimal role 

during the problematic new venture creation process of a successful and rapidly growing firm. 

This means that the notion of the centrality of the entrepreneurial opportunity to the venture 

creation process, in this case appears to be misplaced. 

The result of the research demonstrates that ‘opportunity’ does not seem to be an adequate 

theoretical vehicle for understanding entrepreneurship-in-practice. Casson and Wadeston (2007) 

have observed that ‘the concept of opportunity is difficult to apply in practice’ (ibid, p.285), yet 

the ‘entrepreneurial opportunity’ is a deeply embedded assumption in entrepreneurship research. 

With the lack of empirical evidence being a result of a clear disengagement with practice can 

researchers in entrepreneurship be sure that opportunity theory is the right one for the job? Part 

of the difficulty with this concept is that the notion of what an opportunity ‘is’ (or might be), is 

entirely subjective, and as pointed out by Dimov (2011), only really observable after the event. 

Most empirical studies reflect these problems and when attempting to look at opportunity in 

practice, view them in a variety of ways (Dimov 2007). If it is accepted that entrepreneurship 

(whilst having an economic function) is an activity that is based in practice, why is the dominant 

theory one that appears to have both such a variety of interpretation and so little empirical 

evidence. Yet somehow it has become the dominant discourse in entrepreneurship research; and 
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one that does not appear to be offering much of value to practitioners given the high rates of 

business failure.  

Yet, it appears as if things may be starting to change with some researchers beginning to 

question whether ‘opportunities’ even exist at all (i.e. Sarasvathy 2004, Klein 2008 etc). 

Opportunities may be considered as a ‘latent concept underlying the real phenomenon of interest, 

namely entrepreneurial action’ (Klein 2008, p.176). These perspectives recognise that 

entrepreneurial activities that take place when setting up and running an organisation take place 

over time, as opposed to one single ‘eureka!!’ moment of discovery. This paper has described 

some of those activities that took place during the setting up and running of ‘The Archaeology 

Company’, and demonstrate that with new venture creation processes the devil is in the detail   

and it is continuously and creatively attending to that often problematic detail (rather than ‘an 

opportunity’) that facilitates building a successful business.  

In conclusion, the idea of the entrepreneurial process is a somewhat currently under-explained by 

opportunity theory but ‘process is now coming to show great potential for future theorizing’ 

(Steyaert 2007, p.454). Building on the research presented here, I would argue that an effective 

process theory needs a radical shift from being primarily described in the entitative and 

equilibrium based way (ibid.), that represents the discovery perspective (Shane and 

Venkatamaran 2000), and the evolutionary or created perspective (Aldrich 1999) of opportunity 

theory. A future alternative to these approaches, I suggest requires a theoretical divide between 

entrepreneurship as economic function and entrepreneurship as practice driven activity.  

Entrepreneurship as economic function does not seek to explain entrepreneurial activity itself, 

rather the economic impact of entrepreneurship. Entrepreneurship as practice driven process 

does not seek to explain economic impact, rather it looks to explain the activities and processes 

that the entrepreneur needs to undertake in order to set up and run a successful business. The 

theoretical divide proposed is both timely and necessary because, whilst connected, economic 

function and entrepreneurial practice are not in fact the same phenomenon (although currently 

they do appear to be treated as such). For future research, scholars may need to consider the 

deeply conservative economic foundations of the concept of ‘opportunity’ and take into account 

how much of this is located or even relevant in the real-world of business. The real-world of 
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business, I would suggest is probably where most entrepreneurship and entrepreneurial activities 

occur. 
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The paper arises from the empirical project “Starting up Businesses and Entrepreneurship by 

Students” (GESt-study) and aims comparing the criteria influencing business start-up 

propensities and activities of students in Germany and Greece, in order to provide an overview 

of the prospective trend of students’ and graduates’ entrepreneurship in these two countries. The 

students in Germany are more often both interested in business venturing and preparing their 

entrepreneurial activity than their fellows in Greece who have more frequently already founded 

an enterprise. However, in both countries the students usually seem being not sufficiently 

prepared to launch a business and thus need the impartment of entrepreneurial basic knowledge 

and skills. The findings indicate the importance of advancing entrepreneurship education and 

support in Germany and Greece by considering the contextual framework conditions and 

individual requirements of the students having various accesses to resources and being located 

in diverse phases of the start-up process. 
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INTRODUCTION 

 

“Dire figures on unemployment and manufacturing activity in the euro zone’s weakest members 

[…] highlighted the scale of the currency bloc’s economic problems, days after finance ministers 

boosted their bailout fund in a bid to fend off the debt crisis” (Hannon and Brittain 2012). 

Compared to all other states of the currency union Greek with nearly 160 is mostly overindebted 

in terms of government debt as a percentage of the gross domestic product (GDP). Though 

Germany with almost 82 percent lies below the euro zone’s average of 87.4 percent, it also does 

not hit the European Union’s Treaty of 60 percent (Hannon and Brittain 2012). However, 

disregarding bank and private lending, with 22.6bn euros Germany is most exposed considering 

the Greek government debt. Within this Greek crisis recently the Greek politicians approved a 

bill on austerity measures – demanded by European Union, International Monetary Fund, and 

European Central Bank (the so-called Troika) – in order to receive further 130bn euros bailout 

loans and enable a write-off of further 100bn euros of Greece’s debt to private banks (BBC 2012). 

With these already agreed emergency loans a Greek bankruptcy – because of due loan 

repayments of 14.4bn euros on March 20, 2012 – could be averted, and Greece is forced to put a 

comprehensive privatization and austerity program into action that aims reducing the debt from 

160 to 120 percent of the GDP by 2020 (BBC 2012; Spiegel Online 2012a). Despite the recent as 

well as the first bailout package of 110bn euros for Greece in May 2011, the Troika’s financial 

auditors and the Greek Prime Minister Lucas Papademos already talk about a necessary third 

bailout package (Spiegel Online 2012b) – highlighting the drastic extent of the Greek debt crisis 

that has de facto negative impacts on growth prospects of the states using the euro. Referring 

Eurostat, in February 2012 unemployment in the euro zone peaked with 10.8 percent its highest 

rate since June 1997, at which Greece with the second highest rate of 21 percent (Spain: 23.6%) 

suffered the most rapid raises. Germany, in contrast, with 5.7 percent seems to be conspicuously 

lower affected by joblessness than the most member states, but also by a decrease in 

manufacturing activity (Hannon and Brittain 2012).                

 

In connection with the austerity measures, amongst others, Greece is demanded to advance its 

competitiveness particularly by reducing the cost of doing business in the country (BBC 2012), 

stimulating also new venture creation. The emergence and growth of new enterprises performs a 
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positive effect on economic output, due to knowledge spillovers (Romer 1986), intensifying 

competition, and an increase in the diversity of economic units (Glaeser, Kallal, Scheinkman, 

and Shleifer 1992). Moreover, newly created enterprises counter the staff reduction of many big 

companies based on productivity gains and – like in the Greek case due to austerity measures – 

of state-owned organizations. The hence resulting employment insecurity animates several 

persons – that formerly associated launching their own business with a too high risk – to create 

their own and secure jobs (Scarborough and Zimmerer 2006). In this respect, universities play an 

important role in enhancing students’ and graduates’ business start-up activities, regarded as 

source for economic growth (Birch 1979; Folster 2000; Fafaliou 2010). Students and graduates 

as (proximate) work-seekers are particularly strong affected by the labor market difficulty and 

are exceedingly considered as possible founders of high potential firms that are based on seminal 

innovations and create both stable and highly qualified jobs (Uebelacker 2005). However, only 

up to four percent of startups contribute determining to the critical portion of newly created jobs 

and economic growth (Szerb and Imreh 2007).    

 

Therefore, students are confronted with high expectations of becoming entrepreneurs, leading to 

the necessity of sensitizing them to self-employment and assist them during their start-up 

processes with adequate support programs. Though, within entrepreneurship little research 

considers the processes occurring prior to the existence of new business ventures, rather it 

focuses mostly on already existing enterprises and their success factors (Mellewigt, Schmidt, and 

Weller 2006). In order to derive proposals how to support new venture initiation appropriately to 

requirements, the decisive criteria influencing the decision of the potential entrepreneurs to start 

a new business have to be analyzed (Ruda, Martin, Acúa, and Danko 2011). Entrepreneurship 

education follows the presupposition that entrepreneurial action is learnable (Béchard and 

Grégoire 2005; Kuratko 2005; Bouncken 2010). When more students and graduates perceive 

self-employment as occupational alternative, instead of focusing solely on dependent work, 

thereby emerging new high-potential firms could thwart labor scarcities and contribute positively 

to the appropriate reallocation of resources in the economies. Influences of the personal career 

choice as self-extension can be measured, so that individuals who are open-minded and reserved 

to entrepreneurship are distinguishable (Sinclair 2008). However, the research area targeting on 

start-up propensities of students is relatively new (Kuratko 2003; Gibb 2005; Klapper and Leger-
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Jarniou 2006; Fafaliou 2010).  

 

This paper aims to analyze the criteria influencing business start-up propensities and activities of 

students in Germany and Greece from a resource-based view, in order to provide an overview of 

the prospective trend of students’ and graduates’ venture creation and entrepreneurship in these 

two countries. A growing examination of attitudes and intentions towards entrepreneurship as an 

important predictor of entrepreneurial activity exists. Insights into main influencing factors of 

start-up propensities enable proposals how to support adequately students’ and graduates’ 

entrepreneurial activities based on their needs. 

 

 

ENTREPRENEURSHIP IN GERMANY AND GREECE 

 

Like shown amongst others by Katz and Gartner (1988) within the entrepreneurial process the 

construct of intentionality is crucial. Entrepreneurial intentions, on the one hand, are strongly 

connected with the business start-up activity. On the other hand, they depend on perceptions of 

desirability and feasibility – which are influenced by exogenous factors – as well as on the 

propensity to act upon opportunities, as illustrated in Shapero’s model of the entrepreneurial 

event (Krueger and Carsrud 1993). Resource endowment advantageously influences the 

development of start-up propensities. Individuals from different economic contexts and with 

different social networks have various accesses to knowledge, capital and incentives. The 

success of the start-up process depends on the capability of preventing resource shortfalls which 

can be managed primarily with individual networks (Witt 2004; Tiessen 1997). Thus, demand-

driven student entrepreneurship support based on insights into the main parameters of start-up 

propensities of students has to be implemented context-oriented. That is, beside the individual 

motives, obstacles, requirements and preferences concerning an entrepreneurial activity also the 

socio-economic context has to be considered. Start-up support adequate to a special aim group in 

one region may not be expected to fit to another, for instance with a different culture. 

“Specifically, imported motivation or training programmes, based on assumptions about 

entrepreneurs derived from ‘foreign’ models, are unlikely to meet with success in ‘contexts 

where the task and psychic environments may be vastly different’” (Drakopoulou and Patra 
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2002). In this regard, the diverse framework requirements have to be respected. The politico-

economic situation and development in the diverse countries as well as the existing cultural 

background and the population’s mindset respectively exerts a determining influence on the 

availability of entrepreneurship-related institutions and publications as well as on the start-up 

decision of the community members (Scarborough and Zimmerer 2006). As expected, the Global 

Entrepreneurship Monitor (GEM) highlights both within this article compared countries 

Germany and Greece to show different Total Early-Stage Entrepreneurial Activity Rates (TEA) 

of the working population groups between 18 and 64 years, at which Greece reaches eight 

percent and Germany 5.6 percent (Bosma, Wennekers, and Amorós 2012). Developed nations 

normally represent lower entrepreneurial activities than developing countries, however, due to 

exceptions they cannot merely be ascribed to economic wealth. Such additional causations can 

solely be revealed based on international comparisons. The GEM indeed offers information 

about entrepreneurial criteria in the analyzed countries, but not explicitly regarding students. As 

the paper’s target is to explore the entrepreneurial potential in Germany and Greece in the scope 

of the student aim group, the results could be different, however, the GEM serves nevertheless as 

a basis for deriving some hypotheses to being tested in the student context, besides the 

comparison of further criteria with potential influences on entrepreneurial ambitions and start-up 

activities respectively.                   

 

Following international experts, Germany currently represents the best public start-up and SME 

support infrastructure worldwide (Brixy, Hundt, and Sternberg 2010). So much more astonishing 

is the relatively low entrepreneurial activity in Germany which, therefore, can be assumed to 

being ascribed stronger to sociocultural basic conditions for entrepreneurship. This is also 

affirmed by the actual GEM country report that reveals besides the educational preparation for 

entrepreneurial activities explicitly shortcomings concerning social values and norms. The hence 

resulting deficient entrepreneurial culture in Germany is regarded as most serious start-up 

obstacle. Though in Germany many persons plan a business creation, there is a lack of the 

concrete start-up realization, for what too strict regulations and high taxes are held responsible. 

However, indications of an improvement exist that lead to an ascertained ambivalence between a 

by trend start-up-friendly social acceptance of entrepreneurship on the one hand, and the 

inhibiting basic attitude and motivation in the population in matters of a personal entrepreneurial 
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engagement on the other hand (Brixy, Hundt, Sternberg, and Vorderwülbecke 2011). Graduates 

in Germany traditionally favor jobs in big companies or the public sector. Safety, risk avoidance 

and social stability are basic values. The German society is relatively anxious. However, 

entrepreneurship comes along with achievement and the willingness to bear manageable risks. 

Both factors are evaluated as being stronger than in the past (Klandt 2006). Particulary high-tech 

sectors are affected by immense financial risks. After the recent economic crisis nascent 

entrepreneurs need to provide more securities in order to receive loans. Referring the Founder 

Report 2010, high-tech sectors are targeted by only six percent of the consulted nascent 

entrepreneurs, meaning a one fifth decline since 2006, and moreover the business concepts lack 

quality and innovative potential. Though in the last four years conspicuous more persons aim for 

starting their own business, idea realization seems to be a minor incitement, whereas the start-up 

motivation from economic necessity dominates (DIHK 2010). According to these results, no 

beneficial impacts on future innovations and the creation of highly qualified jobs can be expected. 

However, this is not surprising as necessity-driven entrepreneurship exists traditionally 

commonly in Germany, compared to the more seldom opportunity-driven entrepreneurship 

(Brixy, Hundt, and Sternberg 2010) with its beneficial impacts on economic development (Acs 

and Varga 2005; Acs, Desai, and Hessels 2008). 

 

In Greece entrepreneurs indicate the economic environment and the Greek policies in the last 25 

years have not encouraged entrepreneurial activity at all. However, despite prevailing 

entrepreneurship barriers, as to mention bureaucracy as strongest start-up hindering, an 

increasing trend of self-employment exists. But many of the nascent entrepreneurs waive 

financial assistance to prevent being controlled by the state (Karagiannis 1999; Sarri and 

Trihopoulou 2004), instead they benefit from their strong-tied network activities regarding 

resource acquisition (Tiessen 1997; Drakopoulou and Patra 2002). However, the Greek economy 

and society with a high preference for independence and a strong entrepreneurial spirit (Maggina 

1992) is characterized as relatively open to entrepreneurial activities of many so-called “self-

made” Greek entrepreneurs (Karagiannis 2003), but like in Germany also the Greeks work rather 

as employees in private enterprises or the public sector (Apergis and Pekka-Economou 2010), at 

which the latter serves as biggest employer of graduates (Patiniotis and Stavroulakis 1997). This 

could be also ascribed to the fact that – for instance in the case of two female – entrepreneurship 
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support programs implemented by the Ministries of Labor and Development were not based on 

sufficient information and “research to support rational planning and the evaluation of the 

effectiveness of policies” (Sarri and Trihopoulou 2004) and thus did not correspond with the 

necessities of the nascent entrepreneurs. Greece is besides Portugal the only country in the 

European Union with a females’ entrepreneurial propensity comparable to the United States, 

whereas female entrepreneurship declined in Germany in the 1990’s (Apergis and Pekka-

Economou 2010). Also the female aim group seems to be motivated to entrepreneurship based on 

both pull and push factors (Glancey, Greig, and Pettigrew 1998; Sarri and Trihopoulou 2004), 

however, Greeks usually do not target high-tech sectors (Apergis and Pekka-Economou 2010), 

what could be also due to the lacking growth-encouraging external environment – characterized 

by a slow pace of technology and innovation development due to the deficient infrastructure and 

Research and Development resulting to EU-uncompetitive capital-, technology- and knowledge-

intensive Greek sectors (Dimelis 2004) – on the one hand, and on risk of failure as a high start-

up barrier on the other hand (IOBE 2005). In the context of start-up support measures, mentoring 

by entrepreneurs seems to be highly requested (Sarri and Petridou 2007). However, in order to 

exploit its student entrepreneurial potential, Greece facing an excessive number of students needs 

clearly an appropriate development of entrepreneurship education, based on an adequate 

extension of the infrastructure and teaching personnel, considering “Greece occupies the lowest 

positions in all categories of expenditures pertaining to education, e.g. instructors’ salaries, 

expenses per pupil or student, and percentage of GDP spent on education” (Patiniotis and 

Stavroulakis 1997).    

 

Like already illustrated Greece represents with eight percent a higher TEA than the German’s of 

5.6 percent, but it seems being stronger necessity-driven (ca. 26%) and lower improvement-

driven (ca. 36%) than in Germany with approximately 19 and 55 percent respectively (Bosma, 

Wennekers, and Amorós 2012). This could be due to the in Greece second highest 

unemployment rate of 21 percent between the EU states (Germany: 5.7%) (Hannon and Brittain 

2012), at which precisely the young age group – to that students usually belong – is affected by 

the still increasing joblessness (Petmesidou 1996). However, between necessity- and 

opportunity-driven entrepreneurship fluent intersections exist considering for instance individual 

learning capacities or possible alterations in external circumstances (Welter, Smallbone, Isakova, 
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Aculai, and Schakirova 2004; Aidis and van Praag 2004) within the dynamic start-up process. 

Whereas referring the GEM in Greece the entrepreneurial intentions (10%) and the perceived 

capabilities (50%) are higher (Germany: 5 and 37% respectively), Germans indicate clearly 

stronger perceived opportunities (35%) than Greeks (11%). In both countries the fear of failure is 

approximately equally anchored, though little higher in Germany (42%) than in Greece (38%). 

Apparently, entrepreneurship is assessed stronger as a good career choice by Greeks (61%) than 

by Germans (55%), in contrast in Germany the media attention for entrepreneurship (50%) is 

higher and successful entrepreneurs achieve a higher status (78%) than in Greece (32 and 69% 

respectively) (Bosma, Wennekers, and Amorós 2012).  

 

Diverse entrepreneurial framework conditions influence the exitence of entrepreneurial 

opportunities, capacities as well as preferences and cause ultimately entrepreneurial activities 

(Bosma, Wennekers, and Amorós 2012). By comparing the key indicators of the entrepreneurial 

framework condition between the two analyzed countries, Germany is assessed almost 

continuously better than Greece, that is regarding: entrepreneurial finance, entrepreneurship as a 

relevant political issue, SME-beneficial taxes and regulations, government entrepreneurship 

programs, entrepreneurship education at post-secondary levels, research and development 

transfer, SME-beneficial commercial and legal infrastructure, market openness, SME-beneficial 

physical infrastructure, and SME-beneficial cultural and social norms. Greece only scores higher 

in the scope of market dynamics and is equal concerning entrepreneurship education at basic 

schools (Bosma, Wennekers, and Amorós 2012).  

 

Referring Hofstede’s cultural dimension, Greece is affected stronger by power distance (60) as 

well as uncertainty avoidance (112) and lower by individualism (35) than Germany (35, 65 and 

67 respectively) (Hofstede 2001), letting assume students in Greece striving stronger to power as 

entrepreneurs, being less risk-willing and tending more to team start-ups than students in 

Germany.  

 

Out of the above, the following hypotheses (H) – to be checked within the student aim group – 

can be derived for the country comparison between Germany and Greece: 
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H1: Students in Greece are more start-up ambitioned than students in Germany. 

H2: Female students in Greece are more start-up ambitioned than female students in 

Germany. 

H3: Students in Greece show a higher start-up probability than students in Germany. 

H4: Students in Greece perceive a better start-up climate than students in Germany. 

H5: Students in Germany are more risk-willing than students in Greece.  

H6: Students in Greece are motivated stronger by necessity-driven entrepreneurship than 

students in Germany. 

H7: Students in Germany are motivated stronger by opportunity-driven entrepreneurship 

than students in Greece. 

H8: Students in Greece strive stronger for power as start-up motive than students in 

Germany. 

H9: Students in Germany perceive missing entrepreneurial qualifications as more start-up 

hindering than students in Greece. 

H10: No significant differences exist between students in Germany and Greece regarding the 

fear of failure as start-up hurdle.  

H11: Students in Greece perceive bureaucracy as more start-up hindering than students in 

Germany. 

H12: Students in Greece perceive missing debt capital as more start-up hindering than 

students in Germany. 

H13: Students in Greece perceive the politico-economic environment as more start-up 

hindering than students in Germany. 

H14: Students in Greece tend stronger to team start-ups than students in Germany. 

 

 

RESEARCH DESIGN 

 

The paper presents results of a large scale survey. More than 1,800 students were surveyed at one 

Greek and three German universities (of applied sciences) during their lectures in the winter 

semester 2009/2010 and the summer term 2010 with a standardized questionnaire. The original 

German questionnaire has been derived from a literature-review, was translated into English and 
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finally into Greek by native speakers and experts. However, in order to minimize potential 

translation biases, the form handed out to the students in Greece was bilingual in Greek and 

English (Brislin 1970; Fafaliou 2010). The survey’s methodology is described in relationship 

with a theoretical framework of student start-up propensities (Ruda, Martin, and Danko 2008) 

considering the relevant classified pre-start-up procedural influencing factors, for instance socio-

economic, motivational and hindering aspects. In this connection foundation ambition types have 

been developed within the GESt-study (Ruda, Martin, Ascúa, and Danko 2008) enabling a start-

up procedural-oriented examination of the potential entrepreneurs, whereby recommended 

actions appropriate to requirements can be deduced (Ruda, Martin, and Danko 2009). However, 

within the limits of this paper the focus is set on a comparison of the whole country samples in 

order to give an overview of similarities and differences between the entrepreneurial potential of 

students in Germany and Greece. It has to be emphasized that also individuals having not dealt 

with entrepreneurship at all or having not yet considered starting a business can be regarded as 

potential entrepreneurs, that is being not yet sensitized to entrepreneurship or being not (yet) 

interested in the topic does de facto not mean an exclusion from a possible future start-up 

realization, it solely means that currently there is no (significant) progress toward an 

entrepreneurial activity and within the start-up process respectively. Therefore, also students 

uninterested in business venturing have been surveyed allowing insights into potential reasons of 

their disinterest. Furthermore, the personally written form of the questioning counters 

weaknesses of internet-based surveys having already being conducted concerning the topic, 

whereas the available literature analyzing start-up ambitions of Greek students lacks behind. The 

German sample comprises 1,438 students from the subject groups of business administration, 

engineering, informatics, architecture, and applied life sciences. The Greek sample contains 364 

students of business administration, economics, and informatics. Both in Germany and in Greece 

also postgraduates have been questioned. 

 

 

RESULTS 

 

In the German sample every second student is enrolled in engineering, 21 percent in business 

administration, 20 percent in informatics, six percent in architecture and three percent in applied 
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life sciences. 89 percent of the surveyed students in Greece belong to business administration 

and economics respectively, and 11 percent to informatics. With 48 percent most of the German 

students study up to three, 30 percent between four and six, 12 percent more than six semesters, 

and the remaining 10 percent are postgraduates. In contrast, the Greek sample comprises 

correspondingly 20, 26, 42, and 11 percent (rounding difference). Thus, compared to the German 

students their Greek fellows are usually enrolled in higher semesters, at which both samples 

comprise around one tenth of postgraduates. Concerning the students in Greece with 57 percent 

females predominate, whereas in Germany almost one third is feminine, what could particularly 

be due to the high portion of (prospective) engineers in the German sample. The latter represents 

four percent students younger than 20, 74 percent between 20 and 25, 14 percent between 26 and 

29 years, five percent between 30 and 35, and three percent older than 35 years. The Greek 

sample contains 25, 68, five, one, and only 0.3 percent respectively (rounding difference), hence 

the Greek students tend to be younger than their German comparison group. Some further 

descriptive results are illustrated in Table 1. 

 

Regarding the GESt-study’s start-up ambition types (Ruda, Martin, Ascúa, and Danko 2008) in 

both countries the foundation-laymen (have dealt with foundation not at all) predominate clearly. 

In the Greek sample they represent ca. 60 percent and in the German ca. 56 percent. The 

foundation-sensitized (have considered foundation not yet) can be found somewhat more often 

between the Greek students (ca. 15 percent) than in the German group (ca. 12 percent). 

Considerable differences exist in terms of the foundation-interested (have already considered 

foundation but has not started to prepare foundation), being included with ca. 26 percent in the 

German sample and only with ca. 15 percent between the students in Greece. Foundation-

preparers (are already engaged in the preliminary foundation) are comprised with around four 

percent in the German sample and with almost three percent in the Greek comparison group. 

Founders (have already founded) are represented in Germany solely with nearly three percent 

and in Greece with about eight percent indicating the relatively biggest difference (Figure 1). 

However, due to statistically nonsignificant differences H1 has to be rejected, what is also the 

case to H2 that analyzes only female students (Table 2). The students in Greece estimate a higher 

start-up probability (46%) than their fellows in Germany (36%), confirming H3 (Table 2). Only 

16 percent of the Greek students evaluate the national start-up climate as rather foundation 
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friendly, compared to 64 percent of their comparison group, causing a significant difference, 

however because H4 assumes a contrariwise cause-effect relationship, it has to be dismissed 

(Table 2).  

 

The Greek students state evidently a higher risk propensity (64 percent are rather willing to take 

risks) than the students in Germany of whom 56 percent are rather risk proposed. Despite 

significant differences H5 expecting the opposite has to be refused (Table 2). The Greek students 

have with 35 percent markedly more frequently a business idea in mind than the 26 percent in 

Germany, being in accord with their higher start-up probability. Both the Greek students and 

their fellows from Germany estimate as potential start-up time in average approximately five 

years, at which the latter name a slightly earlier moment, indicating that both groups are not yet 

prepared enough to create a business.   

 

Within the scope of motivational factors to the Greek students most of the start-up motives are 

more relevant than to their German fellows, to whom solely self-actualization and slightly the 

way out of unemployment are of more importance. Since no significant differences between the 

two samples consist referring the latter, interpreted as necessity-driven start-up motive, H6 has to 

be dropped (Table 2). Idea-realization, despite the above mentioned clearly oftener existent 

business ideas in the Greek group, is only marginally more relevant to them. However, due to not 

significant differences of this opportunity-driven factor H7 is rejected (Table 2). The German 

sample regards self-employment as most crucial, followed by income as well as idea-realization, 

the way out of unemployment, and high income. Comparatively, the students in Greece evaluate 

income as most important start-up motive, followed by miscellaneous motivational factors, high 

income, idea-realization, and self-actualization. Having power is the least relevant start-up 

motive to both groups, nevertheless it is significantly more relevant to the students surveyed in 

Greece, confirming H8 (Table 2).  

 

A bigger quantity of the start-up hurdles are viewed by the students in Germany as more 

hindering regarding an entrepreneurial activity than by their Greek fellows. The German group 

evaluates missing equity as biggest difficulty, followed by own financial risk, missing outside 

capital, missing customer contacts, the cyclical state, fear of failure as well as missing right 
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business ideas. The students in Greece perceive thy cyclical state as most start-up hindering, 

followed by missing equity, extensive official channels, low profit, low turnover as well as the 

politico-economic environment, and missing outside capital. As assumed, missing 

entrepreneurial qualifications are a significant bigger start-up difficulty to the German students, 

approving H9 (Table 2). H10, anticipating no differences between the two samples concerning 

fear of failure as start-up barrier, has to be refused because the students in Germany evaluate fear 

of failure significantly as more start-up inhibiting (Table 2). Following the Mann-Whitney-

Wilcoxon test no significant differences concerning extensive official channels, that is 

bureaucracy, as start-up hurdle exist between the two samples, in contrast the Kolmogorov-

Smirnov test indicates the opposite (Table 2), suggesting that H11 can neither refused nor 

affirmed certainly and should be tested again in further research. H12 assumes Greek students 

perceive missing debt capital as bigger start-up hurdle than students in Germany, however, 

because the latter regard this factor significantly as more start-up hindering, the supposition has 

to be rejected (Table 2). In contrast, H13 is verified because students in Greece evaluate indeed 

the politico-economic environment significantly stronger as start-up difficulty (Table 2).  

 

The Students in Germany normally have dealt more time with entrepreneurship (19 percent 

between one and three years and nine percent more than three years) than their comparison group 

from Greece (13 and three percent respectively). In contrast, the Greek students have used more 

sources of entrepreneurship information (two in average), compared to their German fellows 

(1.4). The former have more often self-employed parents, whereas the students in Germany are 

more frequently surrounded by other self-employed persons in their private environment.  

Furthermore, the German sample comprises considerable more leadership experiences than the 

Greek group, that is, 70 percent of the former and 88 percent of the latter have no leadership 

experience. With 61 percent the students in Germany tend significantly stronger to found team-

based than one third of their Greek fellows, however, H14 has to be dismissed because it expects 

the opposite cause-effect relationship (Table 2). Two thirds of the German students strive being 

self-employed on regular basis, compared to each other Greek, letting assume that many business 

ideas of the latter are rather non-innovative, especially by considering the relatively small 

fraction of intended team start-ups that could compensate a lower exertion. However, with 

usually 6.9 years the Greek students estimate needing more years in order to be established on 
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the market and fewer seed capital (almost 188,000 euros) than their fellows in Germany who 

forecast in average 5.4 years and approximately 209,000 euros seed capital. 69 percent of the 

students in Greece have already thought of the possibility of business creation, what applies to 

solely 54 percent of their German counterparts. 

 

Interestingly, except start-up-specific contact points that are slightly more relevant to the German 

sample, the students in Greece request all other university start-up support measures stronger. In 

Greece as most desired start-up support miscellaneous measures are mentioned, followed by 

coaching and consulting, contact bourses with enterprisers (the two latter are not surprising 

considering the above mentioned highly requested “mentoring by entrepreneurs”), courses, and 

meetings and discussions with professors. In contrast the German students assess coaching and 

consulting as most important start-up support, followed by contact bourses with enterprisers, 

courses, specific contact points, and impulsion financing. Within both rankings business plan 

workshops and business games comprise a fewer importance, but in the German sample specific 

contact points and impulsion financing are ranked noticeably better than in the Greek group, 

suggesting the students in Germany being further advanced within the start-up process, like also 

underpinned by their earlier prognosticated average start-up time.  

                

 

IMPLICATIONS 

 

One the one hand considerably more of the students in Greece have already found an enterprise, 

on the other hand they state a higher probability of business creation than their German 

comparison group, though the latter comprises more foundation-preparers and noticeable more 

students interested in starting a business leading to a usually slightly higher German students’ 

start-up ambition. Moreover, the German group perceives a clearly better national 

entrepreneurial climate, whereas the Greek students are somewhat more risk-willing and have 

more frequently a business idea in mind. However, both samples estimate as potential start-up 

time in average approximately five years, indicating that both groups are usually not yet prepared 

enough to create a business. This is also underpinned by the fact that in both samples more than 

every second student has dealt with business venturing not at all.  
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Two thirds of the German students strive being self-employed on regular basis, compared to each 

other Greek, letting assume that many business ideas of the latter are rather non-innovative, 

especially by considering the relatively small fraction of intended team start-ups in the Greece 

case that could compensate a lower exertion. However, to both samples the start-up motivation 

from economic necessity seems to be equally strong pronounced and relatively important, what 

is also the case regarding opportunity-driven entrepreneurship. Moreover, the Greek students 

strive stronger for having power in case of business venturing, whereas to their German fellows 

self-actualization is of higher importance. The latter normally have dealt more time with 

entrepreneurship and comprise considerable more leadership experiences than their Greek 

counterparts, nevertheless they are stronger hindered by the presumption of missing 

entrepreneurial qualifications as well as lacking debt capital and perceive a bigger fear of failure 

in case of starting a business. In contrast, the students in Greece perceive higher bureaucratic and 

politico-economic-environmental start-up hurdles. However, the latter request usually stronger 

start-up support measures from their universities than the German students, what could be also 

due to the better public start-up and SME support infrastructure in Germany. 

 

When interpreting these results one has to consider some sample differences, for instance the 

comparatively relatively high fraction of engineering students and hence males in the German 

group. Moreover, although the students in Greece usually are enrolled in higher semesters, they 

tend to be younger than their fellows in Germany.       

 

Altogether, the findings indicate the importance of advancing entrepreneurship education and 

support in both countries by considering the contextual framework conditions as well as 

individual requirements of the students having various accesses to resources and being located in 

diverse phases of the start-up process. In order to receive knowledge how to upgrade accordingly 

entrepreneurship support infrastructures for students and graduates in Germany and Greece, 

further analyses with an aim group-differentiated focus should be undertaken which is enabled 

by the GESt-study due to the provision of resource-based data about the questioned students who 

ultimately are the deciders on their potential entrepreneurial activity. Also individuals having not 

dealt with entrepreneurship at all or having not yet considered starting a business can be regarded 
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as potential entrepreneurs, that is being not yet sensitized to entrepreneurship or being not (yet) 

interested in the topic does de facto not mean an exclusion from a possible future start-up 

realization, it solely means that currently there is no (significant) progress toward an 

entrepreneurial activity and within the start-up process respectively. The target should not be 

heightening solely the amount of enterprises by forcing students to entrepreneurial activity but 

rather to sensitize them to business creation, teaching them entrepreneurial basic knowledge, and 

offering them support during all phases of their start-up processes, so that they are already during 

their studies open to look for and to perceive potential business opportunities that maybe could 

result – possibly after some years of work experience – in innovations and high-potential firms 

respectively or at least facilitate them to create their own jobs and realizing themselves and their 

ideas respectively. 
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Table 1 

Descriptive Statistics of Student Entrepreneurial Characteristics 

Variables Germany Greece 

 M SD M SD 

Gender (0: female; 1: male) 0.68 0.466 0.44 0.496 

Age (0: < 20 years; 1: 20-25 years; 2: 26-29 years; 3: 30-35 years; 

4: > 35 years) 
1.27 0.724 0.82 0.577 

Number of terms 4.43 3.035 6.08 2.337 

National start-up climate (0: rather foundation adverse; 1: rather 

foundation friendly) 
0.64 0.479 0.16 0.367 

Dealt with business start-up (0: none; 1: considered not yet; 2: 

perhaps in future; 3: in preparation; 4: already founded) 
0.86 1.096 0.84 1.238 

Risk propensity (0: very risk averse; 1: risk averse; 2: willing to 

take risks; 3: very willing to take risks) 
1.56 0.630 1.67 0.725 

Foundation idea (0: no; 1: yes) 0.26 0.438 0.35 0.477 

Probability of founding (in percent) 35.50 26.662 46.49 24.842 

If, when willing to found (in years) 5.01 3.111 5.14 3.213 

Importance concerning start-up (0: very non-relevant; 1: non-relevant; 2: relevant; 3: very relevant) 

Way out of unemployment 2.18 0.828 2.16 0.751 

Income 2.44 0.590 2.72 0.483 

Self-actualization 2.45 0.662 2.32 0.707 

Prestige 1.78 0.793 2.05 0.836 

High Income 2.15 0.723 2.56 0.560 

Flexible hours of work 2.02 0.793 2.10 0.824 

Having power 1.32 0.819 1.88 0.883 

Be one’s own boss 1.98 0.812 2.19 0.868 

Realize ideas of one’s own 2.44 0.641 2.48 0.683 

Miscellaneous  1.93 1.159 2.57 0.852 

Difficulties concerning start-up (0: none; 1: smallest; 2: small; 3: less; 4: balanced; 5: more; 6: big; 7: 

biggest) 

Missing „right“ business idea 4.51 2.204 3.82 1.595 

Missing „right“ foundation partner 4.37 1.959 4.11 1.654 

Missing entrepreneurial qualification 4.00 1.952 3.49 1.936 

Missing courage 3.92 2.219 2.90 2.124 

Missing available time 3.47 2.136 3.33 1.895 

Missing customer contacts 4.63 1.921 3.96 1.750 

Missing equity 5.31 1.825 4.72 1.374 

Missing outside capital 4.81 1.837 4.42 1.490 

Know-how deficit 3.89 1.930 3.90 1.643 

Own financial risk 5.09 1.848 4.11 1.599 

Low turnover 4.42 1.751 4.44 1.393 

Low profit 4.37 1.774 4.55 1.411 

Support from family and friends 2.46 2.072 2.41 2.042 

Politico-economic environment 4.05 1.891 4.44 1.512 

Cyclical state 4.62 1.811 4.77 1.401 

Fear of failure 4.51 2.120 3.75 1.711 

Extensive official channels 4.43 2.099 4.62 1.446 
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Table 1 

Continued 

Variables Germany Greece 

 M SD M SD 

Desired college support (0: very non-relevant; 1: non-relevant; 2: relevant; 3: very relevant) 

Courses 2.22 0.700 2.51 0.639 

Business game 1.85 0.754 2.28 0.699 

Business plan workshop 1.95 0.745 2.38 0.701 

Contact bourse with enterprisers 2.24 0.710 2.57 0.663 

Meetings and discussions with professors 1.96 0.719 2.39 0.666 

Coaching and consulting 2.26 0.670 2.61 0.562 

Impulsion financing 2.03 0.779 2.10 0.873 

Specific contact point 2.06 0.712 2.05 0.786 

Incubator 1.65 0.741 1.82 0.939 

Miscellaneous  1.57 1.025 2.90 0.316 

Dealt with entrepreneurship (0: < 1 year; 1: 1-3 years; 2: > 3 

years) 
0.36 0.637 0.20 0.472 

Used entrepreneurship information sources  1.45 2.095 2.04 2.049 

Self-employed person(s) in private environment (0: no; 1: yes) 

No 0.51 0.500 0.55 0.498 

Mother 0.09 0.293 0.16 0.364 

Father 0.20 0.402 0.34 0.474 

Other person(s) 0.25 0.435 0.06 0.233 

Experience in leadership (0: no; 1: < 2 years; 2: 2-5 years; 3: 

> 5 years) 
0.47 0.821 0.15 0.454 

How to found (0: alone; 0.5: alone and/or team; 1: team) 0.61 0.479 0.33 0.469 

Extent of self-employed work (0: sideline basis; 0.5: sideline 

and/or regular basis; 1: regular basis) 
0.67 0.467 0.48 0.500 

Preferential sector (0: no; 1: yes) 

Commerce 0.28 0.447 0.39 0.488 

Consulting 0.24 0.425 0.26 0.441 

IT 0.19 0.391 0.20 0.401 

Other 0.20 0.398 0.12 0.323 

Market to operate (0: local; 1: regional; 2: national; 3: 

international) 
1.74 0.922 1.38 1.075 

Established on the market (in years) 5.41 3.952 6.85 4.616 

Seed capital (in euros) 209,435 648,517 187,728 670,456 

Prefer to practice activity (0: no; 1: yes) 

At home 0.22 0.413 0.11 0.313 

In the office off home 0.61 0.489 0.79 0.409 

Direct at the customer's 0.13 0.333 0.07 0.249 

Pay for start-up consultation (0: no; 1: yes) 0.58 0.494 0.70 0.457 

Already thought of start-up possibility (0: no; 1: yes) 0.54 0.498 0.69 0.464 
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Figure 1 

Student Start-Up Ambition Types in Germany and Greece 
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Table 2 

Results of Hypotheses Testing 

H Hypothesis Description 
Spearman 

Correlationª 
pᵇ pᶜ 

H1 
Students in Greece are more start-up 

ambitioned than students in Germany. 
-.031 .190 (ns) .100 (ns) 

H2 
Female students in Greece are more start-up 

ambitioned than female students in Germany. 
-.046 .239 (ns) .633 (ns) 

H3 
Students in Greece show a higher start-up 

probability than students in Germany. 
.184 .000 (***) .000 (***) 

H4 
Students in Greece perceive a better start-up 

climate than students in Germany. 
-.405 .000 (ns)ᶜ .000 (ns)ᶜ 

H5 
Students in Germany are more risk-willing than 

students in Greece. 
.078 .001 (ns)ᶜ .025 (ns)ᶜ 

H6 

Students in Greece are motivated stronger by 

necessity-driven entrepreneurship than students 

in Germany. 

-.025 .299 (ns) .183 (ns) 

H7 

Students in Germany are motivated stronger by 

opportunity-driven entrepreneurship than 

students in Greece. 

.038 .110 (ns) .264 (ns) 

H8 
Students in Greece strive stronger for power as 

start-up motive than students in Germany. 
.261 .000 (***) .000 (***) 

H9 

Students in Germany perceive missing 

entrepreneurial qualifications as more start-up 

hindering than students in Greece. 

-.098 .000 (***) .000 (***) 

H10 

No significant differences exist between 

students in Germany and Greece regarding the 

fear of failure as start-up hurdle. 

-.181 .000 (ns)ᶜ .000 (ns)ᶜ 

H11 

Students in Greece perceive bureaucracy as 

more start-up hindering than students in 

Germany. 

.009 .714 (ns) .000 (***) 

H12 

Students in Greece perceive missing debt 

capital as more start-up hindering than 

students in Germany. 

-.112 .000 (ns)ᶜ .000 (ns)ᶜ 

H13 

Students in Greece perceive the politico-

economic environment as more start-up 

hindering than students in Germany. 

.098 .000 (***) .000 (***) 

H14 
Students in Greece tend stronger to team start-

ups than students in Germany. 
-.230 .000 (ns)ᶜ .000 (ns)ᶜ 

ᶜNegative sign indicates stronger German sample’s value; missing negative sign indicates stronger Greek 

sample’s value. 

ᶜAccording to the Mann-Whitney-Wilcoxon test. 

ᶜAccording to the two-sample Kolmogorov-Smirnov test. 

ᶜNotwithstanding insignificant due to contrariwise assumed cause-effect relationship.  

ns: not significant at p > .05 (not significant). 

*Significant at ≤ .05 (significant). 

**Significant at p ≤ .01 (very significant). 

***Significant at p ≤ .001 (most significant). 
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“…we have all in some way or another fallen under the seductive power of academic journal 

rankings even as we harbor serious reservations about their value.” (Nkomo 2009, p. 106) 

 

ABSTRACT 

Following the paradigm of “publish or perish” (Brandon 1963), journal publications have 

become extremely important for many academic careers. This is also true for the field of 

entrepreneurship research. This paper delivers empirical insights on the impact of 

entrepreneurship journals. We compare ranking positions as provided by various international 

rankings and different impact measurements. Additionally we measure the impact of each 

journal by calculating its H- and HC-Index (Hirsch (2005), Harzing’s (2007), Harzing and 

van der Wal (2008a, 2008b, and 2009), Sidiropoulos, Katsaros, and Manolopoulos (2006)). 

Based on data from Google Scholar, this method allows us to assess the real impact (as 

indicated by citations) even of those journals which are not covered by the Social Citation 

Index or the SJR. Results reveal some variance of individual journals’ ranking positions. That 

may does not come at surprise. However, it seems that we underestimate many 

entrepreneurship journals. 

 

Key Words: entrepreneurship journals, H-Index, HC-Index, journal rankings, journal ratings, 
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INTRODUCTION 

 

In accordance with the paradigm of “publish or perish” (Brandon 1963), journal publications 

have become extremely important for academic careers. This is also true for the field of 

entrepreneurship research. Nevertheless, a scientific system with incentives predominantly 

based on journal publications is often criticized. (See for instance various articles published 

in a special section on “Doing Work that Matters” in the journal “Academy of Management 

Learning and Education” in March 2009 and again in 2010: Bell (2009), Doh (2009), Adler 

& Harzing (2009), Jain & Golosinski (2009), Nkomo (2009), Özbilgin (2009), Giacalone 

(2009), Worrel (2009), Bell (2010), Peng & Dess (2010); also see Rynes (2007) and Judge et 

al. (2007)).  

 

Publications on rankings of entrepreneurship journals are rather rare (Sassmannshausen 

2010a, 2010b, Katz and Boal 2003, Fried 2003, Shane 1997, MacMillan 1993, MacMillan 

1991). This paper presents empirical insights concerning the rankings and the impact of 

entrepreneurship journals. For instance the Australian ERA list has caused quite some 

debates. But are the classifications provided for entrepreneurship journals by the ERA listing 

in line with the assessments from other (national or international) rankings and with impact 

measurements? This article compares ranking positions as provided by various international 

rankings and different impact measurements.  

 

Results reveal some variance of individual journals’ ranking positions. That does not come as 

a surprise. However, it seems that we underestimate many entrepreneurship journals. Many 

entrepreneurship journals of empirically measured influence are not included in the ERA 

2010 list or any other list, to the disadvantage of the field – and particularly its researchers. In 

addition, the ERA 2010 list seems unbalanced when it comes to entrepreneurship journals.  

 

 

METHODS 

 

While searching libraries and the internet for academic entrepreneurship journals, we were 

confronted with the problem of defining the term “entrepreneurship journal”. Such a 

definition is influenced by someone’s general understanding of entrepreneurship as a field of 

research. We will not address this issue in detail, because many articles have been published 
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on the definition of entrepreneurship as a field of research. There is still no universal answer 

to the questions “What is entrepreneurship?” or “What is not entrepreneurship?” Instead of 

entering a battle over definitions we chose a practical solution following Gartner, Davidsson 

and Zahra: “Entrepreneurship scholarship is what entrepreneurship scholars pay attention to. 

[…] The manifestation of the visible or invisible college of entrepreneurship scholars will be 

whatever individuals who can “get published” and cite others, make it.” (2006, p. 327). Thus 

we have defined entrepreneurship journals as journals dedicated to publishing articles on the 

start-up of organizations, the early growth of young organizations, and SME owner 

management. This practical solution would for instance include journals on franchise systems 

if franchising is explored in the context of the formation or growth of young, newly founded 

businesses, but not if franchising is examined as a distribution mechanism for large 

corporations. Accordingly, we regard innovation as a part of entrepreneurship only in the 

context of the previously mentioned areas. We have, however, identified some innovation 

journals that frequently contribute to entrepreneurship research. Hence, by and large our 

understanding of entrepreneurship follows Rocha’s and Birkinshaw’s (2007) 

“Entrepreneurship Safari”.  

 

A second problem was the definition of the term “journal”. In some rankings, certain annual 

books and conference proceedings have gained status of academic journals, for instance 

Babson’s Frontiers of Entrepreneurship Research are ranked “D” on Germany’s influential 

journal quality list “VHB Jourqual 2011” Other publications have the appearance of an edited 

book, e.g. the annually published Advances in Entrepreneurship, Firm Emergence and 

Growth, but still follow similar rules as special issues of journals. Then again some 

publications have the looks of a journal but with each issue include only a single 

monographic piece of work, e.g. the “Foundations and Trends in Entrepreneurship” and the 

“Synthesis Lectures on Technology, Management, and Entrepreneurship”. We have included 

all these types of publications in our analyses, mainly to provide a “full picture” but also to 

create awareness for the fact that periodical, reviewed publications can have diverse faces. In 

addition, we had an interest in empirically measuring and comparing the impact of such 

publications.  

 

Our work results in an international comparative study of ten different rankings (out of 29 

international rankings identified for our research), two commercially introduced impact factor 

scores (Thomson Reuter’s ISI Web SCI and SCImago SJR Impact factor), and two elaborated 
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impact measurements (H-Index and HC-Index). The calculation of the H-Index is easy to 

execute for everyone and provides a good estimation of a journal´s influence, based on 

citations. The measurement will be explained in a later section of this paper.  

 

RESULTS 

 

Quantity and Dynamics of Entrepreneurship Journals  

 

We have identified 99 periodicals which deal with the field of entrepreneurship. Journals (or 

periodicals with similar rigor and rules) in our sample are published in English (94), German 

(3), French (1), or Italian (1) (see Appendix I for complete list).
i
 The search was limited to 

those four languages. The list includes two conference proceedings which are published 

regularly and are accessible even for those who have not participated in the conferences 

(Babson’s Frontiers of Entrepreneurship Research and the Australian Regional Frontiers of 

Entrepreneurship Research). The ICSB proceedings as well as the proceedings of many other 

regular and well-established conferences have not been included because they are not 

available as a publication in the same steady manner as Babson’s Frontiers or the online 

library at Melbourne’s AGSE.  

 

The field is on the move, at least when it comes to journals: 22 new journals have been 

established between 2008 and 2011. The emergence of new journals reveals a tendency of 

entrepreneurship research to develop sub-fields of particular interest, as many of the new 

journals are dedicated to niche areas or specialties of entrepreneurship research such as 

Public Policy for Entrepreneurship, Social Entrepreneurship, Entrepreneurial Finance, Family 

Business, E-Entrepreneurship, Gender or Women’s Entrepreneurship, and 

Technopreneurship. In addition, regional journals have been introduced, especially in Africa 

(Journal of Language, Technology & Entrepreneurship in Africa) and Asia, including 

Emerald’s Journal of Chinese Entrepreneurship. However, there also are some new general 

journals, such as the Entrepreneurship Research Journal, the International Journal of 

Entrepreneurial Venturing, and the Small Business Institute Journal. The dynamics and the 

growth of entrepreneurship research can be illustrated by the fact that between 2000 and 2011 

as many journals have been started up as in the five previous decades all together (from 1950 

to 1999).  
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While new journals have thus been started, some older journals have come to an end. We 

have identified 14 entrepreneurship journals and other similar periodicals which obviously 

stopped their publication activities (see Appendix II). Since we have not conducted a 

systematic search for discontinued entrepreneurship journals, many more former journals 

may have gone unrecognized by our research. No information was available on two journals 

published by Iranian scientists. We have classified these journals as still active, hoping that 

the future will bring some positive news.  

 

Business + Innovation Journal of Family Business Management 

Family Business Review  Journal of Family Business Strategy 

Industrial and Corporate Change Journal of High Technol. Managem. Research 

Industry & Innovation Journal of Innovation Economics 

Intern. Journal of Innovation & Reg. Development Journal of New Business Ideas & Trends 

Int. Journal of Innovation & Technology Managem. Journal of Private Equity 

International Journal of Technology Management Journal of Technology Transfer 

Internat. Journal of Technology Policy & Managem. Research Policy 

Int. Jour. of Technol. Transfer & Commercialisation Technology Analysis & Strategic Management 

Journal of Evolutionary Economics Technovation 

Table 1: 20 journals from neighbouring fields with a strong dedication to entrepreneurship  

 

20 of the 99 journals included in our list belong to the neighbouring fields of innovation 

management, economics, or finance but display a strong interest in entrepreneurship. Of 

course it can be argued whether those publications should have been labelled 

“entrepreneurship journals” and be taken into account in our research or not. We have 

checked with Google Scholar to ensure that more than 25% of all articles published in these 

journals deal with entrepreneurship in terms of new venture creation etc. However, this 

distinction remains discretionary as one could also argue that at least 33.3% or even 50% of 

articles would make a better categorization in being relevant to the field of entrepreneurship 

research. 

 

Journal Ratings and Rankings – An International Comparison  

 

Many different journal rankings and ratings assess journal qualities around the globe. While 

rankings bring journals into a discrete order, usually by some metric data (e.g. see Hennig-

Thurau et al. 2004), ratings categorize journals into groups, usually classified by letters or 

numbers (e.g. A*, A, B, C, or 1, 2, 3, 4, 5). Many rankings cluster their results into groups, 
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thus combining ranking and rating of journals (e.g. VHB 2003 and VHB 2008/2011). Harzing 

(2011) provides a list with 20 international rankings. Three more rankings are included in 

previous versions of Harzing’s list. We have added six more rankings: (1) the controversial 

Australian ERA 2010 list and (2) the AERES 2009 (Agence d’évaluation de la recherche et 

de l’enseignement supérieur), an updated version of the AERES 2008 which had already been 

summarized by Harzing (2011); (3) the Handelsbatt Ranking 2009 is a meta-ranking 

combining VHB 2008 and EJL 2006, furthermore a panel study based ranking introduced by 

(4) MacMillan in 1991 (MacMillan 1991) and updated by (5) MacMillan (1993) and (6) Fried 

(2003).   

 

 Ranking (description or title) Year Abbreviat. 

# of e.-ship 

journals 

included 

1 MacMillan’s (JBV) Forum for Entrepreneurship Scholars 1991 JBV 1991 4 

2 MacMillan’s (JBV) Emerging Forum for Entrepreneurship Sch. 1993 JBV 1993 8 

3 Strategic Management Journal, published by Tahai & Meyer  1999 SMJ 1999 2 

4 WU Wien Journal Rating 2001 2001 Wie 2001 10 

5 Assoc. of Prof. of Business in German speaking countries 2003 VHB 2003 15 

6 Fried’s (JBV) updated Forum for Entrepreneurship Scholars 2003 JBV 2003 11 

7 British Jnl of Management Business & Mgmt RAE rankings 2004 Bjm 2004 17 

8 Hong Kong Baptist University School of Business Rating 2005 Hkb 2005 1 

9 List organized through a survey by Theoharakis et al.  2005 Theo 2005 3 

10 Erasmus Research Institute of Managem. Journal Listing 2006 2006 EJL 2006 11 

11 Eur. Journal of Information Systems 2007 Mingers & Harzing 2007 Ejis 2007 29 

12 Like Ejis 2007 but includes the JIF for 2004  2007 Ejis-CI 29 

13 University of Queensland Journal Rating 2007 2007 UQ 2007 35 

14 Agence d’évaluation de la recherche et de l’enseignement super. 2008 Aeres 2008 18 

15 Aston list March 2008 2008 Ast 2008 16 

16 Centre National de la Recherche Scientifique (version 2.0) 2008 Cnrs 2008 16 

17 WU Wien Journal Rating May 2008 2008 Wie 2008 6 

18 Associat. of Business Schools Academic Journal Quality Guide 2009 ABS 2009 28 

19 Agence d’évaluation de la recherche et de l’enseignement super. 2009 Aeres 2009 22 

20 Handelsblatt Ranking Betriebswirtschaftslehre (Meta-Ranking) 2009 HBR 2009  

21 Australian Business Deans Council Journal Rankings List  2010 ABDC 2010 61 

22 Associat. of Business Schools Academic Journal Quality Guide 2010 ABS 2010 31 

23 Cranfield University School of Management (7th ed) 2010 Cra 2010 22 

24 Excellence in Research Australia Journal List 2010 ERA 2010 51 

25 ESSEC Business School Ranking Paris 2009/2010 2010 Ess 2010 9 

26 Centre National de la Recherche Scientifique (version 3.01) 2011 Cnrs 2011 17 

27 Erasmus Research Institute of Managem. Journal Listing 2011 2011 EJL 2011 17 

28 University of Queensland Adjusted ERA Rankings List 2011 UQ 2011 36 

29 Assoc. of Professors of Business in German speaking countries 2011 VHB 2011 41 

Table 2: 29 journal rankings and the frequency of inclusion of entrepreneurship journals  

 

Table 2 presents an overview of the rankings considered in this research and the number of 

entrepreneurship journals included in those various lists. Some of the lists are not completely 

cited by Harzing (2011), therefore we have analysed the original lists rather than Harzing’s 
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summary, and thus the numbers in table 2 (right column) deviate from those provided by 

Harzing (2011). For instance in Harzing’s summary (2011) the VHB 2011 is reduced to 27 

entrepreneurship journals, out of 41 entrepreneurship journals included in the original VHB 

2011 list. Table 2 also reflects the growth of entrepreneurship research as – by and large – 

newer ratings include more entrepreneurship journals than older lists did. This is especially 

evident for rankings that have been repeatedly executed (e.g. JBV 1991: 4, JBV 1993: 8, JBV 

2003: 11, VHB 2003: 15, VHB 2011: 41; EJL 2006: 11, EJL 2011: 17; Aeres 2008: 18, Aeres 

2009: 22; we can even state an increase for WIE 2001 (10 journals) and WIE 2008 (6 

journals), as the new WIE 2008 was only an update and complement of the 2001 list).  

 

ABDC 2010 - the Australian Business Deans Council Journal Rankings List 

A* Best or leading journal in its field. 

A Highly regarded in the field or subfield. 

B Well regarded in the field or subfield.  

C A recognized journal, incl. journals that are yet to establish their reputation because of their newness 

ERA-2010 Rank - Excellence in Research Australia Journal List 

A*, A, B, C, with a categorisation similar to the ABDC 2010, but new and promising journals that are yet not 

categorized because of their newness are highlighted with “recog” instead of A*, A, B, or C.  

ABS 2010 - Association of Business Schools Academic Journal Quality Guide  

4* A world elite journal 3 A highly regarded journal 1 A recognised journal 

4 A top journal 2 A well regarded journal 

UQ 2011- University of Queensland Adjusted ERA Rankings List 

1  1 Highest quality rating, A* ERA 3 Intermediate quality rating, B ERA 

2  2 Intermediate quality rating, A ERA 4 Lowest quality rating, C ERA 

VHB-2011 Rating and Values – Verband der Hochschullehrer für BWL / Assoc. of Professors of Business in 

German speaking countries 

Rating according to ranking value, values between 10.0 (highest) and 0.0 (lowest); values are generated by quality 

assessment questionnaires distributed among members of the association and control variables. 

A* values from 9.0 to 10.0, top  B values from 7.0 to 7.99 D values from 5.0 to 5.99 

A values from 8.0 to 8.99 C values from 6.0 to 6.99 E values from 0.0 to 4.99, lowest 

AERES 2009 – Agence d’évaluation de la recherche et de l’enseignement supérieur 

A*, A, B, C (lowest), with no further definition or explanation of these categorization.  

Cra 2010 – Cranfield University School of Management 

4 World leading 3 Top international 2 Lower international 1 National 

EJL 2011 – Erasmus Research Institute of Management (Rotterdam, The Netherlands) Journals Listing 

STAR  Top journals among P-rated journals 

P  Best journals in the field 

PA  Aspirant (A) for Top international journals (P) => P A. By 1/1/2016 these journals will be transferred to a 

secondary list unless ISI with high impact has been attained. 

S Scientific refereed journals of a recognized academic reputation that do not belong to STAR, P or PA 

M* Top managerial journal 

EJIS-2007 CI – European Journal of Information Systems 2007 Mingers & Harzing Ranking CI 

3 Highest results in meta ranking, i.e. journals with rankings among the top level 

2 Mid-level results in meta-ranking 

1 Lower-level results in meta-ranking 

Box 1: Cutline for ranking indexes in tables 3, 4, and 5 

 

Dealing with 25 rankings would go far beyond the scope of this article. In this paper we will 

focus on those rankings that are of great importance in Australia and the Pacific region. We 
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will compare these ratings with the German VHB 2011 and the ABS 2010, as these two lists 

are the most complete international sets of data, next to the ABDC and ERA 2010 lists. We 

furthermore included the UQ 2011, the Aeres 2009, the Cra 2010, the EJL 2011 and the EJIS 

to provide more international comparison with younger listings. Box 1 provides the cutline 

for the rankings included in table 4, i.e. the translation of letters or numbers used to 

categorize journals. Table 3 displays a comparison of ratings and rankings published from 

2007 to 2011. It shows that there seems to be an overall international convergence in the 

quality assessment of journals. Only a few but very important variances are revealed.   

 

Abbr. 

(see Appendix I) 

Abdc 

2010 

ERA-

2010 

Rank  

ABS 

2010 

UQ 

2011 

VHB-

2011 

Rating 

VHB 

2011 

Values 

Aeres 

2009 

Cra 

2010 

EJL 

2011 

EJIS-

2007 

CI 

JBV A* A* 4 1 A 8,38 A+ 3 P 3 

ET&P A* A 4 2 A 8,18 A+ 3 P 2 

ResPol A* A* 4 1 A 8,41 A 4 P 3 

FamBusRev A A 2 3 C 6,02   S  

Ind&CC A A 3 2 C 6,94 A 3 P 2 

JEvoEcon A A 2 2 C  A 3 P 3 

JSBM A A 3 2 B 7,30 A 1 S 2 

SmBusEcon A A 3 2 C 6,94 A 3 P 2 

EcoInno&NewTech B B 2 3 C 6,58 B   2 

E&RD B A 3 2 C 6,61 B 2 S 1 

IJEB&R B B 2 3 D 5,41 B 1  1 

IJTM B B 2 3 C 6,96 B 3 S 2 

ISBJ B A 3 2 C 6,15 B 2 S 1 

JIS&SB/AJIS B B  3       

TechAn&StrMan B B 2 3 C 6,62  2 S 2 

Technov B A 3 2 D 5,64 B 3 S 1 

VC B C 2 4 C 6,40 B 2 S  

AcEntJ C C  4       

BusJEnt C C  4       

CrInnoMan C C 1 4 C 6,36 B 2  1 

EntDev&MiFi C C         

EntBLJ C C         

EurJInnoMan C C 1 4 D 5,52 C 1  1 

Found&TrEnt C C         

Ind&Inno C C 2 3 B 7,08 B 2 S 1 

IntEnt&MJ C C 1  D 5,74     

IntJEnt C C  4       

IntJEnt&Inno C C 2 4 D 5,92 B 1  1 

IntJEnt&InnoMan C C 1  D 5,57  1   

IntJEnt&SmBus C C  4 C 6,06     

IntJGen&Ent C          

IntJGlob&SmBus C C         

IntJInno&TechMan C C  4       

IntJM&EntpDev C   4       

IntJTechEnt C C         

IntJTechTr&Com C C         

IRE C C  4    3   

JIntBus&EntDev C C         

JApMan&Ent C C  4      1 

JAsEnt&Sus C C         

JDevEnt C C   C 6,42    1 

JEntComP&PGE C C         

JEntpCul C C 1  C 6,61     

JoEnt C C 1 4      1 

JFamBusStr C    D 5,78     

JHTechManRes C C  4 C 6,93 C   2 
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Table 3 continues from previous page.) 

Abbr. 

(see Appendix I) 

Abdc 

2010 

ERA-

2010 

Rank  

ABS 

2010 

UQ 

2011 

VHB-

2011 

Rating 

VHB 

2011 

Values 

Aeres 

2009 

Cra 

2010 

EJL 

2011 

EJIS-

2007 

CI 
 

           

JInnoEco C recog  3      1 

JNewBusId&Tr C C         

JPrivEq C    D 5,61  2   

JResMar&Ent C          

JSmBus&EntpDev C C 2 4 D 5,11 B 1  1 

JSmBus&Ent C C   C 6,37    1 

JSmBusStr C   5 C 6,34    1 

JTechTrans C C 1 4 B 7,09 B  S  

NewEngJEnt C C         

(SmEntpRes C C  4      1 

SocEntJ C C 1        

StrCh:BrEntFi C  2 4      1 

StrEntJ C C 3  B 7,15   PA  

WoRevEntMan&SusDev C C 1        

JIntEnt   1  C 6,46     

JEntEdu    4 C 6,17     

IntJEntVent     C 6,62     

JEntFi     C 6,04     

ZfKE     D 5,72     

FrontEntRes     D 5,54     

Bus+Inno     E 4,90     

JKMUF&P     E 4,18     

Table 3: Entrepreneurship journals in rankings – an international comparison  

 

To the disadvantage of the careers of entrepreneurship researchers the German VHB ranking 

seems to miss some internationally recognized journals (for instance International 

Entrepreneurship Journal, International Review of Entrepreneurship and Small Enterprise 

Research) and to underestimate some others (Small Business Economics Journal, 

International Journal of Entrepreneurial Behaviour and Research, Technovation and to some 

extent Entrepreneurship & Regional Development, International Small Business Journal, and 

Journal of Small Business Management), while Australian rankings seem to underestimate 

Industry & Innovation, Journal of Technology Transfer and Strategic Entrepreneurship 

Journal. Furthermore, the German VHB ranking includes journals not recognised by the 

ERA, the ABDC or the ABS lists from 2010. These journals – we suggest – could be taken 

into account by future updates of these lists, including the Journal of International 

Entrepreneurship, Journal of Entrepreneurship Education, International Journal of 

Entrepreneurial Venturing, Journal of Entrepreneurial Finance, and Babson’s Frontiers of 

Entrepreneurship Research, which have achieved academic journal status in the German 

VHB ranking 2011 (the bottom lines in table 3). The ZfKE is a journal published in German 

and therefore of less interest for international rankings beyond German speaking countries; 

the same is the case for the JKMUF&P, an annually edited book presenting SME research 
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articles. Last but not least there are some younger but promising journals have not yet been 

listed by any ranking but should be considered for inclusion in the future, e.g. the 

Entrepreneurship Research Journal.  Talking about over- or underestimation of journals 

(resp. the question whether a journal should be listed or not) directs the discussion towards 

the question whether more objective measurement instruments exist which could help to 

estimate a journal’s performance, influence or importance in an appropriate way. The 

following two sections will focus on such attempts, first on impact measurements conducted 

by organisations and second on measurements based on open access data. Measurements in 

the latter case have the advantage that they can be conducted, updated, and controlled by 

everyone.   

 

Journal Impact Measurements conducted by Organisations  

 

In addition to the ratings and rankings introduced in the previous paragraph there are at least 

two organisations measuring journal impacts by citation analysis. The meaning of such an 

analysis is based on the assumption that in general “if an author cites a journal, he or she has 

found it useful, and therefore the more frequently a journal is cited, the greater its role in the 

scholarly communication process” (Romano & Ratnatunga 1996, p. 8, see Nisonger 1994). 

Consequently, many rankings are not independent from impact measurements, as the impact 

factors either go directly into a rating system (e.g. EJL 2007) as an input variable or – in the 

case of survey based assessments – are likely to influence respondents’ perceptions of distinct 

journals.  

 

Only 15 out of 99 active entrepreneurship journals are listed by the influential Thomson 

Reuter’s ISI Web of Science Social Citation Index (SCI). But out of these 15 journals eight 

were listed in table 1 because they are journals from neighbouring fields with a strong focus 

on entrepreneurship. Thus only seven entrepreneurship journals in a more narrow sense are 

listed by ISI SCI, see table 4 on next page for details.    

 

 

 

 

 

 



Sean Patrick Sassmannshausen (ICSB World Conference, New Zealand 2012)    11 

ISI 

Rank Abbr. 

2y ISI 

SCI 

Impact 

Factor 

ERA 

Rating 

AB 

DC 

SJR 

Rank Abbr. 

SJR 

Impact 

Factor 

Delta  

SJR vs. 

ISI 

ERA 

Rating 

AB 

DC 

1 Technov 2,993 A B 1 ResPol 0,068 +1 A* A* 

2 ResPol 2,508 A* A* 2 Ind&CC 0,062 +8 A A 

3 FamBusRev 2,426 A A 3 JBV 0,051 +2 A* A* 

4 ET&P 2,272 A A* 3 Technov 0,051 -2 A B 

5 JBV 2,149 A* A* 5 ET&P 0,044 -1 A A* 

6 StrEntJ 2,026 C C 6 FamBusRev 0,043 -3 A A 

7 Ind&Inno 1,831 C C 6 SmBusEco 0,043 +3 A A 

8 SmBusEcon 1,555 A A 8 JTechTrans 0,041 +5 C C 

9 E&RD 1,353 A B 9 Ind&Inno 0,040 -2 C C 

10 Ind&CC 1,235 A A 9 JEvoEco 0,040 +5 A A 

11 JSBM 1,189 A A 11 ISBJ 0,039 +4 A C 

12 TA&StrM 1,040 B B 11 Foun&TrEnt 0,039 nl C B 

13 JTechTrans 1,014 C C 13 E&RD 0,038 -4 A B 

14 JEvoEcon 0,984 A A 14 TecA&StrMan 0,037 -2 B A 

15 ISBJ 0,927 A B 14 JSBM 0,037 -3 A B 

“nl” indicates journals that are listed by SJR 

but not by ISI SCI 

16 EurJInnoMan 0,035 nl C C 

17 JSB&EntDev 0,035 nl C C 

18 EconI&NT 0,034 nl B B 

19 IJEB&R 0,034 nl B B 

20 JHTMRes 0,033 nl  C 

21 IEnt&MJ 0,031 nl C C 

22 IJTechMan 0,031 nl B C 

23 VC 0,030 nl C B 

24 IJM&EntDev 0,029 nl  C 

25 JDevEnt 0,028 nl C C 

26 JoEnt 0,028 nl  C 

27 IJEnt&InnoM 0,027 nl C C 

28 IJEnt&SmBus 0,027 nl C C 

29 IJTP&M 0,027 nl   

30 JECP&PGE 0,027 nl C C 

31 JIntEnt 0,027 nl   

32 JPrEq 0,027 nl  C 

33 EntEx 0,026 nl   

34 IJEntVent 0,026 nl C C 

35 IJTE 0,026 nl C C 

36 WREntM&SD 0,026 nl C C 

37 AcadEntJ 0,025 nl C C 

38 AdvSEntI&EG 0,025 nl   

39 IJGlob&SB 0,025 nl C C 

40 JEntEdu 0,025 nl   

Table 4: Journal ranking by ISI SCI and by SJR in comparison to ERA and ABDC rating 

 

ISI Web of Science is under strong criticism, not only for the system as such but also because 

it is accused for sometimes incorrect data entry by ISI staff (Harzing 2010). One of the 

limitations of the SCI is that the ISI SCI impact factors are partly grounded on self-citations. 

An example is Technovation: this journal’s high impact factor benefits to a great extent from 

self-citations (articles published in Technovation often cite other articles previously published 

in Technovation). The same can be surveyed for Family Business Review, as there are not 

many outlets to publish research in the field of family business. Still, the SCI is of great 
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influence on other rankings, e.g. the EJL, which – in turn – again influence other rankings, 

e.g. the German “Handelsblatt Ranking”, a meta-ranking combining Dutch EJL and German 

VHB rankings. Thus the SCI indirectly influences many different rankings and meta-ratings 

that are career relevant for academics.  

 

SCImago Journal & Country Rank SJR is a young competitor to the ISI Web of Science. Its 

strategic advantage could be seen in a much broader data base. As it includes journals 

contained in the Scopus database from 1996 and some Scopus updates, it is less exclusive and 

provides impact data for 41 entrepreneurship journals. Still, the SJR list has systematic 

obstacles similar to the ISI Web of Science SCI, and, even though it is less exclusive, still 

more than half of all entrepreneurship journals in our sample remain unrecognized; for 

instance the Strategic Entrepreneurship Journal is not monitored by SJR while already 

included in the ISI SCI (see right hand side of table 4).   

 

Comparing the ISI SCI Impact Factor with the Scopus based SJR Impact Factor reveals some 

divergence between both lists, despite the fact that both lists are often regarded as objective 

measurements (see column Delta SJR v. ISI). Comparing the journal rankings by impact 

measurement with the ERA and the ABDC rating shows that there is some dissimilarity. 

Even though most journals with ISI SCI Impact Factor are rated A* or A, still some are rated 

only B or even C, despite a relatively impressive impact factor. This phenomenon is even 

stronger with the SJR Impact Factor, as some of the journals with an SJR impact factor are 

not even on the ERA and ABDC 2010 lists. Of course good reasons for a quality assessment 

divergent from impact factors can exist, for instance the self-citation biases mentioned above, 

the individual expert’s perception of some journals regarding rigor and relevance of 

publications, or negative experiences with the quality of review processes.  

 

The H-Index as an Open Access Data Based Journal Impact Measurement  

 

As previously mentioned, impact measurements by commercial organisations like Thomson 

Reuter’s or SCImago have their limitations. One limitation is that by and large only citations 

from journals registered by the Web of Science data base (Thomson Reuter’s) or by Scopus 

data base (SCImago) add to the impact score (see Harzing (2011) for details). Citations from 

books, PhD theses, white papers, working papers and even some well-established journals go 

unrecognized (many journals not included in Thomson Reuter’s Impact Factor maintain high 
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scientific standards and have contributed to the scientific research for many years, like most 

journals published by Emerald). For these and other reasons alternatives have been invented. 

A fairly good data source to capture citations from journals as well as from many other 

sources is Google Scholar. One of the impact measurements that can be easily executed is the 

H-Index and the HC-Index, both explained in box 2.  

 

The H-Index was initially developed by Jorge E. Hirsch to assess the individual impact of scientists. 

Hirsch (2005) defines the H-Index as follows: “A scientist has index h if h of his/her Np papers have 

at least h citations each, and the other (Np − h) papers have no more than h citations each”. For 

instance a scientist with an H-Index of 14 has published 14 papers that have been cited at least 14 

times each. Thus, the H-Index reflects both the number of publications and the number of citations 

per publication. The same scientist might have published 100 other papers that have never been 

cited, however, those contributions do not improve the H-Index because of their relative irrelevance, 

but neither do they have a negative impact. So younger papers which have remained uncited due to 

their newness do not harm the H-Index but rather offer future opportunities for improvement.  

One of the limitations of the H-Index is that it can only be used to compare scientists working on the 

very same field, as citation conventions may differ between fields. Harzing and van der Wal (2008a, 

2008b, and 2009) build on that limitation by suggesting the use of the H-Index to collectively assess 

the overall impact of journals dedicated to the same field.  

In extension of the H-Index, the HC-Index (or contemporary H-Index) was proposed by 

Sidiropoulos, Katsaros, and Manolopoulos (2006). The HC Index is a variation of the H-Index that 

gives more weight to younger publications and less weight to older ones, as it is more likely that 

older publications have accumulated more citations over time than younger ones. Thus the HC-

Index is an instrument that to some extend smoothens the systematic disadvantage of younger 

journals when compared with older ones. The HC-Index can be calculated by use of Harzing’s 

(2007) Publish or Perish-software. Weighting is parameterised; the Publish or Perish software 

implementation uses gamma=4 and delta=1, like Sidiropoulos et al. did in their 2006 paper. This 

means that for an article published during the current year, its citations count four times. For an 

article published 4 years ago, its citations count only one time. For an article published 6 years ago, 

its citations count 4/6 times, and so on (Harzing 2007).  

Box 2: The H-Index and HC Index 

In this paper we apply the suggestion to use the H-Index to measure and compare the impact 

of journals dedicated to the field of entrepreneurship. We have manually calculated H-Indices 

for all entrepreneurship journals included in this paper with the help of free Google Scholar 

data. The range of the free H-Index for entrepreneurship journals is reaching from zero (no 

article has ever been cited – at least according to Google Scholar) up to 213 (213 papers of a 

journal have been cited at least 213 times, which for example is the case for Research 

Policy). The average H-Index for entrepreneurship journals is 24.79 and only 25 out of 99 

entrepreneurship journals have an H-Index above average. Such left-screwed distributions are 

common in bibliometrics. That is why in addition to the average the median is an important 
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measure, too. The median is ten. So an entrepreneurship journal is already in the upper half of 

the sample (see table 5) if eleven papers (published in that one journal) are cited at least 

eleven times and all other papers out of that journal are cited less than eleven times. The 

modus for the H-Indices is two (frequency: ten), i.e. for ten journals at least two papers have 

been cited twice, but not more than one single paper (per each of those ten journals) has been 

cited more than twice. Out of these journals with a very low H-Index (= 0; 1; 2) only one 

journal is older than three years (basis: 2011). This is partly because the H-Index favours 

older journals, as it is more likely that papers that have been out there for a longer period of 

time collect more total citations than brand new papers, even more so in the case of academic 

journals, as review and publication processes take quite a long time.  

 

The HC-Index therefore gives less weight to older papers. We have calculated the HC-Index 

using Harzing’s (2007) “Publish or Perish” software, version 3.4 (2011). Unfortunately, it is 

difficult to follow journals that underwent a name change or that have names easily confused 

by Google Scholar; therefore the list of HC-Index values is incomplete. Thus missing data is 

indicated by a dash (-) in four cases. The effect of the HC-Index on the ranking however 

remains rather weak, despite the fact that so many young entrepreneurship journals have just 

been introduced recently. Nevertheless, the effect can be observed for some cases, for 

instance for the newly introduced Entrepreneurship Research Journal (see EntResJ in table 

5) that is boosted from an H-Index of 3 to an HC-Index of 8. The median for the HC-Index is 

7, so the new journal has moved from the lower end of the list to the top 50%, thus indicating 

a promising new publication. Another promising new journal is the Journal of Family 

Business Strategy (JFamBusStr), which improved its H-Index of 7 to a HC-Index of 11. 

 

Comparing the H- and the HC-Index with the ISI SCI 2-year and 5-year and the SJR impact 

measurements reveals how incomplete especially the ISI SCI is. While those twelve journals 

with the highest H-Index are listed, many others are not, even though their total impact has 

been much higher than that of the Strategic Entrepreneurship Journal. One of the reasons is 

that the 2- and 5-year impact factors totally equalize older and younger journals, despite the 

fact that older journals often naturally have contributed much more to the academic discourse 

and empirically have a higher total impact. Entrepreneurship journals with a very high H-

Index but without ISI SCI listing include for instance International Journal of 
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Entrepreneurial Behaviour and Research, Journal of Small Business and Enterprise 

Development, Creativity & Innovation Management, Journal of Developmental 

Entrepreneurship, Journal of International Entrepreneurship, and Strategic Change: 

Briefings in Entrepreneurial Finance. Among those periodicals with very high H-Indices is 

also Babson’s Frontiers of Entrepreneurship Research, which achieves an H-Index more than 

twice as high as the average H-Index and five times as high as the median journal. Indeed, the 

H-Index of the Frontiers is similar to Industry & Innovation, a journal with an ISI SCI 2-year 

impact above 1.8.  

 

The SJR Impact Factor List is more complete than the ISI SCI; and the resulting SJR journal 

ranking is more consistent with the H-Index than an ISI SCI listing is. Only three periodicals 

with an H-Index above average are missing in the SJR list, one being Babson’s Frontiers, not 

really a journal in the actual meaning; the other two are Creativity & Innovation Management 

and Strategic Change: Briefings in Entrepreneurial Finance. The latter one seems to be 

widely underestimated, as the journal is neither listed with the ERA 2010 nor with the VHB 

2011. 

 

Comparing the ranking by H-Index with the ERA and ABDC 2010 lists shows that the top 

ranks of the two listings (A*, A) are very consistent with the H-Index and with the ISI SCI 

and SJR impact factors. But there is some indifference when it comes to “B” or “C” 

classifications, as the rankings are not totally in line with the impact measurements. 

Especially the ERA 2010 list would have been better balanced with more journals classified 

“B”, for instance the Journal of Technology Transfer, the Industry & Innovation, and the 

Journal of Small Business & Enterprise Development. However, the classification of journals 

remains not only impact driven but is also based on an overall perception of quality. 

Furthermore, both lists would appear more complete if all journals above median or at least 

above average would be included. Instead, some journals with H-Indices as low as 2, 3, 4, or 

5 are ranked “C” while other journals with H-Indices even above 20 are excluded.  
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TABEL 5: Comparing H- and HC-Index, Impact Factors and Rankings 

Abbr. 

H-Index 

(Google 

Scholar) 

HC-

Index 

(Google 

Scholar) 

ISI SCI 

2-year 

Impact 

Factor  

ISI SCI 

5-year 

Impact 

Factor 

SJR 

2011 

Imp. 

Fact. 

ERA 

2010 

Abdc 

2010 

VHB 

2011 

ResPol 213 122 2,508 4,242 0,068 A* A* A 

JBV 172 86 2,149 3,914 0,051 A* A* A 

ET&P 124 72 2,272 3,839 0,044 A A* A 

Ind&CorpCh 113 69 1,235 2,330 0,062 A A C 

SmBusEcon 108 64 1,555 2,057 0,043 A A C 

JSBM 99 46 1,189 1,703 0,037 A A B 

FamBusRev 87 48 2,426 2,546 0,043 A A C 

Technov 86 51 2,993 2,783 0,051 A B D 

JEvoEcon 75 44 0,984 1,341 0,040 A A C 

ISBJ 71 37 0,927 1,748 0,039 A B C 

E&RD 70 38 1,353 1,770 0,038 A B C 

TA&SM 60 32 1,04 1,437 0,037 B B C 

EconInno&NewTech 58 36   0,034 B B C 

JTechTrans 57 42 1,014  0,041 C C B 

IntJTechMan 55 28   0,031 B B C 

FrontEntRes 50 16      D 

Ind&Inno 50 33 1,831  0,040 C C B 

IJEB&R 45 25   0,034 B B D 

JSmBus&EntpDev 44 25   0,035 C C D 

EurJInnoMan 40 28   0,035 C C D 

JHTechManRes 40 23   0,033 C C C 

CrInnoMan 39 24    C C C 

VC 38 20   0,030 C B C 

JDevEnt 36 20   0,028 C C C 

JIntEnt 29 21   0,027   C 

StrCh:BrEntFi 25 -     C  

IntEnt&ManJ 23 4   0,031 C C D 

EntpDev&MicFi 23 23    C C  

IntJMan&EntDev 21 15   0,029  C  

JEntpCul 21 12    C C C 

JInfSy&SmBus/AJInfS 21 19    B B  

StrEntJ 21 22 2,026 3,518  C C B 

JSmBus&Ent 20 10    C C C 

IntJEnt&InnoMan 19 15   0,027 C C D 

JPrivEq 19 12   0,027  C D 

AdvEntFirmEm&Gr 17 11       

JEntFi 17 3      C 

JBus&Ent 16 6       

SocEntpJ 16 12    C C  

IntJEnt&SmBus 14 13   0,027 C C C 

IntJTechPol&Man 14 9    C C  

JSmBusStr 14 10     C C 

JoEnt 13 -   0,028 C C  

JApMan&Ent 12 8    C C  

JPrivEntp 12 8       

JResMar&Ent 12 7     C  

AcadEntJ 11 11   0,025 C C  

IRE / IntJEntEdu 11 2    C C  

IntJTechTr&Com 10 8   0,027 C   

NewEngJoEnt 10 7    C C  

PicImp/SmBus 10 4       

AdvStudEntI&EcoGr 9 4   0,025    

IntJInno&TechMan 9 8    C C  

Rd'Ent 9 6       

IntJGlob&SmBus 8 7   0,025 C C  
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(Table 5 continues from previous page.) 

Abbr. 

H-Index 

(Google 

Scholar) 

HC-

Index 

(Google 

Scholar) 

ISI 

SCI 2-

year 

Impact 

Factor  

ISI SCI 

5-year 

Impact 

Factor 

SJR 

2011 

Imp. 

Fact. 

ERA 

2010 

Abdc 

2010 

VHB 

2011 

IntJInno&RegDev 7 9       

JIBus&EntD 7 5    C C  

JEntpComP&PGE 7 8   0,027 C C  

JFamBusStr 7 11   -  C D 

JIntBus&Ent 7 2       

SmEntpResJ 7 2    C C  

WREM&SD 7 5   0,026 C C  

EntEx 6 4   0,026    

IntJEnt 6 -   0,026 C C  

JInnoEco 6 8    rec. C  

JSocEnt 6 7       

IntJGen&Ent 5 8     C  

IntJTechEnt 5 4   0,026 C C  

JKMU-F&P 5 1      E 

JAsEnt&Sus 5 4    C C  

JEntEdu 5 2   0,025   C 

RegFrontEntRes 5 4       

ZfKE 5 4      D 

EntBusLawJ 4 4    C C  

IntJEnt&Inno 4 -    C C D 

EntResJ 3 8       

Found&TrEnt 3 3   0,039 C C  

IntJEntVent 3 4      C 

JEntRes 3 2       

IUPJEntDev 3 3       

AnnInno&Ent 2 3       

BusJEnt 2 3    C C  

IntJE-Ent&Inno 2 3       

JChiEnt 2 4       

JEntDev 2 1       

JLangTech&EntAfr 2 2       

JNewBusI&Tr 2 2    C C  

JWEnt&Edu 2 2       

SmBusInstJ 2 4       

SouthJEnt 2 3       

Bus+Inno 1 0      E 

EntPraRev 1 2       

IntJocSocEnt&Inno 1 1       

JEnt&PubPol 1 1       

JFamBusMan 1 4       

JGlobEnt 1 1       

AsAssoBusIncu 0 0       

IntRevPrEq 0 0       

SyLecTechMan&Ent 0 0       

Table 5: A comparison of H- and HC-Index with other impact factors and journal ratings  

The VHB 2011 list – again for international comparison – is much less in line with impact 

measurements than the ERA and ABDC listings, as some journals with a rather high H-Index 

and other high impact factors are only considered “C” or even “D”. We have already pointed 

at the fact that the VHB 2011 list underestimates entrepreneurship journals when compared 
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with other international rankings, and empirical measurement of the H-Index provides 

evidence for that argument, as in the case of Small Business Economics Journal, 

International Journal of Entrepreneurial Behaviour and Research, Technovation, 

Entrepreneurship & Regional Development, International Small Business Journal, and 

Journal of Small Business Management, to name just a few. The results for H-Index also 

justify the decision to include Babson’s Frontiers in the VHB 2011 ranking, but given the 

relatively high H-Index, the classification could have even been much higher than “D”, once 

it is accepted that this periodical should be listed among journals at all.  

 

After displaying and highlighting the results we finally want to enter a brief discussion of our 

results and derive some implications from the comparison of rankings and impact factors, and 

from measuring the H- and HC-Indices.  

 

DISCUSSION OF RESULTS AND CONCLUSION 

 

Entrepreneurship is a field of growing interest, as indicated by the number and increasing rate 

of newly introduced entrepreneurship journals. However, an increasing number says only 

little on the recognition of the field. Rankings and ratings provide more insides into that 

matter, especially when compared internationally. It turns out that not all journals achieve 

consistent results around the globe. Especially journals from the top end of the lists gained 

some uniformity in their global assessments (e.g. JBV and ET&P). Other journals, especially 

those in the ERA “C” category, show a high variance in their ranking positions compared 

with other international rankings. The ERA list suffers from the fact that it divides 

entrepreneurship journals mainly into “A” and “C” journals, with only five journals out of 99 

categorized “B”. Therefore, the ranking of journals does not form a “pyramid of quality” like 

most other rankings do (see figure 1 on next page).  

 

When making decisions about appointments or tenure tracks, the ERA and ABDC 2010 lists 

can provide some good clues on a journal´s real impact, but not more, especially when it 

comes to “B”, “C”, and non-listed journals. So the ERA 2010 list should be used with great 

care. A publication listed “C” or “B” might be published in a journal with less impact than a 

publication in a non-classified journal, like Strategic Change or Journal of International 

Entrepreneurship.  
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Entrepreneurship Journal Quality Pyramid as provided by 

  
ERA List 2010 ABDC List 2010 

Figure 1:  Entrepreneurship Journal Quality Pyramid for ERA 2010 and ABDC 2010 

 

Our study provides rich insights on where to publish a paper on entrepreneurship research 

according to evaluations from outside Australia. For instance, the International Journal of 

Entrepreneurial Behaviour and Research is categorized “B” by the ERA 2010 listing, but has 

received lower evaluations by some international rankings. Australian research scholars who 

aim at a more international career therefore could be advised to consider submitting their 

paper to another journal. However, we believe that IJEB&R is a very good journal, and 

empirical measurement of the journal’s H-Index provides evidence for the argument that the 

ERA listing of IJEB&R might be more accurate than its international listings.  

 

To enrich the field of entrepreneurship research and especially the chances it provides for 

valued publications, the community of entrepreneurship scholars should work on increasing 

the number of journals recognized by the ERA or ABDC evaluation systems as well as by 

other international lists. Measuring the H-Index can provide a list of yet unrecognized 

journals that should enter the “C” or even the “B”-category, and the best journals from the 

“C”-category should climb up the ladder, filling the gap at the “B” level. This paper is meant 

to provide empirical backgrounds and arguments for such considerations.  

 

A calculation of the H- and HC-Index for entrepreneurship journals has, to our knowledge, 

never been published so far. The results reveal that only very few entrepreneurship journals 

are quite successful, but that many other journals do not succeed in cumulating citations. 

Almost 75% of all entrepreneurship journals have an H-Index below average and one third of 

 

A*: 2 

A: 9 

B: 5 

C: 35 

 

A*: 3 

A: 4 

B: 7 

C: 35 
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entrepreneurship journals have an H-Index of 5 (one fifth of average) or even below 5. Only 

for some of these journals the HC-Index suggests that the low numbers of citations are due to 

their newness and are likely to increase in the near future. Some other journals have just been 

started and have not yet – or just recently – published their inaugural issue, and thus have a 

low H-Index, maybe even of zero. But many others of these journals have existed for many 

years and still have not gained much attention, as expressed by citations. This implies that it 

is not easy to establish a successful entrepreneurship journal. Editors of entrepreneurship 

journals should carefully consider the positioning of the journal (with regard to content, 

quality, and processes), its accessibility and also the general trade-off question whether to 

establish a new journal or to strengthen existing journals. Authors should consider promoting 

their publications, e.g. by sharing them with interested colleagues, because obviously 

citations do not come easy.  

 

Presumably there are also implications for scholarly behaviour in the field of 

entrepreneurship research resulting from the many low H-Indices. The finding might indicate 

that in general entrepreneurship scholars do not extensively quote existing publications in the 

field – and hence do not extensively build on previous work. Given the relative compactness 

of journal articles which is usually requested today, authors may feel forced to cut down on 

the paragraphs dedicated to literature review and to cite previous work only cautiously in 

order to allocate more space for the presentation of their own research, results, and 

implications. For those 29 entrepreneurship journals requesting a maximum word count for 

submissions, this word count in our sample ranges from only 3,000 words up to 10,000 with 

the majority of journals (21) clustering around 5,000 to 7,000 words per article. Even though 

shorter articles are supposedly perceived as more readable, editors should consider the 

consequences of strict limitations not only for the atomisation of research but also for limited 

literature reviews and cautious citation behaviour. In order to encourage citations, reviewers 

should carefully check whether an article is tied up with existing literature or has in fact 

ignored some previous work.  

 

At this stage, some readers of this article may wonder if journals with an H-Index as low as 1, 

2 or 3 have any relevance for the ranking system at all. Are such journals irrelevant for the 

system and consequently – so to speak – disposable? Indeed the majority of articles published 

in these journals have got cited only one or two times or even not at all so far. However, the 

references included in these numerous publications add to the strong H-Index (impact) of the 
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few at the top of the list. So the strong cumulative effects for the top journals are dependent 

on the existence of many low tier journals quoting top tier journals. The surplus in low 

impact journals is thus necessary just because the 75% of citations received by the top 25% of 

journals need to come from somewhere (see Sassmannshausen 2010 for the same observation 

on the impact of leading authors in entrepreneurship and the role of rather unknown authors 

in creating that impact).  

 

The existence of many journals with only moderate or even low impact can furthermore be 

justified by the evolution of scientific fields. Luhmann in his theory of the evolution of ideas 

points at the scientific function of being unnecessary (Luhmann 2008c). According to 

Luhmann a surplus of publications is needed to guarantee a large and stable pool of modified 

reproduction and distribution of core ideas. In an evolutionary system based on selection, 

variation, and modified reproduction of scientific knowledge someone needs to decide on 

what is cited and thereby will have impact through reproduction, and what is not reproduced 

– and will finally perish (Sassmannshausen 2010). Here, in the case of H-Index based 

entrepreneurship journal ranking, this decision on the “impact of the few” at the top is at least 

to a great extent made by the “wisdom of the crowd” at the bottom of the impact hierarchy 

(see Sureowiecki 2004).
ii
 The entrepreneurship journal ranking introduced in this paper is 

based on open-source data provided by Google Scholar, which was empirically processed for 

the purpose of H-Index impact measurement. Compared with many other journal rankings, 

this approach appears to be a rather democratic and less biased way of journal evaluation, as 

the system itself is based in on the many individual decisions by the members of the “crowd”. 

And such a democratic measurement seems to be more in sequence with our traditions of 

academic freedom than any journal quality lists enforced by a government or any 

commercially driven impact agencies.  

 

Limitations and future research  

 

The H-Index is an instrument designed to measure the impact of authors and journals, 

recognizing the number of citations that a publication receives. However, the H-Index is not 

measuring a publication’s quality. Journals at the lower end of the (H-Index based) ranking 

list may – despite their rather low impact – still excel in quality. In the case of journals, 

quality is the result from many influencing factors, like quality of review processes and an 

editorial policy that fosters rigour use of scientific methods, development of new empirical 



Sean Patrick Sassmannshausen (ICSB World Conference, New Zealand 2012)    22 

methods, contribution to theory development, scholarly recognition of previous work, and 

relevance of content as well as meaningful implications. All these factors are not reflected – 

or at least not directly reflected – by the H-Index. Future research should aim at identifying 

rather objective measurements of journal quality and then searching for possible correlations 

between a journal’s H-Index and its quality. A U-shaped distribution has to be assumed, as 

popular journals with massive circulation may out rule more rigour journals with a more 

distinct scholarly audience. Thus, the H-Index should not turn into the one and only basis for 

journal rankings. But it should not be totally ignored or neglected either.  

 

A second stream of future research should compare the H- and HC-Indexes of 

entrepreneurship journals with the H- and HC-Indexes of journals from other, neighbouring 

fields, such like innovation and technology management, strategy, general management, 

marketing, economics etc. This would help to assess the “standing” of entrepreneurship as a 

field of science. The indicator would be far from perfect, because even the HC-Index might 

be influenced by the adultness of a field and the H-Index depends on a size of a field, as 

fields with more scholars are likely to accumulate higher numbers of citations. Hence a cross-

disciplinary comparison of H-Indices should be corrected for the number of researchers 

working in each field. Still, a dynamic study with several repeated measurements over time 

would allow identifying progress (for instance the closing of a gap to more established fields) 

or setbacks in the development of entrepreneurship research.  
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Appendix 

Appendix I:  Complete alphabetical list of 99 active journals in the field of entrepreneurship  

Academy of Entrepreneurship Journal AcadEntJ 

Advances in Entrepreneurship, Firm Emergence and Growth AdvEntFirmEm&Gr 

Advances in the Study of Entrepreneurship, Innovation and Economic Growth AdvStudEntI&EcoGr 

Annals of Innovation & Entrepreneurship AnnInno&Ent 

Asian Association of Business Incubation AsAssoBusIncu 

Business + Innovation Bus+Inno 

Business Journal for Entrepreneurs BusJEnt 

Creativity and Innovation Management CrInnoMan 

Economics of Innovation and New Technology EcoInno&NewTech 

Enterprise Development and Microfinance (formerly Small Enterprise 

Development) 

EntpDev&MicFi 

Entrepreneurial Business Law Journal EntBusLawJ 

Entrepreneurial Executive EntEx 

Entrepreneurial Practice Review  EntPraRev 

Entrepreneurship & Regional Development E&RD 

Entrepreneurship Research Journal EntResJ 

Entrepreneurship Theory & Practice ET&P 

European Journal of Innovation Management EurJInnoMan 

Family Business Review FamBusRev 

Foundations and Trends in Entrepreneurship Found&TrEnt 

Frontiers of Entrepreneurship Research FrontEntRes 

Industrial and Corporate Change Ind&CorpCh 

Industry & Innovation Ind&Inno 

International Entrepreneurship and Management Journal IntEnt&ManJ 

International Journal of E-Entrepreneurship and Innovation IntJE-Ent&Inno 

International Journal of Entrepreneurial Behaviour and Research IJEB&R 

International Journal of Entrepreneurial Venturing IntJEntVent 

International Journal of Entrepreneurship IntJEnt 

International Journal of Entrepreneurship and Innovation IntJEnt&Inno  

International Journal of Entrepreneurship and Innovation Management IntJEnt&InnoMan 

International Journal of Entrepreneurship and Small Business IntJEnt&SmBus 

International Journal of Gender and Entrepreneurship IntJGen&Ent 

International Journal of Globalisation and Small Business IntJGlob&SmBus 

International Journal of Innovation and Regional Development IntJInno&RegDev 

International Journal of Innovation and Technology Management IntJInno&TechMan 

International Journal of Management and Enterprise Development IntJMan&EntDev 

International Journal of Social Entrepreneurship and Innovation IntJocSocEnt&Inno 

International Journal of Technoentrepreneurship IntJTechEnt 

International Journal of Technology Management IntJTechMan 

International Journal of Technology Policy and Management IntJTechPol&Man 

International Journal of Technology Transfer and Commercialisation IntJTechTr&Com 

International Review of Entrepreneurship (formerly International Journal of 

Entrepreneurship Education) 

IRE 

International Review of Private Equity IntRevPrEq 

International Small Business Journal ISBJ 

Jahrbuch der KMU-Forschung und -Praxis JKMU-F&P 

Journal for International Business and Entrepreneurship Development JIBus&EntD 

Journal of Applied Management and Entrepreneurship JApMan&Ent 

Journal of Asia Entrepreneurship and Sustainability JAsEnt&S 

Journal of Business and Entrepreneurship JBus&Ent 

Journal of Business Venturing JBV 

Journal of Chinese Entrepreneurship JChiEnt 

Journal of Developmental Entrepreneurship JDevEnt 

Journal of Enterprising Communities: People and Places of Global Economy JEntpComP&PGE 

Journal of Enterprising Culture JEntpCul 
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(Appendix I continues from previous page.)  

Journal of Entrepreneurial Finance (formerly: Journal of Entrepreneurial Finance 

and Business Ventures; Journal of Entrepreneurial and Small Business Finance; 

Journal of Small Business Finance) 

JEntFi 

Journal of Entrepreneurship JoEnt 

Journal of Entrepreneurship and Public Policy JEnt&PubPol 

Journal of Entrepreneurship Development JEntDev 

Journal of Entrepreneurship Education JEntEdu 

Journal of Entrepreneurship Research JEntRes 

Journal of Evolutionary Economics JEvoEco 

Journal of Family Business Management JFamBusMan 

Journal of Family Business Strategy JFamBusStr 

Journal of Global Entrepreneurship JGlobEnt 

Journal of High Technology Management Research JHTechManRes 

Journal of Innovation Economics JInnoEco 

Journal of Information Systems and Small Business (now merged with 

Australasian Journal of Information Systems) 

JInfSys&SmBus / 

AusJInfSys 

Journal of International Business and Entrepreneurship JIntBus&Ent 

Journal of International Entrepreneurship JIntEnt 

Journal of Language, Technology & Entrepreneurship in Africa JLanTech&EntAfr 

Journal of New Business Ideas & Trends JNewBusI&Tr 

Journal of Private Enterprise JPrivEntp 

Journal of Private Equity JPrivEq 

Journal of Research in Marketing and Entrepreneurship JResMar&Ent 

Journal of Small Business and Enterprise Development JSmBus&EntpDev 

Journal of Small Business and Entrepreneurship JSmBus&Ent 

Journal of Small Business Management JSBM 

Journal of Small Business Strategy JSmBusStr 

Journal of Social Entrepreneurship JSocEnt 

Journal of Technology Transfer JTechTrans 

Journal of Women's Entrepreneurship and Education JWEnt&Edu 

New England Journal of Entrepreneurship NewEngJoEnt 

Piccola Impresa / Small Business  PicImp/SmBus 

Regional Frontiers of Entrepreneurship Research RegFrontEntRes 

Research Policy ResPol 

Revue de l'Entrepreneuriat Rd'Ent 

Small Business Economics SmBusEco 

Small Business Institute Journal SmBusInstJ 

Small Enterprise Research: The Journal of SEAANZ SmEntpResJ 

Social Enterprise Journal  SocEntpJ 

Southern Journal of Entrepreneurship SouthJEnt 

Strategic Change - Briefings in Entrepreneurial Finance StrCh:BrEntFi 

Strategic Entrepreneurship Journal StrEntJ 

Synthesis Lectures on Technology, Management, and Entrepreneurship SyLecTechMan&Ent 

Technology Analysis & Strategic Management TA&SM 

Technovation Technov 

The IUP Journal of Entrepreneurship Development (formerly  The Icfai Journal 

of Entrepreneurship Development) 

IUPJEntDev 

Venture Capital: An International Journal of Entrepreneurial Finance VC 

World Review of Entrepreneurship, Management and Sustainable Development WREM&SD 

Zeitschrift für KMU und Entrepreneurship ZfKE 
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Appendix II:  Alphabetical list of entrepreneurship journals, not active anymore  

# Name of periodical Status report 

1 Asian Journal of Business and Entrepreneurship Last article in 1999? 

2 Australian Venture Capital Journal Trade journal only? 

3 Enterprise and Innovation Management Studies, Indian version, 

http://www.ijcns.com 

Status unclear, name 

conflict 

4 Enterprise and Innovation Management Studies, Routledge version Active 2001 - 2002 

5 Entrepreneurship Development Review  Active 1986 - 1987 

6 Entrepreneurship, Innovation and Change Active 1992 - 1997 

7 Int. Indigenous Jour. of Entrepreneurship, Advancement, Strategy & 

Education 

Last volume in 2006. 

8 International Journal of Technological Innovation and 

Entrepreneurship  

Active in 2003 

9 Jahrbuch Entrepreneurship (former Gründungsforschungsforum, 

proceedings of the annual G-Forum) 

Last volume 2006 

10 Jahrbuch zur Mittelstandsforschung  Inform. by former editor 

11 Journal of Energy Innovation and Entrepreneurship Active 2007 – 2008, no 

web page 

12 Journal of Microfinance (became ESR Review) Last activity in 2008. 

13 Silicon Valley Review of Global Entrepreneurship Research  Active in 2005 

14 Minnesota Journal of Business Law and Entrepreneurship Last activity in 2004 

 

                                                            
i  Please report missing journals to the corresponding author. Many thanks!  
ii  Of course the “crowd” might be influenced by some thought leaders and/or by expectations about editors’ and reviewers’ 

expectations. But this again is a different story and needs to be examined by future research.   
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Martin Stienstra, Rainer Harms, R.A. van der Ham, and Aard Groen 

 

SUMMARY 

 

Processes that lead to the creation of new ventures are characterized by a combination of 

planned (causation) and emergent (effectuation) actions. Which one prevails is among others 

depending on contextual factors such as industry and national culture. Research on the impact 

of national culture on the causational respectively effectual nature of the entrepreneurial 

process is lacking. We collected think-aloud protocols from novice entrepreneurs who started 

their venture while still being a student at a university of who just finished their university 

studies Vietnam and The Netherlands. Coding of the protocols is based on the categories 

originally used by Sarasvathy. We correlate the share of causation-type actions with 

characteristics from national culture, drawn from Hofstede. Preliminary results show 

systematic differences in the share of causation new venture creation processes. These results 

are relevant to raise awareness among entrepreneurs and educators that taken-for-granted 

assumptions about entrepreneurial processes are culturally shaped. 
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INTRODUCTION 

 

Entrepreneurial processes are an important theme in entrepreneurship research. The debate 

which is currently going on is leaning towards entrepreneurial processes being one of the most 

central topics of entrepreneurship research (Moroz and Hindle, 2011). When defining 

entrepreneurial processes, the definition of Bygrave & Hofer (1991, p14) gives insight in what 

is meant with this concept: “entrepreneurial process involve all the functions, activities, and 

actions associated with the perception of opportunities and creation of organizations to pursue 

them.”  

 

Setting up a business and the way in which entrepreneurs work on maintaining and growing 

the new venture has been researched extensively throughout the years(e.g. Davidsson, 2004; 

Gartner, 1985; Schumpeter, 1934). The focus on how entrepreneurs set up a business and the 

processes the entrepreneurs are going through has two different schools of thought 

(Brinckmann et al., 2010). The first school of thought shows entrepreneurs set up a business 

while using a planned process of opportunity exploration and exploitation (e.g., Ansoff, 1991, 

1994; Bhave, 1994; Shane & Venkataraman, 2000.) A second school of thought stresses the 

emergent nature of the entrepreneurship process, such as bricolage (Baker & Nelson, 2005), 

improvisation (Hmieleski & Corbett, 2006; Kamoche, Cunha and Cunha, 2003; Moorman and 

Miner, 1998) and effectuation (Sarasvathy, 2001). Among the emerging approaches, 

effectuation, as described by Sarasvathy (2001; 2008) provides a more refined theoretical 

framework to understand the entrepreneurial processes (Read et al.2009),  

 

The context in which a new venture has been set up influences the way in which this venture 

develops (Zahra, 2007). The context consists of a country’s formal regulatory, political and 

economic institutions, next to informal institutions like culture (Holmes et al.2011). Culture is 

“a set of shared values, beliefs, and expected behaviors” (Hayton et al., 2002, p.33). The 

shared values are described extensively, among others by Hofstede (1980) and the Globe 

research by House et al. (2004) and are said to be one of the more influential context variables 

regarding the influence on entrepreneurship (Morisson, 2000 ; Hayton et al, 2002). The unit of 

analysis often used is that of a nation, since national culture is the best unit of analysis 

(Hofstede, 2002)  
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National culture influences entrepreneurship, entrepreneurs and might therefore also influence 

the entrepreneurial processes. Entrepreneurial processes and decision making as described in 

literature in relation to national culture focus mainly on internationalization processes and the 

decisions on how to deal with culture (see e.g. Jones & Coviello, 2005). The relation between 

national culture and its influence on entrepreneurial processes has mostly been neglected in 

research on entrepreneurial processes. Moroz and Hindle (2011) provide us with an extensive 

overview of 32 models used to describe entrepreneurial processes. Within this overview, 6 

scholars mention ‘culture’ in association with entrepreneurial processes. Culture has been 

identified as being present as an environmental component which could influence the 

entrepreneurial process but it stays unclear to what extend (Gartner, 1985; Russell, 1999). 

Other scholars use organizational culture (Covin and Slevin, 1991) and entrepreneurial culture 

Fayolle, 2007, Ireland, Hitt, Sirmon, 2003 in connection with entrepreneurial processes. None 

of them go into detail regarding the potential influence of national culture on entrepreneurial 

processes. The same goes for effectuation by Sarasvathy (2001). Leaving out national culture 

could have implications on the way in which entrepreneurs set up a business. If entrepreneurs 

set up a business in an effectual way, while being active in a country which is not used to the 

effectual approach, setting up a business might stumble upon problems which could have been 

prevented from. in an earlier stage. Also, the way in which students are learned on how to set 

up a business have to take culture in mind since the culture will shape the entrepreneurial 

processes.  

 

The outline of the paper is as follows: first the theoretical framework is given resulting in 

hypotheses. We then describe the methods on how we executed the research. Next, we 

discusses the results, followed by conclusions and discussion. We end with limitations to our 

research.  

 

LITERATURE 

 

Entrepreneurial processes 

 

Entrepreneurial processes are discussed from different angels. Questions emerging here are 

boiling down to what entrepreneurs actually do and also, how they do it. This has been 

extensively discussed in literature, but there seems to be no general denominator on what sort 

of model could provide the insights in how the previous questions will be answered. Moroz 
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and Hindle (2011) show that from literature, 32 models can be derived. In general, a division 

can be made in processes which show a more planned behaviour, and those models which 

show a more emerging approach. Among the emerging approaches effectuation provides a 

more refined theoretical framework positioning 5 categories to differentiate entrepreneurial 

processes being either more causational or effectual.  

 

Effectuation 

 

An effectuation logic is coined in the effectual problem space which is defined by three 

elements; Knightian uncertainty, goal ambiguity and isotropy (Sarasvathy, 2008). Knightian 

uncertainty is described as “the impossibility to calculate probabilities for future 

consequences” (Knight, 1921; p233). Goal ambiguity states that preferences are neither nor 

well ordered, and isotropy is defined as the fact that it is not clear what elements of the 

environment should be paid attention to and what to ignore.  

 

Effectuation contrasts with causation. An entrepreneur following a causational approach looks 

at means to choose from. A selection will be made and an effect will be established by this. 

Effectuation takes a set of means as given and the possible effects these entail will be chosen 

from to come to the effect aimed for. (Sarasvathy, 2001) Causation processes are more 

ubiquitous and focus on the predictable future; that what can be predicted, can be controlled. 

 

Knightian uncertainty, goal ambiguity and isotropy are operationalized into 5 categories of 

differentiation. Table 1 shows the 5 categories of differentiation in relation to causal logic and 

effectual logic. 

 

Category of 

differentiation 

Causal Effectual 

Future orientation 

 

 

Predictive logic, causal 

relationships between past and 

future; 

- Business plan pages;  

- Marketing pages; 

- Share of marketing pages;  

- Market research presence 

Creative, shaping the future 

(future comes from what people 

do): 

- Non- predictive control;  

- New market creation; 

- Prior activities. 
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Action; start with who you 

are, what you know & 

whom you know (not with 

the opportunity) 

 

 

Goal-oriented; 

 

Ends-based; Growth intention  

 

Means-oriented;  who I am, 

whom I know, what I know 

- Start-up experience; 

- number of firms created; 

- Years of experience; 

-  Years of industry 

experience;  

- Experience based ideas 

Risk; invest what you can 

afford to lose – can be €0 

(Not expected return) 

Expected return; Number of 

target segments; financials 

(investments, loans, incubation 

capital)  

Affordable loss; Private capital 

Outsiders; build a network 

of self-selected 

stakeholders (Not 

competitive analysis) 

 

Competitive;  

- Competition pages;  

- Named competitors;  

- Partnerships competitors;  

- Expected competition 

level 

Partnerships;  

- Partnership pages; 

- Realized partnerships; 

- Potential partnerships 

Contingencies; leverage 

contingencies and even 

failures (Not avoid them) 

Avoiding, careful planning not to 

find any obstacles 

Leveraging, rethinking 

possibilities, using 

contingencies as challenges  

 

Tabel 1: 5 categories of differentiation between effectual & causational reasoning (Sarasvathy, 

2001) 

 

Context 

 

The context in which the entrepreneurial processes are embedded is regarded as influential 

(Zahra, 2007). National culture of countries is one of the predominant variables of the context 

an entrepreneurs is active in (Morrison 2000; Baker, Gedajlovic and Lubatkin 2005). In more 

Western countries like Germany and The United states of America, these conditions are very 

different than in countries like China and India. Institutions impose an influence upon the 

processes by e.g. legal implications and the way educational systems are shaped. These can all 

influence the entrepreneurial processes. We, however, want to focus on the influence of 

national culture, since there has been a gap in literature in what this influence could be. The 

existing literature often looks at internationalization as an entrepreneurial process in 

combination of knowledge of national culture (Jones and Coviello, 2005), . Literature 

available which focuses on the influence of national culture directly or indirectly on 

entrepreneurial processes to our best knowledge is not available. There we find a research gap.  
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One could ask whether or not entrepreneurs respond differentially to national culture from 

non-entrepreneurs regarding working, thinking and doing. Entrepreneurs have a different set 

of predictable values in comparison to non-entrepreneurs, but despite this fact, also 

entrepreneurs and their decision making framework are influenced by national culture 

(Thomas and Mueller, 2000). National culture has a significant influence on entrepreneurship 

(Zahra, 2007). But what do we understand while talking about national culture?   

 

National Culture 

 

Culture is a pattern of learned behavior. It is influencing daily life but it is partly intangible. 

Especially these intangible components have been looked at from different angles. Culture 

exists at different levels, ranging from organizational, national, clan and individual culture 

(Mitchell et al,. 2002).  The units of analysis we look at are nations. Nations are normally the 

best representatives of culture (Hofstede, 2001; Trompenaars, 2007). Holmes (2011) shows 

culture has been researched by looking at beliefs (Schooler, 1996), values (Hofstede, 1980), 

norms and priorities (Sirmon & Lane, 2004) and assumptions (Huang & Harris, 1973). The 

work of Hofstede is one of frameworks which is used extensively in management and IB 

literature (Tung and Verbeke, 2010). Of June 2010 there were over 54,000 citations to his 

work. The work has been validated and stood the test of criticism by e.g. McSweeney (2002) 

and Baskerville (2005). It remains the dominant model for research on national culture 

(Venaik and Brewer, 2008).  

 

Within nations, different layers of culture can be distinguished (Hofstede, 2001). The layers of 

culture can be symbolized by an ‘Onion Diagram’, (Hofstede 2001;  Trompenaars, 2011) as 

shown in figure 2. The onion consists of four layers: values, rituals, heroes and symbols (from 

the core to the outer layer). Values can be seen as the not immediately visible part. It is this 

core which distinguishes one group of another (Hofstede, 2001).  
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Figure 1: The “Onion Diagram” (Hofstede 2001, p. 11). 

 

The values are operationalized by Hofstede into 5 constructs, also known as Dimensions of 

national culture.  

Dimensions of national culture 

 

The Hofstede dimensions represent the core values. 

 

Individualism 

/ Collectivism 

(IDV) 

Describes the relationship between an individual member and groups he is a 

member of. In individualistic cultures, people care most about themselves 

and their family, and less about others. The bonds between members are 

often loose and people are expected to take care of themselves and their 

family. In collectivistic cultures, the benefit of the group is often more 

important than the personal (individual) interests of its members. The bonds 

between group members are often strong and people from the same group 

help and support each other extensively. 

 

Power 

Distance 

Index (PDI) 

Describes the degree to which an unequal distribution of power is accepted 

in a society. In cultures that score low on power distance, people do not 

perceive a large difference in power between lower and higher ranking 

members. In large power distance cultures, this difference is clearer. 

 

Uncertainty 

Avoidance 

Index (UAI) 

Describes how much structure is preferred in society. Cultures with low 

uncertainty avoidance are flexible, strict rules of behavior are uncommon 

and entrepreneurship is common. Conversely, cultures with high uncertainty 

avoidance have more structure, stricter rules about what is acceptable 

behavior, and entrepreneurship is less common. 
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Masculinity / 

Femininity 

(MAS) 

Describes if a culture puts more emphasis on ‘tough’ (masculine) values 

such as competition, money and success, or on ‘tender’ (feminine) values 

such as relationships, cooperation and a friendly atmosphere. 

 

Long-term / 

Short-term 

Orientation 

(LTO) 

Describes the time orientation of a culture. Long-term oriented cultures are 

more concerned with the future, while short-term oriented cultures tend to 

put more emphasis on the present and the past. 

 

Table 2:  Hofstede’s dimensions of culture (Hofstede, 2001) 

 

Per country, Hofstede scored countries on a range of 0 to 100 per dimension so that the 

differences become more apparent. The scores for Vietnam and The Netherlands are displayed 

in table 3.  

 

 

Dimension Vietnam Netherlands 

PDI 70 38 

IDV 20 80 

MAS 40 14 

UAI 30 51 

LTO 80 44 

 

Table 3: Score on dimensions and Netherlands Hofstede (2001) 
 

What we see is that there are differences in scores, meaning that the 2 countries have different 

ideas regarding how to interpret the values. The different interpretation could potentially 

influence the entrepreneurial processes. The largest difference regarding scores is on the IDV 

dimension. We therefore would expect most influence on the entrepreneurial processes in 

relation to IDV. Next to this, literature describing Individualism is seen as the dominating 

construct and has been commonly applied to give insight in explaining and predicting cultural 

differences (Fischer, 2009). 

 



9 

 

9 

 

Hypotheses 

Individualism and expected returns 

 

Where causal reasoning is more focused on the expected returns, effectual reasoning begins 

with an entrepreneur determining how much he is willing to lose. Focusing on affordable-loss 

instead of focusing on expected returns creates more creative entrepreneurs as they have to 

bring a product to the market with limited financial resources (Sarasvathy, 2001).  

 

Within cultures that score low on individualism, interesting work is as important as earnings, 

whereas in cultures that score high on individualism earnings are more important than 

interesting work (Hofstede, 2001). Therefore we can say that the high individualistic cultures 

are more focused on returns. Furthermore, Vietnam is heavily cultural influenced by 

Confucianism. Confucianism is closely related to collectivism (Ralston, Egri, Stewart, 

Terpstra, & Yu, 1999), and Confucianism promotes a life-style where not more than necessary 

is spent (Hofstede, 2001). This supports the link between low individualistic cultures and the 

element of affordable loss. Since The Netherlands scores high on individualism and Vietnam 

scores low, it is expected that Dutch entrepreneurs are more causational since they are more 

focused on expected returns. 

 

Hypothesis 1: The more individualistic a culture is, the more focused on expected returns the 

entrepreneur will be. 

 

Individualism and competitive analysis 

 

Causal entrepreneurs tend to be more focused on competitive analysis, whereas effectual 

entrepreneurs tend to be more focused on the use of alliances or partnerships (Sarasvathy, 

2001). Those alliances or partnerships are used to reduce and/or to eliminate uncertainty. 

When linked to the cultural dimension of individualism, elements of low individualism can be 

linked to the element of the use of alliances or partnerships. Within low individualistic 

cultures, knowing the right people is most important, whereas in cultures that score high on 

individualism, ability is more important (Hofstede, 2001). In high individualistic cultures the 

emphasis is more on differentiation and comparison so that certain choices can be made. This 

is different in cultures which score low on individualism. They are more focused on 

cooperation. Additionally, in a low individualistic culture where the in-group is important it 
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can be logically expected that help from and to in-group members is more accepted. Thus, an 

entrepreneur living in Vietnam, which is considered to be a country with a collectivistic 

culture it is logically expected to use an option where a family member offers his help. In 

individualistic cultures this will be the opposite. This is backed up by Hofstede (2001) who 

shows that in low individualistic countries relatives of employer and employees are preferred 

in hiring. In high individualistic cultures family relationships are seen as a disadvantage in 

hiring. Furthermore, if national wealth increases, members of a society have access to 

resources that allow them to be more independent. Wealthy, industrialized, nations 

consequently tend to be much more individualistic than developing countries (Steensma, 

Marino, & Weaver, 2000) which make them more independent. In individualistic cultures self-

interest is pursued, while in a collectivistic society conformity and harmony are the norm. 

Self-serving behavior is likely to bring shame in a collectivistic culture (Steensma, et al., 

2000). Therefore, it can be expected that entrepreneurs in collectivistic cultures, which are less 

independent, are more focused on alliances to gather necessary resources. Since the 

Netherlands scores high on individualism and Vietnam scores low, it is expected that Dutch 

entrepreneurs are more causational since they are more focused on competitive analysis. 

 

Hypothesis 2: The more individualistic a culture is, the more focused on competitive analysis 

the entrepreneur will be. 

 

Individualism and exploration of contingencies 

 

Causal entrepreneurs tend to be more focused on existing market knowledge, whereas 

effectual entrepreneurs tend to be more focused on exploration of contingencies (Sarasvathy, 

2001). Unexpected situations are seen as opportunities and/or resources by effectual 

entrepreneurs, since they do not have pre-set goals which they want to stick to. When linked to 

the cultural dimension of individualism, elements of high individualism can be linked to the 

element of exploration of contingency. If elements of individualism are analyzed one can find 

effectual elements like the fact that people do not want to stay too with one company; that is 

considered undesirable (Hofstede, 2001). In low individualistic countries it is desirable to stay 

with one company. In this contrast you can feel the desire to explore contingencies in high 

individualistic countries opposed to a desire to stick with the familiar in low individualistic 

countries. Therefore it can be logically expected that someone living in a high individualistic 

culture is willing to take a chance, while someone from a low individualistic culture will more 
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often stick to the familiar. Furthermore, according to Morris et al. (1994) interpersonal 

competition, common in individualistic cultures, may generate new ideas for innovative 

change. Since the Netherlands scores high on individualism and Vietnam scores low, it is 

expected that Dutch entrepreneurs are more effectual since they are more focused on 

exploration of contingency. 

 

Hypothesis 3: The more individualistic a culture is, the more focused on exploration of 

contingencies the entrepreneur will be. 

 

Individualism and non-predictive control 

 

Effectual entrepreneurs do not try to predict the future and therefore are flexible to react to 

opportunities, while causational entrepreneurs prefer to predict and plan the future 

(Sarasvathy, 2001). In the research case this is tested by how the participating novice 

entrepreneurs react to questions like ‘How will you find out this information?’. It is logically 

expected that the use of surveys, questionnaires, and focus groups is more often used by the 

participating novice entrepreneurs.  

 

When linked to the cultural dimension of individualism, elements of high individualism can be 

linked to the element of non-predictive control. Wiltbank et al (2006) indicate that if a venture 

like a radio station keeps its options open instead of prediction too much what could 

potentially happen in the future the radio station will be better in keeping “…a foothold in the 

internet market in case it turns out to be a great opportunity (p. 982).” This quote perfectly 

explains the difference between predicting the future or using non-predictive control. In this 

light the purpose of education in high individualistic countries, learning how to learn, also 

matches the element of non-predictive control. Additionally, Thomas and Mueller (2000) state 

the following about individualism and collectivism: “In high individualism countries, having 

autonomy is more important, individual decisions are considered superior, and individual 

initiative is socially encouraged. In collectivistic countries, security is rated as more 

important, group decisions are considered better than individual ones, and individual initiative 

is discouraged (p. 296).” 

 

Security and group decisions are more in line with predicting the future, where predictions 

may feed a feeling of security which is backed-up by the knowledge of a group instead of an 
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individual. Since the Netherlands scores high on individualism and Vietnam scores low, it is 

expected that Dutch entrepreneurs are more effectual since they are more focused on non-

predictive control. 

 

Hypothesis 4: The more individualistic a culture is, the more focused on non-predictive control 

the entrepreneur will be. 

 

Individualism and marketing research 

 

Causal entrepreneurs tend to have an emphasis on analysis of data, whereas effectual 

entrepreneurs tend to distrust or oppose (marketing) research (Sarasvathy, 2001). When linked 

to the cultural dimension of individualism, elements of high individualism can be linked to the 

element of distrusting/opposing (marketing) research. As mentioned before, Confucianism is 

an important factor  in Asian collectivistic countries and also in Vietnam (Vuong & Tran, 

2009). In these collectivistic cultures ‘face’ is very important. Loss of face is something that 

people from collective cultures try to avoid, and therefore they are more risk averse in 

business (Begley & Tan, 2001). The risk of failure is a threat to face, and will be avoided since 

this can create shame. According to Hofstede (2001), low individualistic cultures can be seen 

as shame cultures. Therefore, it can be logically expected that cultures that score low on 

individualism are more risk averse, and put an emphasis on the analysis of data to avoid 

shame. Since the Netherlands scores high on individualism and Vietnam scores low, it is 

expected that Dutch entrepreneurs are more effectual since they are more focused on 

distrusting or opposing (market) research. 

 

Hypothesis 5: The more individualistic a culture is, the more (marketing) research will be 

distrusted by the entrepreneur. 

 

METHODS 

 

Sample 

 

We have the case executed in 17 countries so far (see figure 1). These countries show bipolar 

scores according to Hofstede (2001), and therefore we would assume cultural differences 

being apparent. Research has been done with the help of local professors at befriended 
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universities. Herewith, we can control for reliability of the data obtained.  Our analysis first of 

all is focused on Vietnam and The Netherlands.  

 

The sample consists of student entrepreneurs and entrepreneurs who graduated at university 

level not longer than five years ago. Next, we also control for age, type of company and 

potential companies started earlier. According to Mueller & Thomas (2000) this gives a 

representative picture. Research by Dew, Read, Sarasvathy and  Wiltbank (2009) shows that 

novice entrepreneurs with an MBA background show a tendency for a causational approach 

because of the education background which trains them to think causational. We control for 

this by also including entrepreneurs in different university disciplines.  

 

The think aloud sessions are recorded in the native language of the entrepreneurs. If this is not 

possible, the session are recorded in English, provided that the university attended by the 

entrepreneurs showed a proficient level of English. The protocols are coded by 2 independent 

coders, with at least a MSc title. We try to establish at least 80% interrater reliability.  

 

To measure the degree to which causation and effectuation are used, we apply Sarasvathy’s 

(2001) method of recording and coding decision making processes of the candidates while 

solving a case study with entrepreneurship-related contend.  

 

Think aloud protocols 

 

There are several research methods that can be used to investigate how entrepreneurs go 

through the entrepreneurial process. Observing an entrepreneur while he is creating an actual 

new venture is too time-consuming and would severely limit the possible sample size, given 

the amount of time available for this study. Therefore, we choose to use a fictional case 

instead, in which the venture creation process is simulated. Entrepreneurs that participate in 

this study are asked to execute the case.  

 

It is possible to ask entrepreneurs to work through the case while writing down all their 

thoughts and decisions. Alternatively, entrepreneurs could be asked to work through a case, 

and, after completion, describe in writing the decision process that they have followed. 

However, both of these methods seem to have disadvantages related to the necessity for the 

entrepreneur to express his thoughts in writing. In the first case, the decision process itself 
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might be hampered or changed as a result of the entrepreneur having to write down all his 

thoughts. This happens, because the entrepreneur will have to ‘pause’ his thinking from time to 

time, potentially affecting the decision process. In the second case, the entrepreneur might not 

remember all of the thoughts that he had while he worked through the case. Also, the final 

decision taken might affect the way the entrepreneur looks back on the thoughts he had while 

making the decision. This ‘hindsight bias’ is more likely to occur in situations where a subject 

is not familiar with the task he is asked to do (Christensen-Szalanski & Willham, 1991). It is 

indeed probable that the entrepreneurs in our study are unfamiliar with the task of expressing 

the thoughts in writing after having worked through a case. Given these potential 

disadvantages, it is better to ask entrepreneurs to verbally express their thoughts instead of 

asking them to write these down.  

 

Procedure 

 

In using the think-aloud verbal protocol method, subjects are asked to perform a task or 

assignment such as solving a math problem or working through a business case. The subject is 

required to verbally express everything that he or she thinks. These sessions are recorded. The 

transcripts of these sessions are called protocols. By analyzing the protocols, we gain insight 

into the subject’s thought patterns. Generally, verbal protocols give complete information 

about the subject’s thought processes. (Ericsson & Simon, 1993; Van Someren, Barnard & 

Sandberg, 1994) Furthermore, the fact that the subject is thinking aloud does not interfere with 

these processes, although it may slow them down to some extent (Ericsson & Simon, 1993). 

The analysis of verbal protocols has been used to successfully study the entrepreneurial 

decision process. (Sarasvathy et al, 1998; Sarasvathy, 2008). Therefore, this method will be 

used in this research.  

 

There are two types of verbal protocols: concurrent and retrospective. Think-aloud protocols 

are concurrent; they require the subject verbalizes his thoughts while working on the problem 

solving- or decision process. Retrospective protocols, in contrast, involve the subject 

describing his thoughts after the problem has been solved or after the decision has been made. 

Comparing these two, Kuusela and Paul (2000) conclude that the steps of a decision making 

process can be better observed using a concurrent verbal protocol rather than using a 

retrospective protocol. Thus, ‘Think-aloud’ verbal protocols seem to be more useful than 

retrospective protocols in analyzing how entrepreneurs approach the entrepreneurial process. 
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In this study, we therefore will use concurrent verbal protocols to collect our data. We will 

draw upon the work of Ericsson (1993) and Van Someren, Barnard & Sandberg (1994) to 

serve as a guide for obtaining, coding and analyzing these protocols. The case in principle is 

written in the native language of the subjects. In case this is not possible, the case will be done 

in English, and the subject is asked to speak English while working through the case. 

 

To research the entrepreneurial processes, we were inspired by the Sarasvathy (2008) case, 

which we slightly altered to prevent cultural biases and too much focus on technology. Instead, 

we developed the concept of starting a coffee corner, something which can be imagined by 

most of us across cultures. The case consists of 10 problems which have to solved by an 

entrepreneur. The case comprises all business episodes, like how to market the venture, how to 

finance this, how to deal with hiring personnel and how to re-develop the initial product to 

grow the company. 

 

Coding 

 

We developed a coding scheme (see table 3) for analyzing the protocols, based on the work of 

Sarasvathy (2008). With this, we classify whether or not an effectual or a causal approach was 

followed. The coding scheme is inspired by Sarasvathy’s “mirror plot” of causal and effectual 

reasoning. (Sarasvathy, 2008, p. 55). In addition to the categories of causal and effectual 

reasoning that are used in Sarasvathy’s plot, we added two more categories to the coding 

scheme. This had to do with the fact that within the coding scheme by Sarasvathy the concepts 

of components, mentioned by our subjects, like “analysis of data” vs “distrusting marketing 

literature” were mentioned as often that in our opinion, these had to be explicitly mentioned 

and not necessarily be part of the categories “no subcategory given”.  

 

Causal Effectual 

  

G – Goal-driven M – Means-based 

R – Expected returns L – Affordable loss 

B – Competitive analysis A – Use of alliances or partnerships 

K – Existing market knowledge E – Exploration of contingency 

P – Predictions of the future C – Non-predictive control 
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Z – Emphasis on analysis of data D – Distrusting or opposing (marketing) 

research 

X – Causal (no subcategory given) N – Effectual (no subcategory given) 

 

Table 3; coding scheme indicators 

 

RESULTS 

 

Hofstede questionnaires 

 

To check whether or not the Hofstede scores were representative for our research group we 

asked our subjects to fill out the VSM 94 questionnaire. Since the scores are relative to one 

another (Netherlands vs Vietnam) Hofstede indicates one can add a Constant at the moment a 

score is below zero or above 100. The constant can be a positive as well as a negative number. 

Next to making it possible to shift the value between 0 and 100, it does not affect the 

comparison between the countries.  

 

Vietnamese respondents 

Formula Score Constan

t 

Scor

e 

Hofstede’s 

score 

PDI=(-35x2,2)+(35x2,55)+(25x3,13)-

(20x2,95) 

32 54 86 70 

IDV=(-50x2,48)+(30x2,54)+(20x2,69)-

(25x2,28) 

- 51 104 53 20 

MAS=(60x2,33)-(20x2,28)+(20x2,98)-

(70x2,39) 

- 14 53 39 40 

UAI=(25x2,92)+(20x3,25)-(50x3,30)-

(15x3,02) 

-72 159 87 30 

LTO=(-20x2,79)+(20x3,03) 5 39 44 80 

 

Table 4: Results Vietnamese participants  Hofstede questionnaire 
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Dutch respondents  

Formula Score Constant Score Hofstede’s 

scores 

PDI=(-35x2,27)+(35x1,94)+(25x2,47)-

(20x3,31) 

-16 54 38 38 

IDV=(-50x2,08)+(30x2,25)+(20x2,76)-

(25x1,71) 

-24 104 80 80 

MAS=(60x2,31)-(20x1,78)+(20x2,51)-

(70x2,75) 

-39 53 14 14 

UAI=(25x2,29)+(20x2,27)-(50x3,25)-

(15x3,18) 

-108 159 51 51 

LTO=(-20x2,80)+(20x3,04) 5 39 44 44 

 

Table 5: Results Dutch participants Hofstede questionnaire 

 

We see that there are differences in the original scores of Hofstede and the scores of our 

subjects. Especially, UAI seems to be the opposite of what Hofstede found. The difference of 

the scores on IDV between The Netherlands and Vietnam are smaller than the original scores, 

but the difference still seems to be present, so therefore we will still be able to test our 

hypotheses.  

 

Language & interrater reliability 

 

To make sure language was no problem, we conducted the research with 2 Vietnamese 

subjects, in which we asked the first subject to first execute the coffee corner case in English 

and next in Vietnamese. The second subject was asked to do this vice versa. In both cases, the 

results showed significant similarities: respectively 65% causation vs 63% causation with 

subject 1 and 75% causation vs 73% causation with subject 2. Cases therefore could be 

executed in English.  

 

Interrater reliability was found to be 82% in general after coding was done by 2 independent 

judges on 4 protocols, where we assumed the overall coding should be showing similar results.  
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Total use of causation vs Effectuation  

 

The results of the case were compared with the outcome of the questionnaire we constructed 

on the basis of the work of Dew (2009). This questionnaire gives an idea about the frequency 

of causal and effectual logic used in setting up their company. It was expected to see 

similarities in the dominance of causal logic, or effectual logic over the other between the 

outcome of the questionnaire and the results of the case. In the results of both the 

questionnaire and the case, nine out of ten Vietnamese entrepreneurs used causal logic more 

than 50% of the time in both the questionnaire and the case. Therefore it can be said that the 

case gives a good representation of the use of causal and effectual logic by a novice 

entrepreneur conducting the case.  

 

Now we can conclude that language does not affect the outcome of the case, and the results of 

the questionnaire showed that the outcomes of the case correspond with the general behavior 

of the entrepreneur in its own company we continue with the comparison. First, a comparison 

is made between the overall use of causal reasoning and effectual reasoning. This is depicted 

in figure 10 which shows that, in our sample, Vietnamese entrepreneurs use causal reasoning 

68% of the time, while they use effectual reasoning 32% of the time. For the Dutch 

entrepreneurs this is respectively 57% and 43% of the time. In general this means that Dutch 

entrepreneurs are less focused on causal  reasoning than their Vietnamese counterparts. 

 

 
 

Figure 2 Overall scores Vietnam & Netherlands on causation vs effectuation 
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Figure 2 shows that Vietnamese entrepreneurs in general more often use causal reasoning as 

compared to their Dutch counterparts. For the effectual elements this is the other way around. 

Per category, we found the results shown in table 6. 

 

Causation G R B K P Z X 

Vietnam 94% 20.5% 56.9% 45.8% 94.5% 95.8% 78.7% 

Netherlands 51.8% 56.6% 50.6% 60.9% 64.9% 75.3% 46.7% 

Effectuation M L A E C D N 

Vietnam 6% 79.5% 43.1% 54.2% 5.5% 4.2% 21.3% 

Netherlands 48.2% 43.4% 49.4% 39.1% 35.1% 24.7% 53.3% 

 

Table 6 Percentages of instances used within categories 

 

To test whether these differences are significant or not, a two-sample t-test for the difference 

between means is used to derive a ‘p-value’. When the p-value is smaller than 0,05, the 

difference is significant which results in a rejection of the hypothesis (i.e. H0: µ Vietnamese - 

µ Dutch = 0). The t-value and p-value of all the elements are shown in table 7. 

 

 G M R L B A 

T-Value -1,67 -4,88 -3,62 0 -1,96 -2,95 

P-value 0,1055 2,8E-05 0.0010 1 0.0592 0.0058 

 K E P C Z D 

T-value -2,58 0,13 -0,41 -2,79 1,17 -2,19 

P-value 0,0391 0,8967 0,6875 0,0089 0,2494 0,036 

 

Table 7 T-values and P-values categories 
 



20 

 

20 

 

CONCLUSION AND DISCUSSION 

 

On the basis of the outcomes and our analysis, we will now see which of our hypotheses are 

accepted.  

Hypothesis 1 

 

The more individual a culture is, the more focused on expected returns the entrepreneur will 

be. 

 

Dutch novice entrepreneurs score 56,6% on ‘expected returns’, within the element ‘expected 

returns vs. affordable loss’. This is higher than their Vietnamese counterparts, who score 

20,5% on ‘expected returns’. This makes Dutch novice entrepreneurs focus more on the causal 

element, which is in line with the hypothesis. To check the significance of the difference, a t-

test is conducted for the ‘expected returns’ element. The p value is 0.001. With a p < 0.05, 

there is a significant difference between the two means. Therefore hypothesis 1 can be 

accepted.     

 

Hypothesis 2 

 

The more individual a culture is, the more focused on competitive analysis the entrepreneur 

will be. 

 

With 56,9%, the Vietnamese novice entrepreneurs score higher on the element of ‘competitive 

analysis’ as the Dutch novice entrepreneurs who scores 50,6%. This is not in line with the 

hypothesis. It was expected that the Dutch, who are more individualistic, would use more 

causal logic on this element. Due to this figure hypothesis 3 can be rejected. After conducting 

a t-test, a p-value of 0,0592 is derived. Because p > 0,05, there is no significant difference 

between the two means.  

Hypothesis 3 

 

The more individual a culture is, the more focused on exploration of contingencies the 

entrepreneur will be. 



21 

 

21 

 

 

Considering table 7 Dutch novice entrepreneurs are more focused on ‘existing market 

knowledge’ compared to Vietnamese novice entrepreneurs. On the ‘existing market knowledge 

vs. exploration of contingencies’ element the Dutch score respectively 60,9% and 39,1%. 

Their Vietnamese counterparts score respectively 45,8% and 54,2%. This is not in line with the 

hypothesis. Due to these figures hypothesis 4 is rejected. The t-test, which is conducted to 

check whether there is a significant difference for the ‘exploration of contingencies’ element 

has a p-value of 0.8967. With a p > 0,05, there is no significant difference between the two 

means. 

Hypothesis 4 

 

The more individual a culture is, the more focused on non-predictive control the entrepreneur 

will be. 

 

Dutch novice entrepreneurs score 35,1% on ‘non-predictive control’, within the element 

‘predictions of the future vs. non-predictive control’. This is higher than their Vietnamese 

counterparts, who score 5,5% on ‘non-predictive control’. This makes Dutch novice 

entrepreneurs focus more on the effectual element, which is in line with the hypothesis, since 

the Netherlands is a more individualistic country opposed to Vietnam and is using more 

frequently effectual logic within this element. The t-test, which is conducted to check whether 

there is a significant difference for the ‘non-predictive control’ element, has a p-value of 

0,0089. With p < 0.05, there is a significant difference between the two means. Therefore 

hypothesis 5 can be accepted.  

Hypothesis 5 

 

The more individual a culture is, the more (marketing) research will be distrusted by the 

entrepreneur. 

 

With a score of 4,2% on the element ‘distrusting research’, the Vietnamese novice 

entrepreneurs score lower than the Dutch novice entrepreneurs who score 24,7% on this 

element. This is in line with the hypothesis, since the Netherlands is an individualistic culture. 

The t-test, which is conducted to check whether there is a significant difference for the 

‘distrusting research’ element, has a p-value of 0,036. With p < 0.05, there is a significant 
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difference between the two means. Therefore hypothesis 5 can be accepted.  

 

Analysis of the think-aloud verbal protocols suggests that Vietnamese entrepreneurs prefer an 

causational logic over a effectual one. For our Dutch entrepreneurs, this seems to be the other 

way around. We have found that the influence as Hofstede found is also present in the way 

entrepreneurs go through the processes of starting their business.  

 

DISCUSSION 

 

At this point in time, alternative research designs are discussed. Using the scale of Chandler et 

al. (2011) to directly measure effectuation resp. causation cannot be used one on one in the 

context of potential entrepreneurs. If we would use Sarasvathy’s method on the sample of 

potential entrepreneurs and Chandler’s (2011) method on the sample of experienced 

entrepreneurs, results could become more clear on whether or not culture has influence on 

both groups of entrepreneurs. This is a point to further explore. Also, the research using 

Hofstede’s (2001) dimensions can be extended. We thereby should have a careful look at the 

VSM-questionnaire vs original scores; are they actually measuring the same? 

 

Next; our results seem to not hold for the starting phase. Novice entrepreneurs from both 

Western and non-Western countries, regardless of how long they have had their own company, 

the type of company, what their educational background is, their age and whether or not they 

were men or women, all seem to follow a causational approach in the start-up phase. So; 

national culture overall is influencing decisions, which especially for later phases of 

developing the new venture becomes more apparent, but not in the early stages. This implies 

that culture only has a limited influence on how the processes evolve.  

 

LIMITATIONS 

 

Unfortunately, there was no time to analyze more data in detail as we did with Vietnam. At this 

time of writing, there are first indications that the findings for Vietnam are reflected by the 

results of Indonesia and Malaysia, where we, in preliminary data, also saw that entrepreneurs 

show a more causational approach. Bearing in mind the fact that the dimension of IDV has a 

similar score for Indonesia (14) and Malaysia (26) in comparison to Vietnam (20), this is even 
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more prove of the influence of culture.  

 

Former East bloc countries Poland and Macedonia as well as Mexico also show a more 

causational approach in the preliminary findings. Again, also these countries show similar 

scores on IDV in comparison to Vietnam. But when compared with the first results from 

Germany, which scores similarly on IDV in comparison to The Netherlands (resp. 67 and 80), 

we see more effectuation in the protocols.  

 

More research is currently executed in Canada, Russia, Hungary, China, Sudan, Iran and the 

UK. Results are not available at this time.  
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Summary 

In this study, we will take a look at the entrepreneurial intentions of the academics in the 

University of Eastern Finland. We will also take a look at factors affecting one’s willingness 

of becoming an entrepreneur. 

 

The study is based on the data gathered at the end of the year 2009 in the University of 

Eastern Finland. The data consists of 713 respondents representing all academic groups 

which are undergraduate students, PhD students, and staff.  

 

The study indicated that one affecting background factor was gender with males being more 

likely to start a business than women are. From the sum variables constructed for the study, 

we found out that the lack of resources affects one’s intention to become an entrepreneur, 

with those with successful resources having stronger intentions toward entrepreneurship. The 

model also revealed that those who see entrepreneurship as an attractive career choice are 

more likely to start a new business than those who do not share this view.  

 

Abstract 

Objectives - In this study, we will take a look at the entrepreneurial intentions of the 

academics in the University of Eastern Finland. In addition, we will take a look at the factors 

affecting one’s willingness to become an entrepreneur, and how strong these intentions are.  

 

Prior work – This study focuses on intentions as key factors behind new venture creation 

based on Krueger and Brazeal (1994).  In search of differences in entrepreneurial intentions, 

this study compares the respondents according to one´s willingness to become an 

entrepreneur in relation to the background variables and sum variables.  

 

Design/methodology/approach – The data used in the study was gathered at the end of the 

year 2009 in all three campuses of the University of Eastern Finland (Kuopio, Joensuu, 

Savonlinna). The data consists of 713 respondents. The respondents are divided fairly evenly 

among the status groups which represent all academic groups which are undergraduate 

students, staff, and PhD students. A logistic regression analysis was used as a statistical 

technique in locating factors affecting one´s willingness to become an entrepreneur. 
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Findings – The results indicated that there are some factors to be found that predict the 

likelihood of becoming an entrepreneur. The affecting background factor was gender; males 

are more likely to start a new venture than females are. From the sum variables constructed 

for the study, we found that the lack of know-how and resources had statistically significant 

effect on one’s intention of becoming an entrepreneur, whereas those with successful know-

how and resources were more likely to become an entrepreneur. The model also revealed a 

statistically significant difference in means among those respondents who see 

entrepreneurship as an attractive career choice. This suggests that they are more likely to 

actually become entrepreneurs than those who do not share this view. 

 

Implications - There are several implications to be made based on the results. Firstly, we 

suggest that to promote entrepreneurship among academics, more attention needs to be paid 

to improving the skills needed in entrepreneurial activities starting from the basics (e.g. 

finance, marketing). Secondly, we suggest that entrepreneurship needs to be brought up as a 

topic when discussing future career choices. Finally, based on the results, we propose that 

entrepreneurship must be fostered as a proper career choice also among females. Overall, 

based on the study, it can be said that there are more positive push factors than negative pull 

factors affecting one’s intention to become an entrepreneur. 

Originality/Value – The study provides information on which factors affect on 

entrepreneurial intentions (the likelihood of becoming an entrepreneur), and how to promote 

academic entrepreneurship.  

Keywords – new venture creation, potential entrepreneurship, entrepreneurial intentions, 

academic entrepreneurship, promoting entrepreneurship 

Paper type – Research paper 

 

Introduction 

In international level, it has been observed that entrepreneurial activity increases with the 

level of education. However, this is not the case in Finland. The majority of people with an 

academic degree do see entrepreneurship in a positive light, but very few of them actually 

consider becoming an entrepreneur (Arenius & Autio 1999). There are major local 

differences in entrepreneurial intentions to be seen among academics. According to previous 
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studies, European academics are less likely to start a new venture than their American 

counterparts. For instance, in Denmark, only seven per cent of academics reported that they 

are likely to start a new business within three years from the graduation, when at the same 

time the same figure in the United States was as high as twenty per cent. (van Geenhuizen & 

Soetanto 2004.) When comparing entrepreneurial intentions between developed and 

developing countries, students from developing countries seemed to have significantly higher 

intentions than those from developed countries (Davey & Plewa & Struwig 2011; Iakovleva 

& Kolvereid & Stephan 2011). 

 

Potential entrepreneurship is essential for new venture creation. Potential entrepreneurship 

realizes into actual entrepreneurship when a potential entrepreneur faces and capitalizes an 

opportunity to become an entrepreneur. Intentions have been seen as key factors behind new 

venture creation (Krueger & Brazeal 1994). 

 

Realization of entrepreneurship is a commanding process, and it is never fully an accident. 

The motivation theory suggests that the career choice of individuals is based on push and pull 

factors. Negative pull factors as well as positive push factors may lead individuals to new 

venture creation (Shapero & Sokol 1982). According to previous studies (e.g. Schjoedt & 

Shaver 2007), entrepreneurs tend to be more satisfied with their life than other people. It 

might be due to entrepreneurs’ optimistic and positive mindset that many times differentiates 

them from the others. 

 

The concept of academic entrepreneurship is manifold. In the narrowest sense, academic 

entrepreneurship is understood as university spin-offs which are businesses started by 

academics within their own field of study (Suomalainen 2010). Some understand academic 

entrepreneurship as methods by which university-based technology and know-how are 

utilized outside of universities via knowledge transfer. Some even consider academic 

entrepreneurship to be the same as KIBS businesses (Knowledge Intensive Business 

Services). It is true that in KIBS businesses, knowledge and competence play a major role, 

and KIBS entrepreneurs tend to have a higher than average education (Miles & Kastrinos & 

Bilderbeek & den Hertog & Wit Flanagan & Huntik 1995; Wulff & Siikonen 2007).  

 

The most famous forms of academic entrepreneurship are expansive scientific projects 

conducted with external finance, contract-based research carried out in universities with 
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outside beneficiaries, consultancy by utilizing scientific or technologic competence, 

invocation of research results by patenting or licensing, spin-off businesses, training 

organizations outside of universities, sale of products developed in universities, and 

conducting testing and measuring services outside of universities (Suomalainen 2010).  

 

Huovinen (2007) divides academic entrepreneurship into two categories: businesses started 

by entrepreneurs with an academic degree (academic entrepreneurship), and businesses 

started by entrepreneurs in their own specific field of study (academics’ entrepreneurship). 

Anderson and Klofsten (1998) define academic entrepreneurship as part of academics’ 

entrepreneurship: they both are defined by the academic degree possessed by the 

entrepreneur.  

 

In this study, we discuss academic entrepreneurship as businesses started by entrepreneurs 

with an academic degree. We make no difference whether the business has been started in a 

specific field of study or whether the entrepreneur has deiced to go into business within a 

different field. The focus group of the study is academic students and staff in the University 

of Eastern Finland. The focus group represents all academic groups which are undergraduate 

students, staff, and PhD students. 

 

There have been a vast number of studies in the past trying to explain entrepreneurship 

trough the traits of individuals. In practice this means that such studies have tried to seek 

characteristics that can be associated with entrepreneurs. This study focuses on intentions as 

key factors behind new venture creation based on Krueger and Brazeal (1994). In search of 

the factors behind entrepreneurial intentions, the study compares Finnish academics by their 

willingness of becoming an entrepreneur. 

 

In this study, the respondents were classified into two groups on the basis of their willingness 

to become an entrepreneur. The main focus is on comparing these two groups. These groups 

were identified on the basis of the following criterion: 

 

Willingness to become an entrepreneur within 5 years:  

- The first group included those respondents who answered that they will not in any 

circumstances become entrepreneurs within 5 years. This group was named as 

“not potential entrepreneurs”. 
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- The second group included those respondents who have even thought about an 

option to become an entrepreneur. This group was named as “potential 

entrepreneurs”. 

 

It should be remembered that using intentions as a dependent variable involves a risk of not 

being able to separate those who are actually starting a business and those who are only 

dreaming of it and thinking about it. The aim of this study is to find out who sees 

entrepreneurship as a possible career option; this can include also those who are not actually 

starting a business at the moment. Those might be directed and encouraged towards 

entrepreneurship. It should be kept in mind that explaining human behavior is difficult and 

complex (Ajzen 1991).  

The remainder of this study is organized into six sections: first, an introduction to the 

framework of the study; second, the research hypotheses and measures; third, a description of 

the data and research methodology; fourth, a report of the main findings; and sixth, 

conclusions are made by the similarities and differences between individuals with high 

willingness to become an entrepreneur and other individuals. 

 

Research framework: Entrepreneurial intentions 

 

The purpose of this study was to investigate academics´ entrepreneurial intentions. Huovinen 

(2007) defines academic entrepreneurship into two categories: businesses started by 

entrepreneurs with an academic degree (academic entrepreneurship), and businesses started 

by entrepreneurs in their own specific field of study (academics’ entrepreneurship). Here, we 

discuss academic entrepreneurship as businesses started by entrepreneurs with an academic 

degree. We make no difference whether the business has been started in a specific field of 

study or whether the entrepreneur has deiced to go into business within a different field. We 

investigate the intentions of all academic groups which are undergraduate students, staff, and 

PhD students.  

 

Over the years, researchers have tried to explain entrepreneurship by concentrating on the 

traits of individuals. In practice, they have tried to look for such characteristics that can be 

affiliated with entrepreneurs. Former studies have mainly focused on the existing 



6 
 

entrepreneurs. At the same time, academia has almost been ignoring individuals with 

potential of becoming entrepreneurs (Autio & Keeley& Klofsten & Parker & Hay 2001). 

 

According to Ajzen (1991), individual´s intention to perform a given behavior is a central 

factor in the theory of planned behavior. Intentions indicate how hard people are willing to 

try, and how much effort people are planning to put in order to perform the behavior. The 

strength of intention is related to the likelihood of actual performance. The other factor that 

has an impact on behavioral achievement is ability i.e. perceived behavioral control. It means 

that resources and opportunities which are available to a person have a strong effect on the 

likelihood of behavioral achievement.   

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Theoretical framework (Adapted from Krueger and Carsrud 1993). 

 

Potential entrepreneurship can be seen to be formed from perceived desirability, perceived 

feasibility, credibility, propensity to act, potential, the effect of a triggering event, and 

intentions. Perceived feasibility includes two elements from the theory of planned behavior 

(TPB): attitude towards act, and social norms. The attitude towards act is composed of 

values, beliefs, and desirability. This is affected by individual’s perception of a possible result 

of action. Perceived feasibility can be understood as an individual’s capability to act in a 

certain way which is affected by intentions. Potential is linked with personal feasibility. 

Triggering event refers to confirming and preventing factors. The final decision of a new 

venture creation is initially affected by the intentions of a potential entrepreneur. (Krueger & 

Brazeal 1994.) 
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The significance of intentions is essential for new venture creation.  This is due to the fact 

that recognizing business opportunities is a fully intention-based process. Intentions are a 

consequence of individual’s attitudes, and individual’s behavior depends on intentions. 

Entrepreneurial intentions do not necessarily remain the same over time, but various 

situations can alter the original intention. Realization of entrepreneurial intentions into actual 

realization of new venture creation is reinforced or prevented to a degree by external factors, 

such as taxation, economic situation, and entrepreneurial role models. Sudden changes in 

one’s life, for example unemployment, may facilitate the decision to become an entrepreneur. 

(Krueger & Reilly & Carsrud 2000.) 

 

In this context, the paper will explore the following research questions: first, how strong are 

the entrepreneurial intentions among academics, and second, which factors affect these 

intentions?  

 

Research hypotheses and measures 

 

Interest towards academic entrepreneurship and university spin-offs has increased notably 

during the recent years. This is because, as Shane (2004) has observed, academic 

entrepreneurship and university spin-offs especially increase the economic diversification in 

local areas making their economies less dependent on old industries.  

 

According to Global Entrepreneurship Monitor (1999), the relationship between education 

and self-employment cannot be seen as linear. In international level, entrepreneurial activity 

increases with education, but the situation is contrary in Finland. It has been observed that 

entrepreneurs with lower level of education have more often faced difficulties in 

employment, and that has affected the decision to become an entrepreneur. In Finland, most 

of the people with an academic degree see entrepreneurship in a positive light, but very few 

of them actually want to be an entrepreneur. (Arenius & Autio 1999.)  

 

Based on this, we present our first hypothesis:  

 

(H1)Entrepreneurial intentions of academics are relatively low. 
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Comparative studies made between men and women, as well as almost all studies concerning 

entrepreneurial intentions, are usually concerning post-venture creation (Delmar & Davidsson 

2000). However, the attention concerning comparative studies in nascent and potential 

entrepreneurship has increased among academia (Delmar & Davidsson 2000; Arenius & 

Minniti 2005; Canizares & Garcia 2010). 

 

According to Arenius and Minniti (2005), entrepreneurship seemed to be a young man´s 

game. Women are only half as likely to be nascent entrepreneurs as men. This finding is 

similar also with empirical findings concerning university students. Men seemed to have 

significantly higher odds of having an intention of establishing a business. (Ertuna & Gurel 

2011.) Delmar and Davidsson (2000) found that there is a clear connection between gender 

and nascent entrepreneurship. Men were nascent entrepreneurs more often than women were. 

The authors also noted it should be kept in mind that most of the gender differences might be 

absorbed by other factors, and “pure” gender effect can be relatively small.  Also Tervo & 

Haapanen (2007) emphasized that men tend to be more often entrepreneurs than women do. 

In Finland, where this study takes place, about one out of three entrepreneurs is a female. 

This proportion is relatively high when compared with other countries inside the European 

Union.  

 

Some women are motivated to start a new venture by the same factors as their male 

counterparts. Those motivating factors are, for example, desire for independence and 

financial gain. Majority of women, unlike majority of men, take into consideration 

domestic/familial commitments. Aspects such as guilt towards not giving enough time to 

one’s family might deter potential female entrepreneurs from establishing a business. 

(McGowan & Redeker & Cooper & Greenan 2012.) According to Pushkarskaya (2008), 

marital status did not affect entrepreneurial intentions among males, but married females 

were almost 99 per cent less likely to form entrepreneurial intentions than unmarried females 

were.  

 

According to Mueller (2004), prior studies have not been able to show whether there exists a 

gender gap in terms of the supply or the available amount of potential entrepreneurs. It might 

be that the supply of potential male entrepreneurs is larger than the supply of potential female 

entrepreneurs. If the gap in entrepreneurial potential does exist, those women who become 

entrepreneurs are not different from men as entrepreneurs.  
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Based on previous studies, we present our second hypothesis as follows: 

 

(H2) Men will have stronger intentions towards entrepreneurship than women have 

 

In Finland, where this study takes a place, entrepreneurship is generally most prevalent 

among individuals aged 35-54 years. The likelihood of starting a business decreases with age, 

but at the same time it seems that the population of entrepreneurs in Finland is getting both 

younger and smaller. (Stenholm & Heinonen & Kovalainen & Pukkinen 2010.) According to 

Tervo and Haapala (2007), men´s likelihood of becoming an entrepreneur increases until they 

are 57 years old. After that the likelihood decreases slowly. Among women, there was no 

clear connection with age and the likelihood of becoming an entrepreneur.   

  

According to Ertuna & Gurel (2011), senior students in university are significantly more 

likely to have entrepreneurial intentions than freshmen students are. For example, risk-taking 

seemed to increase with the level of education. The study indicated that the level of education 

and intention to become an entrepreneur are related. Also Delmar and Davidsson (2000) 

indicated that the level of education and skills recognizing opportunities are related. 

 

For graduated students, entrepreneurship may occur after they have gained experience in the 

labor market and acquired capital and/or social networks. This might take several years. 

(Hegarty & Jones 2008.) 

 

Based on previous studies, we present our third hypothesis as follows: 

 

(H3) Older respondents will have stronger entrepreneurial intentions than younger ones have 

 

According to Bosma, Hessels, Schutjens, Van Praag and Verheul (2012), role models are 

increasingly notified as a factor which has an influence on the choice of occupation and 

career. However, empirical research concerning the importance of role models for especially 

nascent entrepreneurs is scarce. Role models concerning entrepreneurship can also be seen 

from different point of views. In some studies, role models have been defined to be local 

heroes and current entrepreneurs (see for example Davey et al. 2011), educators (see for 
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example Hegarty & Jones 2008), and role models inside the family (see for example Ertuna 

& Gurel 2011). 

 

Entrepreneurs with higher levels of education are more likely to have some kind of a role 

model, and role models seemed to be significantly more important to them than to others. 

This might be explained, for instance, by their higher absorptive capacity. Influential 

entrepreneurial role models tend to be more often role models who are close and have 

influenced one personally. (Bosma & Hessels & Schutjens & Van Praag & Verheul 2012.) 

According to Krueger (1993), there is no clear connection between role models and new 

venture creation, but role models affect entrepreneurial intentions if they affect the attitudes 

that affect new venture creation.  

 

Ertuna and Gurel´s (2011) study concerning university students indicated that students with 

an entrepreneurial family have significantly higher odds of having intentions to become an 

entrepreneur. Tervo & Haapanen (2007) emphasized that there is a clear connection with 

entrepreneurial intentions and having role models (mother, father, or spouse) inside the 

family. This connection is even stronger among men. The likelihood of becoming an 

entrepreneur increases if one’s spouse is an entrepreneur, especially among men. An 

interesting finding is that for women the likelihood of becoming an entrepreneur increases 

more than for men if one’s mother is an entrepreneur, and for men the likelihood increases 

more than for women if one’s father is an entrepreneur. 

 

Based on previous studies, we present our fourth hypothesis as follows: 

 

(H4) Entrepreneurial role models in a family have a positive effect on entrepreneurial 

intentions 

 

In previous studies, it has been pointed out that the education and know-how of an 

entrepreneur have a positive effect on business growth (Wiklund & Shepard 2003; Wulff & 

Kinnunen & Voutilainen 2010). In addition, in order to develop his or her organization, one 

must have the ability to secure the resources needed for such an action (Covin & Slevin 1997; 

Sexton & Bowman-Upton 1991). It is a bipartite matter whether this is also true in the case of 

entrepreneurial intentions and nascent entrepreneurship.  
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On the other hand, in the theoretical literature in economics, education has been said to be a 

proxy for human capital and an engine for innovation (Arenius & Minniti 2005). Prior studies 

have also shown that there is a strong correlation between the level of education and self-

employment which is entrepreneurship (Robinson & Sexton 1994; Delmar & Davidsson 

2000; Kovalainen &Arenius & Galloway 2002). 

 

But on the other hand, it has been observed that even though entrepreneurs often possess a 

wide range of talents, they do not have advanced education in any specific area (Leazar 2002; 

Murphy & Shleifer & Vishny 1991). This is, however, according to Blanchflower (2004), not 

the case in richer countries where postgraduate training has been shown to have positive 

effects on high-tech start-up rates.   

 

Besides education and know-how, previous research provides us with information that there 

are fears and concerns to be found concerning entrepreneurial decisions. Some of these fears 

are external, such as access to finance, and some are internal, such as the fear of failure. Since 

the assumption is that most people tend to be risk averse, some scholars have paid attention to 

the relationship between entrepreneurial decisions and risk aversion (Kihlstrom & Laffont 

1979).  According to Weber and Milliam (1997), since the perceived fear of failure is an 

important component of the risks attached to starting a new business, and therefore it plays a 

critical part in the process, they argue that by reducing the perception of the likelihood of 

failure, the probability that an individual will start a new business can be increased (Weber & 

Milliam 1997). According to Henderson and Robertson (2000), the reasons for not wanting to 

become an entrepreneur included answers like “do not have the qualities”, “not a risk-taker”, 

“want a family life”, “no capital to invest”, and “it involves too much work”. 

 

According to Arenius and Minniti (2005), new venture creation and entrepreneurial decisions 

never take place in a vacuum, but they are rather affected by the environment in which they 

take place (Chell & Baines 2000). New venture creation is not merely an economic process 

either, but embedded in a specific environment (Jack & Anderson 2002). Thurik & Uhlaner 

& Wennekers (2002) have argued that there are several environmental factors that all 

influence nascent entrepreneurship by creating opportunities available for start-ups. These are 

factors like technology, the level of economic development, culture, and institutions. (Thurik 

et al. 2002.)  
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Based on previous studies, we present our fifth hypothesis as follows: 

 

(H5) The lack of resources and know-how as well as environmental factors and one’s life 

situation have an effect on entrepreneurial intentions, with those having limited resources 

and know-how, unfavorable environment, and challenging life situation having lower 

intentions towards entrepreneurship 

 

There are two focal elements linked with intensions of creating a new venture. These are 

desirability and feasibility. According to Ajzen’s Theory of Planned Behavior (TPB), 

exogenous influences not solely affect one’s intentions, but they rather operate through 

person-situation perceptions of desirability and feasibility (Ajzen 1991; Krueger et al. 2000). 

Krueger (1993) pointed out in his study that perceived feasibility, perceived desirability, and 

the propensity to act explain well over half the variance in intentions toward 

entrepreneurship. Out of these, feasibility perceptions most explained variance. (Krueger 

1993).  

 

Feasibility can also be linked with confidence in one’s skills and ability for entrepreneurial 

behavior. Like Krueger et al. (2000) point out, feasibility is the degree to which a person feels 

capable of starting a business. Arenius and Minniti (2005) also found correlation between 

confidence in one’s own skills and a decision to start a new business. According to them, 

entrepreneurs tend to rely more on subjective perceptions than on objective expectations. 

(Arenius & Minniti 2005.) So we form our sixth hypothesis: 

 

(H6) High desirability and feasibility of entrepreneurship will have a positive effect on 

entrepreneurial intentions 

 

Data collection 

 

The aim of this study was to observe entrepreneurial intentions of academic students and staff 

in the University of Eastern Finland. The data was gathered at the end of the year 2009 with a 

questionnaire in all three campuses of the University of Eastern Finland (Kuopio, Joensuu, 

Savonlinna). The data was gathered by using two questionnaires. The first one was directed 

to the academic staff and the second one to the academic students. A same kind of study was 
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made in the University of Kuopio (the current University of Eastern Finland, Kuopio 

campus). However, it should be taken into account that the population is not the same. In the 

questionnaire, special attention was paid to forming the Likert scales used in the 

questionnaire. This enables a large scale statistical analysis. The questionnaire focuses on the 

factors measuring entrepreneurial intentions, and the affecting factors behind new venture 

creation based on Krueger and Brazeal (1994), Krueger (1993), and Krueger et al. (2000). 

 

In this study, two data collection strategies were used. A complete enumeration was used for 

the academic staff. This was due to the relatively small population. For the academic 

students, a stratified sampling technique was used. The strata were the faculty. Sampling 

from the different strata was done through proportional allocation where the sample size 

among the strata is proportional to the size of the strata. 

 

The data consists of 704 respondents. The respondents are divided fairly evenly among the 

status groups which represent all academic groups which are undergraduate students, staff, 

and PhD students. Out of all the respondents, 39 per cent were undergraduate students, 28 per 

cent were PhD students, and 33 per cent were staff. 45 per cent of the respondents were from 

Kuopio, 45 per cent from Joensuu and 9 per cent from Savonlinna. Out of all the respondents, 

65 per cent were woman and 35 per cent men.  

 

The data was analyzed using a logistic regression analysis. The logistic regression analysis 

was used as a statistical technique in examining which factors affect one´s willingness to 

become an entrepreneur.  

 

Findings 

 

In the model, concerning the factors predicting the likelihood of becoming an entrepreneur, it 

was presumed that the likelihood of becoming an entrepreneur would be affected by gender, 

age, entrepreneurial role models, lack of resources, and desirability and feasibility of 

entrepreneurship (Table 1).   
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Table 1. Logistic regression model. 

 

  

The estimated model explained the location of observations in the examined groups well. Out 

of all observations made, 78.9 per cent was classified correctly by the logistic regression 

model. The good classification rate was based on the successful grouping of the both 

examined groups; those whose likelihood of becoming an entrepreneur exists, and those  

whose likelihood does not exist.  

 

In the model, gender (sig=0.002), lack of resources and capabilities (sig=0.047), and 

desirability and feasibility of entrepreneurship (sig=0.000) received statistically significant 

values. According to this model, age and entrepreneurial role models do not seem to have an 

effect on the likelihood of becoming an entrepreneur. 

 

As predicted in hypothesis one, the overall intentions towards entrepreneurship were low. Out 

of all respondents, a total of 50 per cent reported that they will not under any circumstances 

consider entrepreneurship as a career choice. On this basis, we accept our first hypothesis. In 

Variable B S.E. Sig. 

Constant 

Gender 

Age 19-25 

Age 26-35 

Age 36-45 

Age 46-55 

Age 56-65 

Status: Undergraduate student 

Status: PhD Student 

Status: Staff member 

Role models 

Entrepreneurial atmosphere 

Freedom and independence 

Entrepreneurial mindset 

Financial uncertainty 

Negative life situation and environmental factors  

Lack of resources and know-how 

Desirability 

-2.699 

-.850 

 

.484 

.301 

-.006 

-.262 

 

.529 

.572 

.134 

-.260 

-.286 

.136 

.330 

-.380 

-.350 

1.734 

 

1.115 

.276 

 

.382 

.449 

.486 

.590 

 

.373 

.388 

.249 

.186 

.243 

.223 

.191 

.219 

.176 

.223 

.015* 

.002** 

.481 

.205 

.503 

.990 

.658 

.272 

.156 

.140 

.589 

.161 

.241 

.542 

.084 

.082 

.047* 

.000*** 

 

Total classification rate (%) 78,9 % 

Model of X2 0.000 

N Included in Analysis 713 

***p < .001 

**  p < .01 

*    p < .05 
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hypothesis two, we presumed that men will have stronger entrepreneurial intentions than 

women have, and our model revealed this to be true, so we accept also ours second 

hypothesis. Age, however, did not seem to be connected with entrepreneurial intentions, and 

neither did role models. Therefore, we reject our third and fourth hypotheses. The model 

revealed that where the lack of resources and know-how had a negative effect on 

entrepreneurial intentions, unfavorable environment and challenging life situation seemed to 

have no effect on the intentions. We therefore accept our fifth hypothesis on the part of 

know-how and resources, and reject it on the part of environmental factors and life situation. 

Desirability and feasibility have been said to be good predictions explaining entrepreneurial 

intentions (Krueger 1993). Our results support this view, and that is why we accept our final 

hypothesis.  

 

Conclusions 

 

The aim of this study was to examine how strong entrepreneurial intentions are within 

academics, and which factors indicate the likelihood of becoming an entrepreneur. The 

criterion of the likelihood used in this study was the willingness of becoming an entrepreneur 

within 5 years. The respondents who even have thought about this opportunity were counted 

to be potential entrepreneurs. The data of the study was gathered in Finland in the three 

campuses of the University of Eastern Finland among the undergraduate students, staff, and 

PhD students. 

 

Based on the data, there seems to be some intentions towards entrepreneurship, but the 

number of those respondents stating they will definitely start a business within the next five 

years is low, being less than 2 per cent. However, the number of those stating they have even 

considered entrepreneurship as a career choice was 50 per cent, which can be seen as a 

relatively high number. This number includes everyone besides those who will not become 

entrepreneurs. The number of those responding they definitely will not become entrepreneurs 

within the next five years was high, being 50 per cent.   

 

Based on the findings, we accept our first hypothesis based on that the intentions themselves 

do not necessarily equal to new venture creation, and the number of those saying they will 

definitely start a new business is low.  
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The empirical findings showed a clear connection between gender and the likelihood of 

becoming an entrepreneur. According to this study, men were statistically more interested in 

entrepreneurship as a career than women were, and therefore we accept our second 

hypothesis. The gender effect was also noted in previous studies (e.g. Arenius & Minneti 

2005; Ertuna & Gurel 2011).  

 

According to the second research hypothesis, age was expected to have an effect on 

entrepreneurial intentions. In this study, age was not a significant factor in explaining the 

likelihood of becoming an entrepreneur. The finding is not consistent with some of the 

previous studies. According to previous studies, senior students are usually more likely to 

become entrepreneurs, and individuals probably consider entrepreneurship after they have 

gained some experience and networks in the labor market (e.g. Hegarty & Jones 2008; Ertuna 

& Gurel 2011).  

 

According to the empirical findings, there is no significant connection between having 

entrepreneurial role models inside the family and the likelihood of becoming an entrepreneur. 

In previous studies, the importance of role models has been accepted. Especially 

entrepreneurs with higher education have usually some kind of a role model who has 

personally influenced them (Bosma & Hessels & Schutjens & Van Praag & Verheul 2012). 

In this study, we examined only role models inside the family, and this might have affected 

the results.  

 

Based on our empirical findings, we suggest that the lack of resources and know-how 

concerning entrepreneurship have an effect on the likelihood of becoming an entrepreneur. 

Our findings reveal that those who lack the resources and know-how needed for 

entrepreneurial activities have lower intentions towards entrepreneurship than those who 

posses such resources. This finding is consistent with previous studies (e.g. Robinson & 

Sexton 1997; Delmar & Davidsson 2000; Kovalainen et al. 2002).  

 

However, based on the model utilized in this study, there was no clear connection to be found 

between financial uncertainty and life situation and intentions of becoming an entrepreneur. 

This finding may be considered interesting since a vast number of previous studies have 

shown that economic factors and the fear of failure are considerable factors behind 
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entrepreneurial decisions (e.g. Kihlstrom & Laffont 1979; Evans & Jovanovic 1989; 

Kolvereid 1996; Weber & Milliam 1997).   

 

When it comes to environmental factors, our findings showed no connection between 

environmental elements and one’s intentions of creating a new venture. This finding is also 

rather interesting since there are several studies to be found that suggest that environmental 

factors play a vital role when considering one’s intentions of becoming an entrepreneur (e.g. 

Chell & Baines 2000; Jack & Anderson 2002; Thurik et al. 2002). Krueger and Brazeal 

(1994) have stated that realizing potential entrepreneurship does not necessarily need a large 

local network of entrepreneurs, but the environment has to be benign to foster entrepreneurial 

activity. Our results indicated that this is not the case in this study. 

 

Based on the finding, we accept our fourth hypothesis on the part of know-how and 

resources, and we deny it on the part of environmental factors and life situation.  

 

As stated earlier in this study, an entrepreneurial decision is a complex situation, and it is not 

solely depended on exogenous factors, such as access to finance, environment, gender, and 

resources. Entrepreneurial intentions and a decision to become an entrepreneur should 

therefore be analyzed from the individual’s point of view. One can have great potential for 

entrepreneurial activities, but yet he or she never actually starts a new business. It has been 

said that perceived feasibility and perceived desirability as well as the propensity to act are 

fairly good parameters in explaining the variance in intentions towards entrepreneurship 

(Krueger 1993).  

 

As Krueger et al. (2000) stated, feasibility is the degree to which a person feels capable of 

starting a business. Therefore it can be said that feasibility and desirability are strongly 

related to the confidence one has in his or her skills. And, like Koellinger & Minniti & 

Schade (2004) argue, the confidence in one’s skills is the single most important component of 

the decision to become an entrepreneur. 

 

Our results also indicate a clear connection between desirability and feasibility concerning 

entrepreneurship with the likelihood of becoming an entrepreneur. This is understandable, 

because if one would not see entrepreneurship as a suitable career option, he or she might 

find another option, if possible. Thus, we accept our fifth hypothesis.  
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In interpreting the findings of this study, the following limitations should be taken into 

account. Firstly, since the study was restricted to academia, caution must be exercised in 

generalizing the results in other fields. Secondly, at the time the research was conducted, 

Finland’s economy was in the middle of a recession, which might have had an effect on the 

results. A study conducted during a less turbulent time and with bigger samples from a wider 

range of regions would yield more conclusive findings would.  

 

Should academics become entrepreneurs or have their expertise to be utilized in paid 

employment? There is a strong consensus that entrepreneurship is a key to success in any 

given area. Entrepreneurs and their businesses bring along wealth and jobs that are always 

needed, especially in the time of global recession. When the existing businesses close down 

or downsize their personnel, new businesses are the ones to fill this gap. (Acs & Armington 

& Robb 1999). There has also been a strong global drive to encourage students to consider 

and pursue venture creation as an alternative path for their careers (Nabi & Holden 2008). 

 

When it comes to academics’ entrepreneurship, we argue that it should be supported but at 

the same time close attention must be paid to in the sense that research activities in 

universities do not suffer. Academics’ entrepreneurship should be supported because studies 

have shown that the businesses owned by people with academic degree tend to be more likely 

to succeed (Arenius & Autio 1999).  

 

During the economic downturn, it can be argued that supporting academic entrepreneurship 

and university-based entrepreneurship is important because of the way they add value to the 

local economies. This positive effect may not always be easy to quantify, but it is 

nevertheless valuable. Academic entrepreneurship and university spin-offs especially 

increase the economic diversification in local areas making their economies less dependent 

on old industries. (Shane 2004). Graduate entrepreneurship is increasingly being seen as an 

important source of competitiveness and economic growth and development (Nabi & Holden 

2008). In Sweden, Wallmark and McQueen (1991) found in their study that the formation of 

spin-offs led to economic diversification in the area of Gothenburg, which made the area less 

dependent on individual companies of particular industries, and thereby it enhanced 

economic stability. 
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Finland has been, and will be, facing numerous challenges in the future in relation to 

economic development. During the course of previous years, a kind of economic vacuum has 

been created in Finland because traditional industry has being moved to countries with lower 

production costs. As a result, one has begun to contemplate new kinds of operation models 

that would guarantee Finland’s ability to compete in the future. (Wulff et al. 2010). We 

propose that investing in academic entrepreneurship could be one possible solution to this 

challenge. Our findings concerning the intentions of academics of becoming an entrepreneur 

showed that there is a clear connection between one’s likelihood of starting a business and 

gender, lack of resources and know-how, and desirability and feasibility of entrepreneurship 

among the academics in the University of Eastern Finland. This is why we propose that it 

would be meaningful to promote entrepreneurship as a possible career choice among 

academics, and women especially, since our results indicated that men are more likely to 

create a new venture than female are. Also more attention needs to be paid to improving the 

skills one needs in entrepreneurial activities. These skills, we think, start from the basics, 

such as financing, marketing, accounting, legal matters, etc.  

 

Overall, based on the results of the study, it can be said that there are more positive push 

factors than negative pull factors affecting one’s intention of becoming an entrepreneur. We 

see this as a very positive sign and as a good starting point for promoting academic 

entrepreneurship.  
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APPENDIX 1 

Sum variables and Cronbach’s Alphas 

 

Sum variable Variables 

Cronbach’s Alpha 

 

Entrepreneurial atmosphere  

0,733 

1. I feel that there is updated information about entrepreneurship and about 

teaching it  

2. The atmosphere in the university encourages engaging in entrepreneurship  

3. Entrepreneurship is seen as a respected career option in the university  

4. Entrepreneurship as a career option is sufficiently brought out in university 

studies  
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5. Through university studies, students have the possibility to get good tools for 

entrepreneurship in case they want to 

 

Willingness for entrepreneurship: 

Freedom and independence 

0,797 

1. You can be your own boss 

2. You can define your work tasks  

3. You can choose your own working hours 

4. Work tasks are interesting and variable 

5. You can get to know interesting people 

6. Entrepreneurship brings together the whole family 

 

Entrepreneurialness 

0,816 

1. Earnings come from the result of the work  

2. Your destiny in life is based on your abilities  

3. It is suitable for one’s personality  

4. One’s own know-how and abilities would refer to entrepreneurship 

5. Possibility to get rich 

6. It is possible to work in a manager position 

 

Obstacles of entrepreneurship: 

Financial uncertainty 

0,804 

1. Uncertainty of one’s livelihood 

2. Fear of indebtedness   

3. Lack of start-up money 

4. Limitedness of one’s own savings 

5. Fear of failure 

 

Life situation and environmental factors 

0,833 

1. Entrepreneurship is too binding  

2. Toughness of competition  

3. The current life situation 

4. Entrepreneurs have to rely too much on funders  

5. The safety net of society is non-existent 

6. Relationships suffer 

7. It is not suitable for one’s personality  

8. Working hours are too irregular 

 

Lack of know-how and resources  

0,769 

1. One’s own know-how is difficult to commercialize 

2. Lack of a business idea 

3. Lack of a suitable business partner 

4. Lack of premises 

5. Lack of know-how 
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Desirability and feasibility of entrepreneurship  

0,888 

1. Entrepreneurship is a desirable career option 

2. I would enjoy more being an entrepreneur than in paid work 

3. Becoming an entrepreneur would be a natural and sensible solution 

for me 

4. I would definitely be successful as an entrepreneur 
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INTRODUCTION 

 

A firm’s specific knowledge, as well as the ability and willingness to transfer it, is considered 

a key strategic asset in the course of generating competitive advantages (Spender/Grant 

1996). Knowledge is viewed as the sum of expertise, skills and abilities applied by 

individuals in the form of theoretical knowledge and modes of dealing to solve problems 

(Leonard/Sensiper 1989). It can include facts and information, as well as understanding 

gained through experience, education or reason. In the course of succession there is a high 

risk that tacit knowledge embedded in the predecessor leaves the organization. Given 4.5 

million business successions per year within the European Union (EU 2009), a successful 

knowledge transfer is of high economic relevance.  

 

The typical characteristics of family firms, like their small size, informal organization 

structures and a restrictive information policy (see for example, Gallo 1995; 

Westhead/Cowling 1998) applied by the main entrepreneur, implicate lower pressure and a 

lower propensity to make knowledge explicit. In the course of a generation change, the 

family entrepreneur as the central information source leaves the firm, leading to questions as 

to whether the firm is going to irrecoverably lose the knowledge together with the 

predecessor, or whether it will be transferred to the successor or to another employee and, 

thus, placed in another personal storage, or whether the predecessor’s knowledge will be 

stored in the firm (i.e., in a database), independent of individual people. 

 

In the course of intra-family succession the knowledge transfer is most often not managed or 

at best poorly managed and often does not work out the way participants wish it would 

(Cabrera-Suarez et al. 2001). Thus, in order to develop and maintain the family firm’s 

competitive advantage and to set the basis for innovating and improving efficiency, thus 

realizing the potential value of that knowledge, an understanding of critical managerial 

challenges associated with the knowledge transfer within intra-family succession is needed. 

 

This paper therefore aims at identifying context-based knowledge transfer strategies and at 

developing a typology of transfer constellations. By identifying the associated management 

requirements the study wants to provide insight for family firm leaders, who are searching for 

the most appropriate knowledge transfer strategy given the nature, philosophies and traditions 

of their small and medium sized family firms. The paper is structured as follows: (1) First, the 
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paper systematizes the challenges regarding the family business succession process against 

the background of the knowledge-based view. In this context, Nonaka’s theory of knowledge 

creation and knowledge-creating space is applied to the family business succession process. 

The analysis of the knowledge identification problem and the knowledge transfer problem 

provide the basis for the empirical study. (2) Due to our research goal and the stage of 

development regarding the research topic a qualitative empirical approach was adopted. We 

explored the knowledge transfer within 35 intra-family successions. 70 extended semi-

structured interviews with 35 predecessors and the matching 35 successors were conducted. 

(3) The analysis results in a typology of transfer constellations based on stock, supply and 

demand of knowledge, (4) which provides the framework for the derivation of context-based 

knowledge management. (5) A brief conclusion is provided at the end of the text. 

 

CHALLENGES OF KNOWLEDGE MANAGEMENT  

WITHIN INTRA-FAMILY SUCCESSION 

 

As no generally accepted definition (Chittoor/Das 2007) concerning the term “family firm” 

exists, a literature-based definition needs to be applied. In this paper, a family firm is defined 

as a firm (1) in which several family members – not necessarily the core family – hold capital 

shares (Westhead/Cowling 1998) or work in the firm as contributory staff members, (2) 

whose capital majority is held by one or more family members that make strategic decisions 

(Barnes/Hershon 1976), (3) on whose economic development the family depends 

existentially (Sharma/Manikutty 2005), or (4) which has an important influence on the mind-

set and on the lifestyle of the family members involved (Habbershon/Williams 1999). 

 

In a generation change, the entrepreneur as the central information source leaves the firm. 

This leads to the questions which knowledge the predecessor possesses and how this 

knowledge is handled within the succession process: Is the firm going to irrecoverably lose 

the knowledge together with the predecessor, or will it be transferred to the successor or to 

another employee and, thus, tied down to another personal information source, or will it be 

secured within the firm, independent of individual people? 
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Identification Problem 

 

The first step towards an efficient information supply is the identification of the knowledge 

required by the business departments. Therefore, it has to be clarified which relevant 

knowledge the entrepreneur possesses und which additional knowledge is needed for future 

operations. In order to ensure the flexibility of a firm, dysfunctional knowledge assets that 

make future businesses difficult have to be identified and strategies for an organized 

‘unlearning’ of these knowledge assets need to be developed.  

 

Due to the need for coordinating different information sources (predecessor, successor, 

employees, and storage media which are independent of individuals in a firm) within the 

succession process, these tasks become even more complex. In this context we can 

differentiate between three different kinds of knowledge: knowledge which is tied to (1) the 

predecessor, (2) other company-internal individuals (e.g. long-time employees), and (3) 

storage media which are independent of individuals in a firm. Whereas the first and second 

types are forms of tacit knowledge, the third kind constitutes explicit knowledge. According 

to Polanyi (1985; see also Nonaka/Takeuchi 1995), tacit knowledge is personal knowledge 

anchored in values, actions and experiences. Explicit knowledge is articulated in the form of 

e.g. documents or databases.  

 

The conflicts resulting from the overlap of firm and family sphere in family firms imply a 

restrictive information policy. The dictum of ‘not everybody needs to know everything’ 

causes a hoarding of tacit knowledge on the part of the entrepreneur (Lansberg 1988; 

Sonnenfeld/Spence 1989). Furthermore, this parsimony, which is typical for small and 

medium sized enterprises (Roessl 2005), leads to an avoidance of a resource-intensive storage 

of explicit knowledge. Therefore, knowledge and skills are not multi-existent in the firm. Due 

to the long tenure of the main decision-maker, a large amount of tacit knowledge is generated 

over time, without the necessity to distribute this knowledge within the firm. Deficits in the 

documentation of knowledge are the consequence. As the predecessor has established a 

personal network of customers, suppliers and the relevant public (Mugler 1998) and, thus, 

does not need to share his experiences and expertise with other employees, the existence of 

the firm depends on his tacit knowledge. Hence, as a first step an identification of this 

knowledge is necessary. In this connection, the fact that the predecessor is not directly aware 
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of his tacit knowledge poses a significant challenge. Moreover, the knowledge which has 

been accumulated by the predecessor over time has to be evaluated concerning its aptitude for 

the future, as changes in the basic conditions may have devaluated formerly important 

knowledge. In order to solve this identification problem, the predecessor has to reflect on his 

actions and decisions so that he can envision the knowledge which is of importance for the 

successor, as a precondition for its articulation and, thus, its explicit circulation. 

 

To avoid incommensurability of the successor’s knowledge with the predecessor’s transferred 

knowledge and to disclose the successor’s knowledge deficits, the successor also has to make 

himself aware of his tacit knowledge. 

 

Transfer Problem 

 

The problems associated with the transfer of tacit knowledge arise from the lack of infra-

structure for knowledge management in the family firm: The high proportion of tacit 

knowledge and the inadequate technical infrastructure in small family firms hinder the 

application of complex knowledge management tools and hence the knowledge transfer. 

Because of the long tenure of the main decision-maker no routines have been established. 

Furthermore, personal, trust-based relationships resulting from flat structures and hierarchies 

promote the use of direct and informal communication channels for changing information and 

experience (Szulanski 1996).  On the one hand, the informal communication has a positive 

effect on the socialization of knowledge, but, on the other hand, it exacerbates its 

externalization. 

 

As the transfer of explicit knowledge is comparatively unproblematic, the knowledge transfer 

within a generation change in the family firm primarily addresses the problem of maintaining 

the predecessor’s tacit knowledge. For an organization, explicit knowledge is easily available 

and hence can be used by a variety of persons (Nonaka/Takeuchi 1995; North 2001), as it can 

be recorded and transferred by sharing information and communication technologies. 

 

Basically and essentially, the transfer of tacit knowledge – according to the knowledge spiral 

by Nonaka/Takeuchi (1995) – can be carried out in two ways: In the course of socialization 

the predecessor’s tacit knowledge is immediately converted into the successor’s tacit 

knowledge through shared experience. The successor learns through observance, imitation, as 
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well as trial and error. As the knowledge remains not only tacit on the part of the predecessor, 

but also on the part of the successor, the effectiveness of the knowledge transfer can only be 

evaluated on the basis of the successor’s subsequent actions. Moreover, the knowledge 

transfer by means of socialization is time-consuming. In the course of externalization the 

predecessor’s tacit knowledge is made explicit and, thus, becomes transferable through direct 

communication. A prerequisite for a successful externalization is that the predecessor is able 

to translate his tacit knowledge into a suitable coding (language, figures, etc.). 

 

The problems associated with the transfer of tacit knowledge in small family firms result 

primarily from the interlocking of the systems ‘family’ and ‘firm’, because the predecessor’s 

knowledge of not only the system ‘firm’, but also the system ‘family’, has a specific 

importance, which originates from the intrinsic logic of the systems (Kailer 2002).  The 

transfer of exclusive knowledge induces a shift of power and can have extensive 

consequences on the overlapping systems of family and firm:  

If the predecessor refuses to transfer his knowledge, he can ensure his influence within the 

firm and his ‘patriarchal position’ within the family: (1) As the continuation of the firm and 

its continuation by members of the family organization constitute the main goals of the 

family firm, role conflicts can occur. As an entrepreneur interested in a successful 

continuation, the predecessor can evaluate a family member as being unqualified for 

becoming his successor; and in his position as member of the family organization he can still 

prefer this family member as successor (Risak 1999). Normally the predecessor has to 

transfer his knowledge, but facing the successor’s lack of qualifications he fears for the firms’ 

future and conceals his knowledge in order to maintain his influence and to delay the 

succession. (2) If the predecessor has a very strong relationship to ‘the work of his lifetime’, 

he can try to force knowledge on the successor so that the latter continues business operations 

in the spirit of the predecessor. 

 

The successor can also hinder the knowledge transfer: The knowledge transfer is made 

difficult if the predecessor and the successor are not willing to communicate due to family 

conflicts or if the successor does not perceive the predecessor as a relevant information 

source due to his education and socialization (Szulanski 1996).  Because of the typical lack of 

transparency concerning the firm’s management, the successor is often not appreciative of the 

previous firm’s management and of the relevance of tacit knowledge (Cabrera-Suarez et al. 

2001).  
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EMPIRICAL STUDY 

 

Method 

 

In order to explore the critical managerial challenges associated with the knowledge transfer 

within intra-family succession knowledge transfer, 70 guided interviews were held with 

predecessors and successors in 35 Austrian family firms which were in the process of 

succession. 49% of these SME fall into the category of “trade and craft”, 23% into the 

category of “commerce”, 17% belong to the group of “information and consulting”, and 11% 

to the “manufacturing industry”. The 70 interviews were held in the period between October 

2010 and January 2011 and had a duration of between 30 and 60 minutes per interview 

partner. 

 

The audio transcriptions of the interviews recorded on sound storage media were analyzed in 

the form of a qualitative content analysis according to Mayring (2010). This offered a 

methodically guided procedure of distilling those areas and aspects of intra-family succession 

which relate to the transfer of knowledge between the successor and the predecessor. In order 

to limit perceptive distortions, the interpretation was carried out at two levels: at the first 

level, by the interviewers, and at the second level, by knowledgeable non-interviewers 

(interpretation of the interpretations). Discrepancies in interpretation were resolved in 

feedback loops. 

 

Analysis 

 

The results of the systematic analysis indicate that there are six factors which influence the 

type of knowledge transfer and the subsequent company development: (1) predecessor’s 

stock of relevant tacit knowledge (he possesses relevant management knowledge), (2) 

predecessor’s knowledge awareness (he is aware of the relevance of his tacit knowledge), (3) 

predecessor’s willingness to transfer his knowledge, (4) successor’s need for knowledge 

(knowledge deficit), (5) successor’s demand awareness (he is aware of his knowledge 

deficit), and (6) successor’s willingness to demand knowledge (he is willing to demand 

knowledge from the predecessor). 
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The analysis shows that in the majority of cases, the predecessor possesses relevant 

management knowledge, is aware of its importance and willing to transfer this knowledge to 

the successor, who in turn is aware of deficits in his or her management knowledge and 

consequently demands the predecessor´s knowledge.  

 

To be precise, in two thirds of the cases there is a continuation in the spirit of both parties: A 

successor shows demand for the predecessor´s relevant management knowledge, which the 

latter willingly provides. Owing to his management competence, the successor does not 

accept the knowledge transferred without criticism, but adds to his existing knowledge in a 

process of reflection and continues the operation of the firm in a way which can resort to the 

old knowledge, but is not dependent on it.    

As one predecessor puts it, “My daughter is so clever and already so experienced 

that she can easily take over. She also knows about everything, as we have worked 

and discussed a lot with each other. I am trying to [...] give to her everything she 

needs. And she accepts it eagerly, that makes me so happy.” The successor, ”I have 

[...] completed the tool making apprenticeship [...] and know my stuff fairly well. 

Dad is [...] bursting with knowledge. I want to make this my own by observing and 

asking. But I´ll do a few things differently, dad is simply too lenient [...].”    

 

Approximately one tenth of the cases constitute a continuation in the spirit of the predecessor: 

The successor lacks the knowledge which would enable him to reflect on the transferred 

knowledge so that knowledge is transferred without criticism and the successor – who is 

almost exclusively equipped with the predecessor´s relevant knowledge – can continue 

operations in the spirit of the predecessor. 

As one predecessor puts it, “One has to transfer knowledge by talking about 

everything with each other and by providing a living example so that may daughter 

learns everything in the course of time.“ The successor, “The succession will be [...] 

a process over a period of three years, when I will learn everything [...] I can 

always ask mum!” 

 

Two cases need to be characterized as continuation of operations without the possession of 

knowledge. In these cases, the knowledge transfer to the successor is severely limited. 

Moreover, the successor lacks the necessary management knowledge: 
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As one predecessor puts it, “[...] I want to transfer knowledge mainly by talking to,  

and working with, each other [...]. One has to overcome differences.” The 

successor, “No, I have completed no education or courses. No, I am not acquiring 

my father´s knowledge, I don´t have time for that.”  

 

One fifth of the cases can be characterized as continuation in the spirit of the successor. One 

case mirrors the constellation, in which a competent successor is willing to learn from the 

predecessor, who does not initiate any knowledge transfer, however: 

As one predecessor puts it, “My daughter has worked with me for many years. [...] I 

could not prepare her specifically for succession because I have suffered a stroke.” 

The successor, “[...] have done all the administrative things. I have tried to acquire 

the experience and the vast knowledge of my father as much as possible under the 

circumstances – but frequently this was impossible, and so I have had to look for my 

own way!”   

The following statements warrant assignation to the constellation, in which a competent 

successor is unwilling to accept knowledge offered by the predecessor:  

As one predecessor puts it, “[…] one can say that he certainly has obtained 40% of 

his knowledge in school and education. But the rest he has definitely gathered by 

observing me.” The successor, “[...] have no knowledge deficits. In most areas [...] 

I know more than my father.“  

As one predecessor puts it, “She works in other firms [...]. But my knowledge is very 

relevant [...]. So that my [...] knowledge is not lost, I pass it on to colleagues.” The 

successor, “[...] granted, he certainly has relevant knowledge, but everyone has to 

acquire knowledge by himself and make their own experiences.”  

The transfer of knowledge to other individuals within the firm addressed in the above 

example illustrates one possible course of action when the successor refuses the knowledge 

transfer offered by the predecessor.  

 

The following case constitutes one example of constellation where no knowledge transfer 

takes place: The successor possesses management knowledge of his/her own and there is no 

need to learn from the predecessor:  

As one predecessor puts it, “[...] she has always known everything. I did not have to 

pass any knowledge on to her.” The successor, “Following my studies of business 
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administration, I have worked in a business consulting firm. In SMEs you have to be 

able to do everything. [...] Then I took over the firm and started out with my own 

knowledge, gathered experiences and took my own decisions.”  

 

TYPOLOGY OF TRANSFER CONSTELLATIONS 

 

By linking the results of the empirical study and the theoretical considerations with the 

existent management knowledge concerning succession, eight constellations regarding 

the knowledge transfer (KT) and the subsequent company development can be derived: 
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Figure 1: Consequences of stock, supply and demand of knowledge 

 

(1) Continuation in the spirit of the predecessor (Constellation 1): If the successor lacks his 

own relevant knowledge for reflecting the conventionalized knowledge of the predecessor, an 

unfiltered knowledge transfer takes place in such a way that the successor – faced more or 

less only with the predecessor’s knowledge – can continue operations only in the spirit of the 
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predecessor. The strong commitment of the successor to conventionalized knowledge and 

thinking can hinder the prospective flexibility of the firm. 

 

(2) Continuation in the absence of knowledge (Constellations 2, 3 und 4): These 

constellations are characterized by a restricted knowledge transfer to the successor, who 

additionally lacks the required management knowledge. If the tacit knowledge embedded in 

the predecessor was of existential relevance, the prospective development of the firm is 

threatened, provided that the predecessor in constellation 3 was not able to embed his 

knowledge in the firm (independently of the successor). 

 

(3) Continuation in the spirit of both parties (Constellation 5): This is the ideal case. A 

successor with a high level of management knowledge demands the knowledge of the 

predecessor, which the latter supplies willingly. Due to the existent management knowledge, 

the successor does not accept the transferred knowledge without criticism. In fact, a reflective 

process of knowledge extension takes place, leading to a continuation of operation which can 

indeed recruit on ‘old’ knowledge, but does not depend on it. 

 

(4) Continuation in the spirit of the successor (Constellations 6, 7 und 8): Within these 

constellations no old knowledge is transferred due to various reasons, but the successor 

possesses his own management knowledge as to the continuation of operation. Therefore, the 

prospective development of the firm will only marginally be influenced by the predecessor’s 

thinking. Although these constellations are differently anchored and are characterized by 

distinct areas of conflict, they have in common that the predecessor’s knowledge is 

irreplaceably lost and can no longer be accessed by the firm after succession. The knowledge 

base of the successor then consists only of his own and the organizational knowledge. 

 

COPING STRATEGIES 

 

The following derivation of context-based knowledge transfer strategies is structured 

according to the knowledge spiral by Nonaka/Takeuchi (1995): On the one hand, the 

predecessor’s tacit knowledge can be converted into the successor´s tacit knowledge by 

means of an interpersonal knowledge transfer. On the other hand, tacit knowledge can, 

after externalization, be converted into organizational knowledge. 
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Constellations promoting Interpersonal Knowledge Transfer 

 

The results suggest that in certain cases (e.g., constellation 1, 5), the predecessor’s tacit 

knowledge can be easily converted into the successor‘s tacit knowledge by means of an 

interpersonal knowledge transfer. In this context factors like internal social capital, 

commitment to change, the quality of the relationship between successor and 

predecessor, and their reciprocal connectivity promote the bilateral active knowledge 

transfer and therefore a successful continuation (Hatak/Roessl 2011). 

 

As bilateral knowledge transfer emerges from repeated interactions and is intensified 

through ‘close-knit-groups’, whose members identify themselves with a larger collective 

(Kogut/Zander 1992), the knowledge transfer is favored in family firms: If the family-

internal relations are backed with social capital (e.g. reciprocal trust), stable relations can 

be built in the long run (Nahapiet/Goshal 1998; Hatak/Roessl 2010), promoting the 

transfer of tacit knowledge (Sirmon/Hitt 2003). Interdependence and repeated interaction 

foster social capital (Chirico/Salvato 2008). Thus, the density of communication within 

the family has to be increased, as the development of shared beliefs based on consensus 

leads to renewed collective actions (Sorenson 1999). Another factor that affects the 

generation of social capital and therefore facilitates the knowledge transfer is 

delineation: As strong communities, family firms distinguish insiders from outsiders on 

the basis of kinship and thus enhance the creation of clear boundaries through the 

emergence of shared norms (Etzioni 1996; Arregle et al. 2007). The resulting common 

system of meanings strengthens social capital (Tagiuri/Davis 1996; Chirico/Salvato 

2008), which in turn promotes an active knowledge transfer.  

 

The willingness to transfer knowledge is determined by commitment to change (Randall 

et al. 1990; Chirico/Salvato 2008). Commitment to change increases cooperative 

behavior and facilitates the flexible use of individual potentials (Herscovitch/Meyer 

2002); Sharma/Manikutty 2005). This commitment results from the satisfaction 

individuals experience by feeling that they are contributing to the success of their own 

business and to its continuity over time. However, in family firms “feelings and 

emotions related to change are likely to be deeper and more intense” (Dyer 1994, 12), 

which leads to a resistance to change (Roessl 2005). Thus, predecessor and successor 
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need to understand change as a chance in order to promote an efficient knowledge 

transfer. 

 

“[T]he lack of formalized systems and structures to deal with conflict […] and the 

commingling of business and family roles” (Harvey/Evans 1994, 345) increase the 

conflict potential in family firms. Relationship conflicts resulting from interpersonal 

emotional incompatibilities among actors within a group (Jehn 1995) primarily hamper 

the knowledge transfer in family firms (Eddleston/Kellermanns 2007). For instance, Jehn 

(1995) empirically observed that conflicts have greater negative consequences in highly 

closed and interdependent communities than in other groups. In family firms, repeated 

interactions between predecessors and successors do not only foster social capital, but 

also relationship conflicts in the business and family context of business as well as 

family, which, as “feelings leading to suspicion and resentment” (Kellermanns/Eddleston 

2004, 213), hinder an active knowledge transfer (Zahra et al. 2006; Chirico/Salvato 

2008).   

 

The alternating connectivity increases if predecessor and successor share a common 

system of meanings in which “participants share their contexts and create new meaning 

through interactions” (Nonaka/Toyama 2003, 7) (=’Ba’ (Nonaka/Toyama 2003, 7). 

Thus, if the knowledge content is interpersonally adaptive, the transfer of tacit 

knowledge will be more effective. The relevance of ‘Ba’ within the knowledge transfer 

in family firms originates from the tacit knowledge being specific to context – the 

transfer of tacit knowledge is hence promoted if the actors share their experiences in a 

shared context. The efficiency of the knowledge transfer increases depending on the fit 

of values which constitute ‘Ba’, the contents which need to be transferred and the 

transfer methods applied (Braennback et al. 2008). If the ‘Ba’ of a family values 

rationality and attachment to regulations, the knowledge transfer will focus on the 

methodical knowledge of the predecessor. If the family has created a ‘Ba’ in which there 

is a tradition of sharing and loyalty, then the transfer should focus on tacit knowledge, 

which is often embedded in stories (storytelling). Owing to his loyalty, the successor 

accepts the antecedent knowledge, so that an early involvement of the successor in the 

firm –  also in the form of action-trainings, in which situations that refer to working life 

and action are practiced –  makes sense (Matthews et al. 1999).    
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From Intrapersonal Knowledge to Organizational Knowledge  

 

In situations in which knowledge is offered but not accepted (e.g., constellation 3, 7), the 

direct transfer of tacit knowledge is blocked. Therefore, the knowledge of the 

predecessor has to be secured in the firm, detached from its person. Otherwise “the 

organization´s hard-won and expensively acquired knowledge” (Kransdorff/Williams 

2000, 109) acquired by the predecessor leaves the organization. In this case, the 

successor would have to relearn the lost knowledge. If the loss of the predecessor´s tacit 

knowledge is associated with substantial negative consequences, the intrapersonal 

knowledge either needs to be tied as tacit knowledge to other individuals in the firm 

(loyal employees of many years) or is to be saved as organizational knowledge following 

its externalization. To enable a transfer of tacit knowledge through direct 

communication, the predecessor needs to be aware of his tacit knowledge so that he can 

then decode it. The externalization can be done via debriefing methods (Experimental 

Learning Histories (Kleiner/Roth 1997), Learning Audits (Kransdorff/Williams 2000)):  

When applying these methods, first, a loyal employee has to be chosen as debriefer and 

to be provided with specific guidance on areas of importance to be covered in the 

debriefing. Prior to the actual debriefing, the predecessor has to compile monthly reports, 

helping the debriefer to categorize and group the questions that will be asked in the 

debriefing. The transcripts of the debriefings (interviews) are finally sectionalized on the 

basis of the categories used, edited to ensure clarity, continuity and readability, and 

indexed for key words to provide accessibility (Kransdorff/Williams 2000).  To avoid 

the problem of “defensive reasoning” (Argyris 1999, p.100) - when individuals screen 

out criticism and put the ‘blame’ on anyone and everyone but them-selves – debriefing 

should be undertaken at regular intervals. The knowledge generated in this way is saved 

in the firm so that tacit knowledge has been transformed into organizational knowledge: 

“As a succession planning tool, it has considerable value for the new entrant and the 

company. It is an extremely effective way to quickly familiarize one’s successor with all 

the subtle aspects of […] a new job” (Kransdorff 2006, 141). Thus, these debriefing 

programmes act as a makeshift instrument for securing the originally tacit knowledge of 

the predecessor – independent of the parties’ ability and willingness to transfer 

knowledge – within the firm.  

As an alternative to knowledge transfer within the phase of succession, the problem can 

be mitigated at an earlier stage if the predecessor makes his knowledge explicit ex ante, 
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by continuously saving parts of his expertise independently of individual persons 

(databases, check lists, etc.).  

 

In situations in which knowledge is demanded but not supplied (e.g., constellation 2, 6), 

the successor needs to receive the predecessor’s knowledge despite the latter’s 

resistance: On the one hand, he can instruct a knowledge broker to collect and document 

knowledge and he can use other family members as knowledge sources (oral debriefing). 

On the other hand, he can exert his influence within the family network in such a way 

that it enables the setting up of a knowledge-management infrastructure in time.  

 

In situations characterized by a bilateral resistance to knowledge transfer (e.g., 

constellation 4, 8), only other family members can grasp the nettle of securing the 

predecessor’s tacit knowledge independent of other people within the firm. 

 

SUMMARY 

 

In a generation change, the entrepreneur as central source of knowledge leaves the firm. 

The question arises which knowledge the predecessor possesses and how this knowledge 

is managed in the succession process: Is the knowledge transferred to the successor or to 

other employees in the course of succession and hence again tied to central sources of 

knowledge, is it stored in the firm independently of individual persons, or is it withdrawn 

from the firm? Consequently, in the course of succession, there is the risk that tacit 

knowledge embedded in the departing entrepreneur is lost to the firm. Owing to the 

informal organization structures and the resulting high relevance of tacit knowledge, 

knowledge transfer in smaller enterprises is associated with particular challenges.  

 

The problems associated with the transfer of tacit knowledge in the small family 

enterprise primarily result from the interdependence of the systems “family” and “firm”, 

as in either of the systems the knowledge of the predecessor has a specific relevance that 

results from the logic of the respective system. The transfer of exclusive knowledge 

leads to shifts in power and can have far-reaching consequences in the context of the 

systems of family and firm overlapping.  
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On the one hand, interpersonal knowledge transfer can serve to transform the tacit 

knowledge embedded in the predecessor immediately into tacit knowledge embedded in 

the successor or – where this is fraught with conflict – tacit knowledge embedded in 

other employees. On the other hand, it can be transformed into organizational knowledge 

by means of externalization. To avoid incommensurability of the successor’s knowledge 

with the predecessor’s transferred knowledge and to disclose the successor’s knowledge 

deficits, the successor also has to make himself aware of his tacit knowledge. As an 

alternative to knowledge transfer within the phase of succession, the problem can be 

mitigated at an earlier stage if the predecessor makes his knowledge explicit ex ante, by 

continuously saving parts of his expertise independently of individual persons 

(databases, check lists, etc.).  

 

In situations in which knowledge is demanded, but not supplied, or where it cannot be 

supplied as the entrepreneur leaves the firm suddenly, the successor must attempt to 

acquire knowledge, occasionally in the face of resistance on the part of the predecessor: 

On the one hand, he can instruct a knowledge broker to collect and document knowledge 

and he can use other family members as knowledge sources (oral debriefing). On the 

other hand, where appropriate, he can exert his influence within the family network in 

such a way that a knowledge-management infrastructure can be expanded in time. In 

situations characterized by a bilateral resistance to knowledge transfer, only other family 

members can take the initiative of anchoring the predecessor’s knowledge within the 

firm independently of individual persons. 

 

Summing up the empirical findings obtained from 70 interviews on knowledge transfer 

conducted with predecessors and successors, it can be stated that the overwhelming 

majority of family firms examined are continued for the shared purpose of predecessor 

and successor: a successor who possesses high management knowledge shows a demand 

for the knowledge of the predecessor, who offers it readily. Owing to his own 

management knowledge, the successor does not uncritically accept the knowledge 

transferred. Rather, a process of reflection serves to add to already existing knowledge 

and eventually leads to continuation of the enterprise in a way which offers recourse to 

the old knowledge, but is not dependent on it. Reasons for this positive state of affairs 

can primarily be identified in the characteristics of successful family enterprises. These 

include the social capital within the family and the quality of the relationship between 
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predecessor and successor associated with it, which determines the parties´ mutual 

connectivity. 
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INTRODCUTION 

   The purpose of this study is to empirically examine the relationship between corporate 

governance mechanisms and principal-principal (PP) agency conflict in emerging market 

family firms. Family-run firms with concentrated equity ownership in the hands of a few 

individuals are a common feature in emerging economies.  In an East Asian study, Claessens 

et al. (2000) discover that more than half of all East Asian companies are controlled by high 

levels of  family ownership.  In Sri Lanka, dominant family holdings are present in many 

listed companies and research backs this up. Masulis et al.  (2011),  using data from firms in 

45 developed and developing countries, report Sri Lanka has the highest percentage of listed 

firms belonging to a family group (64.10%). In family firms, the concern is that large 

dominant family owners or managers  act for  the controlling family, but not for the other 

minority shareholders (Morck & Yeung, 2003).  There are plenty of opportunities for the 

controlling family to divert firm resources for individual or family use because the formal 

institutional structure and legal protection are weak. Family firms play a significant role in 

generating GDP and employment in emerging economies (Glassop, 2005) . Hence identify an 

appropriate bundle of corporate governance will limit tunnelling, asset stripping, related party 

transactions and other ways of diverting minority shareholders’ cash flows by majority 

shareholders is important. 

   Most corporate governance research is based on developed market views and finds 

increasing ownership concentration and aligning ownership and control are mechanisms for 

mitigating agency conflict between shareholders and managers (Anderson & Reeb, 2003; 

Walters et al., 2010).  Although this concentrated ownership mitigates principal-agent (PA) 

agency conflict in large companies in developed markets, this concentrated ownership 

worsens principal-principal agency conflict in emerging market family firms (Lin & Chuang, 

2011; Peng, 2009).  In emerging markets, concentrated ownership, weak institutional 

protection for minority shareholders and a lack of information disclosure all enhance 

window-dressing, tunnelling and expropriation of minority shareholders from majority 

shareholders (Lin & Chuang, 2011). The legal system of a country plays an important role in 

shaping effective corporate governance while protecting shareholders and creditors.  

Corporate governance necessities may differ from corporation to corporation, but the 

protection offered in the law (de jure protection) and to what extent the laws are enforced in 

real life (de facto protection) affects all businesses within the country in a similar way.    The 
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legal system in Sri Lanka is built on the English common law system.  Among 18 English-

origin law countries, the Sri Lankan shareholders right index score is 3, which is the second 

lowest value of the 18. The other countries in this category are Zimbabwe, Nigeria and Kenya 

(La-Porta et al., 2002). However, after introducing mandatory corporate governance rules for 

listed companies on the Colombo Stock Exchange (CSE) in April 2008, the World Bank 

rated investor protection in Sri Lanka as being slightly above the South-Asian region, but still 

lower than the OECD averages.  Hence, standard Anglo-American governance model that 

rely on traditional PA agency theory need to reshaped to account for the institutional 

differences in emerging markets.  

   This study contributes to the literature in several ways.  Its findings offer new evidence on 

corporate governance practices on PP agency costs with particular reference to family firms 

in South Asia. Although past research has identified a relationship between corporate 

governance practices and PA agency conflict in South Asian countries, very few studies 

consider the relationship between PP conflict and governance practices. However, where 

firms operate in an environment with weak legal protection and institutional settings, the 

corporate governance mechanisms which reduce traditional PA conflict may extraneous.  

Secondly, this study controls the endogeneity effect of corporate governance variables and PP 

agency conflicts.  Finally, this study improves our understanding of the effectiveness of 

recent corporate governance recommendations in a family firm context, as well as related 

practical suggestions for family firms’ governance. 

   The next section reviews prior research and develops the hypotheses, and is followed by 

discussion of data, variables, methods and procedures used for this empirical study.  The 

results and conclusion then follow.  

LITERATURE REVIEW 

   Jensen and Meckling (1976) describe concentrated ownership as a corporate governance 

mechanism to eradicate agency problems in widely held firms in developed markets.  

However, later research by La-Porta et al. (1999) identify that the effectiveness of corporate 

governance practices is different in closely held family firms.  In one aspect, due to close 

monitoring by family ownership, family control leads to lower PA agency conflicts.  On the 

other hand, due to moral risk abused by the controlling family shareholders the potential is  

high for PP agency conflict in family firms (Shleifer & Vishny, 1997).  According to  
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Dharwadkar et al. (2000), PP agency costs arises when the majority shareholders abuse their 

ownership control to expropriate minority shareholders.  

   Shleifer & Vishny (1997) explain the expropriation hypothesis stating that the high level of 

concentrated ownership increases expropriation by majority shareholders from minority 

shareholders.  In line with that, Carney & Gedajlovic (2002) and Bennedsen & Nielsen (2010) 

find higher PP agency costs when ownership and control are concentrated within a few 

individuals or their family.  Further, How et al. (2008) and Peng (2009) find when the 

majority shareholders have control rights in excess of cash flow rights, they expropriate 

expenses of minority shareholders and larger amount of earnings.  This leads to significant 

tunnelling in family firms, including the transfer of assets and profit out of firms as excessive 

executive compensation, insider trading and dilutive share issues (Johnson et al., 2000). This 

tunnelling behaviour of controlling shareholders harms the interests of minority shareholders. 

Similar to other Asian countries, related party transactions and loan guarantees may be the 

most common methods of tunnelling in Sri Lankan family firms. Simon (1993) explains that 

the altruistic behaviour of family firms increases firm financial performance.  However, 

altruism leads to parents, who own a firm, employing and continuing to employ their own 

children even when they free ride or do not have the ability or skills needed be a value 

creating member of the firm (Schulze et al., 2001). An early study by Buchanan (1975) 

confirms that family firm parents can be overly lavish, allowing their children to free ride. 

   Cadbury (2000) explained that once a family firm expands, it needs to establish a board 

with appropriate directors.  Family business is defined as a firm controlled by its founders 

and their descendants (Burkart et al., 2003).  In such family controlled firms, family members 

often hold large equity stakes and frequently have executive representation (Burkart et al., 

2003; Holderness et al., 1999).  Therefore, this study expects Sri Lankan family firm board 

size to be quite small and mostly represented by family members.  This is further explain by 

Eisenberg et al. (1998), who used 900 Finnish small, medium and closely held firms to 

identify that family firms have between 3 and 7 board directors.  Researchers also argue that 

family firms are more likely to have small boards because individual responsibilities are 

dissolved in large boards (Neubauer & Lank, 1998; Ward, 1991).  Many family business 

advisory committees recommend between 5 and 9 as desirable for family- owned firms (Nash, 

1995; Newell & Wilson, 2002).  Very large boards with highly paid incentives may be 

ineffective in family firms in emerging economies due to residual loss.  These large boards 
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often move into more figurative roles, rather than fulfilling the intended functions as part of 

management. This is further confirmed by Su et al. (2008) who explain large shareholders in 

Chinese firms can exaggerate company wealth with large boards.  Further Mishra et al.(2001)  

and Ibrahim and Samad (2010) find small boards are more vigilant in family firms operating 

in emerging markets.  This may be because there is the high possibility of free-rider problems 

in family firms with large boards in emerging markets, due to weak legal structure and 

investor protection.  Altruistic behaviour of family firms increases this free-rider problem 

through excessive compensation or special dividends.   

   Firms with large boards, many outsiders and operating under weak legal structure increase 

the instances of “pork- barrelling” behaviour by large boards in family firms. This leads to 

expropriation and tunnelling of minority shareholders wealth by majority dominant family 

shareholders.  Especially in Sri Lanka, majority shareholders from politically powered 

backgrounds expropriate firm wealth for their private benefits.  Hence, this study expects 

large boards to increase PP agency conflict in Sri Lankan family firms.  

H1. A large board in a family firm increases PP conflict in emerging economies. 

   Due to high existence of family businesses listed on Sri Lankan stock exchange, insider 

ownership is prevalent in Sri Lanka. The weakness of investor protection and the absence of 

well-developed markets for corporate control lead to highly concentrated inside ownership in 

Sri Lankan family firms. The other reason is that founder-managed firms are reluctant to 

share core competencies and vital information with outsiders (Zahra & Filatotchev, 2004).  

One solution for the moral-hazard problem is to give shareholders control of management, 

thereby helping to align managers and shareholders’ interests (Fama & Jensen, 1983; Jensen 

& Meckling, 1976), but entrenched owner managers may allow tunnelling and expropriation 

of family firms. The high level of insider ownership in family firms leads to adverse selection 

and altruism towards family members (Anderson & Reeb, 2003).  Nevertheless, an optimal 

level of insider ownership is influenced by firm type and  investor protection levels of the 

firm (Hu & Izumida, 2008).  However, weak institutional settings in an emerging economy 

increase the possibility of minority shareholder entrenchment by majority share owners with 

high insider ownership. Therefore, this study expects increased insider ownership in Sri 

Lankan family firms to reinforce PP agency conflicts.  

H2. Insider ownership in family firms increases PP conflict in emerging economies. 

   Due to extreme information opacity and low investor protection in emerging markets, 

expropriation of minority directors may be relatively high in family firms.  Board openness to 
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outside directors in family business can reduce minority expropriation and tunnelling 

problems (Cadbury, 2000).  While families/individuals may pursue actions that satisfy their 

personal goals and happiness, such actions lead to poor firm performance relative to 

dispersedly owned firms and impact negatively on the firm’s other owners, creating PP 

agency conflicts (Anderson & Reeb, 2003).  Presenting outside directors reduces information 

asymmetry between various branches of family and shareholders.   Also, a high number of 

outside directors in a family firm indicates a favourable selection process determined by 

relevant professional qualifications rather than family-connectedness; hence family firms 

with high outside directors have fewer problems with altruism (Schulze et al., 2003). Recent 

changes to Sri Lankan corporate governance best practices recommends the company board 

consist of at least two non-executive directors or the equivalent to one third of total number 

of directors, whichever is the higher, to avoid expropriation of company benefits and to 

disperse corporate control among many individuals.  Therefore, this study expects to find that 

increasing number of outside directors will eradicate PP agency conflict in Sri Lankan family 

firms.  

H3. The percentage of outside directors in a family firm decreases PP conflict in emerging 

economies. 

   Hewa-Wellalage & Locke (2011b) analyse Sri Lankan listed firms and find that due to the 

high existence of family firms on the CSE, CEO duality is common in Sri Lanka. However, 

Claessens et al.(1999) explain that a dominant and large shareholder with CEO duality 

increases managerial opportunism and expropriation of minority shareholders in family firms. 

Moreover, Young et al.(2008) explain when duality leadership is present owner-managers 

can easily engage in expropriation and tunnelling of minority shareholders. Further, Lin & 

Chuang (2011) explain, CEO duality is highly problematic in countries where institutional 

structure is weak. Therefore, the presence of CEO duality increases PP agency conflict in 

emerging market family firms.  On the other hand, duality leadership in family firms can 

increase adverse selection problems.   That is despite the new mandatory code of best practice 

on corporate governance (2008) in Sri Lanka which supports the creation of independent 

boards with separate leadership positions. Hence, this study expects CEO duality on a board 

to increase PP agency conflict in Sri Lankan family firms.  

H4. CEO duality in a family firm increases PP conflict in emerging economies. 
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METHODOLOGY 

Data 

   This study collected the data from published audited annual reports of firms listed on the 

Colombo Stock Exchange (CSE) during 2006-2010.   In order to test hypotheses, sample data 

covers a representative sample of Sri Lankan family businesses.  At the end of 2010, 148 

companies belonged to the family business category. Following prior studies, this study 

identifies family firms that exercise control by the founders, or by the founders’ families or 

their inheritors (Burkart et al., 2003). From that, only 120 companies provided their annual 

reports from all years in the range 2006-2010 plus all relevant corporate governance data 

required for this study. Hence, the sample consists of 120 listed family firms on the CSE over 

the period 2006 through 2010.  The reason for selecting the particular time period is because 

the recent corporate governance reforms started in Sri Lanka in 2006 and 2007 with the 

introduction of the voluntary code of best practices which became mandatory from April 

2008.    

Dependent variables 

   PP agency theory suggests that dividend payments can mitigate perquisite consumptions of 

minority shareholders and other value-destroying activities (La-Porta et al., 2000).  Therefore 

following Faccio et al. (2001) and Hewa-Wellalage & Locke (2011a)  this study uses 

dividend pay-out ratio as proxy for PP agency conflict. The dividend pay-out ratio is 

calculated as percentage of cash dividend to total assets.  

Explanatory variables 

   To find out if corporate governance impacts on family firms’ PP agency conflicts, this 

study uses insider ownership percentage, outside directors’ percentage, CEO duality and 

board size variables as corporate governance explanatory variables.   

   Family controlled firms are more likely to have insider ownership as corporate governance 

mechanisms to mitigate agency problems (Iturralde et al., 2011).  Therefore, this study uses 

insider ownership percentage (INSIDE) as the first corporate governance explanatory 

variable. This is calculated as total director ownership share divided by total outstanding 

shares.  The board’s openness to outside directors in family business has various influence on 

firm financial performance.  Therefore, percentage of outside directors (OUT) is included as 
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the second governance variable in this study.   Following Colarossi et al. (2008)  board 

openness is calculated as the number of all non-family directors divided by total board 

members.  To capture CEO duality, a CEO duality variable was created. CEO is equal to 1 if 

CEO duality is present; otherwise it is set equal to zero. Board size (BOARD) is calculated 

by natural logarithm of number of board directors.  

   As control variables, firm leverage (DEBT) is calculated as total debt divided by total assets.  

Firm size (SIZE) is calculated as natural logarithm of total sales. The firm natural logarithm 

of number of years operating in the industry (AGE) is also used as a control variable.  Finally, 

logarithm of return on assets (ROA) is used as a control variable of this study.  

 

Table 1 

Descriptive statistics  

Variables Obs Mean Median St.Dev Min Max 

Dividend (DIV) 600 .0062013 0.000741 

 

.0141054 0 .1076082 

% of insider ownership 

(INSIDE) 

500 .3670947 0.295581 

 

.2547515 .000072 1 

% of outsiders (OUT) 593 .3790784 0.285714 

 

.3977042 0 1 

CEO duality (CEO) 600 .2235294 0 

 

.4172242 0 1 

Board size (BOARD) 512 7.705128 7 

 

2.352307 4 13 

Firm size (SIZE) 524 13.69314 13.66963 

 

1.52265 10.15125 17.46861 

Debt (DEBT) 560 2.866649 3.317142 

 

1.211341 -1.16565 4.429805 

Performance (ROA) 524 .019934 8.38E-06 

 

.0383478 -.0002172 .1689691 

Firm age (LNAGE) 540 3.451838 3.367296 

 

.5334953 1.94591 44.06719 

 

Table 1 provides details of descriptive statistics for the sample data.  The mean value of 

dividend pay-out ratio is only 0.6% and it varies between 0 to 10% only.  This low dividends 

payment shows the severity of minority expropriation in Sri Lankan firms.  This may be, 

according to the La-Porta et al. (2000), because countries with weak legal protection for 

minority shareholders pay lower dividends.  Cited by Wei et al. (2011), emerging economies 
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increase low dividend payments, non-dividend payment and demonstrate irregular behaviour 

for dividend payments.  On the other hand, family firm literature also explains family firms 

pay lower dividends than non-family firms  (Wei et al., 2011).  This may be due to family 

shareholders using their controlling position to extract private benefits through tunnelling and 

such behaviour reduces corporate value and leads to lower dividend payment.  The mean 

insider ownership percentage is 37% and statistics show it can be up to 100%.  The one 

reason for this high level of insider ownership in family firms is that they are more reliant on 

internal governance mechanisms than external governance (Wei et al., 2011).   This high 

level of insider ownership is more vigilant as a corporate governance mechanism in Sri 

Lankan due to weaknesses in their external governance mechanisms. The importance of 

outside board members in family firms is spoken about by many researchers (Cadbury, 2000).  

Therefore, descriptive statistics indicate family boards have an average 38% of outside 

directors.  Nevertheless statistics indicate the existence of outside directors varies from 0-

100% in the family business sector in Sri Lanka. The CEO duality variable indicates an 

average 22.3% of family firms have duality leadership.  Table 1 indicates family firm board 

size varies from 4 to 13 members and average board size is 7.7.  Further, the median value (7) 

indicates 50% of family firms have fewer than seven board members.  This may be because 

typical family-owned firms are reluctant to adopt outsiders to the firm (Lane et al., 2006). 

RESULTS 

   Most prior studies ignore the endogeneity between corporate governance variables and firm 

financial performance.  However, recently Drakos and Bekiris (2010) found board 

composition, leadership structure and board size are strongly endogenous for financial 

performance variables. Therefore this study conducts a Durbin-Wu-Hausman (DWH) test to 

check the endogeneity of corporate governance variables and PP agency costs proxy.  Table 2 

indicates insider ownership and outside directors have significant endogeneity effects for 

dividend pay-out agency costs proxy.  

Table 2  

DWH test results 

Variable DIVSAL 

INSIDE 6.21969*** 

OUT 5.94958*** 

CEO .133953 

BOARD .284957 
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   If the strict endogeneity condition fails, then panel ordinary least square method is 

inconsistent.   Therefore, this study used dynamic panel generalised method of moment 

(GMM) estimator as an appropriate method to estimate unbiased coefficients.   Table 3 

indicates dynamic panel GMM results for PP agency costs proxy and explanatory variables. 

   The coefficient of OUT variable is positively and statistically significant at 1% level for 

DIV variable and indicates that outside directors (non-family directors) increase family firms’ 

PP agency conflict.  This may be because it is difficult for a family CEO to appoint 

independent outside directors and when they do, these outsiders are not always independent 

and do not enhance board resourcefulness. This “hand-picking” of outside directors, usually 

from government/party officials or friends of the CEO, may in fact support dominant 

shareholders to enhance their insulation at the expense of minority shareholders. This may be 

reason for increased PP agency conflict with outside directors in Sri Lankan family firms.   

Next the coefficient of CEO variable is positively and statistically significant at 1% level for 

DIV and indicates that CEO duality increases PP agency conflict in Sri Lankan family firms.  

According to the Shleifer and Vishny (1997) duality vests more power in individuals or 

family to expropriate company wealth “ that is not shared by minority shareholders”.   Using 

Hong-Kong family firm data, Chen et al. (2005) find that CEO duality in family-controlled 

firms provides greater opportunities for managerial entrenchment and expropriation of 

minority shareholders. Next the coefficient of BOARD variable is positively and statistically 

significant at 1% level for DIV and indicates that board size increases PP agency conflict in 

Sri Lankan family firms.  The possible explanation for that is large firms with many outsiders 

can engaged related party transactions.  This is especially when boards expand their number 

of outside directors by appointing either a state representative or someone from a political 

authority.  In and emerging economy, these outside directors are merely expand number of 

board seats and increase pork barrelling behaviour of family firms.  

   The control variable DEBT is positively related to DIV, at the 5% significant level, 

indicating high leveraged firms have higher PP agency conflict.  This is consistent with 

related party lending which explains higher leverage makes it easier for majority shareholders 

to control more resources to expropriate (Faccio et al., 2003).   Further, Table 3 indicates firm 

age and firm size have significant negative impacts on family firm PP agency costs proxy, 

which indicates that in mature large firms, PP agency conflict is lower than in young small 

firms.  The one possible explanation is that when a firm is older and bigger, it has developed 
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better corporate governance mechanisms than young small firms to reduce expropriation and 

tunnelling.  Small young family firms are always led by family members and their high 

involvement may lead to free-rider problems, related party transition and tunnelling.  

Table 3 

Dynamic panel GMM results for PP agency costs proxy and corporate governance variables 

Variable     Coefficient Std. Err 

No of groups= 120 

L1      -.054738*** (.0151535) 

Corporate governance variables 

% insider ownership (INSIDE)  -0.00140 (0.00358) 

% of outside directors (OUT)   0.0106*** (0.00241) 

CEO duality (CEO)    0.0153*** (0.00381)    

Board size (BOARD)    0.00242*** (0.000449)    

Control variables 

Debt (DEBT)     0.00345** (0.00141)    

Age (AGE)      -0.0155*** (0.00444)    

Size (LNSALES)    -0.00754*** (0.00119)    

Performance (ROA)    -0.00575 (0.00502)    

Constant     0.127*** (0.0339)  

Regression summary statistics 

AR (1)      0.7326 

AR (2)      0.3113 

J-statistics     31.43425*** 

Wald-Chi test     495.98 

Standard errors in parentheses ** p<0.01, * p<0.05, + p<0.1  

CONCLUSION 

   After controlling for potential endogeneity, this study finds a significant relationship 

between family firm board structure and PP agency conflict.  This study employed four board 

characteristics and finds large boards with outside directors and duality leadership increase 

PP conflict in Sri Lankan listed family firms.  As a result of recent corporate reforms and 

political activities in Sri Lanka most firm ownership is concentrated with a few families and 

political leaders.  Usually dominant owners are in a better position to apply direct pressure in 

the boardroom and extract benefits from the subgroup of shareholders who do not have 

similar levels of dominant influence.    

   A sound legal system in a country helps to protect minority shareholders from majority 

shareholders’ self-dealing behaviour, such as excessive compensation, tunnelling and 

expropriation.   Weak investor protection and weak creditor rights in the Sri Lankan market 

create high expropriation opportunities for closely-held firms. De jure and de facto protection 
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for creditors, investors and other related business parties need to be strengthened to avoid 

expropriation and tunnelling. Therefore, it is necessary to promulgate or streamline the 

corporate law system in Sri Lanka.  Some prior studies have explained that outside directors 

diminish PP agency conflict in family firms (Charkham, 1994).  However, this study finds the 

opposite. This may be because high political intervention leads to a high level of informality 

surrounding top level board recruitment processes in Sri Lanka.  There is a need to increase 

transparency of the recruitment process to achieve the right skills for the company.  Good 

corporate governance practices can improve transparency, accountability and fairness in 

corporate activities.  It is important to have certified managers and directors trained in 

corporate governance practices. It would help Sri Lanka if it established an institute for 

corporate governance training. Through capacity building, enforcement and follow-up of 

corporate governance practices, creating a corporate governance rating system for investors 

and building up corporate governance awareness among business leaders will improve 

corporate governance practices in Sri Lankan companies.   A more efficient market with a 

strong corporate governance system may increase the costs of expropriation and tunnelling 

among family firms.  
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SUMMARY 

Non-family Chief Financial Officers (CFOs) are often the first non-family members on a family 

firm’s (FF’s) top management team. FFs possess idiosyncratic resources that influence their 

personnel decisions and the resources they look for when hiring employees. These peculiarities 

should also affect the requirements FFs look for when hiring non-family CFOs. To analyze these 

FF-specific requirements when hiring non-family CFOs, this paper takes a qualitative research 

approach and draws on semi-structured interviews with FF owners, CEOs and non-family CFOs. 

The findings suggest four crucial groups of CFO requirements: education, functional know-how, 

career path and personal/social attributes. Compared with non-family firms (NFFs), FFs were 

found to attach less importance to a non-family CFO’s formal education, while demanding a 

similar level of functional know-how. The findings further suggest that FF owners actively seek 

to integrate non-family CFOs with professional NFF experience in order to enrich the FF’s 

resource set. At the same time, non-family CFOs are required to adapt to the specific 

characteristics of FF governance. Finally, FFs were identified as valuing the personal/social fit 

between owners and non-family CFOs higher compared with NFFs. 
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INTRODUCTION 

Family firms (FFs) are known to be the backbone of most industrialized countries because 

they comprise the majority of all firms in these nations (IFERA, 2003). FF research has clearly 

intensified over the past two decades and has widely discussed the particular advantages and 

challenges FFs face (Sirmon & Hitt, 2003; Stewart & Miner, 2011; Gedajlovic et al., in press). 

One such challenge is the proper integration of non-family management personnel into the FF: 

when FFs increase in size and age, they tend to rely more on non-family managers, as family 

members can no longer meet the organization’s growing managerial skill requirements or they 

simply no longer actively work in the FF (Klein & Bell, 2007). At the same time, (growing) FFs 

share distinct characteristics and resources, which lead to the above-mentioned FF-specific 

advantages and challenges compared with non-family firms (NFFs) (Habbershon & Williams, 

1999; Sirmon & Hitt, 2003). As predicted by the resource-based view (RBV), these specific 

characteristics are also likely to affect the aspects of human resources FFs look for in non-family 

management personnel (Castanias & Helfat, 1991; Castanias & Helfat, 2001; Dawson, 2012). 

This implies that FFs have different or additional requirements when recruiting non-family 

members for the top management team (TMT) compared with NFFs. For non-family CEOs, FF 

research has already partly confirmed this hypothesis. For instance, Blumentritt et al.  (2007) 

show that interpersonal skills are crucial for non-family managers in order for the controlling 

family to build up trust in the non-family manager, which is very important to most families. 

 

However, the Chief Executive Officer (CEO) is rarely the management position that FFs 

initially recruit non-family personnel into. Instead, the position of the Chief Financial Officer 

(CFO) is usually the first role in which a controlling family hires a non-family manager because 

the know-how of a CFO is highly specialized (Filbeck & Lee, 2000; Gurd & Thomas, 2012). In 

particular, business owners that do not have a university education in the field of business 

administration often lack financial management knowledge (Seghers et al., 2012), which 

underpins their need for external management know-how in the field of finance and accounting 

(Gurd & Thomas, 2012). Previous research in this area has shown that integrated non-family 

CFOs can help professionalize the FF and mitigate times of financial distress (Lutz & Schraml, 

2012). However, despite the importance of both non-family management in general as well as 
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specifically non-family CFOs for growing and/or ageing FFs, research into what FFs look for 

when recruiting these managers is scarce (Klein & Bell, 2007; Lutz & Schraml, 2012; Gurd & 

Thomas, 2012). Thus, the present paper seeks to partly fill this gap by examining FFs’ specific 

requirements for non-family CFOs. Specifically, the aim of this paper is to provide first 

empirical evidence on the requirements for non-family CFOs in FFs, the differences between FFs 

and NFFs and why FFs have different requirements in place. 

 

The findings derived in this paper indicate four crucial groups of requirements when 

recruiting CFOs: education, functional know-how, career path and personal/social attributes. FFs 

emerge from this research as attaching less importance to formal education than NFFs, but 

valuing higher personal/social fit for non-family CFOs. Moreover, FFs seem to have additional 

requirements for non-family CFOs, especially when the family and business spheres of the FF 

are heavily intertwined. Moreover, the paper indicates that FF owners try to strengthen the FF’s 

human resource set by hiring non-family CFOs, while at the same time trying to retain FF-

specific resources. Therefore, the present paper improves our understanding of the requirements 

for non-family TMT members in FFs. It also contributes to the general CFO literature by 

examining in-depth the requirements in a certain organization setting, namely FFs, which has 

been called for in recent research on functional C-suite members (Menz, 2012). This paper also 

indicates that controlling families in firms that are increasing in size and age are developing an 

understanding that the cultural fit between non-family managers and the FF is an important 

prerequisite for non-family managers to unfold their full positive value for FFs. 

 

The paper proceeds with an overview of the relevant literature, which is divided into the 

extant understanding of non-family CFOs in FFs, general requirements for CFOs discussed in the 

CFO literature and general requirements for non-family managers in FFs. Then, the RBV and its 

relevance to analyzing human resources is introduced as the theoretical reference for this 

research. The paper then moves onto the methods used and findings, and finishes with a 

discussion of the results and conclusions, as well as an outlook on further research and the 

paper’s limitations. 
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LITERATURE REVIEW 

Non-family CFOs in FFs 

Reconsidering the notion that non-family CFOs are usually the first non-family managers 

recruited into FFs (Filbeck & Lee, 2000), it seems surprising that the literature on this type of 

manager is very thin. Few previous studies have dealt with some aspects of the non-family 

CFO’s role in FFs. Some of these studies have investigated how the existence of a non-family 

CFO in an FF influences firm performance (Gallo & Vilaseca, 1998; Caselli & Di Giuli, 2010; 

Di Giuli et al., 2011). Whereas for large Spanish FFs, Gallo & Vilaseca (1998) do not identify an 

impact on the performances of FFs by having a non-family CFO, Caselli & Di Giuli (2010) and 

Di Giuli et al. (2011) find a positive correlation between the existence of a non-family CFO and 

FF performance for small and medium-sized Italian FFs. Specifically, in small and medium-sized 

FFs, the TMT configuration of family CEO and non-family CFO should be beneficial to firm 

performance (Caselli & Di Giuli, 2010). These results generally correspond with the findings on 

finance and accounting in FFs, which have shown that especially in smaller FFs, the employment 

of non-family management personnel can help the FF professionalize its finance and accounting 

practices (Amat et al., 1994; Giovannoni et al., 2011), which might contribute to explaining 

performance differences among family-controlled small and medium-sized firms. 

 

The findings of Filbeck & Lee (2000) go along with this notion: they find that when FFs 

employ a non-family CFO, they begin to use more modern financial management techniques. 

However, the authors also state that the use of modern financial management techniques also 

heavily depends on firm size, indicating that large FFs mainly use these techniques. Generally, 

the differences in the organization of finance and accounting practices between FFs and NFFs 

tend to diminish as firms grow (Gallo et al., 2004; Speckbacher & Wentges, 2012; Hiebl et al., in 

press). This implies that with growing firm size, FFs more and more resemble NFFs in terms of 

the organization of financial management and accounting. Nevertheless, the employment of non-

family CFOs seems to speed up this professionalization process or might in some cases also be 

seen as the starting point of this process (Lutz et al., 2010). 
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Taking the perspective of the controlling family or the family CEO, other studies have 

investigated what makes families employ a non-family CFO in the first place. It has been found 

that controlling families who aim to reduce the financial risk positions of their businesses and 

who aim to enable business succession within the ranks of the family prefer to employ non-

family CFOs to family CFOs. By contrast, families for which independence and control over the 

FF is more important avoid hiring a non-family CFO (Lutz & Schraml, 2012). This finding can 

mainly be explained by the usual goal of controlling families aiming to keep the undivided 

decision-making power in their hands, which may be endangered when employing non-family 

TMT personnel (Gedajlovic et al., 2004; Barnett & Kellermanns, 2006; Klein & Bell, 2007). 

 

Accordingly, Gallo & Vilaseca (1998) show that non-family CFOs enjoy less strategic 

decision-making power than family CFOs. The authors argue that this might be because of the 

lack of efficient control mechanisms for non-family managers in FFs. However, the goal of 

independence only seems to be predominant as long as the FF performs well. Lutz et al. (2010) 

report that FFs in financial distress rather turn to non-family CFOs from outside the FF, as these 

managers are expected to supply the relevant financial management know-how to overcome the 

critical situation. 

 

Regarding the narrower research focus of this paper – the specific qualifications of non-

family CFOs in FFs – the existent literature offers few insights. Only the studies of Gurd & 

Thomas (2012) and Gallo et al. (2004) partly approach this topic. Based on eight interviews with 

family CEOs of small and medium-sized Australian firms, Gurd & Thomas (2012) show that the 

non-family CFO’s technical excellence in accounting is very important to family CEOs and that 

CFOs should have a personality that enables them to get on with the family well. By contrast, 

based on a survey of large Spanish firms, Gallo et al. (2004) do not identify major differences in 

the characteristics of non-family CFOs in FFs and NFFs, which further supports the above-

mentioned thought that large FFs differ little from large NFFs in terms of finance and accounting 

practices. The authors show that regarding education, hierarchical position in the organization 

and influence on strategic decision making, CFOs in FFs are similar to CFOs in NFFs. To 

summarize, despite the importance and potential benefits of non-family CFOs in FFs as well as 

the recent increase in studies focusing on this topic (Caselli & Di Giuli, 2010; Lutz et al., 2010; 
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Gurd & Thomas, 2012; Lutz & Schraml, 2012), knowledge on the role and qualifications of non-

family CFOs in FFs is still scarce, which further warrants this paper’s research effort. 

 

General Requirements for CFOs 

Overall, the interest in the role of the CFO in business organizations has significantly 

increased in the past two decades. One reason for this can be found in CFOs having gained 

importance and hierarchical power in most businesses over the course of the past half century: 

whereas in the 1960s fewer than 10 percent of the largest US businesses had installed a CFO 

position within their TMTs, by the end of the 20
th

 century this number had risen to more than 80 

percent (Zorn, 2004). Another reason for the increased interest in the CFO’s role is the 

postulated role change the CFO position has experienced in recent years. This argument has 

mainly been put forward by practice-oriented publications, mostly published by large consulting 

or accounting firms (Bremer, 2010; Lüdtke, 2010). Here, the CFO’s role is often depicted as 

moving from mere beancounting to a more important and strategic role, letting the CFO position 

emerge to a second-in-command position in the firm, subordinate only to the CEO (Zorn, 2004). 

The recent academic discussion of the CFO’s role has focused on the effect of the CFO on 

accounting systems and practices (for example Dowdell & Krishnan, 2004; Aier et al., 2005; 

Naranjo-Gil et al., 2009) and on the aftermath of CFO turnover (for example Mian, 2001; Geiger 

& North, 2006). Few studies have focused on CFO requirements or qualifications (Collier & 

Wilson, 1994; Baker & Phillips, 1999; Baxter & Chua, 2008). However, following upper 

echelons theory (Hambrick & Mason, 1984), some of the aforementioned studies investigated the 

effect of CFO characteristics on accounting practices. Thus, some conclusions about the common 

requirements for CFOs can be drawn from these studies. 

 

The aspect of CFO qualification most discussed in the literature is educational background. 

For CFOs, a university degree seems to be a prerequisite, as studies investigating educational 

background have found that the overwhelming majority of CFOs has an academic education 

(Collier & Wilson, 1994; Baker & Phillips, 1999). Further, most CFOs have majored in business 

or a field related to business such as accounting, finance or economics (Collier & Wilson, 1994; 

Baker & Phillips, 1999; Naranjo-Gil et al., 2009). Common additional qualifications for CFOs 
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are professional degrees such as an MBA (Master of Business Administration) or a CPA 

(Certified Public Accountant) (Aier et al., 2005). These CFO qualifications affect accounting 

practices and quality: an educational background in a field related to business was found to 

enable the CFO to introduce more innovative accounting practices (Naranjo-Gil et al., 2009), 

whereas CFOs holding an MBA or a CPA were found to be less likely to restate earnings, which 

is often used as a proxy for accounting errors (Aier et al., 2005). The signaling effect of the 

university education of CFOs might be especially relevant to FFs, as they often demand non-

family management personnel hired from outside to professionalize the FF and introduce modern 

management practices (Songini, 2006). 

 

Another important aspect of CFO qualifications is the CFO’s work experience, either in the 

field of finance and accounting or in CFO positions (Baker & Phillips, 1999; Aier et al., 2005; 

Baxter & Chua, 2008; Naranjo-Gil et al., 2009). Like academic education in the field of business, 

longer tenure as a CFO seems to positively influence the CFO’s ability to introduce innovative 

accounting practices and to avoid accounting errors (Aier et al., 2005; Naranjo-Gil et al., 2009). 

The ways in which CFOs are appointed to their positions have also been analyzed in a few 

studies. For instance, Mian (2001) finds that CFOs are two to five times more likely to be hired 

from outside the firm compared with CEOs. Furthermore, Geiger & North (2006) show that in 

firms that have externally hired their CFOs accounting quality seems to increase. To summarize, 

the extant CFO literature has not yet dealt in-depth with necessary CFO qualifications. In light of 

this, Menz (2012) calls for increased research into the required capabilities of functional TMT 

members (such as CFOs) and how these characteristics are affected by different organizational 

settings. In this regard, this paper follows this call by analyzing the specific requirements of 

CFOs in FFs. 

 

Requirements for Non-Family Managers in FFs 

Large parts of the literature on the inclusion of non-family managers in FFs discuss this 

topic as an important part of FF professionalization (for instance, Dyer, 1989; Gersick et al., 

1997; Songini, 2006; Chittoor & Das, 2007). In these studies, non-family managers are described 

as adding necessary professional management knowledge to the FF. Thus, it seems natural that 
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families are described as primarily evaluating non-family managers based on their formal 

competence, such as education, training and management, and industry experience (Blumentritt 

et al., 2007; Hall & Nordqvist, 2008; Classen et al., 2012). Interestingly, the terms “professional 

managers” and “non-family managers” are often used interchangeably, implying that only non-

family managers can act “professionally,” a view that has been challenged by recent studies 

(Hall & Nordqvist, 2008). Nevertheless, based on the (scarce) research on non-family CFOs 

described above, a main driver for the introduction of non-family CFOs should be found in the 

need to add professional financial management know-how. 

 

However, non-family managers’ formal competence alone has been found to not 

sufficiently enable such managers to add their full power to FFs. Instead, Hall & Nordqvist 

(2008) argue that besides formal competence, non-family managers also need cultural 

competence to successfully manage an FF. According to Hall & Nordqvist (2008, p. 58), cultural 

competence can be defined as “an understanding of the family’s goals and meanings” and “the 

values and norms underlying the reasoning for the family to be in business.” Similarly, 

Blumentritt et al. (2007) argue that business competence might not be enough for non-family 

managers to succeed in FFs. In addition, non-family managers also need to be aware of the 

family’s plans and try to “balance business concerns with family dynamics” (Blumentritt et al., 

2007, p. 327); they thus rely heavily on interpersonal skills. 

 

Concerning the relevance of the findings by Blumentritt et al. (2007) and Hall & Nordqvist 

(2008) for this paper, a limitation is that both studies focus on the requirements for non-family 

CEOs. The importance of the cultural or interpersonal competence for non-family CFOs might 

not be as high as it is for CEOs, as the former might have less contact with the controlling family 

than the latter and might rely more on specialized knowledge than CEOs, for whom general and 

people management skills could be more important. Thus, from the existent literature on the 

requirements for non-family managers in FFs, it cannot be deduced which skills are essential for 

non-family CFOs. Moreover, the literature describes the skills needed for non-family managers 

rather broadly, which obscures deeper insights into the specific skills needed for functional C-

suite members. 
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THEORETICAL PERSPECTIVE: THE RBV 

For the analysis of non-family CFO requirements, this paper draws on the RBV as the main 

theoretical framework. The RBV rests on the central assumption that the competitive advantages 

of firms rely on the resources available to them and on how well these resources are managed 

(Barney, 1991; Mahoney, 1995; Barney et al., 2011). Specifically, resources comprise “all assets, 

capabilities, organizational processes, firm attributes, information, knowledge, etc. controlled by 

a firm that enable the firm to conceive of and implement strategies that improve its efficiency 

and effectiveness” (Barney, 1991, p. 101)). In his seminal paper on the RBV, Barney states that 

to earn a competitive advantage, resources have to be valuable, rare, imperfectly imitable and 

there should not be substitutes for the specific resource, which are not rare or imperfectly 

imitable. In this sense, employees can serve as (human) resources to a firm, as they might 

provide it with a competitive advantage by carrying distinct knowledge and/or capabilities 

(Toms, 2010; Coff & Kryscinski, 2011; Yang et al., 2011; Patel & Fiet, 2011). As indicated 

above, the employment of non-family CFOs in FFs might thus be a crucial driver of 

outperformance and thus imply a competitive advantage (Caselli & Di Giuli, 2010; Di Giuli et 

al., 2011). 

 

Owing to the diversity of firms, the same human capabilities are not valuable to all kinds of 

firms. Instead, some or even most human resources may be specific to a certain firm or an 

industry sector (Castanias & Helfat, 1991; Castanias & Helfat, 2001; Dawson, 2012). In 

particular, FFs have been found to rely on distinct resources compared with NFFs, which also 

includes their human resources (Habbershon & Williams, 1999; Frank et al., 2010; Patel & Fiet, 

2011). However, the specific characteristics of FFs might lead to both advantages and 

disadvantages with regard to human resources. On one hand, FFs often enjoy high commitment 

from long-serving employees and in turn offer a warm and friendly working environment. The 

longer tenures of employees compared with NFFs (Tsai et al., 2006) also enable employees to 

develop deep firm-specific knowledge. On the other hand, FFs are often described as 

experiencing problems when trying to attract and retain highly capable non-family 

(management) personnel. Furthermore, compared with NFFs, FFs show limitations in wealth 

transfer and their management personnel might lack professional growth perspectives (Astrachan 
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& Kolenko, 1994; Sirmon & Hitt, 2003). Owing to their specific resources, FFs can also be 

expected to demand special skills and capabilities when hiring non-family financial management 

personnel (Hiebl, 2012), which also includes non-family CFOs. For instance, as described above, 

these specific skills and capabilities might include more pronounced (inter)personal or cultural 

skills. Because of the missing analysis of FFs’ requirements when hiring non-family CFOs, this 

paper seeks to provide a first overview of which specific human resources FFs look for when 

hiring non-family CFOs. 

 

METHODOLOGY 

The review of the existent literature presented in the previous section shows that when FFs 

judge the suitability of non-family management personnel, the mere consideration of formal 

competence is insufficient. Only if non-family TMT members also prove to be culturally 

competent can a successful collaboration between the controlling family and non-family 

managers be expected (Blumentritt et al., 2007; Hall & Nordqvist, 2008). However, the findings 

of the extant literature on the specific skills needed rather remains superficial. Although we 

understand that formal competence includes education, training and experience, it cannot be 

deduced which skills are essential in FFs for non-family CFOs. Moreover, the FF literature thus 

far has focused on non-family CEOs and thus the results on the skills needed for non-family 

CEOs cannot be directly applied to non-family CFOs. Knowledge on the specific skills required 

by FFs when recruiting non-family CFOs can thus be regarded as scarce. 

 

Therefore, in order to generate the first comprehensive overview of the skills required for 

non-family CFOs in FFs, this paper draws upon qualitative research methods. Specifically, a 

multi-case study approach was chosen with semi-structured interviews being the research 

instrument. The present paper aims not only to list FFs’ specific requirements when recruiting 

non-family CFOs, but also to provide initial evidence on why some skills may be more relevant 

to non-family CFOs in FFs than they are to non-family CFOs in NFFs. 

 

Multiple case studies are especially suitable to such “why” questions, as they deal with 

operational links that have to be investigated in depth to be able to generate provisional theories 
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about complex social phenomena (Eisenhardt, 1989; Yin, 2009). Moreover, the opinions of 

corporate executives, who are the main source for this study, are known to be generally rather 

accessible via qualitative methods such as interviews, as executives are “unlikely to take the time 

to fill in questionnaires” (Rowley, 2012, p. 262). The newly generated findings presented in this 

paper are compared with the extant literature in the discussion and conclusions sections 

(Alvesson & Sköldberg, 2009; Qu & Dumay, 2011). 

 

Between June and October 2011, 20 semi-structured interviews were conducted with non-

family CFOs, CEOs and supervisory/advisory board members in 11 Austrian FFs and four 

Austrian NFFs.
1
 To increase the comparability of case study firms (Yin, 2009), only firms were 

invited to participate in the study that had their headquarters in Austria, could be classified as 

manufacturing firms, had at least 250 employees at the time of the study, had at least 50 million 

Euro in revenues, were not stock-market listed, and had the legal form of a limited liability 

company.
2
 Firms that fit these criteria were identified via publicly available information (e.g., 

firms’ websites), and then contacted by e-mail and invited to participate in the study. With the 

invitation e-mail, potential interviewees also received initial information on the goals and design 

of the study and were ensured absolute anonymity. After participants had declared their 

willingness to participate, a few days before the actual interview interviewees were sent field 

manuals for the interviews. These manuals consisted of two parts: a standardized questionnaire 

on the education, career path and experience of the interviewee and a set of open-ended 

questions to analyze the skills required for non-family CFOs in-depth. 

 

                                                 
1 To judge the classification of a firm as either FF or NFF, the F-PEC power subscale was used. The F-PEC is a 

three-dimensional scale to measure the influence of a controlling family on a firm. The three subscales are power 

(P), experience (E) and culture (C) (Astrachan et al. (2002)). Among these three subscales, in empirical research the 

power subscale has shown the strongest relationship with organizational structure (Lindow et al. (2010)). Moreover, 

only the power subscale can be estimated from outside the firm and thus it was used in this study to distinguish FFs 

from NFFs. The power subscale itself was initially termed “substantial family influence” and is generated by the 

addition of a family’s share of the firm’s equity, the firm’s supervisory board members and the firm’s executive 

board members (Klein (2000)). Thus, it can range from 0 (no family influence) to 3 (maximum family influence). If 

a family holds at least a small share of the firm’s equity and the firm reaches and F-PEC power score of at least 1 

(out of 3), the firm can be classified as an FF (Klein (2000)). 
2 In Austria, there are mainly two legal forms, which limit the liability of its owners: the “Aktiengesellschaft (AG)” 

and the “Gesellschaft mit beschränkter Haftung (GmbH)”. 
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Table 1 - Descriptive information on case firms and interviewees 

Case Employees

Annual 

revenue

(Euro 

millions)

Year of 

foundation FF/NFF Position

Family 

member

Age

(years)

Education 

level

Working 

experience 

in FFs 

(years)

Working 

experience 

in NFFs 

(years)

CFO No 40-55 Master 15-30 none

CEO Yes >55 PhD 15-30 <15

Chairman of the 

supervisory board
Yes 40-55 PhD 15-30 none

CEO No >55 PhD 15-30 <15

CFO No 40-55 Master <15 <15

Chairman of the 

supervisory board
Yes 40-55 Master 15-30 <15

D 501-1,000 101-300 after 1950 FF CFO No <40 Master <15 <15

E 250-500 50-100 1900-1950 FF CFO No 40-55 PhD 15-30 none

F CFO No >55 Master 15-30 <15

F CEO Yes 40-55 Master <15 <15

G >1,000 101-300 before 1900 FF CFO No <40 Master <15 <15

H 501-1,000 50-100 after 1950 FF CFO No 40-55 Master 15-30 15-30

I >1,000 101-300 1900-1950 FF CFO No 40-55 Master 15-30 none

J 250-500 50-100 1900-1950 FF CFO No 40-55 Master <15 <15

K 501-1,000 101-300 1900-1950 NFF CEO No 40-55 Master <15 <15

L >1,000 >300 1900-1950 NFF CFO No 40-55 Master none <15

CFO No >55 no degree <15 >30

Chairman of the 

advisory board
No >55 PhD >30 <15

N >1,000 >300 before 1900 FF CFO No 40-55 Master 15-30 none

O >1,000 >300 1900-1950 NFF CFO No 40-55 Master 15-30 <15

M

101-300 before 1900 FF

Firm

50-100 after 1950 NFF

Interviewee

>300 1900-1950 FF

50-100 before 1900 FF

A

B

50-100 1900-1950 FF

C

250-500

250-500

>1,000

250-500

501-1,000

 

 

Interviews lasted between 58 and 207 minutes and all were recorded digitally and fully 

transcribed, resulting in more than 500 pages of text. Transcripts were sent back to interviewees 

in order to correct misunderstandings. The approved interview transcripts then were coded using 

the “general inductive approach” (Thomas, 2006). This approach can be characterized as letting 

topics emerge from the text without creating a code system before reading and comparing 

transcripts. When a topic emerged from one transcript, the other transcripts were scanned for the 

same topic and coded accordingly. Although the actual coding approach is inductive in nature, 

the focus of interviews was derived in a deductive way by analyzing the relevant literature. This 

approach thus focuses on processing the text material created via interviews (Thomas, 2006). 

Using it and the software MAXQDA, approximately 2700 codings were generated. 
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The descriptive information on case study firms and interview participants is shown in 

Table 1. As can be seen in this table, of the 20 interviewees, 13 were CFOs, three were chairmen 

of supervisory/advisory boards and four were CEOs. Two CEOs and two chairmen of 

supervisory boards were also (partial) owners of the respective FFs. This variety of interviewees’ 

professional positions was created to reach a comprehensive view on CFO qualifications that 

does not stem only from the subjective view of CFOs. Table 1 also shows that of the 20 

interviewees, 14 had both FF and NFF work experience, five had only FF experience and one 

had only NFF experience. Mixed FF and NFF experience turned out to be an important attribute 

of interview participants, as interviewees with both FF and NFF experience were better able to 

report on the differences concerning the requirements for non-family CFOs in FFs and NFFs.  

 

FINDINGS 

Four groups of CFO qualifications emerged from these interviews: education, functional 

know-how, career path and personal/social attributes. The following subsections summarize the 

findings on each of these groups of qualifications. 

 

Education 

As displayed in Table 1, all but one of the interviewed CFOs have university educations. 

These twelve CFOs have all studied business administration or a field related to business (such 

as information systems). Concerning the value of this academic education for their current roles, 

CFOs stressed the ability to solve complex problems with little prior knowledge on the topic in 

question. Eight CFOs also declared that a basic education in fields such as accounting, 

management accounting and financial management still helps them in their current positions, as 

they command a broad array of (at least) basic knowledge in all relevant fields of financial 

management. Although all 15 interviewees in FFs hold university degrees, only five saw an 

academic education as an obligatory requirement for a non-family CFO in FFs. By contrast, all 

five interviewees in NFFs stated that a CFO must have a university education. This lower 

reliance on formal education in FFs in most cases was explained by the typical career path in 
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FFs: it seems as though in FFs, promotion prospects remain intact despite the lack of a university 

education, as the chairman of the supervisory board in case B explains: 

“When FFs have hired good employees, they seek to retain them. When an employee shows a good 

performance, his or her chances of developing into a top management position are higher in FFs. 

Most probably, our executive in charge of financial management would not have had the same career 

options in other organizational structures, considering her missing university education and career 

path.” 

For NFFs, most interview participants declared that non-university graduates could also 

perform a CFO role. However, candidates without a university education are unlikely to be even 

considered for the CFO position, as an academic education is usually a prerequisite. Thus, in the 

analyzed NFF cases, potential CFO candidates without a university degree are precluded from 

reaching the CFO position, which seems to make a university education a more important human 

resource for non-family CFOs in NFFs than it is for them in FFs. However, four non-family 

CFOs in FFs compared this hypothesis for growing FFs. They stated that in the FF they work for 

at the moment, the percentage of university graduates among employees is low compared with 

NFFs. However, they think that this gap in the percentage of university graduates is likely to 

diminish in the future: executives without a university education that now hold important 

management positions have been working for the FF for a long time (in most cases, more than 20 

years) and reached their positions when the FF was much smaller in size. After their retirements, 

the interviewed CFOs predicted that these executives would likely be replaced by university 

graduates because of the increased size of the FF. In this sense, as FFs grow, they resemble NFFs 

in terms of the educational level they require from management candidates. 

 

Concerning recommendations on the subject of university studies for CFOs, interviewees 

in both FFs and NFFs agree that prospective CFOs should study a field related to business and 

major in fields that are typically in the field of responsibility for CFOs. These fields include 

financial accounting, management accounting, financial management, tax and law (Horngren et 

al., 2010). According to interviewees, not all these fields are relevant for positions in the career 

path before the CFO appointment such as treasurer or controller (Baker & Phillips, 1999), but a 

basic command of all these fields is necessary for the CFO role. Thus, focusing on these core 

finance and accounting fields is advisable for prospective CFOs and is also considered by both 

FFs and NFFs when recruiting new CFOs. 
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Functional know-how 

Besides education, all interviewees mentioned the importance of the CFO’s functional 

know-how that has been acquired after education, for instance during his or her professional 

experience. For both FFs and NFFs, the most important component of functional know-how for 

CFOs that emerged from this study is a sound command of finance and accounting basics. This 

understanding of financial accounting, management accounting and financial management may 

be generated via studies, further training or work experience. In this regard, requirements for 

CFOs do not differ in FFs and NFFs, which makes it clear that a basic command of the relevant 

finance and accounting functions is equally important in both forms of organizational structure. 

However, certain specific areas of functional know-how emerged as special to FFs. One such FF-

specific area of CFO know-how arises from the overlap between the business and family spheres 

in FFs (Gersick et al., 1997; Haynes et al., 1999). Both interviewed non-family CFOs as well as 

family representatives pointed out that a CFO in an FF not only has to concentrate on the 

business’s development, but also has to consider the impact of his or her decisions and actions on 

the controlling family and its wealth. For instance, this also includes the private tax, legal and 

asset management issues of family members. Therefore, in FFs it seems that the non-family CFO 

also has to have extended knowledge in the areas of law, tax and asset management. A statement 

of CFO G, who mainly worked for NFFs before his CFO appointment to an FF, illustrates this 

finding: 

“What I now notice in the FF is the requirement for the CFO to have to know not only about finance 

and accounting, but also about tax and legal company structures. The interaction between the firm’s 

interests and the interests of family shareholders has to be considered at all times. There is always 

the question of how to display the firm’s results and the results of the private firms of the owners and 

how to optimize the owners’ private tax planning. I think this interface is typical to FFs.” 

Whereas a basic consideration of the effects on the private wealth situation of the 

controlling family was mentioned in all FF cases, this topic is even more important for non-

family CFOs that are directly in charge of the family’s private asset management. This situation 

could be observed in three FF cases. In these cases, the non-family CFO’s area of responsibility 

also explicitly included the management of the family’s private finances, which increased the 

importance of his or her functional know-how in asset management. Thus, if the controlling 
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family chooses to let the non-family CFO also manage its private assets, the CFO is required to 

also have a sound understanding of asset management. However, all three non-family CFOs in 

these FFs expressed their skepticism about the family’s private asset management being part of 

their area of responsibility. They pointed out that they are ultimately responsible for the financial 

performance of the FF and that their incentive compensation is based on firm performance and 

not on their performance in private asset management. Moreover, they reported contradictory 

goals of the firm and the family, which collided in their positions because of the responsibility 

for the family’s private asset management. Further, one of these three CFOs explicitly stated that 

he aimed to reduce the time spent on private asset management and to transfer the role of private 

asset management to an institution outside the FF. 

 

Another specific role for a non-family CFO in FFs is as overall business advisor to the 

family. As FFs usually have flatter hierarchies (Dailey et al., 1977; Peters & Buhalis, 2004) and 

often use resources more frugally compared with NFFs (Dyer, 1989; Carney, 2005), fewer 

management personnel tend to be employed. In line with this notion, interviewees reported that 

in FFs the non-family CFO is often required to act as an overall business advisor to the family, 

not only concerning issues in finance and accounting. Therefore, for non-family CFOs especially 

in FFs, broad knowledge in a large array of business functions was considered to be an important 

attribute. 

 

Career path 

An analysis of the career paths of the CFOs’ participating in this study shows that the 

majority of CFOs (10 out of 13) has been promoted internally to the CFO position. Only three 

CFOs were recruited from outside their current firms. Interestingly, all three external recruits 

could be observed in FFs and none in NFFs. Two of these CFOs were recruited from NFFs and 

one was hired from a CFO position in an FF. However, this CFO had previously been recruited 

into the CFO position in an FF directly from an NFF. These descriptive results on the small 

sample size investigated in this study indicate that NFF experience seems to be important for 

controlling families when searching for a new CFO. This notion derived from the career path 

analysis of the interviewed CFOs also receives support from the interviews with family 
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representatives in this study. They mostly stated that when hiring non-family management 

personnel, they actively seek to integrate managers with extensive NFF experience. From this 

experience, they also expect the non-family CFO to bring new practices and know-how acquired 

from NFFs to the FF. A statement from the chairman of the board in the FF case B explains this 

finding: 

“I quite like it when we get people from a non-family environment. Coming to us from an NFF 

would absolutely be no obstacle, quite the contrary: I see this as an enrichment to our firm. 

Especially in the field of finance and accounting, from my point of view, people who have 

undergone training in a non-family group can give valuable impetus to professionalize or change the 

finance and accounting functions.” 

 

However, other interviewees, especially CFOs, stated that previous FF experience is also 

helpful when taking over a CFO position in an FF because they are already aware of the 

peculiarities of FFs regarding typical decision-making processes and governance. Hence, from 

the non-family CFO’s perspective, it seems advisable to have some working experience in an FF 

environment to be prepared when one reaches a top management position in an FF such as the 

CFO position. One CFO also stated that typical governance characteristics in FFs, such as a high 

degree of owner orientation in decision making (Astrachan, 2010; Moog et al., 2011), only 

become relevant to non-family employees when they reach top management positions. Thus, 

previous work experience in FFs (including at lower levels of the corporate hierarchy) may be 

valuable for potential CFO candidates. 

 

Another requirement for non-family CFO candidates in FFs mentioned in the interviews 

was industry experience. However, this requirement was only stated by FF owners and not by 

NFF interviewees. FF owners stressed this point, stating that when a non-family top management 

member has sufficient experience in the industry, he or she needs less time to become familiar 

with the firm and industry, as CEO F explains: 

“Experience in the same industry as ours is certainly helpful for the CFO. Then, the CFO already 

knows about the characteristics of cost accounting and financial accounting systems in our industry.” 

Interestingly, NFF respondents stated that the CFO position would not require industry 

experience, as finance and accounting processes differ little compared with other corporate 

functions such as sales or operations. 
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Besides FF/NFF and industry experience, most participants in the study stressed the 

importance of operational experience in finance and accounting functions as well as in functions 

outside the finance and accounting area. The required experience in finance and accounting 

corresponds with the requirement for functional know-how mentioned above. According to 

interviewees, extensive work experience seems to be the main source for functional know-how. 

Surprisingly, six interviewees also mentioned that experience outside the finance and accounting 

area would be highly useful to CFOs. This point was mainly explained by the changing role of 

CFOs. In line with the literature on CFO role change discussed earlier, interviewees explained 

that for CFOs today it is not enough to concentrate on the finance and accounting functions and 

deliver correct reports and accounting. By contrast, a CFO today also has to communicate 

extensively with other corporate functions and push and challenge other functional managers in 

the firm. This more agile CFO role is easier to perform if the CFO has operational experience in 

these functions and therefore better understands their needs and challenges. In this regard, no 

differences could be detected for non-family CFOs in FFs or in NFFs. 

 

Personal/social attributes 

In the requirements for non-family CFOs summarized here under “personal/social,” the 

largest differences between FFs and NFFs among the four groups of CFO requirements could be 

detected. However, some requirements emerged as important for non-family CFOs in both FFs 

and NFFs. The overwhelmingly most important requirement in this regard (mentioned by 14 

interviewees) is the ability to communicate effectively. This ability is clearly important for 

communication inside the firm with the supervisory/advisory board, management team members, 

employees or trade unionists. However, for communication with external stakeholders such as 

banks or other creditors, the CFO is also required to be able to communicate the state, goals and 

developments of the firm accordingly. The statement of CFO J exemplifies this requirement: 

“I think, in this regard, there has clearly been a change to the CFO skill set. In the past, to become a 

CFO, one had to be the best administrator. Then, the CFO knew about everything in connection with 

numbers. Now, a CFO also needs to “sell” his or her numbers. […] Today a CFO must be able to 

market and communicate his or her reports and numbers. […] Regardless of the industry he or she 
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works in, a CFO who only sits in his or her ivory tower and produces the best of the best reports is 

no longer relevant.” 

 

Further skills that were found to be necessary and important for non-family CFOs in both 

FFs and NFFs were integrity and honesty, leadership skills, a certain intuition for numbers and 

the ability to integrate quickly into new firms. Especially in light of the accounting scandals in 

the early 2000s (Benston & Hartgraves, 2002), both CFOs and firm owners emphasized the need 

for the CFO to act honestly and with integrity, as stated by CFO C: 

“For every CFO, loyalty, honesty and transparency are crucial. As soon as a CFO starts to lie to the 

firm and to him-/herself, the firm is lost, as the scandal at Enron and other cases of accounting fraud 

have shown.” 

The ability to integrate quickly into new firms was exclusively mentioned by the chairmen 

of the supervisory/advisory boards and CEOs, but not by CFOs. It seems as though firm owners 

mainly care about “the CFO hitting the ground running” by focusing on this specific 

requirement. The motivation for examining this ability can again (similar to same industry 

experience) be found in the hope of business owners that CFOs who integrate quickly need less 

time to create value for the firm. 

 

The specific requirements for non-family CFOs in FFs all deal with the integration of the 

controlling family into the FF. In this line, the case study analysis found that these specific FF 

requirements for CFOs are especially applicable for firms with an intensive integration of the 

controlling family into the FF and are less applicable for FFs with a less intensive integration of 

the family. The most often mentioned demand for non-family CFOs in FFs in the personal/social 

dimension is the CFO’s sensitivity to family interests. CFOs with both FF and NFF experience 

stressed this point and highlighted the serious differences for non-family CFOs in FFs and NFFs. 

To show his or her sensitivity to family interests, a CFO should acknowledge the consequences 

on the business and on the family of all decisions and developments, as the chairman of the 

advisory board in case C explains: 

“A CFO in an FF must not do something that, on one hand, is in accordance with the firm’s interests, 

but which on the other hand harms the controlling family. This must not happen. Therefore, he or 

she has to have an eye on both spheres. He or she is well advised to consult me about critical topics 

and to find a common solution that benefits both spheres. For instance, a tax decision that helps the 

firm but that results in family members paying higher income tax is not tolerable in an FF.” 
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Owing to the long-term orientation of FFs and their focus on sustaining the business 

(Chrisman et al., 2005; Mahto et al., 2010; Lumpkin & Brigham, 2011; Patel & Fiet, 2011), a 

valuable feature of a non-family CFO in an FF can also be found in a CFO’s intrinsic long-term 

orientation. However, this requirement stands in contrast to the often observable short-term 

orientation of CFOs in NFFs, as CFO D explains: 

“When judging the suitability of a CFO, a family-controlled firm looks at other features compared 

with an NFF, for instance, whether the CFO is long-term oriented. […] FFs rather look for 

reliability, for someone who will stay in the firm for a longer period of time. […] An NFF rather 

seeks CFOs who are more aggressive and drive shareholder value in the short-term. NFFs tend to 

say ‘I hire a CFO and after three years, if he or she has brought the firm forward but then leaves 

again, that’s also fine. Then I hire someone new, who again brings new impetus to the firm.’” 

 

CFO interviewees who have moved from an NFF to an FF often reported a “culture shock” 

when arriving in the FF. They often connected this shock with the concentration of the decision-

making power in FFs. From their NFF experiences, they were used to fact-based and rational 

decision making. By contrast, in FFs they more often found emotional and non-fact-based 

decision making by the controlling family to be the case. Thus, these CFOs recommended that 

prospective CFOs in FFs should be able to cope with and accept the controlling family’s 

decision-making power. This requirement also corresponds with the previous FF experience 

mentioned above. If a CFO candidate already has FF experience, he or she might better 

understand the decision-making centralism in FFs. In connection with this point, CFO 

interviewees also mentioned that in FFs it is important for the CFO to tolerate frustration. This is 

necessary because in FFs non-family CFOs frequently make recommendations based on facts 

and rational reasoning that the controlling family rejects. In these situations, CFOs must cope 

with the family’s decision-making power. However, according to CFO interviewees, CFOs 

should not stop challenging or questioning the family’s decision, as it is their role to act as a 

critical counterpart to the family. Nevertheless, keeping up this behavior requires a high degree 

of frustration tolerance.  

 

Finally, it emerged from the interview analysis that a non-family CFO often also acts as a 

moderator in cases of conflict between family members (Kellermanns & Eddleston, 2004). Thus, 

the CFO needs mediation ability to reach consensus among family members despite initial 
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disputes or conflicts. Non-family CFOs stated that this is especially true for FFs with more than 

one family member operationally involved in the FF’s TMT. In these cases, the non-family CFO 

is often the only non-family TMT member and thus acts as a kind of independent referee. 

 

DISCUSSION 

Education 

Although all FF CFO interviewees in this study hold university degrees, the notion 

emerged from the interviews that an academic education is less important for non-family CFOs 

in FFs than it is for those in NFFs. In this sense, the present study also confirms for the CFO 

position that FFs attach less importance to a university education (Fiegener et al., 1996; García 

Pérez de Lema & Duréndez, 2007). By contrast, FFs seem to rely on management competence 

acquired from longer tenures in the FF, which in turn seems to be a more important resource for 

FFs compared with formal education. 

 

However, the findings presented in this study show that the lower reliance of FFs on formal 

education when judging CFO candidates might not hold up during the FF’s further development. 

Interviewees pointed out that growing firms might also consider university graduates for the 

CFO position in the future. In this sense, the present study shows that for predicting the 

requirements of FFs for non-family TMT members, contextual factors such as growing size seem 

to have an important impact on the recruiting habits of FFs and therefore should be included in 

future research on non-family TMT members in FFs. This paper’s findings might thus be 

interpreted as further evidence that when FFs grow in size, they resemble more and more NFFs 

(Gersick et al., 1997; Kellermanns, 2005), as for NFFs this study shows that a university degree 

seems to be a prerequisite for CFO candidates. Nevertheless, owing to longer tenures in large 

FFs, when comparing equally large FFs and NFFs (Tsai et al., 2006), a university education 

should still be less important for prospective CFOs in FFs than it is for those in NFFs. 

 

Regarding the concrete field of education, this paper found no differences between FFs and 

NFFs. Both the FFs and NFFs investigated in this study prefer CFO candidates to be educated in 
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core finance and accounting fields. However, in light of the proposed recent development of the 

CFO position into a more strategic role (Bremer, 2010; Lüdtke, 2010), it seems interesting that 

an education in finance and accounting is still seen as the basis for a successful CFO career and 

not a broader education in management or strategy. Thus, when recruiting CFOs, the human 

resource of proficiency in finance and accounting seems to be a central component that firms 

seek.  

 

Functional know-how 

The FFs depicted in this paper seemed to be equally eager to hire non-family CFOs who 

are experts in the field of financial management compared with the sampled NFFs. Both FF and 

NFF CEOs and owners, therefore, seem to have similar requirements when it comes to common 

functional know-how for CFOs. Nonetheless, the FFs in this study demand additional 

requirements for their non-family CFOs. These additional requirements seem to become 

effective if there is an intensive intermingling of the family and business spheres in an FF. This 

study therefore extends the findings by Chrisman et al., 2012, who suggested that higher 

involvement of the family in the FF fosters the adoption of family-centered non-economic goals, 

by showing that the degree of family involvement also strongly affects the tasks of non-family 

managers. Three FF cases in this study showed that for non-family CFOs, this intermingling of 

family and business spheres might result in the CFO also being responsible for the family’s 

private asset management. If that is the case, the controlling family seeks additional resources in 

a non-family CFO, namely an extended knowledge of tax, law and wealth management. This 

requirement can also be interpreted as an attempt by the controlling family to maintain FF-

specific resources (e.g., the high commitment of family members because of the strong 

intermingling of the family and business spheres) despite adding a non-family manager to the 

FF. In such cases, to be eligible for the CFO position, non-family managers have to adapt to the 

controlling family’s needs: specifically, they have to account for the family’s private asset 

management, even if they do not favor doing so (which all non-family CFOs in this study did 

not). 
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Another consequence of intermingling the family and business spheres in FFs found in this 

study is the non-family CFO being expected to also serve as a private counselor to family 

members besides asset management. The non-family CFO is “used” not only as a resource of 

proficiency in the business issues of the FF, but also as a resource of knowledge to family 

members in private matters. In this respect, the employment of a non-family CFO in an FF might 

serve not only as a competitive advantage to the FF, but also as a cost advantage for family 

members, as they can avoid fees for professional financial advice. However, the non-family 

CFO’s role as an advisor in private affairs seems to come into effect only after employment and 

is not mentioned by FF owners as a factor in the recruiting process. Therefore, although non-

family CFO candidates might not be judged on their abilities to consult family members in tax or 

legal issues, after they have been recruited they might encounter a demand to do so. Still, among 

a broader choice of suitable non-family CFO candidates, a CFO candidate’s experience as a tax 

consultant or asset manager is likely to be a decisive factor in the recruiting process of FFs with 

closely connected family and business spheres. 

 

Career Path 

Depending on the interviewees’ positions in the case firms, different recommendations on 

the non-family CFO’s career path emerged. While FF owners stressed the importance of NFF 

experience and same industry experience for non-family CFOs, CFOs rather noted the value of 

previous FF experience. On one hand, FF owners aim to add additional resources to the FF by 

hiring non-family CFOs with extensive NFF experience. On the other hand, they seek to 

integrate a new non-family CFO into the FF as smoothly as possible by demanding same 

industry experience, which they hope will reduce the time the newly appointed CFO needs to 

adapt to the FF. According to CFO interviewees, previous FF experience should also help reduce 

this integration time. 

 

From a non-family CFO’s previous NFF experience, FF owners mainly expect positive 

effects on the professionalization of the FF. This indicates that they feel a need to professionalize 

the FF. Moreover, it seems as though they consider the management of NFFs to generally be 

more professional than FF management and thus they expect the NFF experience of the non-
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family CFO to provide more professional management techniques and processes to the FF. In 

this sense, they aim to increase professionalism (among other measures) by adding the external 

human resource of a non-family CFO. Thus, in line with the findings of Hall & Nordqvist 

(2008), this study confirms that non-family managers with NFF experience tend to be regarded 

as professional in FFs in contrast to family managers or non-managers with pure FF 

backgrounds. 

 

Nevertheless, controlling families also aim to retain FF-specific characteristics such as 

quick decision making (Ward, 1997; Braun & Latham, 2009, as CFO interviewees stressed that 

previous FF experience was helpful for non-family CFOs to adapt to the peculiarities of FFs. 

This experience is only helpful, however, if FF owners aim to maintain these characteristics 

despite widening the influence of non-family managers through the integration of a non-family 

CFO. Therefore, from an RBV perspective, when hiring non-family CFOs controlling families, 

on one hand, try to add extra resources to the FF but, on the other, aim to keep existing FF-

specific resources by demanding the non-family CFO adapt to the specifics of FF governance. 

 

Personal/social attributes 

In line with previous studies of non-family CEOs in FFs (Blumentritt et al., 2007; Klein & 

Bell, 2007; Hall & Nordqvist, 2008), this study also found for non-family CFOs that cultural or 

personal/social competence is a highly and probably more important requirement for successful 

non-family managers in FFs than it is for those in NFFs. Thus, this requirement should generally 

be relevant for non-family TMT members in FFs and not only for CEOs who might have closer 

contact with the controlling family compared with functional TMT members such as the CFO. 

Specifically, for the non-family CFO in FFs, this results in the requirement to accept the 

controlling family’s decision-making power and less formalized and rational decision making in 

FFs, to bring along an intrinsic long-term orientation and to demand the non-family CFO act as a 

moderator in times of family conflict. 

 

Not only CFO interviewees but also most FF owners pointed out the need for a 

personal/social fit between the controlling family and the non-family CFO. FF owners also stated 
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that they would strongly include cultural fit in their decisions when weighing up potential CFO 

candidates. Thus, it can be concluded that they are aware of the importance of the personal/social 

skills of non-family managers being in line with the FF’s values. This finding stands in contrast 

to Hall & Nordqvist’s (2008) result that FF owners underestimate cultural fit when hiring non-

family managers. A possible explanation for this discrepancy might be found in the FF’s 

generation and size. Whereas Hall & Nordqvist (2008) focus on smaller FFs with a maximum of 

130 employees, this study analyzed FFs and NFFs with at least 250 employees. Moreover, Hall 

& Nordqvist (2008) examine mainly first- and second-generation FFs, whereas the 11 FFs 

investigated in this study are mostly in their third or fourth generations. Generally, larger and 

older FFs tend to employ more non-family managers (Klein & Bell, 2007). Owing to the larger 

sizes and higher generations of FFs in this study compared with those analyzed by Hall & 

Nordqvist (2008), this study’s FFs mostly have substantial experience of the employment of non-

family managers. Therefore, they build upon this experience and strongly include cultural fit in 

their hiring decisions on non-family managers. Stated differently, when first hiring a non-family 

TMT member, FFs might underestimate the importance of cultural fit. However, when they do 

so continuously, they obviously learn to integrate this factor into their decisions. 

 

CONCLUSIONS 

The aim of this study was to investigate whether FFs have different or additional 

requirements when hiring non-family CFOs compared with NFFs. From an analysis of 15 case 

study firms and 20 problem-centered interviews, there emerged four pillars of CFO 

requirements: education, functional know-how, career path and personal/social attributes. This 

paper’s findings indicate that the resource of formal education is of less value to non-family 

CFOs in FFs than it is for those in NFFs. However, when it comes to functional know-how, FFs 

and NFFs have similar requirements for non-family CFO candidates. Only in FFs that strongly 

intermingle the family and business spheres does the CFO need additional know-how. In general, 

FF owners aim to add additional and professional human resources to the FF by hiring non-

family CFOs. However, at the same time, they demand non-family CFOs accept FF peculiarities. 

Thus, FF owners aim to defend the competitive advantages based around FF peculiarities while 

strengthening the human capital resource set of the FF. This also results in a higher importance 
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for a personal/social fit between the firm’s owners and the non-family CFO in FFs compared 

with in NFFs. Finally, this paper also suggests that controlling families that are used to hiring 

non-family managers already integrate the cultural fit with non-family management candidates 

into their personnel decisions. 

 

This study adds to the literature in several ways. First, it is the first to investigate in-depth 

an aspect of the employment of non-family CFOs in FFs, namely the specific requirements FFs 

demand when hiring non-family CFOs. Second, it contributes to the general literature on non-

family managers in FFs by examining the requirements for these managers in a finer-grained 

way. This detailed analysis is necessary, as functional C-suite members such as the CFO pose 

substantially different requirements compared with CEOs (Menz, 2012), who have been the 

focus of the extant literature on non-family management in FFs. Third, this paper offers a 

potential explanation for the underestimation of cultural fit in FFs when hiring non-family 

managers. It suggests that larger and older FFs with more experience of hiring non-family 

managers develop a better understanding of the success factors when hiring non-family managers 

and therefore strongly integrate cultural fit into these decisions. Fourth, this paper also delivers a 

detailed analysis of the relevant requirements for CFOs in general. It shows that the proposed 

role change of the CFO position has already resulted in a changing skill set for CFOs (e.g., the 

importance of communication skills), whereas in other parts of CFO qualifications there remains 

more traditional qualification needs (for instance, functional know-how in finance and 

accounting). 

 

The findings of this study should also be of relevance to FF owners, non-family CFOs in 

FFs and FF advisors. Based on the results of this paper, FF owners that are pondering hiring a 

non-family CFO for the first time might better estimate which requirements should be integrated 

into this personnel decision. Thus, they could probably limit failures in this process and 

unsuccessful relationships with non-family CFOs, which in turn could benefit FF performance, 

as less time and fewer resources would be spent on the integration of inappropriate non-family 

CFOs. Furthermore, CFOs and financial management professionals who might want to develop 

into a CFO role can use the results of this paper as a guide of the skills they are yet to acquire to 

be appointed to a CFO position or which skills are specifically relevant to FFs. In particular, 
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CFOs who currently work for NFFs and who are contemplating whether to switch to an FF might 

also receive insights into which requirements are expected in FFs and how their roles might 

change. Finally, FF advisors might find these results useful when advising FFs what to look for 

when searching for and integrating non-family managers (and specifically CFOs) into the FF.  

 

Future research might test the inductively generated results of this study for significance in 

quantitative research settings. Further studies of the requirements for other functional C-suite 

members in FFs might be valuable to both practice and academia. Although this study has 

created a first overview of the requirements of FFs for non-family CFOs, the specific role of the 

non-family CFO in FFs deserves further investigation. For instance, future research could 

investigate in more detail the organizational role non-family CFOs play in FFs. Further, 

longitudinal studies of the development of non-family CFOs in FFs might show how these 

important non-family managers are hired, how they develop their roles and how they establish a 

trusted relationship with the controlling family. 

 

This study has some limitations. It draws on qualitative research methods and thus the 

findings generated using a relatively small sample cannot readily be generalized. Moreover, to 

increase the comparability of the cases analyzed, this study narrows down case firms to Austrian 

industrial firms that have at least 250 employees, 50 million Euro in sales, have the legal form a 

limited liability company and are not stock-market listed. Obviously, an investigation of firms 

with other characteristics might create different results. Thus, a replication of this study in 

different cultural settings or with a focus on smaller firms might be useful. Lastly, from this 

study it cannot be concluded whether FFs that thoroughly select non-family CFOs ultimately 

perform better than FFs that do not do so. Thus, the implications on FF performance of a high 

person–organization fit between an FF and a non-family CFO must be left to future research. 
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Introduction 

 

The small and medium enterprise (SME) has become increasingly the focus of analysis in the 

entrepreneurship literature. Different from traditional non-family firms, family businesses 

present long-term commitment with its stakeholders, strong family values and the need to 

maintain the family business running across generations   (Salvato, Chirico, and Sharma, 2010). 

Arregle, Hitt, Sirmon, and Very (2007) states that: ‘a business firm may be considered a family 

business to the extent that its ownership and management are concentrated within a family unit, 

to the extent its members strive to achieve and/or maintain intra-organizational family-based 

relatedness, and to the extent to which the family unit has strong family social capital’. The small 

family-owned business, with its limited resources, employee multitasking, and concentration of 

authority in the founder, who also controls key management positions and who almost always 

keeps strategic plans in his or her unwritten mental repository, has motivated the Academy and 

public policymakers to analyze how this type of business sustains market position, expands to 

new markets, fosters innovation, retains employees, and maintains financial credit-worthiness.  

 

Most of these family businesses, while applying a number of strategies, naturally focus on the 

customer to ensure their products and/or services meet customer expectations. Unlike a larger 

enterprise, if a product/service is unavailable the SME can develop it to satisfy client 

specifications. This facility is part of what is known in the management literature as a market 

orientation strategy (MO). It implies a capability that is both well developed and broadly 

disseminated across the organization, thus creating a unique, indispensable knowledge base or 

organizational memory (OM) capable of responding proactively to special demands.  

 

This exploratory study seeks to model the combined strategies of MO and OM and their 

relationship to growth strategies in the family-owned SME. We present an OM-MO Model for 

Family Businesses developed from prior research on the subject. We include in our report a 

literature review, an analysis of the proposed model, methodology, case study discussion, 

findings and some concluding remarks. 
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Literature Review 

 

Market Orientation (OM)  

 

The first research studies to assess the impact of an MO strategy on firm performance appeared 

in the marketing science literature in the 1990s (Kohli and Jaworski, 1990; Narver and Slater, 

1990). These gave rise to two different perspectives or focus areas: the cultural perspective and 

the behavioral perspective. The cultural perspective considers MO to be an integral part of the 

organizational culture, with the firm continually focused on creating and providing ongoing 

superior value to its customers (Narver et al., 1990). The behavioral perspective treats MO as the 

set of activities or actions of the firm in response to trends in the external environment (Kohli et 

al., 1990) based on collected market 'intelligence' that is disseminated across the firm's business 

units, enabling the firm to respond proactively and create a sustainable competitive advantage. 

These two perspectives are complementary, defining MO as the development of an 

organizational culture that leverages internal capabilities via continuous learning, enabling the 

firm to create a competitive advantage and superior market performance (Armario, Ruiz, and 

Armario, 2008; Martin, Martin, and Minnillo, 2009). A market-oriented enterprise develops both 

characteristics; it maintains customer focus, understanding customer needs and providing a high 

level of customer satisfaction, and it develops internal competency, monitoring the operating 

environment and its strengths and weaknesses, while working to overcome its weaknesses and 

leverage its strengths to its own benefit (Tokarczyk, Hansen, Green, and Down, 2007).  

 

MO strategy enables the enterprise to create a sustainable competitive advantage, via appropriate 

use of resources and development of enterprise capability, thus enabling them to achieve a 

differentiating and profitable level of customer satisfaction (Saini and Mokolobate, 2011). 

According to (Saini et al., 2011), this sustainable advantage is possible when MO is applied in an 

environment of complex organizational knowledge not easily replicated by the competition. This 

unique knowledge is part of the MO strategy. 

 

Recent studies consider MO not only as it relates to SME performance (Kara, Spillan, and 

Deshields, 2005; Alpkan, Yilmaz, and Kaya, 2007) but also in relation to the firm's 
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internationalization processes (Armario et al., 2008) and level of innovation (Renko, Carsrud,  

and Brannback, 2009), as well as in combination with other strategic constructs. For example, 

MO and Enterpreneurial Orientation (EO) both reflect the strategic direction of the firm in terms 

of innovation, market performance, and global competitiveness (Runyand, Drogue, and Swinney, 

2008; Armario et al., 2008; Renko et al., 2009; Kara et al., 2005; Keskin, 2006). Other studies 

have used MO and customer orientation (CO) synonymously (Deshpande, Farley, and Webster,  

1993; Nwankwo, 1995; Noble, Sinha, and Kumar, 2002). However, it is important to note that 

CO is a component of MO, in which all marketing efforts are directed at the customer 

(McEachern and Warnaby, 2005). Narver et al., like Lafferty and Hunt (2001), consider CO to be 

the fifth element of an MO strategy.  

 

Some have analyzed MO as an strategic element in family-owned SMEs, complemented by the 

'familiness' concept together with the resource-based view theory to drive successful 

performance (Tokarczyk et al., 2007; Reijonen and Komppula, 2010; Gopalakrishna and 

Subramanian, 2009; Frank et al., 2010). In a case study, (Tokarczyk et al., 2007) analyzed the 

contribution of 'familiness' to an effective MO strategy for achieving a competitive advantage. 

The authors examined MO in the context of the resource-based view theory and the role of 

'familiness' in successful MO implementation. The study was composed of 21 interviews with 

owners and managers of eight family businesses, including four in forestry products and four in 

food products. The authors found a positive relationship between identified qualities of 

'familiness' and successful execution of MO to achieve a competitive advantage. They also found 

that a focused strategy, customer orientation, family relationships, and operational efficiency 

likewise contributed to effective MO implementation.  

 

With a questionnaire administered to 490 SMEs in northern Finland, (Reijonen et al., 2010) 

found that CO and market intelligence are the two key capability components for effective MO 

application. In two empirical-quantitative studies, (Gopalakrishna et al., 2009) and (Saini and 

Mokolobate, 2011) applied  (Narver et al., 1990) MKTOR scale to analyze the impact of MO on 

firm performance. They confirmed that there is a significant positive relationship between MO as 

marketing strategy on firm performance.  
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In their study of MO impact in the life insurance industry in South Africa, (Saini et al., 2011) 

found a close relationship between firm performance/success and use of MO as a marketing 

strategy. As in the empirical study of (Gopalakrishna et al., 2009), these findings are consistent 

with the existing literature relating MO and firm performance, and are also consistent with the 

MO construct proposed by (Narver et al., 1990).  

 

Organizational Memory (OM) and Knowledge Acquisition 

 

Other studies on enterprise performance link MO with technology orientation (TO), 

entrepreneurial orientation (EO), learning orientation (LO), and knowledge acquisition, as key 

constructs that contribute to business performance and innovation outcomes (Keskin, 2006; 

Runyand et al, 2008; Verhees and Meulenberg, 2004; Renko, Carsrud et al., 2009). Specifically, 

organizational learning and knowledge acquisition are linked to the market intelligence 

acquisition process within MO. The generation of market intelligence is a dimension of the 

gathering information process, wherein learning and knowledge acquisition occur in two ways: 

learning from other members of the firm and integrating new firm members via the knowledge 

acquisition process (Simon, 1991). In this way, a firm develops organizational memory (OM) 

enabling it to retain those unique characteristics that distinguish it from other organizations 

(Simon, 1991).  

 

OM is an archive, or database, which stores collective ideas contained in firm policies, 

procedures, rules and routines, structured for ease of retention and access, which enables the firm 

to apply the knowledge as needed (Walsh and Ungson, 1991). OM is the storage of knowledge 

related to how a firm carries out its value-added activities, such as improving production 

processes or support activities (Ebbers and Wijnberg, 2009). OM becomes the collection of 

beliefs, routine behaviors, and physical tools that may vary in content, level, distribution, and 

access across the members of the organization (Moorman and Miner, 1997). Organizations add 

value by effectively and efficiently applying existing knowledge within the firm, while also 

generating new knowledge or creating new knowledge combinations to develop innovative 

products.  
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Three types of knowledge emerge in the OM literature: procedural memory, declarative memory 

and expectation memory. Procedural memory relates to basic task execution skills, where tacit or 

implicit knowledge is the basis for good firm performance and competitive advantage (Moorman 

et al., 1997; Ebbers et al., 2009). Declarative memory includes concepts, facts and events, for 

example technical knowledge of a product line or knowledge about market preference (Moorman 

et al., 1997). Expectation memory refers to the storage of explicit and implicit expectations of 

reward by members of the organization in relation to their peers or to the organization as a whole 

(Ebbers et al., 2009). The expected rewards are not only of a monetary nature, but also 

recognition, incentives, or benefits that employees receive for exceptional performance of a task 

or process, when higher expertise or implicit knowledge enable them to do a better job and 

contribute to the growth of collective knowledge and resources (Ebbers et al., 2009). With OM, 

the development and enrichment of this knowledge base enables the firm to perform its market 

activity as well as to sustain and strengthen its competitive advantage. 

 

Within OM, expectation memory is an important tool of collective knowledge enrichment, 

enabling the firm to better differentiate itself from competitors and effectively compete in the 

marketplace. In a study of OM and knowledge creation in the construction industry, (Ozorthon 

Ozorhon, B., Dikmen, I. and Birgonul, T., 2005, state that this collective enrichment is part of 

organizational learning, and thus OM is used as a knowledge management tool that enables 

organizational learning. The authors explored the role of OM in improving managers' decision-

making skills in eight construction companies in Turkey. They found that the firms were strong 

in knowledge collection and storage, but had weaknesses in leveraging and optimizing OM in 

decision-making. According to the managers interviewed, this was due to heavy subcontracting 

of most construction projects in Turkey. But the authors disagreed with this assessment, given 

that knowledge acquisition and management can be evaluated, performance can be measured, 

and management activities can be effectively coordinated (Ozorthon et al., 2005).  

 

Using a sample of 200 supply chain and logistics professionals, (Hanvanich, Sivakumar, and 

Hult, 2006) conducted an empirical study that examined how market turbulence affects the role 

of learning orientation and organizational memory in a firm's organizational performance and 

innovation. They found that, under low market turbulence, learning orientation and OM are 
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closely tied to performance and innovation, whereas under high market turbulence, only learning 

orientation appears to have an immediate effect. (Moormann et al., 1997) studied the effect of 

OM level and distribution on two key variables, short-term financial performance for new 

products and degree of new product innovation. While less than half of their hypotheses were 

confirmed, they did find that OM levels promote higher new product performance and that OM 

distribution affects both performance and innovation.  

 

Market orientation and Organizational Model for Family Businesses 

 

Overall, OM is an important tool for a firm's effective adoption of a strategic orientation. For the 

family SMEs that we studied, we observed that MO strategy is closely linked to a firms' OM and 

to their ability to create a competitive advantage for growth. As indicated in our MO-OM model, 

and confirmed in the literature confirms, MO and OM are rooted in the organizational culture 

established by the firm. Both constructs come into play as they interact with internal (employees) 

and external (customers, suppliers) stakeholders. Continuous learning and knowledge acquisition 

enrich the firm, knowledge becomes institutionalized, and the firm can effectively pursue a 

focused strategy, as long as each individual member integrates the knowledge and transfers it to 

the collective organization.  

 

As shown in the model, the organization must have in place certain organizational components to 

support the MO and OM constructs, such as supplier/customer internal networks, performance/ 

management & rewards system, open communication system, and artifacts (adapted from studies 

by Martin et al., 2009; and Ebbers et al., 2008). These are key components in our proposed 

model, such that both constructs are linked to market growth strategy, which is illustrated by the 

following variables: 1) adaptation and diversification, 2) risk tolerance and 3) proactiveness.  

Adaptation and diversification refer to the firm's ability to quickly and reliably provide a product 

or service to meet customer needs and expectations (Kotler and Keller, 2005). Risk tolerance 

refers to management's ability to take calculated risks to shift success probability in the firm's 

favor; this ability requires that employees and owners share inherent business and financial risks 

in a deliberate, calculated way (Kuratko et al., 2004). Proactiveness refers to the firm's ability to 
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foresee new market needs and opportunities and position itself as a leader (Antoncic and Hisrich, 

2003). 

 

Figure 1 

Market Orientation and Organizational Memory Model for Family Businesses 

 

 

 

 

 

 

 

 

 

 

 

 

Methodology 

 

The subject of MO has been widely studied quantitatively, particularly applying the MARKOR 

measurements proposed by (Kohli et al., 1993). This has not been the case with OM. The few 

available studies only analyzed OM to measure its role in SME performance. Our study is 

original in that it looks to explore, for the first time, both the role of MO strategy and the idea of 

a repository known as organizational memory (OM) in the market growth strategies of the firms 

under analysis. 

 

We chose family businesses not well known in the market due to low advertising and promotion 

budgets, selecting firms that did 90% of their marketing via referrals and word-of-mouth. We 

used 18 family businesses in three municipalities in Puerto Rico, namely San Juan, Ponce, and 

Mayaguez. We contacted them by telephone and sent email invitations to participate; 11 of the 

18 firms contacted responded and received questionnaires, also via email. The questionnaires 
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contained questions to determine whether the firms were using MO strategy or had any kind of 

OM. Upon receiving the completed questionnaires, we ran correlations on the data and 

determined that only 6 firms consistently applied the MO strategy and also had an OM 

repository. We selected each family firm for practical and theoretical replication reasons rather 

than seeking a representative sample size, thus our findings can be used for theoretical 

generalization but not for statistical purposes. In follow-up telephone calls, we scheduled 

personal interviews with managers or owners of all 6 firms that consistently applied MO. We 

held 6 interviews, each of which was 1 hr and 35 min in duration, on company property. We 

organized the interviews in three parts: 1) general profile of the firm and its owners; 2) 

organizational structure and design; and 3) business development.  

 

The triangulation of data technique was used to obtain diversified and reliable information and to 

better understand the subject under analysis. That is, we validated the interview data against 

information from other documents before proceeding with our analysis. We improved the 

information with additional company reports, internet research, and external periodicals. Our 

drafts were reviewed and revised by the interview subjects. Also, transcripts of interviews and 

documentary evidence provided by the companies were combined to produce detailed case 

histories of each firm. 

 

Our data analysis included a review of prior studies and existing theories. We applied cross-case 

analysis of our data against the study variables and theories, and conducted pattern matching to 

reveal differences and commonalities between firms, utilizing the organizational components 

that support the MO and OM constructs. We were thus able to show a relationship between MO 

and OM and market growth strategies adopted by the family businesses under study. 

 

Analysis 

 

Two of the firms have been operating for slightly more than 10 years and three have been 

established for more than 30 years. In order of longevity, the study group included: an 

information technology (IT)/web hosting firm (Case A), which was the youngest firm in the 

group, with 11 years of operation; a dry-cleaning and tailoring firm (Case F) that has operated at 
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its current location in Mayaguez for 14 years (since 1997) but had started in the late 1980s in San 

Juan; an air-conditioning sales and distribution firm (Case B) that has been in operation for 13 

years; a firm that produces and sells asphalt and cement aggregates for construction (Case C) that 

has been in operation for 32 years; and a cargo transportation firm that is 43 years old (Case D); 

and a consumer goods and hardware distributor (Case E) that, as the oldest firm in the group, has 

been operated by the same family for 151 years.  

 

All the firms studied had prior knowledge of their industry before starting operation. All the 

managers interviewed acknowledged that in starting their businesses they recognized an 

opportunity as it presented itself, and that customers and their expectations were the primary 

focus of this opportunity. 

 

For Case A, the confidence of a customer looking for customized IT services motivated the 

founders, twin brothers, to pursue the opportunity. In Case B, the owner went into the business of 

motorized water sports equipment (jet skis) on the advice of friends based on contemporary 

sports trends, and the owner enjoyed immediate success. The strategy for Case B was linked to 

innovation, always looking for specialized, innovative products to make customers' lives more 

comfortable. Case C recognized market demand for specialized work that was difficult and low-

margin (niche market), but no other firm was willing to absorb the complexity, risk, and rigorous 

planning required. For Case D, the opportunity arose to acquire a bankrupt firm that offered 

standard services, and with an expanded capability, the owner was able to adapt his services to a 

changing market. For Case E, the wave of European migration into Puerto Rico created the need 

for European consumer imports to satisfy the new demand. In Case F, prior business experience 

and knowledge of special customer needs in the specific segment provided the opportunity for 

customer-focused market development strategies.   

 

Internal Customer/Supplier Networks  

 

The interviewees acknowledged having developed a collaboration and knowledge exchange 

structure (formal or informal) between employees, suppliers, and customers, while keeping in 

mind management's expectations of employees regarding their internal and external customers 
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and colleagues. The dynamic exchange of knowledge about needs and expectations of internal 

customers enable a firm to create strategies and mechanisms to satisfy them. In most cases, the 

structure is 100% participatory, with the president/owner/founder being personally involved, 

creating flexibility and multiple skill capability in the organization. In Cases A, B, and C, 

projects are developed under constant scrutiny of the owners in all project phases (idea, 

development, implementation, monitoring). In Cases A and C, the interviewees emphasized that 

they create work groups for each project, and these continually form internal networks for 

exchanging inputs and completing the work. Thus, they are able to recognize exactly what 

customer needs and find the tools to satisfy those needs. This system of internal networks is 

linked to the outside customer (the ultimate customer) by different management methods used by 

the firm. In Case C, this system is activated when the owners/founders designate a field project 

manager to be on site, secure the needed resources, and ensure the project is completed in 

accordance with customer expectations. The on-site visits range from one day to several days or 

months, depending on the project.  

 

“For each project, we make a preliminary visit to the site, no matter the distance. This gives us 

an idea of the security risks, the advantages or deficiencies of the location, such as terrain 

conditions, weather, traffic, distance to raw materials, required permits, and other elements that 

help us forecast final costs and duration of the project, as well as manpower requirements. The 

project manager disseminates this information to the project team, including laborers, surveyors, 

engineers etc., as well as to the employees responsible for supplying materials, permits, and 

consultants required by the project.” 

 

In Case D, an employee is made responsible for satisfy the needs of assigned customers. The 

employee makes an initial visit to the cargo pickup and delivery sites to verify on site entry and 

exit facilities, and to learn security and access control procedures beforehand.  

 

“Since our clients have different needs, from the time my father started the business in the 1950s, 

he always made a client visit to get specific information about the cargo pickup and delivery 

process. This helped my father prepare service terms and conditions as well as final costs. We 

continue this practice today, and this differentiates us from competitors. For example, the pickup 



12 

 

and delivery requirements of our customer Wal-mart differs widely from what our customer 

Destilerías Serrallés demands from us in terms of schedule, type of vehicle, cargo system, 

packing, security, and of course costs. Each customer is unique, and that's why we make the 

prior visit, which we call the simulation visit. This involves working 7 days a week outside 

normal hours, and requires that we have an integrated system to coordinate between 

administrative and technical employees, such as operators, drivers, security, etc.” 

 

Performance Management and Rewards Systems 

 

This component has been implemented in different ways by the firms under analysis. In Case A, 

there is monetary compensation for presenting a winning service proposal; employees who are 

primarily webmasters and software developers have the opportunity to act as sales executives 

and obtain contracts. They are also rewarded with sponsored training and industry certification 

programs, such as those offered by Microsoft.   In Case B, the incentive is job retention and the 

assignment of preferred territories. The employee can be assigned to a more convenient or 

desirable distribution zone where he can serve two functions, sales and technical equipment 

repair representative. In Case C, the employees receive bonuses when they acquire customers for 

projects, and there is a system of annual recognition, such as 'employee of the year' (employee 

who avoided resource redundancy and brought the project in under budget), 'most profitable 

project', and 'best customer' (customer who complied with project stipulations and paid the 

budgeted costs).  

 

In Cases D and E, there are similar systems: the employees are publicly recognized for achieving 

objectives and are guaranteed retention even when the firm experiences financial problems. This 

policy is demonstrated by the number of employees who have been with the firm since its 

inception and the number of retirees. Case E illustrates this dynamic for one principal reason: the 

greatest challenge in developing the local market is, according to the owner, improving the 

organizational and operational structure of the company, where “it was necessary to place our 

human resources where we needed them to be, in order to operate effectively and efficiently, in 

addition, obviously, to adding and removing certain product lines.” 
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“When my wife and I formally acquired the company (1988) with our stock actions, the first 

thing we decided was not to fire any employees until we analyzed the performance of each of 

them. We were surprised to learn that the majority of them (78%) were willing to accept changes 

in their functions without a guaranteed salary increase. We resolved to give new positions to 

those who wanted them and had the required talent, and to give those with poor performance the 

opportunity to improve by giving them new tools to do the job. Still, some could not change. Our 

objective was to respond to the demands of the market, that is, evolve with the market, but some 

could not understand this concept; they were used to doing things one way from the beginning 

and found it hard to accept changes. However, most stayed with us and have been slowly 

retiring. The others have been gradually placed in higher positions.” 

 

All the interviewed owners/founders use human resource management systems for multi-skilled 

employees, giving compensatory days off to employees who, in addition to completing assigned 

tasks, are also flexible enough to complete different or additional tasks or vary their work hours.  

This reward system creates an environment of trust and empowerment for employees, making 

them feel an integral part of the company, and therefore contributes to an effective MO strategy. 

The empowerment results from management's vision of employees as a family collective, not a 

simple resource that performs a given task for pay.  

 

Open Communication System 

 

In all cases, the organizational culture, shared values, and beliefs that define the organization's 

identity (Kinicki and Kreitner, 2008) and the empowerment values transmitted to employees 

foster an open communication system in which employees continually share relevant information 

on internal problems and deficiencies, or the external market environment (competition), which 

they acquire from customers or the marketplace. This is part of the market intelligence that is 

vital to the MO-OM strategy for these firms. In some cases, this is shared formally, via weekly or 

monthly meetings, or informally, via internal email or discussions about common customers and 

projects. This system of open communication is related to two factors: size of the firm and level 

of trust. Small family businesses tend towards informality (horizontal structure) without 

traditional hierarchical channels, making the chain of command more flexible. Communication 
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and decision-making flow rapidly. Trust develops because employees are considered integral to 

operations and company success and the knowledge they contribute is an asset to the company's 

MO strategy as well as its OM. Multitasking of employees avoids resource redundancy and 

implies holistic knowledge by employees, while trust ensures commitment to the objectives and 

values of the firm. For Case A, this situation is vital to firm survival:  

 

“The suggestions from clients that our technical staff bring to us in computer and information 

systems enable us to innovate and provide quality services, which in many cases can be 

replicated across projects to add value. We have achieved this by fostering dynamic 

communication that includes employees as well as clients, who, after all, are the ones that 

promote our company via referrals.” 

 

Artifacts 

 

Artifacts are the values and policies of the each firm. They include knowledge in the minds of 

each employee who contributes both to the individual and collective repository that comprises 

the firm's OM, which contains the positive and negative market experiences (histories) that 

enable management to visualize, by analogy, the effects of their MO strategic options. Artifacts 

also include information in posters and bulletin boards, newsletters summarizing company 

conditions, and reports that permit discussion of key issues and opportunities from the customer's 

perspective. All these reinforce internal and external communication. Three of our cases, while 

not having integrated e-commerce, do have an internet presence and a company website that is 

not only a marketing tool, but also incorporates and reinforces organizational values and 

commitment to stakeholders. The firms include in their electronic web pages anecdotes of events 

that have contributed to company growth.  

 

To demonstrate to employees the importance of creativity when facing problems related to 

inadequate resources, managers in the Case D firm remind their employees that when they 

started the business they sometimes constructed rudimentary, makeshift objects to take the place 

of needed equipment to carry out parts of a project:  
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“We were always accepting all kinds of difficult low-paying projects, and we had to be creative 

in executing them. To lay the asphalt we used a plastic 10-gallon container (empty paint bucket) 

in which we made several holes with common nails. We attached a piece of wood as a makeshift 

handle and this is how we poured sand and other necessary materials on the road to be paved. ” 

 

Findings and Concluding Remarks 

 

The components of OM enable the learning and knowledge acquisition necessary to execute the 

MO strategy. The cases we analyzed illustrated this relationship, which is also the basis for the 

growth of these family firms, as shown in the proposed model. 

  

We observed that establishing a formal or informal structure for collaboration and knowledge 

exchange between primary stakeholders (Lawrence and Weber, 2008) helps to emphasize the 

importance of the customer to the firm and strengthens the organizational values and objectives, 

enabling better management of the MO strategy. This structure comprises internal networks 

together with an open communication system that enables 1) knowledge exchange, 2) 

organizational learning, 3) creativity in developing innovations, and 4) group cohesion. It is the 

starting point for a promotional strategy of referrals and word-of-mouth used by the companies 

we analyzed. In our cases, we can see that trust and group cohesion developed in project (task) 

assignments is linked to the performance and reward system used by management. This reward 

system is a powerful agent in creating a high level of individual and group performance, with 

appropriate use of bonuses, add-on benefits, and stock purchase options (Hellriegel and Slocum, 

2004). The degree of trust and cohesion can be quite positive, as observed in our cases, but in 

large organizations, this effect can become negative, when cohesion is not in tune with the 

organization's objectives and values (Ivancevich et al., 2008). Including in a firm's collective 

memory histories of successes and failures also strengthens knowledge acquisition, learning, and 

dissemination of information—and thus decision-making within the firm.  

 

Market adaptation, risk tolerance, and proactiveness are elements tied to company growth. In the 

cases we analyzed, adaptation and diversification are evident in each product/service developed 

to customer specifications, to the point where often these are not repeatable (Case A and Case C) 
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since they respond to specific customer needs. There is no standardization and this, to some 

extent, hurts the firm’s resource efficiency. These cases do illustrate the strong customer 

orientation (CO) within MO. In Case D, this strategy is evidenced by the flexible (24/7) and 

personalized service provided (management and cost), whereas in Case C, it is characterized by 

accepting difficult projects that would not be profitable for competitors. Both cases reflect 

proactiveness in the sense that they surpass competition by offering services in a particular way 

(schedule, system, budget, risk). In Case A, from its inception, the firm offered a service not 

available in the market, consisting of advanced IT, positioning the firm as a leader in its target 

market (proactiveness). Beyond offering an integrated service, the value added by the firm in 

Case A is a client-specific design, at a competitive and affordable cost. In Case B, adaptation and 

proactiveness are not in the product, but rather in the associated after-sales services. The firm 

strongly applies the 'customer relationship management' component of MO strategy and becomes 

a pioneer in providing parts and service guarantees as part of a product's sale. In Case E, the 

continual search for specialized products (gourmet, organic, etc.) for an evolving market 

differentiates the firm from its competitors. This adaptation and differentiation in Case E is tied 

to the company's private label strategy, enabling it to distribute high quality products in different 

forms, packages, and sizes and thus growing their customer portfolio. In Case F, risk tolerance 

and proactiveness are strongly present in the firm's growth strategy. The owner exerts leadership 

that favors the investments of his siblings and other family members by starting companies, 

relocating facilities, and opening franchises (8) to cover the entire country. In all of these 

environments, MO strategies and OM have an impact on firm performance and on its growth and 

market expansion strategies.  

 

The context in which this study was performed allows us to shed light about how a combination 

of particular organizational managerial skills is necessary to meet organizational and market 

expectations. The MO strategy and the development of a strong OM within the organization are 

the aforementioned skills needed. Through the cases analysis, we confirmed that selected 

construct of growth strategy showed that financial performance in family firms are relegated to a 

second position when managers and owners of these family businesses undertake a new project 

for a new or traditional client, supporting previous studies about family business. This example 

of high risk tolerance could be dangerous for a financial wealthy of the firms. However, for 
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family firm, entrepreneurial risk taking is one of the elements that foster firm growth (Memili, 

Eddleston, Zellweger, Kellermanns, and Barnett, 2010) because without risk taking propensity, 

family businesses have a tendency to take strategic decisions in a conservative manner that can 

hurt or struggle their business growth. In our cases, risk tolerance, proactiveness and adaptation 

to market expectations had been the core of firm’s success since their establishment. Policy 

makers such as creditors, government institutions promoting business, and chambers of 

commerce should take into consideration these findings when designing incentives and 

supporting programs. This study reveals new future research directions to follow: it would be 

useful to replicate the study using quantitative methods in non family business or family business 

with international operations to see if these findings hold for the same way.  
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1. Introduction 

Agency costs arise from the separation between ownership and control of a firm. The ideal 

ownership structure for zero agency costs assumed by Jensen and Meckling (1976) is a single 

owner who also controls the firm. Apart from this ideal structure, Agency costs problem may 

vary in a proportion to the degree of inconsistency in the relation between ownership and 

control of a firm or the degree of ownership dispersion (Ang, 2000). Family firms where 

family members have a critical share of ownership and are involved in the strategic direction 

of the firm, 
1
 is expected to help solve the free-rider problem that exists in widely held firms, 

easing the classic owner-manager conflict (e.g. Fama and Jensen, 1983; Steijver and 

Voordeckers, 2009). In addition, family owners are thought to be more interested in firm 

survival and to focus on further horizons than other categories of shareholders (Lee 2006), 

thus it is likely to reduce managerial myopia (Anderson & Reed, 2003) and may facilitate 

long-term relationships with other stakeholders (Sacristan-Navarro et al., 2011 ). Therefore, 

agency costs are assumed to be minimised by the family ownership as compared to non-

family firms.  

However, less dispersion of ownership in a family firm, arguably, may not give rise to low 

agency costs. First, within family firm, conflicts of interests between minority shareholders 

and family shareholders may occur identified as agency problem II by Villalonga and Amit 

(2006). Families may protect their interests with governance systems intended to maximise 

their own utility at the expense of the other shareholders. For example, families may be 

oriented to maintaining control of the firms they found or acquire, to making value-reducing 

acquisitions that benefit the dominant family (Sacristan-Navarro et al., 2011). Second, in 

family firms the division between business and personal objectives often becomes blurred 

(Davis and Tagiuri, 1991). Thus, family firms are more vulnerable to self-control problems 

due to the isolation from the discipline from external markets (Steijvers and Voordeckers, 

2009). Lastly and more importantly, agency costs may arise from the parental altruism issue 

addressed by Schulze et al (2003), in which case parental altruism can create a sense of 

entitlement among family members by encouraging CEOs (usually a parent and/or head of 

household of the controlling family) to give the family members incentive to prefer 

consumption to investment in the form of pecuniary and non-pecuniary benefits at rates that 

are high relative to their ownership stakes.  

                                                 
1 This is the definition of family firm used in this paper, though there are a few different ways to define a family firm (see 

Sacristan-Navarro et al 2011). 
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Additionally, banks can play a special role in delegated monitoring on behalf of other 

stakeholders because of heavy reliance of the non-publicly traded firms especially SMEs on 

bank financing (Iturralde, et al., 2010). Agency costs can become the major concern since the 

in-alignment of interests between owner and manager can be not only at the expense of 

shareholders but also at the costs of debt holders. For example,  Filatotchev and Mickiewitz 

(2001) suggest that ownership concentration is associated with a less efficient use of financial 

resources. Niskanen and Niskanen (2010) find that an increase in managerial ownership 

decreases loan availability. Mueller and Inderst (2001) suggest that firms with relatively 

dispersed ownership structures face lower agency costs of debt. Furthermore, Steijvers and 

Voordeckers (2009) use personal collateral as an instrument of measuring agency costs of 

family firms and find that a family firm is more likely to pledge personal collateral which 

may indicate the higher levels of agency costs in family firms. However, there is an issue 

arising from the use of interest rate or personal collateral as an indicator of the effects of 

agency costs on loan decisions of banks because these measures easily get entangled with the 

traditionally major concern of banks such as moral hazard and adverse selection. This issue 

can even be worse in SMEs because of the nature of informational opaqueness of SMEs.  

In this paper, we first investigate the argument whether owner-manager style of family 

SMEs can help alleviate agency costs. Making allowances for the self-control problem and 

the parental altruism, we employ a dummy variable proxied for control concentration in SME 

because we assume that highly concentrated control power over a family firm can give rise to 

or exacerbate the self-control problem and the parental altruism phenomenon. Then, we 

examine the effects of the agency costs measured by ownership and the control concentration 

on bank debt availability. To address the entanglement issue mentioned above, we stick our 

concept of agency costs to the conflicts arsing from the separation between ownership and 

control of a firm, then intend to clarify whether banks have the major concern over agency 

costs in SMEs.  

The remainder of the paper is organized as follows. Section 2 briefly discusses the relevant 

literature. Section 3 details the hypotheses, Section 4 presents the model specifications, and 

Section 5 discusses the results. Section 6 provides some concluding remarks. 
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2. Related literature and hypothesis development 

Agency costs arise from an agency relationship under which the interests of the firm’s 

managers and its shareholders, or the firm and its creditors are not completely aligned. As 

discussed by Jensen and Meckling (1976), agency costs are the sum of the monitoring costs, 

bonding costs and residual loss. Concerned about the agency relationship, the principal can 

establish appropriate incentives for the agent thus incur monitoring costs, or, can pay the 

agent to expend resources which is called bonding costs. And, “in addition there will be some 

divergence between the agent’s decisions and those decisions which would maximise the 

welfare of the principal” (p 308). The cost of the latter divergence is referred to as the 

residual loss. For example, the manager who owns less than 100 percent of a firm has the 

incentive to consume perks rather than to maximise the value of the firm to all shareholders. 

On the other hand, as the number of non-manager shareholders increases, aggregate 

expenditure on monitoring declines due to free rider issue, thus, the magnitude of owner-

manager agency-cost problems can increase (Ang et al., 2000).  

Since the agency costs arise from the separation between the ownership and the 

management of a firm, owner-manager involvement in a family business should consolidate 

the firm, thus reduce the equity agency costs (Fama and Jensen, 1983).  For example, the 

monitoring costs can be reduced because familiarity and the intimate knowledge gained from 

log association facilitate communication and promote cooperation among family owners and 

family agents (Schulze et al., 2003). Furthermore,  a kinship network characterised by norms 

of reciprocity, strong social ties, a shared identity and a common history can reduce bonding 

costs and residual costs as well (Ouchi, 1980). In addition, owner–manager or family-

controlled SMEs may have a desire for control and so exhibit greater aversion to the use of 

external equity (Mishra and McConaughy, 1999). Therefore, external equity seeking is less 

likely to be a consideration for older family business owners and owners that have a strong 

preference for retaining family control (Romano et al., 2000). Therefore, in this sense, the 

agency costs may also be mitigated for a family SME. Using a data set of the US small 

businesses, Ang et al. (2000) find that agency costs are higher when an outsider manages the 

firm, and increase with the number of non-manager shareholders and inversely with the 

manager’s ownership share. A similar phenomenon is reported by Fleming et al.(2005) in the 

context of Australian SMEs.  

However, on account of the parental altruism, there is an argument against the statement 

that family firms incur lower agency costs as compared to non-family firms.  Altruism which 
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has a positive relation between the welfare of individuals and the others compels parents to 

be generous to their children (Lunati, 1997).  Schulze et al. (2001) suggest that altruism can 

alter the incentive structure of a family firm so that some of the agency benefits gained are 

offset by free riding and other agency problems. “Altruism can create a sense of entitlement 

among family members by encouraging CEOs ( usually a parent and/or head of household of 

the controlling family) to use the firm’s resources to provide family members with 

employment, perquisits, and privileges that they would not otherwise receive” (Schulze et al., 

2003. P 180). Also, altruism can hamper the CEOs’ ability to monitor and discipline their 

employed children. Thus, the owner-manager style of family firms does not necessarily 

minimise the agency costs but can exacerbate them.  For a non-family, a fractional ownership 

at the firm gives insiders incentives to free ride on the outside owner’s equity, whereas, a 

family member may have  incentives to free ride on the controlling owner’s equity because of 

the altruism phenomenon. In addition, family firms may have self-control problems due to 

the isolation from the discipline from external markets, which can further exacerbate agency 

problems ( Schulze et al., 2003) 

Similar to the separation between ownership and management for a non-family firm, the 

dispersion of ownership in a family firm also drives a wedge between the interests of those 

who lead the firm and other family owners. First, one of the assumptions of agency costs that 

increased inside ownership aligns owner preferences implies that individuals are 

economically rational wealth maximisers. However, there are arguments that individuals are 

motive by an idiosyncratic set of preferences i.e. some economic and some non-economic 

(O’Donoghue and Rabin, 2000; Thaler and Shefrin, 1981). Furthermore, Hamelin (2011) 

argues that SMEs tend to promote profit stability rather than profit maximization; Vos et al. 

(2007) suggest that growth is not a significant objective for SMEs. Second, Altruism can 

hamper the ability of a family firm’s principal own to use internal governance mechanism 

like monitoring to minimize internal conflicts and to minimize agency costs. Third, because 

of limited ability to access to finance markets, a family firm can has higher exit costs, thus 

the internal conflicts between the family owners are not so easily to handle by sell-and-buy as 

compared to a non-family firm. Last, unlike public firms, which can rely on external 

governance mechanisms to minimize the adverse effects of these internal conflicts, family 

firms cannot do so because private ownership isolates them from the discipline that external 

markets provide.  In summary, the potential agency problems can arise from weak internal 

monitoring mechanisms. Therefore, the following hypothesis is set, 



[6] 

 

H1 Family firms have low agency costs as compared to non-family firms; however, 

concentration of control on a family firm can increase agency costs. 

Among numerous number of literature on limited capacity to get access to finance for SMEs, 

very few of them investigate the effects of agency costs on the finance availability, especially 

debt availability.  Jensen and Meckling (1976) argue that the owner-manager bears the entire 

wealth effects of the debt agency costs because of the incentive effects. Furthermore, debt can 

help mitigate the problems of the equity agency costs by means of reducing the free cash flow, 

and the debt agency costs are the main reason why a firm does not entirely rely on debt 

financing on account of tax shields (Jensen, 1986). However, the agency costs of debt 

especially bankruptcy costs are hard and rare to measure (Steijvers and Voordeckers, 2009), 

and this issue is further exacerbated by the phenomena of SMEs. Furthermore, the 

assumptions about the agency costs of debt may not entirely apply to the SMEs. First, SMEs 

are less likely to have access to formal finance, such as security and equity markets. Thus, in 

theory, there are no incentive effects which can cause the agency costs of debt. But, there 

obviously exist monitoring costs and the bankruptcy costs in the SMEs, which can be 

exacerbated by the issue of opaqueness for a SME. Second, SMEs rely heavily on internal 

finance and banks are the main source of external finance (Iturralde, et al., 2010); thus, the 

debtors of a SME are not normally the bondholders but the banks. However, banks may wish 

to have less exposure to SMEs or desire to charge SMEs higher fees and interest rates as 

compared with larger firms (Beck, et al., 2009). In addition to high levels of operational costs, 

SMEs have a severe lack of negotiation power (Dietrich, 2010), because the alternatives bank 

finance are even more costly (Roberts and Sufi, 2009). Therefore, financial obstacles 

consistently adversely affect SMEs borrowing externally (Beck, et al. 2005). Third, SMEs 

depend heavily on internal finance either because of credit rationing (Stiglitz and Weiss, 

1981), or   may also because of the unwillingness of SME owners to seek external finance 

(Berger et al. 1998). 

Therefore, the lack of knowledge on the effects of agency costs on finance availability is 

further exacerbated for SMEs, because agency costs are entangled with the issues such as 

opaqueness, finance obstacles etc.  Using a dataset on the US small businesses, Steijvers and 

Voordeckers (2009) suggest that family firms have higher agency costs of debt which can be 

reflected in the pledging of personal collateral. Because of a higher risk of owner-manager 

opportunism and misuse of firms’ assets for the personal benefits of the family owners; banks 
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seem to be more cautious when dealing with family firms. Draw on these perspectives, the 

following hypothesis is presented, 

H2 Agency costs have negative effects on the availability of bank lending. 

3.  Research design   

Agency costs 

Following Ang et al.(2000), the expense ratio, which  is the ratio of total salary, wages and 

other payments to total sales, is used to measure agency costs. That is, the expense ratio is a 

measure of how effectively the firm’s management controls operating costs, including 

excessive perquisite consumption, and other direct agency costs. Therefore, the difference in 

the ratios of a firm with a certain ownership or management structure multiplied by the total 

sales can give the excess agency costs related expense in dollars.  For the purpose of 

investigating agency costs in SMEs, two approaches are taken in this paper. First, we 

compare discretionary operating expenses between family and non-family firms, and firms 

with single in-charge person and those without using mean t-test. Then a regression model is 

set with inclusion of control variables. 

 

Ultivariate analysis 

To investigate whether family firms have lower expenses ratio compared to non-family firms, 

the sample first is divided into a family firm group and a non-family firm group. Because of 

separation between ownership and control, non-family group is assumed to have a higher 

mean of expense ratio compared to that of family firms; thus the differences between the 

means can be interpreted as agency costs if the differences are statistically significant. Then, 

the family firm group is further divided into two groups according to whether a family 

business has a single person who is responsible for the major decisions on business 

operations. The hypothesis 1 assumes that the group of the family firms that have a single 

person in charge of the major decisions on business operations should have a higher mean of 

the expense ratios than the group of the family firms that does have, and the differences 

between the two means should be statistically significant. 

 

Multivariate analysis 

A further investigation into agency costs is conducted by using a multivariate model as 

follows, 
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                             (variables of interest, control variables)COST f                  (1) 

where COST is expense ratio, which is the ratio of total salary, wages and other payments to 

total sales. 

 

Variables of interest  

The variables of interest have two dummy variables. OWNF takes a value of one for a family 

business and zero otherwise. SING is a proxy for control concentration which takes one if a 

firm has a single person who is responsible for making the major decisions on business 

operations and zero otherwise.  

Control variables  

Because of operating nature, the expense ratio varies widely across industries. Figure 1 

reports the ratio of personnel expense to total sales by two-digit ANZSIC industry. The 

industry of property and business services shows the highest expense ratio up to 43%. The 

second highest ratio is 33% in personal and other services. At the other side of the spectrum, 

the lowest expense ratio appears to be the wholesale trade industry; then the agriculture 

industry is the second salary-saving industry at a ratio of 19%. Therefore, the large 

differences in expense ratio across the industries emphasize the impotence of controlling for 

industry in the agency cost models. IND01, IND02, IND03, IND04, IND05, IND06, IND07, 

IND08, IND09, IND10, IND11 are a series of dummy variables respectively based on the 

two-digit Australian and New Zealand Standard Industry Classification (ANZSIC) 

subdivisions of agriculture, mining, manufacturing, construction, wholesale trade, retail trade, 

accommodation, transport, communication services, property and business services, cultural 

and recreation services, and personal services. 

                INSERT FIGURE 1 HERE 

Following Ang(2000) , size and age are also used as control variables, because SMEs may 

benefit from scale economies. Firm age, on the one hand, may be related to size; on the other 

hand, a start-up or early-stage SME can have a different organisational structure as compared 

to a mature SME. SIZE is the logarithm of sales. The age dummy variables are AGE01, 

AGE02, and AGE03, which are respectively set to equal one for firms that are aged less than 

5 years, 10 years to less than 20 years, and 20 years or more, zero otherwise. 
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In addition, planning, growth opportunities and profitability are also used as control 

variables. We distinguish between two forms of business planning, the planning process and 

the written business plan, both of which influence SME’s performance positively when 

measured as profitability and sales growth (see Brinckmann et al., 2010; Gibson and Cassar, 

2005). Formal and/or informal planning can also act as soft information for the SMEs in that 

soft information can help alleviate the opaqueness issue in SMEs, thus giving easier access to 

financial resources. For instance, Romano et al. (2000) suggest that planning is positively 

associated with debt in Australian family businesses.  However, a planning activity may incur 

extra costs for a SME.  

The influence of growth opportunities on a firm’s finance behaviour has been widely 

discussed. This reveals that by reducing debt, firms with growth opportunities may avoid the 

shareholder–creditor conflict in which the benefits can transferred from shareholders to 

creditors (Myers, 1977; Jensen and Meckling, 1976). Moreover, debt can act as a mechanism 

to alleviate agency cost by disciplining managers (Jensen, 1986). Therefore, a firm with 

growth opportunities may be more likely to exhaust internal funds and require additional 

funds.  This can incur extra costs for a SME. Whether a profitable SME can have higher 

agency costs is an important assumption based on the nature of agency costs. Thus, PLAN, 

equals one if the business has the following business activities: written strategic and business 

plans, budget forecasts, formal networking with other businesses, comparison of performance 

with other businesses, or export market plans, otherwise zero. GROW also takes a value of if 

the business has introduced any new or significantly improved operational or organizational 

processes, otherwise zero. As a proxy for the profitability of the SME, PROF is set at one if 

the firm has higher profitability compared to its major competitors and zero otherwise.  

 

 Bank lending availability 

To investigate whether banks are concerned about agency costs in SMEs, the following 

equation is used to test hypothesis 2, 

                (variables of interest, control variables)DENY f       (2) 

 

where DENY is a dummy variable used to proxy for whether application for additional bank  

finance is available. DENY is one if the finance is unavailable zero otherwise.  The variables 

of interest are OWNF and SING. In addition to the control variables in equation 1, business 
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objective dummy variables are also included in equation 2 to control business goals or 

objectives of SMEs. Business objectives may closely relate to the SMEs’ need and outcomes 

of external finance. Given SMEs appear to be very different from large firms in terms of 

business operations (Ang, 1991), not all SMEs aim to seek significant growth. For example, 

mom-and-dad SMEs do not typically pursue a high-growth strategy (Berger et al., 1998). 

Instead, the owners of SMEs like these may merely enjoy operating the SME itself (Vos et al., 

2007). It is therefore likely that desires for independence and control are keys reasons for 

differences in SME financial behaviour (Curran, 1986). The six variables  are FOCUF, 

FOCUC, FOCUO, FOCUQ, FOCUI, and FOCUH, which are dummy variables that proxy 

for the stated business focus of SME when assessing overall business performance (namely, 

financial, cost, operational, quality, innovation, and human measures) as determined by 

survey, where the value of the dummy is one for firms in the category and zero otherwise. 

Since the dependent variable is a binary variable, logistic regression mode is used to estimate  

equation 2. 

Data 

In this paper, we utilize the results of the surveys included in the Business Longitudinal 

Database, Expended CURF (BLD), conducted by the Australian Bureau of Statistics (ABS). 

The BLD comprises two independent samples (referred to as panels) drawn from the in-scope 

Australian SME populations, defined in the survey as all businesses employing less than 200 

people. Panel 1 in this paper contains three reference periods of data: 2004–05, 2005–06, and 

2006–07 (for ease of discussion, we refer to these by the calendar year at the end of the 

financial year, i.e. 2005, 2006, and 2007, respectively). However, the scope of the questions 

included in the 2005 survey was refined for the surveys in the following two years. As a 

result, we only use the 2005 survey in this paper. The Panel 1 sample includes 2,732 SMEs, 

as selected from a survey frame created in June 2005 containing a population of 1,563,857 

Australian SMEs. The BLD data is collected directly via the ABS Business Characteristics 

Survey (BCS), with the assistance of the Australian Taxation Office and Australian Customs.  

Table 1 reports summary statistics of the variables used in this paper. Because of missing 

data owing to respondent omission or errors in sequencing, the samples in 2005 were XXX 

observations smaller, respectively. About 24% of SMEs are from the industry of agriculture, 

forestry, and fishing (see Panel C in Table 1). The second-largest group of SMEs in the 

sample is in the manufacturing industry (16%) while the third-largest sample group are from 
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the wholesale trade industry (10%). About 30% of SMEs are less than five years old, and 23% 

are in operation for more than 20 years.  

<TABLE 1 HERE> 

Of the SMEs in the sample, 41% applied for additional finance in 2005: 38% applied for debt, 

9% for equity, and thus 6% applied for both debt and equity (see Panel A in Table 1). The 

applying rates dramatically fell in 2006 to 19%. However, the availability of finance shows a 

relatively high level in both 2005 and 2006 at about 88% and 83%, respectively. The average 

of the cost ratio stays steady over the two-year period. About 16% of the SMEs received 

financial assistance from Australian government organizations in 2005 and some 14% in 

2006. 

Interestingly, in 2005 only 47% of SMEs regarded financial measures, such as profits, 

sales growth, and returns on investments, as a major measure of business performance, which 

dropped further to 40% in 2006. Similarly, cost measures also dropped from 40% in 2005 to 

34% in 2006. However, the SMEs appear to pay more attention to quality measures, for 

example, customer satisfaction and defect rates, which increased from 34% in 2005 to 37% in 

2006. By comparison, most SMEs do not consider innovation as a major measure. However, 

more SMEs introduced new goods, services, or processes during the sample period, from 26% 

of 2005 to 36% of 2006. Half of the SMEs were involved in planning activities in the 

business. About 26% of SMEs were considered (by the respondents) to be more profitable 

compared with their major competitors in 2005 and 32% observed an increase in profitability 

in 2006 compared with the previous year. In addition, 63% of the sampled SMEs are family 

businesses and 4% have some degree of foreign ownership. 

 

4. Results and discussions 

Univariate tests 

The univariate analysis is used to examine the significance of the differences between the 

groups with different ownership or management structures, thus test hypothesis 1. The 

differences in the mean expense ratios are report in Table 2. The mean expense ratio for the 

Australian SMEs ranges from 22% to 27% for the family and non-family SMEs, which is 

higher than the ratio reported in Fleming et al (2005). 
2
And, Ang et al (2000) report a much 

                                                 
2 Fleming et al (2005) used a dataset of Australian SMEs over a period of 1996-1998. 
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higher expense-to-sales range for the US SMEs from 47% to 52%.  The large difference is 

mainly due to different definitions for the expenses. In this paper, according to the ABS, 

expenses are total salary, wages and other payments, whereas the expenses in Ang et al (2000) 

is defined as total expenses less cost of goods sold, interest expense and managerial 

compensation.  Agency costs are the sum of the monitoring costs, bonding costs and residual 

loss. Therefore, both definitions can underestimate total agency costs because the ratios under 

the definitions cannot fully measure indirect agency costs such as the distortion of operating 

decisions due to agency problems (Ang et al 2000).    

          TABLE 2 HERE 

The difference in the mean ratio between family and non-family SMEs is 5%. Since a F 

test for the null hypothesis that the two groups have the same variances are rejected at a p 

value of less than 1%, unequal t-test is conducted, which show that the difference is 

statistically significant at a p value of less that 1%. That is, on average, a family firm can save 

up to 5% of expense ratio equal to XXXX Australian dollar (AUD) as compared to a non-

family firm. As discussed above,  size  can affect SME expenses either arising from 

difference in operating structure or because of the effects of scale of economies. Making 

allowance for size effects, the sample is categorized into three groups according the number 

of employees, micro business group (less than 5 employees), small business group 

(employees between 5 and 20) and medium business group (employees more than 20 and less 

than 200).  In Table 2, for the micro and small businesses, the difference in mean is 5%; 

comparatively, the medium-sized businesses appear to have a much lower difference in mean 

at only 2%.  That is, the expense savings due to ownership are lower for medium-sized 

businesses as compared to small and micro businesses up to 3% equal to XXX AUD.  All the 

differences in mean across the three groups are significant at a p value of less than 1%. Thus, 

drawing on the t-test results, the family ownership appears to significantly alleviate agency 

costs, which is consistent with the previous literature (e.g. Ang 2000. Fama and Jensen 1983) 

TABLE 3 HERE 

However, do all the family firms have lower expense ratios in spite of  other effects such as 

atrium or self-control as mentioned above? Table 3 gives the comparison results among the 

different categories when control concentration is taken into account. Panel A presents the 

differences in mean for all sampling SMEs and t-test for the differences. The SMEs with a 

single person responsible for the major decisions on business operations have a relative 
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higher expense ratio by compared to the SMEs without. However, the differences are only 

statically significant for the medium-sized SMEs at a p value of 10% by t-test. Furthermore, 

when ownership is allowed for, differences in mean and relevant t-test are reported in Panel B 

and C respectively. First, Panel C shows none of non-family SMEs with a in-charge person 

has a significantly higher expense ratio; however, for the family SMEs, medium-sized firms 

with an in-charge person has a much higher expense ratio by compared to their counterparts 

without an in-charge person up to 7%  which is converted to XXXX AUD. This difference is 

significant at a p value of 5%.  This can give evidence of effects of parental atrium or self-

control.  

As compared to large firms, SMEs normally have a rather simple control structure because 

of their size, especially for smaller SMEs. For small or micro businesses, whether or not there 

is a person who is responsible for the major decisions on business operating can be hard to 

clarify. For example, a family who owns a dairy farm or a small grocery shop with 1 or 2 

casual employees answered that there is an in-charge person in the survey because the 

husband is usually supposed to make the major decisions. However, in this case, the husband 

may usually discuss with his wife about decisions on running the business because this 

discussing procedure is part of life rather than a business decision-making procedure, which 

may depend on the character of the couple. Therefore, control concentration or its proxy, 

whether or not there was an in-charge person, hardly make significant difference in terms of 

the effects of parental atrium and self-control problem on agency costs. By comparison, 

Medium-sized family firms may have a small board; The small board may consist of a 

principal owner who is usually the CEO or the founder and minority shareholders who could 

be members of the nuclear and/or extended family and often but not always employed by the 

firm. In this case, the firm has a single person to make the major decisions, that is, the CEO.   

 As mentioned, CEOs are most likely the founder and patriarch in a family; thus, parental 

altruism can play an important role in the decision-making of a family firm. Altruism can 

compel the controlling owner to compromise her or his first-best options because of  

considering the needs of her or his family members in the firm. Over time, the economic 

incentive to do what can maximize the utility of the family members can blur the controlling 

owner’s perception of what is best for the firm. Furthermore, conflicts also can arise between 

the family members and the controlling owner, and between the family members because the 

family members in the firm may consider more their own benefits rather than the benefits of 

the family-owned firm. And, family-member employees of family business, like their 
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counterparts in public firms, bear just only a fraction of the risk associated with an investment 

decision but ,unlike their counterparts, are entitled to have much more share of the benefits 

due to their family status (2003). More seriously, unlike a large public firm, which have a 

chain of external supervising mechanisms, for example, shareholders, bondholders, creditors, 

and analysts who can monitor the firm relying on the relatively transparent information in the 

markets to minimise the adverse effects of this internal conflicts, family SMEs inhere the 

nature of informational opaqueness of SMEs, thus effectively isolates them from the 

discipline that external market provide.  In addition, a small board in a SME can help little 

alleviate the issue of lack discipline because a controlling owner tends to appoint the directors 

who are the family members or the friends of the family (Gersick et al., 1997).  

In summary, a family firm with a single in-charge person could have a control structure 

such as a small board or a similar structure like this for the larger SMEs. Thus, agency costs 

can be higher in these circumstances due to the effects of altruism and self- control problem. 

However, the variation in the agency costs in SMEs may be determined by some factors other 

than ownership and control structure. For this purpose, a regression model is used to 

investigate  the effects of variables of interest while the other variables under control.       

 

Multivariate analysis 

Making allowances for the potentially influential factors such as industry, size, age etc. in 

determining SMEs’ expenses, multivariate regression is employed to clarify the effects of 

ownership and control structure on  agency costs. Since the dependent avertable is expense 

ratio censored between 0 and 1, a censored regression model i.e. Tobit model is used to 

estimate the determinants of agency costs (Green, 1999). The results are reported in Table 4.  

Model A suggests that ownership dummy is significant at a p value of 1%. A family owned 

SME has a lower expense ratio at a marginal value of 3% equal to XXXAUD. This is 

perfectly consistent with the results of univariate analysis in Table 3. Furthermore, among the 

control variables, size, planning and most of industry dummies are statistically significant; 

however, profitability, age and growth opportunities do have a significant effect on agency 

costs. Negative effects of size on expense ratio suggests that larger firms can benefit from the 

scale of economies or other perquisite savings from the size at a marginal value of 5%. As 

expectations, planning can incur extra costs for SMEs. That is, a SME with a business plan 

have an additional cost of 2% as compared to a SME without a business plan.  
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TABLE 4 HERE 

The effects of industry dummies in the multivariate regression models are also highly 

consistent with the results of univariate analysis. In Table 4, out of 11 industry dummy 

variables, 9 variables show a significant effect on agency costs at a p value of less than 5%. 

Note that, the industry of personal and other services acts as the reference in the series of the 

industry dummy set. As discussed above, the industry of personal and other services has the 

second-highest expense ratio among the 12 industries at 33%. Thus, all the other industries 

except the industry of Property & Business Services have a negative coefficient value. 

Among them, the industry of Agriculture, Forestry and Fishing and the industry of Wholesale 

Trade have the largest savings in expense ratio at a marginal ratio of 13%. Then, by 

comparison to the reference industry,  the industry of retail Trade can reduce expense by 10%; 

the industry of Accommodation, Cafes and Restaurants and the industry of Communication 

Services can both save expenses by 7%.  At the other end of the spectrum,  the industry of 

property and Business Services has the highest expense ratio at a marginal value up to 9% 

equal to XXX AUD. 

Then, Model B shows that the control concentration does not have a significant effect on 

the agency costs given that family ownership is not under control.  Thus,  Model C is used to 

investigate whether  the control concentration affect agency costs while family ownership is 

under control and how the control concentration and family ownership can interact. The 

results of Model C in Table 4 show that family ownership is still negatively associated with  

agency costs proxied by expense ratio; in addition, the interacting item between family 

ownership and the control concentration has a significant effect on agency costs at a p value 

of 5%. That is, a family SME that demonstrates a control concentration can incur higher 

agency costs up to 4% as compared to the family firm that without a control concentration. 

This is also highly consistent with the results of univariate analysis as discussed above.  

TABLE 5 HERE 

Similarly, in Table 5, we break down the sample into three groups according to employee 

number. Since the industry dummies present very similar effects as in Table 4, the results of 

the industry dummy variables are not reported in Table 5.   For the SMEs with less than 5 

employees,  Family ownership present a consistently negative effect on agency costs across 

all four models ( see Panel A). However, interestingly, when the interacting effects between 

family ownership and control concentration is under control, control concentration shows a 
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negative effect on the expense ratio. The interacting item itself has a positive effect on the 

expense ratio. This is a little puzzling. An interpretation for this could be that micro family 

SMEs with higher control concentration can incur extra costs but this is not the case for micro 

non-family SMEs. For the control variables, sale, plan, and industry variables all have a 

similar effect as in Table 4. Younger micro SMEs appear to can reduce expense ratio by 3%. 

Small businesses with employees between 5 and 20 in Panel B have the similar results of 

family ownership and control variables. However, older small business with employees 

between 5 and 20 can have some savings in expense ratio by 3% or 4%. Control 

concentration does not have significant effects among this group. 

 The effects of control concentration on agency costs for medium-sized businesses showed 

in Panel B and Panel C of Table 5 are also consistent with the results of univariate analysis in 

Table 3. By comparison, medium –sized firm do not show an expense saving unless the 

interacting effects between family ownership and control concentration are under control. 

That is, when the effects of control concentration are controlled in Model D, family 

ownership shows a negative effect on agency costs at a marginal value up to 5%. Put 

differently, without controlling on the significantly positive effects of control concentration in 

family firms on agency costs, Medium sized firms cannot see an ownership saving in Model 

A and C. This is highly consistent with the results of univariate analysis in Table 5.  

The consistency in the results of multivariate analysis and univariate analysis gives the 

evidence of the effects of parental atruism and  self-control on agency costs among the family 

SMEs. That is, family ownership can alleviate agency costs; however, concentrated control 

structure can dampen this effect, especially for the medium-sized firms. Thus, hypothesis 1 is 

confirmed. 

 

Bank lending availability 

Since the dependent variable is the rejection of bank debt application in Equation 2, Table 6 

gives the results of the determinants of bank debt unavailability. Because of missing data, the 

sample of bank debt unavailability further drops to 630, of which 176 are micro SMEs with 

less than 5 employees, 206 are SMEs with employees between 5 and 20, then 248 are 

medium-sized firms with employees between 20 and 200. All models are significant under a 

log likelihood test at 10% of a p value except for the micro business group whose p value is 

15.13%. For the whole sample, both family ownership and control concentration do show a 
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significant effect on bank debt unavailability; however, the interacting item between them 

appears to have a significant positive effect. This is interpreted as that banks have concern 

about the family firms with a concentrating control structure. For those kinds of family firms, 

the rejection of applying for debt to banks can increase up to 11%. This appears to be 

consistent with the results of  agency costs models that the family firms with a concentrating 

control structure can incur a higher level of  agency costs. However, the insignificance of the 

effects of ownership on bank debt unavailability shows that bank debt rejection and agency 

costs are not consistently positively related.  

TABLE 6 HERE 

In terms of control variables, SALE shows a significant negative effect on the bank debt 

rejection. That is, smaller firms are more likely to get rejection at a marginal value of 4%. 

This is because smaller firms have more seriously informational problems thus are treated as 

higher risky debtors, which is consistent with previous literature (e.g.). Government 

assistance can help a SME get finance at a marginal value of up to 9% . Interestingly, 

business objectives are also show a significant effect on the debt availability. SMEs whose 

focus is on innovation measures such as process innovations are more likely to get rejected 

when applying for finance by a range from 7% to 10%. And  the micro businesses are more 

like to be negatively affected by this focus.  As discussed above, the innovation focus can 

treated as higher risk by creditors (e.g.). However, a focus on human resources such as job 

satisfaction and skills development can firm get finance by 6%. 

Furthermore, the sample is also broken up into three size groups. Among the three groups, 

the variables of interest i.e. family ownership, control concentration and interacting item 

between them show a significant effect on bank debt unavailability only for the micro 

business group i.e. the SMEs with less than 5 employees. The family ownership and control 

concentration which alleviate agency costs can help reduce the possibility of getting rejection 

of applying for bank finance by 26%; the interacting item between them which increases 

agency costs has a positive effect on bank debt unavailability.  This is consistent with the 

results of agency costs showed I Panel A of Table 5. However, for the medium-sized firms 

(with employees between 20 and 200), the three variables of interest that have significant 

effects on agency costs in Panel C of Table 5, do not have any significant  effects on bank 

debt availability in Table 6. Similarly, the family ownership which can significantly reduce 

agency costs also does not have a significant effect on bank debt unavailability. That is, the 

consistency between the factors in agency costs and those in bank debt unavailability is just 
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among smaller business. However, as mentioned, the results of the micro business fimrs are 

not significant at a p value of 10% under a likelihood ratio test. Therefore, banks seem to 

have more concern about informational issues arising from the size of SMEs rather than the 

agency costs issues. That is, there is no relationship between bank debt unavailability and 

agency costs. Consequently, Hypothesis 2 cannot be confirmed.
3
    

With respect to control variables, SALE is no longer significant within each size group; 

government assistance only has significant effects for medium-sized firms; for the firms with 

employees less than 20, the focus on quality measures such as  customer satisfactions appears 

to increase the rejection rate, whereas the focus on human resources such as job satisfaction 

can reduce the rejection rate, which is only significant for the micro business group and  the 

medium-sized firm group. In addition, a plan can reduce the debt rejection for the firms with 

employee between 5-20. 

 

Robust tests 

As shown above, family ownership has significant negative effects on the expense ratio 

measured by the ratio of personnel costs and other payments to total sales. However, family 

businesses may benefit from the savings of business operations, such as transport spending, 

rent, and so on if the family business is home-based. Thus, we introduce another dummy 

variable to control this effect (see Table 7).  In Model A, a home-based dummy controls for 

the effects of these sorts of savings. Family ownership and the interacting item between 

family ownership and control concentration are still significant. The marginal effects in 

Model A of Table7 are similar to those in Table 5 at a range between 3% and 5%. In addition,  

the home-based dummy is also significant at a p value of slightly more than 1%, which  can 

reduce the expense ratio by 3%. Model C then allows the interaction between family 

ownership and home-based dummy. The home-based dummy and the interaction dummy are 

no longer significant. This means family and home-based SMEs cannot obtain further savings. 

However, the family ownership and its interaction with the control concentration are still 

significant. This implies that family ownership can reduce the agency costs; however, the 

control concentration also can increase the agency costs for the family SMEs, which confirms 

hypothesis 1. 

                                                 
3 We cannot say hypothesis 2 is rejected, because we  are using agency costs of equity not agency costs of debt in this paper. 

As discussed in this paper, agency costs of debt is very hard to measure especially for SMEs because it is hard to disentangle 

agency costs of debt from the issue of the informational opaqueness. 
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TABLE 7 HERE 

 

 

5. Concluding remarks 

This paper provided empirical evidence relating to agency costs and its relevance to bank 

debt availability. The two questions that this paper attempts to answer are whether a family 

ownership helps alleviate agency costs and whether the major financing source of SMEs, 

banks, are concerned about agency costs. To address the first question, using bother 

univariate and multivariate analysis, we first confirm that family ownership appears to help 

ease agency costs problem. A family owned SME can have a lower expense ratio at a 

marginal value ranged from 3% to 5% as compared to a non-family owned SME. However, 

this reduction in agency costs is more obvious among small businesses i.e. the SMEs with 

less than 20 employees. For the medium-sized businesses, the family ownership does not 

have a significant effect on agency costs through both univariate analysis and multivariate 

analysis.  Then, the variable of control concentration is used to examine the effects of the 

self-control problem and the parental altruism phenomenon in family SME. The significant 

positive effects of the variable of control concentration on agency costs give evidence of the 

existence of the self-control problem and the parental altruism phenomenon among family 

firms. In contrast to the effects of family ownership, this increase in agency costs arising 

from the self-control problem and the parental altruism phenomenon is more obvious and 

significant among medium-sized firms. This is also give the reason why the family ownership 

does not show a significant effect among the medium-sized family firms.  

With respect to control variables, size, planning and most of industry dummies are 

statistically significant; however, profitability, age and growth opportunities do not have a 

significant effect on agency costs. Negative effects of size on expense ratio suggest that 

larger firms can benefit from the scale of economies or other perquisite savings from the size. 

As expectations, planning can incur extra costs for SMEs. Nine out of 11 industry variables 

show a significant effect on agency costs at a p value of less than 5% given that the industry 

of personal and other services acts as the reference in the series of the industry dummy set. . 

The industry of property and business services shows the highest expense ratio; the industry 

of personal and other services has the second-highest expense ratio among the 12 industries. . 
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At the other side of the spectrum, the lowest expense ratio appears to be the wholesale trade 

industry; then the agriculture industry is the second salary-saving industry at a ratio of 19%. 

However, there is no relationship between bank debt availability and agency costs. The 

consistency between the factors in agency costs and those in bank debt availability is just 

among smaller business. Size shows a significant negative effect on the bank debt rejection. 

That is, smaller firms are more likely to get rejection. Therefore, banks seem to have more 

concern about informational issues arising from the size of SMEs rather than the agency costs 

issues, because smaller firms have more seriously informational problems, thus, are treated as 

higher risky debtors. Government assistance can help SME get finance; and, interestingly, 

business objectives are also show a significant effect on the debt availability. 
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Table 1. Variable definitions and summary statistics 

Varia

bles 

 Definition Mean Std. dev. 

2005 2005 

 

 

FINA Equals one if the firm applied for additional finance in 2005 or 2006; zero otherwise. 0.41 0.49 

 ADEBT Equals one if the debt is available in 2005; zero otherwise. 0.89 0.32 

 

COST Ratio of personnel costs to total sales in 2005. 0.24 0.18 

 FOCUF Equals one if the business focus is on financial measures; zero otherwise. 0.47 0.50 

 FOCUC Equals one if the business focus is on cost measures; zero otherwise. 0.40 0.49 

 FOCUO Equals one if the business focus is on operational measures; zero otherwise. 0.29 0.45 

 FOCUQ Equals one if the business focus is on quality measures; zero otherwise. 0.34 0.47 

 FOCUI Equals one if the business focus is on innovation measures; zero otherwise. 0.21 0.41 

 FOCUH Equals one if the business focus is human resource measures; zero otherwise. 0.21 0.41 

 PLAN Equals one if the business has the following business activities: written strategic and business plans, budget 

forecasts, formal networking with other businesses, comparison of performance with other businesses, export 

market plans; zero otherwise. 

0.50 0.50 

 GROW Dummy, if the business has introduced any new or significantly improved operational or organizational 

processes; zero otherwise. 

0.26 0.44 

 OWNF Equals one if the firm is a family business; zero otherwise. 0.63 0.48 

 PROF 

 

Equals one if the firm was considered more profitable than its major competitors in 2005; zero otherwise. Or 

equals one if firm profitability increased compared to the previous year in 2006, zero otherwise. 

0.12 0.33 

 SALE Total sales in thousands of dollars 2678.30 8707.82 

 SIZE01 Equals one if the business had no employees; zero otherwise. 0.189 0.392 

 SIZE02 Equals one if the business had 1–5 employees; zero otherwise. 0.299 0.458 

 SIZE03 Equals one if the business had 6–20 employees; zero otherwise. 0.272 0.445 

 AGE01 Equals one if the business had been in operation for less than 5 years; zero otherwise. 0.30 0.46 

 AGE02 Equals one if the business had been in operation for a period of 10 to 20 years; zero otherwise. 0.26 0.44 

 AGE03 Equals one if the business had been in operation for a period of more than 20 years; zero otherwise. 0.23 0.42 

 ASSI Equals one if the business received any financial assistance from government organizations; zero otherwise. 0.16 0.35 

 IND01 Equals one if the firm is in agriculture industry; zero otherwise. 0.24 0.42 

 IND02 Equals one if the firm is in mining industry; zero otherwise. 0.04 0.20 

 IND03 Equals one if the firm is in manufacturing industry; zero otherwise. 0.16 0.37 

 IND04 Equals one if the firm is in construction industry; zero otherwise. 0.05 0.22 



 

 

 IND05 Equals one if the firm is in wholesale trade industry; zero otherwise. 0.10 0.30 

 IND06 Equals one if the firm is in retail trade industry; zero otherwise. 0.06 0.25 

 IND07 Equals one if the firm is in accommodation and restaurant industry; zero otherwise. 0.07 0.25 

 IND08 Equals one if the firm is in transport industry; zero otherwise. 0.06 0.24 

 IND09 Equals one if the firm is in communication services industry; zero otherwise. 0.05 0.21 

 IND10 Equals one if the firm is in property industry; zero otherwise. 0.06 0.23 

 IND11 Equals one if the firm is in cultural and recreational services industry; zero otherwise. 0.05 0.22 

 

 



 

 

Table 2 Agency costs, ownership, and management structure 

 

 Family firms (Panel A) Non-family firms(Panel A) Differences 

 

 

F-test for variance  

 

T-test for difference in 

means 

 

Number of 

firms 

Ratio mean St.dev Number of 

firms 

Ratio 

mean 

St.dev 

All firms 1027 0.22 0.18 579 0.27 0.19 0.05 1.14*** 4.65*** 

       (0.00) (0.00) 

Less than 5 380 0.19 0.17 0.17 0.24 0.19 0.05 1.17*** 3.05*** 

       (0.00) (0.00) 

5-20 

 

342 0.23 0.17 215 0.28 0.19 0.05 1.28*** 3.19*** 

       (0.00) (0.00) 

20-200 305 0.25 0.19 192 0.27 0.19 0.02 1.04*** 1.23 

       (0.00) (0.23) 

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10. 

 

 

 

 



 

 

 

Table 3 Agency costs, management structure 

 Single in-charge person( Panel B) 

 

Non-single in-charge person (Panel B) Difference 

 

F-test for          

 

T-test for differences in means 

 

Number of firms Ratio mean St.dev Number of 

firms 

Ratio mean St.dev 

Panel A          

All firms 899 0.24 0.18 707 0.23 0.18 0.01 1.02*** 0.86 

       (0.00) (0.39) 

Less than 5 

 

337 0.21 0.17 214 0.21 0.19 0.00 1.31*** 0.08 

       (0.00) (0.93) 

5-20 317 0.25 0.18 240 0.24 0.17 0.01 1.11*** 0.71 

       (0.00) (0.48) 

20-200 245 0.25 0.20 252 0.23 0.18 0.02 1.21*** 1.75* 

       (0.00) (0.08) 

          

Panel B          

All family firms 578 0.23 0.18 450 0.21 0.17 0.02 1.06*** 2.14** 

       (0.00) (0.03) 

Less than 5 219 0.19 0.16 161 0.18 0.18 -0.01 1.23*** 0.51 



 

 

       (0.00) (0.61) 

5-20 

 

199 0.23 0.16 143 0.22 0.17 0.01 1.10*** 0.27 

       (0.00) (0.79) 

20-200 160 0.29 0.20 145 0.22 0.17 0.07 1.53*** 3.26*** 

       (0.00) (0.00) 

          

Panel C          

All non-family 

firms 

321 0.26 0.19 257 0.28 0.19 -0.02 1.02*** 1.22 

       (0.00) (0.22) 

Less than 5 118 0.23 0.18 53 0.27 0.22 -0.04 1.47** 1.39 

       (0.05) (0.17) 

5-20 118 0.29 0.20 97 0.26 0.17 -0.03 1.43** 0.94 

       (0.05) (0.35) 

20-200 85 0.26 0.19 107 0.29 0.19 -0.03 1.08 1.08 

       (>0.10) (0.28) 

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10. 

 

 
 

 

 



 

 

Table 4 Determinants of agency costs for all firms 

Dependent variable Expense ratio (A) Expense ratio (B) Expense ratio (C) Expense ratio (D) 

Coef Sed.err P value Coef Sed.err P value Coef Sed.err P value Coef Sed.err P value 

Panel A All firms             

Intercept 0.67*** 0.04 0.00 0.63*** 0.04 0.00 0.67*** 0.04 0.00 0.69*** 0.05 0.00 

OWNF -0.04*** 0.01 0.00    -0.04*** 0.01 0.00 -0.06*** 0.01 0.00 

(-0.03)      (-0.03)   (-0.06)   

SING    0.00 0.01 0.59 0.00 0.01 0.68 -0.03* 0.01 0.08 

         (-0.02)   

OWNF×SING          0.04** 0.02 0.01 

         (0.04)   

SALE -0.05*** 0.01 0.00 -0.05*** 0.01 0.00 -0.06*** 0.01 0.00 -0.06*** 0.01 0.00 

(-0.05)   (-0.05)   (-0.05)   (-0.05)   

PLAN 0.02** 0.01 0.02 0.02** 0.01 0.01 0.02** 0.01 0.01 0.02** 0.01 0.02 

(0.02)   (0.02)   (0.02)   (0.02)   

PROF -0.00 0.01 0.88 -0.00 0.01 0.91 -0.00 0.01 0.88 0.00 0.01 0.92 

GROW 0.00 0.01 0.77 0.00 0.01 0.79 0.00 0.01 0.79 0.00 0.01 0.83 

AGE01 -0.01 0.01 0.33 -0.01 0.01 0.44 -0.01 0.01 0.34 -0.01 0.01 0.33 

AGE02 0.00 0.01 0.91 -0.00 0.01 0.81 0.00 0.01 0.91 0.00 0.01 0.91 

AGE03 -0.00 0.01 0.69 -0.01 0.01 0.34 -0.00 0.01  0.69 -0.00 0.01 0.72 

IND01 -0.14*** 0.02 0.00 -0.15*** 0.02 0.00 -0.14*** 0.02 0.00 -0.14*** 0.02 0.00 



 

 

 (-0.13)   (-0.13)   (-0.13)   (-0.13)   

IND02 -0.05** 0.03 0.05 -0.06** 0.03 0.04 -0.05* 0.03 0.05 -0.06** 0.03 0.04 

 (-0.05)   (-0.05)   (-0.05)   (-0.05)   

IND03 

 

-0.06*** 0.02 0.00 -0.07*** 0.02 0.00 -0.07*** 0.02 0.00 -0.07*** 0.02 0.00 

(-0.06)   (-0.06)   (-0.06)   (-0.06)   

IND04 -0.03 0.02 0.31 -0.03 0.02 0.30 -0.02 0.02 0.31 -0.02 0.02 0.31 

IND05 -0.14*** 0.02 0.00 -0.14*** 0.02 0.00 -0.14*** 0.02 0.00 -0.14*** 0.02 0.00 

(-0.13)   (-0.13)   (-0.13)   (-0.13)   

IND06 -0.11*** 0.02 0.00 -0.11*** 0.02 0.00 -0.11*** 0.02 0.00 -0.11*** 0.02 0.00 

(-0.10)   (-0.10)   (-0.10)   (-0.10)   

IND07 -0.07*** 0.02 0.00 -0.08*** 0.02 0.00 -0.07*** 0.02 0.00 -0.08*** 0.02 0.00 

(-0.07)   (-0.07)   (-0.07)   (-0.07)   

IND08 -0.06** 0.02 0.01 -0.06*** 0.02 0.00 -0.06** 0.02 0.01 -0.06*** 0.02 0.00 

(-0.05)   (-0.06)   (-0.05)   (-0.05)   

IND09 -0.07*** 0.03 0.00 -0.07** 0.03 0.01 -0.07*** 0.03 0.00 -0.08*** 0.03 0.00 

(-0.07)   (-0.06)   (-0.07)   (-0.07)   

IND10 0.10*** 0.02 0.00 0.11*** 0.02 0.00 0.10*** 0.02 0.00 0.10*** 0.02 0.00 

(0.09)   (0.10)   (0.09)   (0.09)   

IND11 -0.04 0.02 0.13 -0.03 0.02 0.17 -0.03 0.02 0.13 -0.04 0.02 0.10 

Obs. 1616   1616   1616   1616   

Likelihood  604.90   597.43   604.98   608.03   



 

 

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10, marginal effects in parentheses for significant coefficients only. 

 

 

 

Table 5 Determinants of agency costs for different size groups 

Dependent variable Number Expense ratio (A) Expense ratio (B) Expense ratio (C) Expense ratio (D) 

Coef Sed.err P value Coef Sed.err P value Coef Sed.err P value Coef Sed.err P value 

Panel A  less than 5 554             

Intercept  0.94*** 0.08 0.00 0.94*** 0.08 0.00 0.95*** 0.08 0.00 0.99*** 0.09 0.00 

OWNF  -0.03** 0.02 0.03    -0.03** 0.02 0.03 -0.07*** 0.03 0.00 

-0.03      -0.03   -0.06   

SING     -0.01 0.01 0.58 -0.01 0.01 0.41 -0.06** 0.03 0.04 

         -0.04   

OWNF×SING           0.06* 0.03 0.06 

         0.05   

SALE  -0.12*** 0.02 0.00 -0.12*** 0.02 0.00 -0.12*** 0.02 0.00 -0.12*** 0.02 0.00 

-0.10   -0.11   -0.11   -0.11   

PLAN 

 

 0.03* 0.02 0.06 0.03* 0.02 0.08 0.03* 0.02 0.07 0.03* 0.01 0.07 

0.02   0.02   0.02   0.02   



 

 

 

PROF  -0.00 0.02 0.94 -0.00 0.02 0.97 -0.01 0.01 0.92 0.00 0.02 0.97 

GROW  0.02 0.02 0.33 0.01 0.02 0.39 0.01 0.02 0.31 0.02 0.02 0.34 

AGE01  -0.03* 0.02 0.08 -0.03 0.02 0.10 -0.03* 0.02 0.07 -0.03* 0.02 0.06 

-0.03      -0.03   -0.03   

AGE02  -0.02 0.02 0.39 -0.02 0.02 0.33 -0.02 0.02 0.37 -0.02 0.02 0.36 

AGE03  -0.02 0.02 0.30 -0.03 0.02 0.19 -0.02 0.02 0.29 -0.02 0.02 0.28 

             

Panel B 5-20 559             

Intercept  1.20*** 0.08 0.00 1.17*** 0.08 0.00 1.21*** 0.08 0.00 1.19*** 0.08 0.00 

OWNF  -0.03*** 0.01 0.00    -0.03*** 0.01 0.00 -0.03* 0.02 0.09 

 -0.03      -0.03   -0.02   

SING     0.00 0.01 0.89 0.00 0.01 0.95 0.01 0.02 0.71 

              

OWNF×SING 

 

          -0.01 0.03 0.67 

             

SALE  -0.14*** 0.01 0.00 -0.14*** 0.01 0.00 -0.14*** 0.01 0.00 -0.14*** 0.01 0.00 

 -0.13   -0.13   -0.13   -0.13   

PLAN  0.00 0.01 0.94 0.00 0.01 0.85 0.00 0.01 0.93 0.00 0.01 0.92 



 

 

PROF  -0.00 0.01 0.89 -0.00 0.01 0.89 -0.00 0.01 0.89 -0.00 0.01 0.88 

GROW  -0.04*** 0.01 0.00 -0.04*** 0.01 0.00 -0.04*** 0.01 0.00 -0.04*** 0.01 0.00 

-0.04   -0.04   -0.04   -0.04   

AGE01  -0.01 0.02 0.55 -0.01 0.02 0.58 -0.01 0.02 0.54 -0.01 0.02 0.55 

AGE02  -0.02 0.02 0.32 -0.02 0.02 0.17 -0.02 0.02 0.32 -0.02 0.02 0.32 

AGE03  -0.03* 0.02 0.06 -0.04** 0.02 0.02 -0.03* 0.02 0.06 -0.04* 0.01 0.06 

-0.03   -0.04   -0.03   -0.03   

              

Panel C  

20-200 

498             

Intercept  1.25*** 0.09 0.00 1.19*** 0.09 0.00 1.23*** 0.09 0.00 1.25*** 0.09 0.00 

OWNF  -0.02 0.02 0.13    -0.02 0.02 0.12 -0.06*** 0.02 0.00 

          -0.05   

SING     0.03* 0.014 0.06 0.02* 0.01 0.06 -0.02 0.02 0.49 

   0.02   0.02      

OWNF×SING           0.07** 0.03 0.02 

          0.06   

SALE  -0.14*** 0.01 0.00 -0.14*** 0.01 0.00 -0.14*** 0.01 0.00 -0.14*** 0.01 0.00 

-0.13   -0.13   -0.13   -0.13   



 

 

PLAN  -0.01 0.02 0.55 -0.01 0.02 0.58 -0.01 0.02 0.60 -0.01 0.02 0.44 

             

PROF  -0.00 0.02 0.83 -0.00 0.02 0.76 -0.01 0.02 0.74 -0.00 0.02 0.86 

GROW  0.03* 0.02 0.06 0.03* 0.02 0.07 0.03* 0.02 0.07 0.03* 0.02 0.08 

 0.03   0.02   0.02   0.02   

AGE01  0.01 0.02 0.54 0.02 0.02 0.40 0.01 0.02 0.44 0.01 0.02 0.47 

AGE02  0.00 0.02 0.96 -0.01 0.02 0.82 -0.01 0.02 0.93 -0.00 0.02 0.91 

AGE03  -0.01 0.02 0.48 -0.02 0.02 0.36 -0.01 0.02 0.52 -0.01 0.02 0.52 

              

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10, marginal effects in parentheses for significant coefficients only. 

  



 

 

 
Table 6  Determinants of bank debt  unavailability 

Dependent variable 

 

 

All firms With 5 employees With 5-20 

employees 

With 20-200 

employees 

Coef Sed.err Coef Sed.err Coef Sed.err Coef Sed.err 

Intercept   4.46 3.18 1.19 3.33 -0.46 2.83 

OWNF 

 

 

-0.70 0.48 -

3.47*** 

1.04 -0.61 1.42 0.49 0.89 

  -0.26      
SING -0.65 0.50 -

3.50*** 

1.18 -0.06 1.35 -1.15 1.28 

  -0.26      

OWNF×SING 1.27** 0.61 4.22*** 1.40 0.89 1.64 1.54 1.40 

0.11  0.31      

FOCUF 
0.18 0.33 -0.24 0.80 1.61 0.88 -0.38 0.65 

        

 

FOCUC 

0.09 0.32 -0.06 0.82 -0.18 0.82 0.57 0.61 

        

 

FOCUO 

-0.25 0.33 -1.39 0.90 -1.20 0.81 0.36 0.63 

        

        

FOCUQ 
0.50 0.32 2.20*** 0.84 1.56** 0.74 -0.67 0.63 

  0.16  0.08    

FOCUI 
0.92*** 0.33 1.38* 0.84 1.41* 0.79 1.15* 0.60 

0.08  0.10  0.07  0.09  

FOCUH 

-0.75** 0.35 -0.94 0.78 -1.21 0.89 -

1.08* 

0.60 

-0.06      -0.08  
GROW 0.09 0.28 0.76 0.65 0.19 0.71 0.04 0.54 

        

PROF -0.20 0.32 -1.24 0.84 -0.48 0.79 0.01 0.54 

        

        

PLAN -0.18 0.31 -0.70 0.71 -1.40* 0.75 0.79 0.82 
    -0.07    

SALE -0.41*** 0.16 -0.83 0.54 -0.74 0.49 -0.43 0.41 

-0.04        

AGE01 0.34 0.37 0.51 0.84 0.27 0.98 0.19 0.83 

        

        

AGE02 0.11 0.40 0.61 1.08 -0.05 0.92 0.14 0.71 

        

AGE03 -0.06 0.43 0.37 1.10 0.06 0.95 -0.00 0.71 

        

ASSI -1.01** 0.45 -0.10 0.90 -0.53 0.89 -

1.50** 

0.78 

-0.09      -0.11  

        

Obs. 630  176  206  248  

Likelihood ratio test 40.67***  22.92  30.89**  26.32*  

R-squared 0.11  0.21  0.30  0.21  

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10, marginal effects 

in parentheses for significant coefficients only. 

 

 
 



 

 

Table 7. Impact of agency costs 

Dependent 

variable 

Cost ratio (A)  Cost ratio ( B) 

Coef. Std. err. P value Coef. Std. err. P value 

Intercept 0.73*** 0.04 0.00 0.72*** 0.04 0.00 

OWNF -0.06*** 0.01 0.00 -0.05*** 0.01 0.00 

-0.05   -0.05   

SING -0.02 0.01 0.11 -0.02* 0.01 0.07 

   -0.02   

      

HOME -0.03** 0.01 0.01 -0.01 0.02 0.64 

-0.03      

      
HOME OWNF    -0.02 0.02 0.24 

OWNF×SING 0.04** 0.02 0.01 0.04*** 0.02 0.00 

0.03   0.04   

 

PLAN 

0.02 0.01 0.02 0.02** 0.01 0.02 

   0.01   

      

PROF 0.00 0.01 0.95 0.00 0.01 0.98 

GROW 0.00 0.01 0.81 0.00 0.01 0.83 

SALE -0.06*** - 0.01 0.00 -0.06*** 0.01 0.00 

-0.06   -0.06   
AGE01 0.01 0.01 0.27 -0.01 0.01 0.27 

      

AGE02 0.00 0.01 0.98 -0.00 0.01 0.99 

      

AGE03 -0.00 0.01 0.71 -0.00 0.01 0.73 

      

IND01 -0.13*** 0.01 0.00 -0.13*** 0.01 0.00 

-0.11   -0.11   
IND02 -0.04* 0.02 0.08 -0.04* 0.02 0.08 

-0.04   -0.04   

IND03 

 
-0.06*** 0.02 0.00 -0.06*** 0.01 0.00 

 -0.06   -0.06   
IND04 -0.01 0.02 0.62 -0.01 0.02 0.58 
IND05 -0.13*** 0.02 0.00 -0.13*** 0.02 0.00 
 -0.12   -0.12   
IND06 -0.10*** 0.02 0.00 -0.10*** 0.02 0.00 
 -0.09   -0.09   
IND07 -0.07*** 0.02 0.00 -0.07*** 0.02 0.00 
 -0.07   -0.07   

IND08 -0.05** 0.02 0.02 -0.05** 0.02 0.02 
 -0.04   -0.04   
IND09 -0.07*** 0.02 0.00 -0.07*** 0.02 0.00 
 -0.06   -0.06   
IND10 0.10*** 0.02 0.00 0.10*** 0.02 0.00 
 0.09   0.09   
IND11 -0.03 0.02 0.11 -0.03 0.02 0.11 
Obs       

Notes: Asterisks indicate significance: *** p < 0.01, ** p < 0.05, * p < 0.10, marginal effects 

in parentheses for significant coefficients only. 



 

 

 

Figure 1. Expense-to-sales ratio by two-digit ANZSIC industry 

0 0.05 0.1 0.15 0.2 0.25 0.3 0.35 0.4 0.45 

Agriculture 

 Mining 

 Manufacturing 

 Construction 

 Wholesale Trade 

 Retail Trade 

 Accommodation&Restaurants 

 Transport 

 Communication Services 

 Property&Business Services 

 Cultural&Recreational Services 

 Personal&Other Services 



Track 15 

Corporate Entrepreneurship 

Gasda - A relational view on intrapreneurial behavior – A 

social cognitive framework of employees’ individual level 

entrepreneurial behavior for the SME-context 

Henschel, Durst & Crossan - The practice of corporate 

governance in fast growing small firms – A cross-country 

study 

Lemström & Laaksonen - Institutional logics of 

intrapreneurship in health care 

Lomberg - Creative problem solving processes in necessity –– 

Learning from entrepreneurial teams 

Oostenbrink & de Villiers Scheepers - Entrepreneurial 

decision-making of female intrapreneurs 

 

  



A RELATIONAL VIEW ON INTRAPRENEURIAL BEHAVIOUR 

– 

A social cognitive framework of  

employees’ individual level entrepreneurial behaviour for the SME-context 

 

 

J.-MICHAEL GASDA

 

University of St. Gallen 

Swiss Research Institute of Small Business and Entrepreneurship (KMU-HSG) 

Dufourstrasse 40a 

CH-9000 St. Gallen 

Switzerland 

 

Tel.: +41 71 224 71 41 

Fax.: +41 71 224 71 01 

Joerg-Michael.Gasda@unisg.ch 

 

ABSTRACT  

 

The paper discusses a social cognitive framework of how employee´s entrepreneurial 

behaviour (EB) could be influenced in SMEs. The model suggests, individual-level EB 

mainly to be influenced by processes of social exchange and social learning. That means 

organizational level with individual level to be conceptually linked by relationships of 

exchange and learning between the employee and the organization. The employee´s 

perception of the quality of these relationships is suggested to directly influence individual 

level EB: the personnel´s motivation for EB can be fostered via social exchange; the 

personnel´s abilities for EB might be fostered via social learning. Because of the SME-

management´s fundamental influence with regard to establishing high quality relationships 

with their employees, fostering EB is regarded a top-down process. To test the propositions, 

an experimental study design is proposed.  

Keywords: Corporate Entrepreneurship, Entrepreneurial Behaviour, Intrapreneurship, 

Organisational Behaviour Micro-Foundation, SME 
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GENERAL TOPIC 

 

Sustaining competitive advantages requires personnel to support the organization’s 

adaptiveness via entrepreneurial behaviour (EB). At the first glance, EB seems to be of 

relevance mainly with regard to the top-management´s behaviour, but the literature on 

“intrapreneurship” (e.g. Pinchot, 1985) and “corporate entrepreneurship” (e.g. Guth & 

Ginsberg, 1990) put emphasis on the fact that an entrepreneurial organization requires also 

personnel on middle- and lower hierarchies to behave entrepreneurially. Although the 

concepts of intrapreneurship and corporate entrepreneurship were originally developed 

against the background of fostering employee´s EB in large organizations, also small- and 

mid-sized enterprises (SMEs) might profit from their personnel behaving (more) 

entrepreneurially. But even though EB has been researched for quite a long time, examining 

the drives behind employee´s EB still deserves attention. This paper extends the micro-

foundation of employee´s EB in the context of SMEs: I want to look at fostering (and 

measuring) employee’s EB by discussing a causal individual level framework of EB. 

 

THEORETICAL FOUNDATION 

 

This paper discusses a social cognitive framework for analyzing the emergence of 

employee´s EB within existing SMEs. In comparison to large organizations, small and mid-

sized organizations are usually characterized by informal institutions, flat hierarchies, and 

more personal relationships (e.g. Phohl, 1997). These characteristics in mind, I combine 

social exchange (Blau, 1994) considerations with social learning theory (Bandura, 1989) in a 

social cognitive two-factor model: The individual´s EB is proposed to result from the 

interplay of (1) personnel´s motivation and (2) abilities to act entrepreneurially. The social 

processes of exchange and learning between an employee and the organization might causally 

influence the individual´s EB, since these processes influence the discovery and the 

exploitation of entrepreneurial opportunities at the individual level. That means, the 

conceptual linking between the organizational level behaviour with the individual level 

behaviour is done by the relationships of social exchange and social learning.  
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The proposed relational-view model allows delineating the roles of different 

hierarchical levels regarding their impact on EB: In SMEs, fostering employee´s EB is a top-

down process, mostly depending on the top-management´s influence on the employee-

organization relationship. This relational view might be of relevance since this view provides 

additionally theoretical drives of IB; usually employee’s EB is assumed to be directly driven 

by structural means (e.g. supportive context) or personnel´s characteristics (e.g. traits) rather 

than by relational means. 

 

RESEARCH GAPS AND CONTRIBUTION  

 

This paper´s perspective on EB is primarily an individual level one, whereas most studies of 

the past decades explore the phenomenon of EB at the level of organizations; regarding 

Corporate Entrepreneurship (CE) definitions, Sharma & Chrisman’s (1999) definition 

inventory only mentions two out of 26 definitions of CE to refer to the individual level. The 

focus on firm level contributions still dominates the current literature (e.g. Rauch et al., 2009; 

Lumpkin, et al., 2009; Ling et al., 2008)−although there are calls for researching the 

individual´s level (e.g. de Jong et al., 2011). Our framework might add to the existing 

literature mainly in three aspects:  

First, it further clarifies the linkage between organizational behaviour and the 

personnel´s entrepreneurial behavior (Kuratko et al., 2005) by applying the theories of social 

exchange and social learning. Additionally, the framework assimilates aspects of social and 

economic exchange and contributes to the question, how and why trustful relational exchange 

and formal transactional exchange substitute and complement each other (e.g. Klein 

Woolthuis, Hillebrand, & Nooteboom, 2005) and especially, why formal transactional 

exchange (like e.g. pay-for-performance contracts) do create some instances of friction in the 

attempt to foster IB.  

Second, the model proposes IB to be a higher-order construct of two factors (motivation 

and abilities). This conceptualization of IB allows to analyze some causal drives of IB from 

the employees´ point of view in the SME-context and to predict employee´s EB probability 

by using established scales/items living up to the SME-context. By that, the proposed model 

might add to Hornsby, Kuratko, & Zahra´s (2002) five-factor-CEAI-scale with regard to 

simplifying empirical testing.  
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Third, the framework puts strong emphasize on role-model behaviour of the SME´s top-

management with regard to influencing personnel´s motivation and abilities to act 

entrepreneurially. The interplay of different hierarchical levels regarding EB is covered by 

the focus of the analysis: I state the emergence of employee´s EB to be fostered by top-down 

processes. If the (top-) management is not considered a role model of EB and does not 

establish trustful exchange relations with the employees, individual level EB is not to 

flourish. This relational view might help to understand the influence of hierarchy-levels when 

analysing the impact of the environment on individual level EB (see: Hornsby et al., 2009; 

Kuratko et al., 2005).  

 The text in hand is structured as follows: The first chapter discusses a two-factor model 

of EB and draws some propositions upon this relational-view. Afterwards, methodology to 

test the suggested model is presented. A conclusion with some managerial implications and a 

critical review is given in the last part of the paper. 

 

A SOCIAL COGNITIVE FRAMEWORK OF  

EMPLOYEES’ INDIVIDUAL LEVEL ENTREPRENEURIAL BEHAVIOUR  

FOR THE SME-CONTEXT 

 

A causal two-factor model of intrapreneurial behaviour 

 

Regarding the individual level, the considerations of this paper focus on salaried employees, 

not being shareholders of the organisation they work for. Referring on Pinchot´s seminal 

works (e.g. 1985), I regard employees´ EB as intrapreneurial behaviour (IB), which is defined 

as the identification and exploitation of opportunities by individual employees to benefit the 

organization (de Jong et al., 2011). By sensing and exploiting opportunities, EB changes the 

company’s business model or its competitive profile. EB in a broad comprehensive term is 

the innovative use of resources to pursue opportunities (e.g. Mair, 2005), “entrepreneurial” 

means identifying opportunities to create future goods or services and developing innovative 

approaches to exploit these opportunities (Shane & Venkataraman, 2000; Smith & Di 

Gregorio, 2002) on internal or external markets by selling them at prices greater than 

production costs (e.g. Schumpeter, 1934). Especially in the context of CE, sometimes the 

associations with EB have notions of grand entrepreneurship (meaningful innovations, e.g. 
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inventing a new product-line or entering a totally new business area (e.g. Mair, 2005). This 

paper adopts a less heroic view of EB by focussing on day-to-day entrepreneurship which 

means, getting usually tasks done in an entrepreneurial−that is unusual and innovative−way.  

From an organizational behaviour oriented point of view, this understanding of day-to-

day EB is close to the concept of “discretionary work effort” (DWE), characterizing the 

tendency of personnel to innovate and engage spontaneously beyond prescribed roles in order 

to promote the interests of the organisation (Katz, 1964), and by that fostering CE (e.g. 

Morris et al., 2007) and, in the long run, performance (e.g. Kanfer, 1992). In general, there is 

no agreement how to link individual behaviour with corporate behaviour (e.g. Ireland et al., 

2009) and this is also true for the research field of CE. Therefore, the guiding research 

question of this paper is: 

 

Why do some employees behave entrepreneurially and foster CE,  

while others in the same context (e.g. same organization) do not?  

 

Literature has tried to find answers to this question by having a look on (I) the individual´s 

characteristics, or (II) the organisational climate or environment, but has (III) neglected 

looking at relationships between employees and the organization as causal reasons for EB. 

Regarding the individual´s characteristics (I)−contrary to predictions−individual cognitive 

and emotional characteristics seem not affect EB directly (e.g. Sieger, 2011). Regarding the 

organizational environment (II), Hornsby et al. (2002) established a measurement of an 

organization´s five key-factors for fostering EB (Corporate Entrepreneurship Assessment 

Instrument, CEAI). This model consists of the following five factors, capturing an 

organization’s environment for CE or–more precisely: the perception of the environment: (1) 

The appropriate use of rewards, (2) the support of the top management, (3) the availability of 

resources, (4) the organisational structure, supporting communication and learning, and (5) 

the organisation´s tolerance for failures and risk (“boundaries”). Now, each of these five 

factors has been chosen for good reasons regarding the influence on EB (see e.g. Hornsby et 

al., 2002), but the causal logic behind these factors fostering EB is very sophisticated and 

seems to live up more to the context of large organizations.  

(III) This paper wants to contribute to the research field of CE by broaching the issue of 

a micro foundation of employees´ EB in SMEs: By adopting relationships between 

employees and the organization as the unit of analysis, this paper wants to discuss an 

additionally theoretical foundation for employees´ EB. The variance of employees´ EB within 
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the same organization might be explained by the fact that individuals judge their relationship 

with their organization differently.  

Ultimately fostering EB has to distinguish from other topics of management (Kanter, 

1985) since this topic of management is concerned with future innovative behaviour. The 

action itself remains abstract until it is performed one fine day (e.g. as a specific innovation of 

performance processes). In my opinion, a consequence of EB concerning abstract future 

behaviour is that fostering EB should focus on general factors, influencing behaviour in 

organisations. Such general (and to a certain degree interacting) factors are “willingness” and 

“ability” to behave entrepreneurially (e.g. Vroom, 1964; for a critical review of interaction 

relationship, see Terborg, 1977).  

By definition, entrepreneurial behaviour is self-determined acting, based on certain 

abilities or skills and (intrinsic) motivation (e.g. Kanfer & Ackerman, 1989). Therefore I state 

individual level EB is causally influenced by the interplay of the factor of individual´s 

motivation and the factor individual´s abilities to behave entrepreneurially. In short, fostering 

personnel´s EB depends on influencing the individual’s motivation and abilities. Based on 

this two-factor model, I discuss a framework how abilities and willingness could be 

influenced.  

 

A relational view on intrapreneurial behaviour 

 

The following two-factor model represents a relational point of view (see also figure 1): 

theories of social exchange and social learning are applied to explain the influence on 

personnel´s motivation and abilities for EB: I state the entrepreneurial behaviour at the 

organization-level to influence employees´ abilities to behave entrepreneurially via processes 

of social learning in case of employees´ motivation for EB to be given because of an 

established social exchange between the employee and the organization. Although 

willingness to behave entrepreneurially may be influenced by the abilities to do so (and vice 

versa), for analytical reasons, the aspects of motivation and abilities are dealt with 

independently. This approach seems to be justified since one could imagine an employee to 

sense opportunities but lacking the motivation to exploit them.  
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------------------------------------------------------------------------------------------------------------ 

 

------------------------------------------------------------------------------------------------------------------

Figure 1: Linking Organizational-level with Individual-level EB 

 

Fostering individual level motivation for intrapreneurial behaviour  

via social exchange 

 

Regarding the individual’s motivation to act entrepreneurial, EB could be regarded as the 

decision to co-operate in a social dilemma situation (e.g. a prisoner’s dilemma): Each 

employee has to decide, whether or not to foster CE through his or her EB (“fundamental 

social dilemma”, Lind, 2001). Individual level EB might profit the organization, but EB 

causes individual costs (direct costs, e.g. work effort, risk-taking, and opportunity costs, Amit, 

Muller, & Cockburn, 1995). From the employee´s point of view, it is rational not to perform 

discretionary effort of EB, as long as these costs are not compensated by rewards. That is 

why we have to ask what rewards could motivate cooperation. Actually this perspective is 

compatible with Burgleman´s view (1983), regarding motivation for autonomous, co-

operative behaviour to be the basis for entrepreneurial action in organisations. 

In general, exchange theory incorporates concepts seeking to explain how actors 

interact with one another in order to exchange tangible or intangible resources. This exchange 

is effected in the context of an individual cost-benefit perspective and based on self-interest 

(Homans, 1958).
1
 However, an exchange can span more than one single transaction; 

resources are not exchanged concurrently but in terms of reciprocity (Gouldner, 1960): One 

partner expects to get something back in return at some point in future―the exact level of 

                                                 
1
  “Of all our many ‘approaches’ to social behavior, the one that sees it as an economy is the most neglected, 

and yet it is the one we use every moment of our lives―except when we write sociology” Homans, 1958, p. 

606. 
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reciprocation as well as the time are not specified in advance (Blau, 1964). In such a case, 

one would regard such an exchange relationship as a social exchange.  

 The exchange is considered “social”, because besides the exchange of economic 

resources, social exchange also involves socio-emotional resources (Shore et al., 2006). That 

means, there is a broader range of resources to be exchanged, enabling the relationship to 

develop over time towards a widespread exchange. Such an informal exchange relationship 

requires more trust than a pure economic exchange, being based on the reliance of formal 

institutions to enforce the mutual pretensions presumptions associated with the exchange 

(Blau, 1964; Clark & Mills, 1979; Rousseau & Parks, 1993). 

 In short, social exchanges are made in a more relational vein than a transactional vein; 

actors see the value of leaving some obligations broad and open ended (e.g. Tsui et al., 1997). 

Although interactions might be motivated by mutual expectations of behavioural outcomes 

(economic-rational component of the exchange), finally the interaction is based on trust 

(social component of the exchange). Since in the settings of social dilemmas it would be 

rational for each actor not to come up with EB, I argue trust to be a pre-condition of 

collective rational discretionary effort on individual level–like personnel’s EB. I use “trust” 

in the terms of Mayer et al., 1995, as the acceptance of being vulnerable to the actions of 

other actors.
2
  

Partly, I built on McAllister’s proposal (1995, 1997), distinguishing cognition-based 

from affect-based trust: According to my understanding, trust will be placed if an actor 

expects positive results from a certain interaction, and willingly bears a possible loss. 

Ultimately, trusting means more than just calculating an expected utility (critically: 

Williamson, 1993), since I assume actors not to be entirely rational but to make intentionally 

rational decisions: Actors are aware of their unawareness (“intended rationality”, Jones, 

1999; March & Simon, 1958). With imperfect foresight, decisions require the acceptance of 

uncertainty, which means that decision makers need to have a certain amount of affect-based 

uncertainty allowance as they might know the amount of the potential loss, but not the 

probability of the loss.  

 Referring to EB as the decision to co-operate in a social dilemma, I argue the quality of 

exchange between an employee and the organization to be crucial for the personnel´s 

motivation to behave entrepreneurially. Thereby, we state trustful social exchange to be a 

                                                 
2  To say ‘A trusts B’ means that A expects B not to exploit an situation of vulnerability A has intently 

created (e.g. James, 2002). Under the condition of a social dilemma, I assume, that B has selfish interests not to 

react in the interest of A (‘cooperation’) but to maximise his or her own interest which by definition are not the 

interests of B.  
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pre-condition of individual-level EB and not a moderator, mediator (e.g. Robinson & 

Morrison, 1995) or an outcome of EB.
3
  

 

Proposition 1a: The more the exchange relation between an employee and the 

organisation can be considered as a social exchange, the higher is the employee´s 

EB.  

 

In case of fostering the employee´s EB via economic exchange (e.g. by pay-for-

performance), I assume the motivation for individual-level EB to be reduced (crowding-out-

effect): From a contractual point of view, transactional exchanges like pay-for-performance 

provide incentives for re-negotiating compensation ex post and by that cause shirking (see 

e.g. Hart & Moore, 2006). From a risk-aversion point of view, a pay-for-performance relation 

could limit the employee´s motivation for EB when the performance-pay does not adequately 

compensate the employee for bearing risk from the angle of the employee (Manso, 2011). In 

case of risk-averse employees but risk-neutral organizations, fostering EB by formal 

transactional exchange incentive schemes cannot be done efficiently. That is why I state 

informal relational social exchange to be more efficient when it comes to foster employees´ 

motivation for EB. 

 

Proposition 1b: The more the exchange relation between an employee and the 

organisation can be considered as an economic exchange, the lower is the 

employee´s EB.  

 

Now, in SMEs the quality of relational exchange is mainly influenced by the top-

management directly, because of low levels of bureaucratic means to influence relationship 

quality (e.g. corporate governance structures) and high levels of informal personal 

interaction. Therefore, I state relationship quality to be influenced mainly via a top-down 

process: The management has to initiate trustful social exchange between employees and 

                                                 
3  This understanding is compatible with that of Organ (1988), who seems to be one of the first authors to 

document citizenship behaviour based upon a social exchange interpretation. However and in particular the 

research dealing with organizational citizenship behaviour (OCB) has been conducted largely without a 

theoretical framework (e.g. Konovsky & Pugh, 1994). 
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organization (the last represented by the top-management) (e.g. Konovsky & Pugh, 1994; 

Dirks & Ferrin, 2002).  

 

Fostering individual level abilities for intrapreneurial behaviour  

via social learning 

  

The processes of social exchange can generate personnel´s motivation for EB by providing an 

incentive for EB since in case of social exchange, employees believe individual-level EB to 

pay-off for them in the long run. Besides this motivation, EB requires to recognize 

opportunities for behaving entrepreneurially.  

The processes of how and why opportunities are made or discovered are still unclear. 

One dominate view is, opportunity recognition to be a cognitive process (Baron, 2006) and 

pattern recognition to be a key
 
component of opportunity recognition (Baron & Ensley, 

2006). Kurt Levin and colleagues (1939) were the first authors describing “the situation” in 

an organization to be a main driver of personnel´s behaviour (Ross & Nisbett, 1991, quoted 

in: Bowen & Ostroff, 2004). The “situation” within an organization does not influence 

personnel´s behaviour per se, but the fact that a certain situation is perceived against the 

background of cognitive schemes or maps influences behaviour (Drazin et al., 1999, social 

cognition, Bandura, 1991). Perceiving a situation allows the observer to learn. According to 

Albert Bandura´s social learning theory (e.g. Bandura, 1976, 1979), learning does not require 

making an experience on one´s own, since learning can also result from observing other 

people`s behaviour in certain situations.  

In psychological terms, a situation would be considered “strong”, when it (1) causes 

similar expectations about appropriate response patterns by different observers, (2) provides 

an incentive for performing well, and (3) instils the required skills for handling the situation 

(Mischel, 1973). With regard to social learning, strong situations mean, that the more an 

organisation sends signals about EB being important and a strategic goal of the organization, 

that individual-level EB is expected and to be rewarded, the more likely employees are to 

recognize opportunities for behaving entrepreneurially. Such signals can be sent by many 

kinds of HRM practices, like a) selection of personnel, b) training, c) given appraisal, and d) 

rewards, or e) the job design itself. Regarding SMEs, formal HRM practices are less likely to 
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be found and therefore informal practices are more likely to influence the perception of 

situations as strong. 

Especially the role model behaviour provided by the supervisors or the top- 

management has a lot of influence on the perception of a situation: Role model behaviour can 

create strong situations (Bowen & Ostroff, 2004), when the behaviour is (I) distinctive, (II) 

consistent, and (III) consensus. The management´s behaviour can be distinctive, when 

supervisors act visibly (e.g. by occasionally fulfilling operative tasks), when they are 

legitimated by status and have high credibility, when they provide reasons for their 

behaviour, and when their behaviour is of relevance for the entrepreneurial strategy of their 

organisation. Besides these aspects of distinction, in order to create strong situations, the 

management’s behaviour has to be consistent over time and has to be performed in consensus 

with the organization’s members.  

Especially in SMEs, the management is able to create strong situations: Because of flat 

hierarchies, the management´s behaviour is more likely to be observed by the employees; in 

many SMEs, the top management even is in charge of certain operative tasks (e.g. product 

development, or customer care). Additionally, low levels of bureaucracy allow the top-

management’s behaviour to have an immediate impact and a high legitimacy–especial in the 

case of owner-management. Taken together, in comparison to lager bureaucratic 

organizations, the SME-manager can create a strong organizational climate more easily. A 

strong organizational climate describes a high extent to which employees interpret a situation 

similarly (Schneider et al., 2002).  

With regard to social learning, a strong climate of EB might be helpful when it comes to 

foster employees´ EB. I consider the entrepreneurial orientation (EO) of an organization the 

employees perceive as a proxy for a strong organizational climate of EB. When employees 

can judge the degree of the organization’s EO and when the degree of EO is considered to be 

high, one can assume that such a strong situation will influence employee’s abilities for EB 

by processes of social learning. In contrast to other ways of learning (e.g. learning from 

feedback), resource allocation theory (Kanfer & Ackerman, 1989) might propose, that social 

learning does not to lead to overwhelming information (e.g. Lam et al., 2011), since 

information via role models is not actively given to employees, but passively absorbed. By 

that, role-model learning is less likely to direct cognitive resources away from the personnel´s 

tasks. Therefore I state: 

 



 12 

Proposition 2: The more an employee considers an organisation’s orientation as 

entrepreneurial, the higher is the employee´s EB.  

 

Drivers of EB in organisations:  

Social-cognitive model for the SME-context 

 

To summarize the argumentation given so fare: I proposed a framework model discussing 

relationships in organizations to influence EB, taking into account the main characteristics of 

SMEs: flat hierarchies, informal structures/institutions, and more directly personal 

interactions. The proposed model (see also figure 2) can be considered a social cognitive one: 

(I) Motivation to behave entrepreneurially is supposed to be influenced by the processes of 

social exchange; (II) abilities to recognize and exploit opportunities a might be influenced by 

processes of social learning. All together, the emergence of EB is driven by the interaction of 

social processes as well as cognitive ones.  

 

--------------------------------------------------------------------------------------------------------------- 

 

---------------------------------------------------------------------------------------------------------------

Figure 2: Two-factor Model of Employee´s EB 

 

Thereby, the proposed causal model of EB is based on the following simplification: The 

emergence of EB is more likely to be directly influenced by social cognitive processes within 

the organization (that means: social exchange and social learning between an employee and 



 13 

the organization) than by personnel´s characteristics (e.g. individual entrepreneurial 

orientation). From an organizational-economics point of view, I argue individual behaviour to 

be more influenced by individual perception of the employee-organization relationships than 

by individual characteristics. Therefore: 

Proposition 3a: Within the same organizational settings of high social 

learning potential (represented by a high EO on organizational level), 

personnel with an individually supposed higher entrepreneurial orientation 

(e.g. former self-employed, freelance staff, or employees with an 

entrepreneurial family background) do not show a higher individual EB-

level in comparison with the other personnel. 

Of course, the argumentation given above neglects the perception of relationships to be 

probably influenced by individual characteristics. In order to get some more insights on this 

aspect, I would like to test:  

Proposition 3b: Within the same organizational settings of low social 

learning potential (represented by a low EO on organizational level), 

personnel with an individually supposed higher entrepreneurial orientation 

(e.g. former self-employed, freelance staff, or employees with an 

entrepreneurial family background) do not show a higher individual EB-

level in comparison with the other personnel. 

 

SUGGESTED METHODS 

 

The data-collection has not been finished yet. That means the paper to remain on a conceptual 

level right now. I intend to test the propositions mentioned above via structural equation 

modelling and linear hierarchical regressions and hope to present first findings during the 

paper presentation at the ICSB 2012.  

Although EB is a popular topic in current research, no agreement is to be found 

regarding the measurement of EB. Even though Pearce and colleagues (1997) suggested a 

useful measurement-scale for EB, this measurement has not been broadly adopted in 

literature. That is why in this paper, the conceptualization of EB is directed towards 
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intrapreneurial behaviour, which is regarded to be a higher order construct of innovativeness, 

proactiveness and risk taking. I measure EB directly via the proband´s task performance 

(profit-rate) during the experimental study. Since social learning, social exchange and 

entrepreneurship require a process-view (e.g. Shane et al., 2003), experimental studies are 

preferred to static observations or surveys.  

To collect data, I use an experimental study. Based on a computer-simulation, probands 

are given a task to behave entrepreneurially: Each proband has to run a virtual coffee shop for 

20 periods. After every period, the proband gets feedback on the shop´s performance (total 

profit per period) and another one-dimensional information to adjust parameters (regarding 

e.g. product, place, promotion, or price) in order to generate a higher profit during the next 

period. Probands are selected to different settings at the beginning of the experiment. The 

experimental design will differ with regard to social learning and social exchange: One part 

of the probands will be coincidentally faced with an environment of high social learning and 

another part with an environment of low (resp. negative) social learning. The environment of 

high (low) social learning potential is characterized by a high (low) level of EO at 

organizational level. Each single proband is faced with the environment via written 

instructions/descriptions at the beginning of the experiment. A third group of probands plays 

the simulation under a control setting without any social learning influence.  

In addition, there will be three kinds of incentive schemes: One scheme represents a 

social exchange (flat/fix wage over all periods and a long-term performance-based bonus), 

the other a pure economic exchange (pay-for-performance after every period). Additionally, a 

fix pay incentive scheme without any bonuses will be applied. Probands are selected to the 

incentive scheme coincidentally at the beginning of the simulation game. The probands are 

participants of several executive MBA programs. The dependent variable is the accumulated 

profit of the shop after 20 periods. The profit will be a measurement for entrepreneurial 

behaviour since risky entrepreneurial behaviour (e.g. experimentation regarding the 

parameter-setting) is required to raise the shop´s profit. The probands are considered 

“corporate entrepreneurs” during the simulation, who are paid for running the shop (the 

virtual money can turn out to real gains after the game) but cannot lose money.  

Additional Measures: All postulated relations are to be checked by means of established 

scales. Regarding proposition 1a and 1b, I measure social exchange with a scale developed by 

Shore and colleagues (2006), with regard to proposition 2, 3a, and 3b, entrepreneurial 

orientation is to be measured by the scale of Wang (2008). To test the two-factor model´s fit 

in total, the factors “motivation” and “abilities” are considered second order constructs; they 
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are not measured directly, but can be judged in the sense of latent variables in a structural 

equation model (SEM). Demographic characteristics of the test persons (gender, age), 

personal aspects (e.g. individual EO) and cultural, as well as structural factors (work 

experience in years, industry of current occupation) are controlled.  

 

DISCUSSION 

 

With the social cognitive framework this paper proposes a model of how employee-

organization relationships could influence EB in SMEs. Regarding the causal mechanism to 

link organizational level with individual level behaviour, I draw on social exchange and 

social learning theory. Relating willingness to behave entrepreneurially with social exchange 

allows looking at the perceived relational exchange between employee and organisation, the 

last represented by the management. I assume the social exchange setting as appropriate for 

analyzing EB–especially in the SME-context, where exchange relations are usually much 

more influenced by informal structures and spontaneous behaviour, than by formal 

institutions and bureaucratic structures.  

Additionally, the social exchange consideration might be of relevance, since fostering 

EB with attempts of economic exchange is likely to cause a motivational crowding-out effect 

(e.g. Gasda & Fueglistaller, 2009). The proposed social cognitive framework explains 

motivational crowding-out from a contractual perspective: In case of formal incentives are 

used to foster EB (e.g. pay-for-performance for EB shown), the relational-exchange 

perspective would suggest the employee (agent) as well as the employer (principal) have a 

strong incentive to renegotiate compensation ex post and by that shirk, causing fractions in 

the exchange. Under the assumption of a trustful social exchange, such a re-negotiation does 

not emerge, since parties trust each other to profit from their behaviour in the long run. That 

means, social exchange is guided by economic considerations, too; trust will only be given, 

when the exchange seems to be economically reasonable for both exchange parties. By that, I 

state economic and social exchange complement each other (see also managerial 

implications): Material incentives are useful to motivate employees´ EB as long as the social 

exchange is kept alive. This will be true in the case of e.g. combining long-time performance-

based bonuses with an efficient fix wage. The efficient fix wage takes into account to 

compensate employee´s risk aversion in case of employee´s EB, while the long-time bonus 

might rise effectiveness of employee’s EB. 
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 The proposed two-factor model might be a simplified model of EB the context of 

SME−in addition to the five-factor model of Hornsby et al. (2002). The two-factor model 

lives up to the working conditions of many SMEs. Measurement of the probability of 

employee´s EB is simplified by using just two scales: (1) perceived entrepreneurial 

orientation (which might be a proxy for employee´s abilities for EB, because o social 

learning) and (2) social exchange quality (which is considered to be a measure for the 

employee´s motivation to perform EB).  

Mostly characterized by low hierarchies and informal institutions, SMEs offer special 

managerial conditions for fostering EB: With this in mind, the proposed model stresses social 

processes as the main drivers behind employee´s EB. The management has to be aware of its 

role-model-function; the management has to initiate social exchange by offering the 

employees trust in advance, for example by switching from pay-for-performance to flat 

wages with long-time oriented bonuses. Trust is supposed to be a pre-condition of social 

exchange. Regarding social learning, the management has to be aware that managerial action 

could be considered role model behaviour of EB–may the behaviour be a good or a bad 

example. On the whole, social exchange and social learning are processes which have to be 

driven by the top-management. The relational view might explain, why providing useful 

resources to the employees (e.g. top-management support) is not enough to foster EB (see 

Hornsby et al., 2009), since employees have to be inspired how to make use of these 

resources, too; entrepreneurial opportunities are to be discovered more easily by prepared 

minds.    

 

MANAGERIAL IMPLICATIONS 

 

The social cognitive framework might also provide some managerial implications: First of all 

as mentioned above, the framework implies employee´s EB to be influenced by certain top-

down processes–at least within the SME-context. Regarding social learning and social 

exchange, the quality of the employee-organization relationship highly depends on the 

behaviour of the top-management: Trust provides the basis for social exchange; entering a 

trustful social-exchange relationship should be induced by the top-management´s initial 

trusting behaviour. Additionally, regarding social learning, the management has to be aware 

of being role-models for EB in order to induce employee´s EB. A culture of failure-

acceptance has to be established−since failures and experimentation allow learning and 
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probably generate entrepreneurial rents in the long run. Role model behavior is not restricted 

to good examples. Also failures may provide good chances to learn, sometimes even more 

sufficient ones. 

Second, the framework allows to draw some implications when it comes to designing 

incentive systems (e.g. financial incentives like pay-for-performance). For motivating EB, the 

optimal incentive scheme should exhibit rewards (or at least substantial tolerance) for 

learning (tolerance for failures) and rewards for long-term success in the sense of social 

exchange (e.g. incidentally given bonuses/gifts in case of long term success). Moreover, 

commitment to a long-term compensation plans, job security, and timely feedback on the 

employee´s EB are essential to foster individual level EB. The more risk is induced by EB, 

the more should the top-management establish financial protection for the company´s 

corporate entrepreneurs (e.g. golden parachutes).  

 

LIMITATIONS 

 

The framework model discussed suffers from serious limitations. One limitation might be EB 

to be presumed as useful in financial terms for an organisation per se. Consequently, the 

motivation to behave entrepreneurially can result from the individual belief to profit from the 

EB-induced positive outcome in the long run. Additionally, the analysis of the relational 

exchange processes is limited to the exchange between the employee and the organisation, 

resp. the top-management. By that, exchanges between employees and fellow workers in the 

context of EB are beyond the scope of this analysis. Also the model proposed causal 

relations, eventually causality is not allowed to be totally tested within the described setting, 

since the experiment consists of simulation game and the social learning is induced via 

written instructions. Additionally, doubts arise regarding cultural influences, since the social 

exchange concept has mainly been applied and tested in western societies. Also, we have to 

admit our study might suffer from self ratings and single source approach. And we have to 

keep in mind, that the source of date, the employee, reports his or her perceptions of social 

learning and social exchange. Although the perception of relationship is the heart of the 

suggested relational model, I generally assume relationships to be judged objectively. 

Adopting an organizational economics point of view, I neglect to have a closer look at factors 
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influencing the way, personnel perceive relationships. Last not least, the simplified model is 

restricted to analyzing individual level EB in the SME-context only.   
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Abstract 

This study aims at investigating the practice of corporate governance in small firms in the 

Principality of Liechtenstein and Scotland. This is a report of initial findings based on semi-

structured interviews conducted with managing directors of small firms from the Principality 

of Liechtenstein and Scotland. As yet, 20 individuals/firms have been involved in the study. 

The research project’s intention is to draw particular attention to the influence of corporate 

governance on the firm’s ability to change. Thus a broader scope of corporate governance is 

taken which is mainly discussed from a control perspective. The paper outlines the study’s 

theoretical background, research design, and presents some preliminary findings.  

 

 
Keywords: Governance, SME, Change, Interviews, Principality of Liechtenstein, Scotland 
 
 
 
Introduction  

Corporate governance represents an area of immense research interest (Cadbury, 1992; 
Shleifer & Vishny, 1997; Johnson & Greening, 1999). However, when we consider 
governance in small firms then the opposite is true: indeed there is a lack of research in this 
area (Gibson, 2010; Wesel, 2010; Wirtz, 2011). The lack of interest in governance of SMEs 
is surprising given the importance of these firms to most economies. The development of 
corporate governance systems in most countries has been driven primarily by corruption or 
other governance failures and has not been the outcome of proactive behaviour based on 
rigorous scientific research (Tricker, 2009). The reactive nature of the development of 
corporate governance systems has led to them focusing on control issues, at the expense of 
a more holistic concept of governance. The growth and sustainability of SMEs is more likely 
to be facilitated by a shift towards governance as a concept that supports firms to deal with 
changes in their business environment. 
 
The study of corporate governance in smaller firms is in its early stages of development and 
thus far the focus has been on conceptual papers (e.g. Uhlaner, Wright & Huse, 2007). The 
few empirical studies that have been conducted have mostly used a positivist methodology, 
were quantitative methods have been used to test for significant relationships between the 
types of variables (e.g. the characteristics of the board of directors) that have been 
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associated with the study of corporate governance in listed firms. Applying this framework to 
the study of small or family owned firms is problematic, not least as there is an implicit 
assumption of a separation of ownership from control within the firms being studied 
(Brunninge, Nordqvist & Wiklund, 2007; Zahra, Neubaum & Naldi, 2007; Voordeckers, Van 
Gils & Van den Heuvel, 2007; Fahed-Sreih, 2009). The use of qualitative methods within this 
field of study is unusual but may be more appropriate given the nature of the firms in 
question. 
 
In order to better understand if and how corporate governance is practiced in small firms an 
alternative research methodology, underpinned by the use of qualitative methods, is 
required. As a response to this gap in the knowledge, this study examines how corporate 
governance is practiced in growth-oriented small firms and compares differences between 
firms in the Principality of Liechtenstein and Scotland. The aim of this study is to address a 
number of issues that will help us understand the role of governance in small firms more 
fully. Firstly, what do the decision makers in small firms understand by the term corporate 
governance. Secondly, what governance methods and procedures are implemented by the 
management of these firms? The rationale behind the choice of governance structures that 
small firms use is also of interest. Finally, we are interested in how these governance 
structures affect the firm’s ability to change.  
 
 
 
Theoretical Background 
 
As the interest in corporate governance has grown over the last twenty years there has been 
a corresponding increase in the academic and regulatory literature in the field that aims to 
define and explain corporate governance, and its importance to firms and society. 
Organisations such as the OCED (2004, p.11) offer wide ranging definitions of corporate 
governance,   

“Corporate governance involves a set of relationships between a company's management, its 
board, its shareholders and other stakeholders. Corporate governance also provides the 
structure through which the objectives of the company are set, and the means of attaining 
those objectives and monitoring performance are determined. Good corporate governance 
should provide proper incentives for the board and management to pursue objectives that 
are in the interests of the company and its shareholders and should facilitate effective 
monitoring”. 

Definitions such as this highlight the main issues that are discussed when considering the 
role of corporate governance namely: the boards of directors, managers, shareholder, 
stakeholders and performance monitoring. There is also the idea of corporate governance 
being concerned with setting objectives and not just control. Indeed the idea of corporate 
governance mechanisms having a role to play in firm objectives is interesting and leads us to 
the idea of corporate governance mechanisms influencing the wider formation of corporate 
strategy, beyond the maximisation of shareholder wealth or other narrowly focused concepts 
of firm objectives. Walker (2009, p.23) in a recent review of corporate governance in the UK 
banking sector links corporate governance and strategy more directly, 

“The role of corporate governance is to protect and advance the interests of shareholders 
through setting the strategic direction of a company and appointing and monitoring capable 
management to achieve this.” 

There are also a number of more narrowly focused definitions of corporate governance that 
have been used as the basis for a multitude of quantitative studies concerning the ability 
shareholders to control the actions of senior managers within the firm and the extent to which 
compliance with regulatory standards benefits shareholders (Merck et al.,1988; Cho, 1998; 
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Demsetz and Villalonga, 2001;Larcker et al., 2005; Kapopoulos and Lazaretou, 2007; 
Crossan, 2011). Shleifer and Vishny (1997, p.737) argue that corporate governance “deals 
with the ways in which suppliers of finance to corporations assure themselves of getting a 
return on their investment”. Tricker (2009, p.38) sees corporate governance as “the exercise 
of power over corporate entities”.  

Regardless of the definition employed there are common themes and issues that arise from 
all the different definitions of corporate governance. There should be accountability and 
transparency that allow for the evaluation of performance, there should be formal structures 
in place to aid decision making and there should be a limit on individual’s ability to control 
firms in their own interests, at the expense of stakeholders.  

The fact that corporate governance is a concept without an exact definition means that one 
can use various variables to measure how effective corporate governance systems are or to 
assess the most appropriate configuration of governance systems within different contexts. 
However much of what has been write is aimed at large joint stock firms and when we 
consider other firm structures such as: family owned firms, unlisted firms or SMEs then we 
need to make sure that the our definition of governance is fit for that purpose.  

For Carney (2005, p.249) arguing from a family business perspective, “systems of corporate 
governance embody distinct incentives, authority structures, and norms of accountability that 
generate specific organizational propensities”. According to Papesch (2010), arguing from 
the same perspective, corporate governance structures include the balancing of 
management and control with different stakeholders interests, as well as the processes and 
structures facilitating a firm´s long-term survivability.  

A recent study by the institute of directors (IoD, 2010, p.10) highlights that the type of 
governance structures suggested for PLCs are not appropriate for unlisted firms (including 
family owned firms and SMEs).  

“....the widely-recognised principles of best practice for listed companies are also not a viable 
solution, as the corporate governance challenges of listed companies are distinct from those 
of unlisted companies” (IOD, 2010, p.10). 

The report highlights that governance for listed firms can often be aimed at protecting the 
rights of absentee shareholders but this is not the main issues for unlisted firms 

“In contrast, most unlisted enterprises are owned and controlled by a single individuals or 
coalitions of company insiders (e.g. a family). In many cases, owners continue to play a 
significant direct role in management. Good governance in this context is concerned with 
establishing a framework of company processes that add value to the business and help 
ensure its long-term continuity and success (IOD, 2010, p.10).  

In this research, the corporate governance architecture involves the structures, processes 
and relationships with relevant stakeholders that help owner-managed firms not only to 
control the firm but also to facilitate strategic change. The definition clarifies that good 
corporate governance fulfils more than just a control function; instead it is important 
mechanism for a firm's continuity. By using a broad definition the early stage of development 
in this field of research is taken into consideration (Sharma & Chrisman, 1999). The study of 
governance within SMEs is becoming more popular, however there is a danger in trying to 
apply the concepts of large firm governance to smaller firms who may not have formal board 
or management structures, and who may think that there is little to gain from concepts such 
as governance (Gibson, 2009). However, we would argue that this is more to do with the 
language used rather that the underlying idea that good governance can benefit all firms.  

 
 
Small and medium-sized enterprises 
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SMEs have been defined using various criteria, such as number employed, volume of sales 
or output, and value of assets (Cunningham and Rowley, 2007). The most commonly used 
method to define SMEs globally is the number of employees (OECD, 1998). 
 
The European Union classifies firms as Micro, small or medium sized depending on the 
number of employees, annual turnover and balance sheet totals (Table 1). 
 
 

Subclass Number of employees Annual turnover 
(million euros) 

Balance sheet total 
(million euros) 

Micro firm < 10 ≤ 2 ≤ 2 
Small firm < 50 ≤ 10 ≤ 10 
Medium-sized firm < 250 ≤ 50 ≤ 43 

 
Table 1. Small and Medium-sized Enterprises: EU Subclasses (Commission of the European Communities, 2005) 

 
To belong to one of the classes micro, small and medium-sized, a firm must fulfil the 
following conditions: 
 
The number of employees lies below the respective threshold in Table 1. Furthermore, at 
least one of the thresholds for annual turnover and balance sheet total is met. The “legal 
independence criterion” must be fulfilled. No more than 25 percent of the equity is owned by 
one or more companies which themselves do not meet the threshold conditions, detailed in 
table 1. 
The above definition has been valid since 2005 and is updated in terms of annual turnover 
and balance sheet total at longer intervals of time (Commission of the European 
Communities, 2005). In order to ensure comparability with other research results, the EU 
(SME) classification will be used in this paper to classify firms.  
 
Corporate Governance in SMEs and change 
In the small firm context, where formal structures and processes are rare (Miller, 1983), and 
owners “often rely on informal social controls rather than on contractual governance” 
(Uhlaner, Floren & Geerlings, 2007, p. 276), the term relational governance might be more 
appropriate. According to Mustakallio, Autio and Zahra (2002, p. 206), relational governance 
“is based on the creation and usage of social capital embedded in social relationships among 
the owner-family members and management”. Even though the authors are particularly 
addressing family firms, the existence of close social relationships can be expected in small 
firms as well. These social relationships are characterised by trust, cooperation, and stability 
(Zaheer and Venkatraman, 1995). The existence of trust in particular is viewed as the main 
condition for relational governance (Granovetter, 1985). In situations of trust it is further 
argued that it may act as compensation for strong levels of control (Zaheer and 
Venkatraman, 1995). Having this in mind it is surprising to see that the few studies 
conducted in the area put an emphasis on corporate governance variables that have been 
developed for large companies (e.g. Brunninge, Nordqvist & Wiklund, 2007) indicating that 
what works in those firms will work in SMEs as well. Moreover an emphasis on studying 
boards can be found (e.g. Huse, 1990; Voordeckers, Van Gils & Van den Heuvel, 2007; 
Minichilli and Hansen, 2007) which is questionable as many SMEs do not have one. In 
addition, and even worse, it limits our openness regarding alternatives that may better fit the 
nature of SMEs.  
This indicates that our understanding of governance practice in SMEs is fragmented, which 
is unsatisfactory as well-defined governance architectures (i.e. the implementation of suitable 
measures and structures) may also support owner driven firms in their efforts to renew 
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themselves. As renewal or organizational change is viewed as fundamental to secure firms´ 
sustainability (McNulty and Pettigrew, 1999), proper governance systems would then be a 
facilitative intermediary in SMEs' sustainability endeavours. Due to the nature of owner-
managed firms it is rather likely to assume that the owner comes up with the idea of change 
and will also induce them. The centralized firm structure given in many SMEs may support its 
quick implementation. This also suggests that certain elements of the governance system 
date back to the formation of the enterprise and thus are deeply anchored in the firm. Thus 
the change process may be hampered by an incompatibility between the traditional 
procedure and the new one. Based on this it can be concluded that the governance system 
found in SMEs reveal certain path dependence very much influencing the firm’s ability to 
transform, even if a need for change is perceived (Gedajlovic, Lubatkin & Schulze, 2004).  
      
 
Method 

Given the aim of our study, an exploratory research approach appeared to be appropriate. A 
qualitative approach allowed us to get closer to the participants and their thinking; in order to 
scrutinise the entire research problem in depth. This in depth analysis of the issues would not 
be possible with a quantitative approach (Maykut and Morehouse, 1994; Miles and 
Huberman, 1994).  
 
The companies selected for our study are growth-oriented small firms from the Principality of 
Liechtenstein and Scotland. The sample of firms chosen for the study includes firms from a 
number of different sectors. Both countries have a high preponderance of small firms. 
Because of the fact that we were not able to rely on a database, we identified convenience 
sampling as a suitable sampling method for our study. Therefore we used the contacts of the 
Institute for Entrepreneurship (University of Liechtenstein) and Center for Entrepreneurship 
of Edinburgh Napier University. 
 
The interviews were mainly conducted with executive staff (i.e. managing directors, owner-
managers) of the firms. In total, twenty individuals were involved in the study. Data were 
collected by semi-structured interviews. This type of interview is appropriate when the 
planned study comprises an exploratory element (Saunders, Lewis & Thornhill, 2009). 
Although this type of interview is flexible regarding the order of questions providing the 
opportunity to explore aspects in greater depth, the discussion is centred upon the research 
topic which is introduced by the interviewer (Mayring, 1990). 
 
The interview process was supported by an interview guide consisting of four parts. To 
underline the study’s exploratory character open-ended questions were used. The interview 
guide was tested with four managing directors from both countries (two each). This course of 
action led to some amendments to the way the questions were worded. The final interview 
guide focused upon the following points: general facts about the business and the managing 
director, the understanding of corporate governance and its application in the firm, and the 
measures used to support change. The interviews were conducted between September and 
December 2011 and took place in the interviewees’ work environment, and lasted up to 60 
minutes. They were tape recorded and then transcribed. Note-taking during and after the 
interviews was used as a means to bring forward thinking and to write down seemingly 
important aspects related to the phenomenon under investigation. During team meetings 
these notes were shared and discussed (Eisenhardt, 1989). 
Data analysis involved reading the transcripts several times to become familiar with the data. 
In addition, it helped to identify specific patterns of each transcript. This was done by the 
three researchers, which allowed for multiple perspectives on each interview (Eisenhardt, 
1989). These perspectives were then shared, discussed and compared with each other and 
against the research questions posed which allowed for cross-case analysis. These 
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discussions led to the identification of patterns which where then categorized into themes, 
with supporting quotes from the interviewees.  
 
The characteristics of the interviewees and the interviewees’ firms are summarised in Table 
2. 
 

 
 
Table 2. Demographic characteristics of the participants 

 
Table 2 clarifies that a fairly balanced mix of micro, small and medium-sized enterprises as 
well as company age was given. There is also a balance regarding the industry and the 
industry’s characteristic.  

 
 
Results 

Interviews in the Principality of Liechtenstein 
 
Dynamic of internal and external environment 
Regarding the characteristic of the industry, the companies are operating in a broad range 
covering rather stable and dynamic industries (Table 2). The interviewees believed that their 
firms are innovative, in the sense that they are trying to continuously develop their products 
respectively to expand their range of products. With regard to the scope of innovation, five 
firms can be characterized as product-driven, one as technology-driven and the remaining 
firms as customer-/market-driven. The findings regarding that matter also underline that 
innovation is mainly incremental in nature (Darroch and McNaughton, 2002).      
 
Concerning the internal environment, the firms are characterized by low turnover rates, thus 
teams of experienced organization members are rather likely which in turn could lead to 
close working atmospheres and smooth operations. With regard to consultants or advisers, 
the findings confirm earlier research (e.g. Smallbone, Leigh and North, 1995) that many 
SMEs are reserved towards external expertise. If advisory is wanted tax accountants seem 
to dominate. On the other hand, many respondents mentioned the use of (external) networks 
as a means to exchange and/or gather new information. Thereby customers, befriended 
firms and main suppliers represent the primary contacts. The findings suggested that these 
contacts are also used to have an independent outside view respectively to obtain a different 
perspective on business issues.   

Interviewee Industry

Characteristic of 

industry Legal form Position

Company`s 

age

Number of 

employees

Principality of Liechtenstein

LIE1 Spice Stable Plc Managing director (MD) 39 13

LIE2 Trade (Software and computer accessory) Rather dynamic Partnership MD 15 23

LIE3 Printing Dynamic Plc MD 85 50

LIE4 Mechatronics Rather stable Limited company MD 61 12

LIE5 Corrosion prevention Dynamic GmbH & Co. KG Managing partner 153 40

LIE6 Software (medical) Rather dull Est. Founder and MD 8 15

LIE7 Main contract work Conservative Limited company MD 38 37

LIE8 Printed media Dynamic Limited company Owner-manager 26 40

LIE9 Printing machines Dynamic Limited company MD 0.75 21

LIE10 Engineering (drive technology) Stable GmbH & Co KG International Sales Manager 62 220

Scotland

SCO1 Software Dynamic Ltd MD 1.5 4

SCO2 Software Dynamic Partnership MD 3 3

SCO3 Consulting Stable Ltd MD 3 6

SCO4 Manufacturing Stable Ltd MD 3 19

SCO5 Engineering Rather dull Ltd MD 10 4

SCO6 Legal Regulatory change (legal aid is being reduced and this is a main source of income)Partnership Partner 18 12

SCO7 Legal Regulatory change (legal aid is being reduced and this is a main source of income)Partnership Partner 25 16

SCO8 Travel and Leisure Stable Ltd CEO 14 4

SCO9 Manufacturing Take over main local rival/less competitonLtd Director 2 12

SCO10 Travel and Leisure Stable Ltd MD 10 100
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In terms of successor factors of firm, some interviewees (LIE2, LIE4, LIE5, LIE 7 and LIE8) 
stressed the existence of skilled staff. Flexibility was also named (LIE 4 and LIE6).           
 
 
Understanding of Corporate Governance 
The first issue of concern for this study is the extent to which the term corporate governance 
is understood by senior decision makers in SMEs. Each interviewee has been asked what 
they understood by the term corporate governance. Four of the ten respondents in the 
sample have not heard of the term before, whereas the remaining six respondents 
associated the term with code of behaviour, management, controlling, ethics, and set of 
values. Particularly the handling of employees was stressed which underlines the strong 
employee-orientation often found in SMEs (Hine and Ryan, 1999).    
 
 
Governance structure 
Six of the ten firms are characterized by complete ownership concentration. Ownership in the 
remaining four firms is distributed over two (LIE2) respectively three individuals (LIE2, LIE4 & 
LIE7). Four of the firms involved are managed by a top management team (LIE2, LIE7, LIE9 
& LIE10). These teams consist of two persons performing different responsibilities (e.g. 
technical tasks vs. business tasks). A board is established only in one company (LIE3) 
suggesting that the strong focus on studying boards in SMEs (e.g. Voordeckers, Van Gils & 
Van den Heuvel, 2007) is somewhat unbalanced. The board in firm LIE3 consists of three 
members who are the CEO himself, his brother-in-law and one external person. The latter 
was included to have access to external criticism as a way to avoid any (negative) 
consideration. This finding confirms previous research (e.g. Abor and Adjasi, 2007) which 
highlights the minor role of boards in SMEs.  
 
 
Decision making 
Concerning this aspect the findings suggest that the respondents primarily involve close 
confidants from within the firm. These confidants seem to enjoy the respondents´ confidence. 
These groups of people, called “cadre” in the firms LIE2 and LIE3, are relatively fixed, even 
though sometimes new individuals are added, for example, if expert knowledge is needed 
(LIE4 and LIE10). In view of operative business issues the firms follow a decentralized 
decision making approach, whereas with strategic issues a centralized approach is pursued. 
The firms stand out by showing a strong involvement of the employees in the process of 
decision making. Not surprisingly, the managing directors are the ones who make the final 
decisions and are also responsible for them. As outlined above some respondents (LIE3, 
LIE4, LIE5 and LIE6) involve externals in the decision making process as a means to have 
access to outside perspectives respectively opinions.   
Decision making mainly follows an informal approach and tools that may support in the 
process are seldom used if at all. The same was found for planning activities. The (almost) 
absence of formal planning might signal the firms emphasis on flexibility which would be lost 
in the context of lengthy planning approach (Anderson and Boocock, 2002).   
 
 
Change in the firm 
All ten respondents stressed that they are continuously working on changes within the firms. 
So at least the managing directors seem to avoid any form of stagnation. In addition, many 
respondents have left a very proactive mark and have signified that they are the change 
initiators. The firms LIE4 and LIE6, however, mentioned their customers as main initiators of 
change. Regarding change activities carried out in the last three years the respondents 
highlighted different areas such as investment in new machinery, introduction of new 
products, start of a new marketing approach, doing business in new markets, introduction of 
new software and processes to improve business operations. Only in two firms (LIE 8 and 
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LIE9) changes had a negative character in that sense that these firms were required to close 
businesses (LIE8) or to deliver turnaround (LIE9) because of prior financial difficulties.     
 

Interviews in Scotland 

Dynamic of internal and external environment 
Concerning the external environment, it is remarkable that half of the Scottish firms state a 
worsening with respect to customers. About half of them also confirm that the situation with 
respect to competitors is getting worse. One third of the firms mention an exacerbating of 
legal regulations. Even more than one third describes the relationship to the lending bank to 
deteriorate, a fact that especially is stated by micro and small firms (SCO4, SCO8, & SCO9). 
The internal environment firstly investigated how the firms evaluate the technology of their 
products and services. Then it was asked in which phase of the product life cycle their main 
products are located. Finally, it was inquired whether the firms currently suffer from a 
shortage of personnel. 
In view of the technology of products and services, a clear majority declare it to be mature, 
with few innovations being possible. This tendency is also found with respect to the product 
life cycle. About one third of the firms mention a very short life cycle and their 
product/services strategy mostly driven by consumer demand (SCO2 and SCO3). 
Nearly half of the firms report constant turnover during the last three years, which certainly is 
a consequence of the current bad economic situation in Scotland. 
It was also examined in which way the firms make use of external support. Here chartered 
accountants and tax advisors clearly dominate, with the tax advisor more frequently being 
employed in micro and small firms and chartered accountants being preferred in medium-
sized firms. A management consultant is brought in very seldom. Summarizing, one can 
state that the interviewed Scottish SMEs work in a dynamic business environment, with 
considerable insecurities particularly in the external relationships. 
 

Understanding of Corporate Governance 
Respondents understanding of the term corporate governance have been classified as 
sophisticated, limited or no understanding. Two of the respondents (SCO 8 and SCO9) 
indicated no understanding of the term at all with responses of “blank” and “nothing”, 
although when the discussion continued both demonstrated some understanding of the word 
governance when it was separated from corporate. The other interviewees all had some 
limited understanding of the term, with five of the firms being classified as having a 
sophisticated understanding of the term (SCO2, SCO3, SCO4 and SCO5) and the other four 
been classified has having a limited understand (SCO1, SCO6, SCO7 and SCO10). Firm 
SCO6 suggested that corporate governance was “rules and regulations that the government 
make you follow.” This limited understanding of the concept was in contrast to respondents 
who demonstrated a sophisticated understanding of corporate governance. Firm SCO5 
defined corporate governance as follows, 
 

“...it’s to do with looking after the Company’s shareholders and the official regulations 
that we have to comply with. The company, looking after the company as an entity, 
keeping up with our shareholders, looking after the relationship with the bank, making 
sure that our employees and everything is well looked after. But whether that’s the 
right definitions I don’t really know.”  

 
This definition suggests that governance is more than a narrow set of legal rules and 
regulations and is more in line with a stakeholder view of governance. As was noted in 
section two Theoretical Background, governance for SMEs makes more sense if we think 
about it in terms of a wider group of stakeholders rather than just a principal agent 
relationship between the owners and managers of firms. It is often the case (9 out of 10 
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firms) that there is no separation of ownership from control in SMEs so governance needs to 
be thought as a wider construct, that looks at a firms relationships with it bank, employees 
and the relationship between directors or partners. The relationship between partners or 
directors was commonly discussed in the interviewees. However we also need to consider 
how an understanding of governance feeds into the firms in terms of the firms having 
governance structures in operation. Respondents understanding of the term corporate 
governance did seem to be influenced by their own education and previous work experience 
(the two respondents who did not recognise the term had no previous work experience in a 
large firm and did not have any relevant education, the respondents ranked has having a 
sophisticated understanding of the term all had relevant qualification and/ or previous work 
experience in a large firm).  
 

 

Governance structure 
Three firms (SCO2, SCO4 and SCO5) have implemented more formal and sophisticated 
governance systems. The three firms in question were either micro or small firms; all three 
representatives demonstrated a sophisticated understanding of the term corporate 
governance. The directors of these three firms either had a relevant business degree or had 
undertaken some formal training on these issues. However, the most significant influence on 
these firms appears to have come from externals. All three firms were involved with Business 
Gateway and other such institutions (Scottish Development International, Scottish Enterprise 
high growth programme). The interactions with these business advisory institutions seem to 
have encouraged these three firms to implement formal strategic planning and forecasting, 
budgeting, risk planning and other formal management structures. 
The other seven firms all used accountants and lawyers for their basic needs but did not use 
external consultants to help with business planning and development. The three firms that 
demonstrated a sound governance system all used external consultants for various tasks 
(marketing, taxation advice, HR) and also seemed to see their relationship with their  
accountants as more than just employing them to audit their books once year, which was the 
common response from the other firms interviewed for the study.  
The “other firms” are not being pushed to implement more complex and formal systems as 
there is no pressure to do this from outsiders (banks or shareholders), these owner managed 
firms are only interested in the basic structures need to manage their firms. Externals factors 
do have an influence on governance within all the firms but in most cases this is not 
consultants, banks or accounts but merely basic legal and industry regulations. It appears 
that banks could play a bigger role here if they were more interested in the actual firms and 
not solely on the value of the director’s property and assets. 
In terms of the extent to which the governance structures of SMEs has an impact on their 
ability to raise finance the results are very clear, all respondents when questioned on this 
issues gave the same response that banks have no interest in governance structures, 
succession planning, risk management or any other similar issues. Two respondents did 
provide the bank with a large amount of information about their business as they were 
already producing such information but both claimed that the banks were not particularly 
interested in the detailed financial information and did not take it into account when deciding 
the level of lending to offer the firm, “They kind of want all the information going to be honest 
as well as your personal guarantees...” (SCO8).  
Firm SCO2 has a formal structure and does produce cash flows, master budgets, formal 
strategies and has succession planning and key man insurance etc but finding themselves in 
the same position as other less formally planned operations, that is lending has to be 
guaranteed personally: “They do ask for more detail but they don’t listen.....they simply say, 
times are tight, if you want a loan we want to sign that off against your house”. 
The banks focus is very much on the net worth of individual directors and not on the 
performance or management structure of the firm. Eight of the ten firms highlighted the need 
for the directors to give personal guarantees to banks to secure funds. Of the two 
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interviewees who did not raise this issue, one was a partner in a legal firm that owned a 
number of properties and were the security for any bank lending and the other firm had no 
bank lending. This was raised as a negative issue by all nine interviewees and two of the 
respondents suggest it was such a serious issue that they did not seek banking lending due 
to this. 
This is an issue that is problematic as this limits access to finance to any SMEs were the 
directors do not have property or other assets to use as security (or do not want to use the 
family home for such purpose). Businesses would be encouraged to have a formal strategy, 
master budget, risk management, succession planning or other relevant factors, that the 
literature suggests improves the likelihood of success for the firm, if banks looked at these 
issues and used them when making lending decision (see for example Reinemann, 2011. Of 
course it can be argued that company directors should be interested in these issues anyway 
as a means of improving their businesses. However in the real world, more pragmatic 
attitudes tends to prevail and the managers of SMEs often only have the time to implement 
systems that are a necessity for their operations or that are forced on them by regulations. 
The most important factor that determines the sophistication of the SMEs governance 
structures appears to be external to the firm. Although, there is some evidence that the 
managers of firms persons experience (education, previous work experience and family 
influence were all mentioned as factors that influence their attitude towards governance) 
influence the firms governance structures the main link between the internal firm and 
management and governance sophistication is the size of the firm, although this appears to 
be pragmatic, in that an organisation with 80 employees need to have a more structured 
management that a firm with four employees. The management of the firms is more closer 
determined be external factors, such as the industry regulations, company law and the 
influence of external advisors. Although only three firms in the sample used external 
advisors, these three firms had the most sophisticated governance structures. 
 

Decision making  
Concerning this aspect the findings suggest that half of the investigated firms use a team-
based culture. Especially among the micro firms, half of the firms reveal a team-based 
decision making process and there is also a frequently discussion of the business strategy 
and progress of it with employees (SCO2). Whereas in the other half of the firms there is a 
more centralised decision making process with no involvement of employees. The interview 
results revealed that especially owner-managers are often not willing to delegate 
responsibility; they even reject to be eased of day-to-day business operations (Wesel, 2010). 
With increasing company size the problem becomes less dramatic, but regulations for 
replacement and succession are generally established badly. 
The interviews have shown that Scottish SMEs appear with very different levels of business 
planning sophistication. The interviews results confirm the corresponding literature that 
SMEs reveal considerable deficits with respect to their business planning systems (e.g 
SCO2). Micro and small firms have relatively poor business planning systems. A master 
budget is seldom found. A budgeted balance sheet is hardly established. The profit planning 
is the dominating tool. As a time horizon the short interval of 1 year is dominating. The 
interviews revealed that in micro and small firms the business planning is frequently carried 
out externally by a tax advisor. There are two reasons for inappropriate planning systems. 
Firstly, accountancy is carried out externally, so that there are no detailed data as a base for 
business planning. One depends entirely on the tax adviser. Secondly, SME managers often 
have a technical education, with little knowledge in business management. This tendency is 
essentially found in small firms. 
 
Change in the firm 
All interviewees stressed that they are constantly working on changes within the firms. One 
third of the managing directors spoke about a re-design of their business plan or strategy 
(SCO4 and SCO5). The reason behind this re-design was to be more proactive and a clearer 
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allocation of responsibilities among the managing team to follow the trends and setting them 
in some ways. This suggests a move from a reactive strategy to a more pro-active strategy. 
The interviewed firms reckon two important triggers in achieving this. The first one is 
innovations and the second one is networking and collaboration. Especially the second one 
underlines how important a governance system is for small firms as networking with partner 
firms will need a proper management of propriety knowledge and resources. Regarding 
change activities carried out in the last three years the respondents highlighted different 
areas such as re-design of marketing strategy (SCO5 and SCO7) and concept and 
formalisation of management processes (SCO1 and SCO2) and client management (SCO3 
and SCO8). 
 

 

Conclusion 

Given the importance of corporate governance to firms, our findings are regarded as 
important as they make a contribution in helping us to obtain a better understanding of the 
practice of corporate governance in smaller firms.  
 
The aim of this study is to understand how governance is interpreted and practiced in the 
SME sector in Liechtenstein and Scotland. There is a danger in trying to apply the concepts 
of large firm governance to smaller firms who may not have a formal board or management 
structure and who may think that there is little to gain from concepts such as governance.  
 
The majority of the previous research in this area has been empirical papers that have been 
focused on issues that are more relevant to large firms, for instance the number of directors 
and shareholders etc, or have been conceptual papers. There have only been a few papers 
looking at governance in SMEs using a phenomenological methodology that is suitable for 
this topic.  
 
During this research semi-structured interviews were used to try and provide an in depth 
understanding of governance in SMEs. The researchers have conducted twenty semi-
structured interviews with senior managers operating in SMEs based throughout 
Liechtenstein and Scotland.  
 
Key findings from the study are:  
 

 Most of the respondents did have some knowledge or understanding of corporate 
governance although this understanding was often only to the extent of linking the 
concept to rules and regulations.  

 

 Relevant education and previous work experience did seem to have influence on 
governance within firms. 
 

 The most significant factor that determines governance in SMEs appears to be the 
influence of the external environment. Eight of the firms used for the study had basic 
management and governance systems and these were the minimum needed to 
comply with legislation and any industry level rules and regulations (although basic 
management structure did increase with firm size). The three firms that had more 
sophisticated governance systems were all engaged with Business Enterprise and 
other similar business advisory institutions, had close links with their accountants and 
employed external consultants. 
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 Banks base lending decision on the personal assets of directors and showed little 
interest in the characteristics of individual firms. 

 
The conclusion from this study is that directors of SMEs often adopt the simplest 
management and governance structures that they need to operate their businesses and do 
not see the benefit of having relatively complex governance systems. Banks do not seem to 
be influenced by the quality of a firms accounting and management processes so pressure 
has not been applied from the bank industry for better governance as they are largely 
interested in the net worth of individual directors and not the firm itself.  When SMEs do 
begin to implement more formal governance systems they do seem to move closer to a 
holistic model of governance, developed from stakeholder theory rather than the narrower 
shareholder influenced systems implemented by larger firms. 
 
From an academic point of view, our study draws particular attention to the influence of 
corporate governance on the firm’s ability to change. Thus we expand the scope of corporate 
governance which is normally only discussed from a control perspective. We hope that our 
findings provide useful insights which, in turn, will add to the emerging body of knowledge in 
the field of corporate governance in small firms. These insights might be useful to the 
entrepreneurship literature as they may shed light on which and how managing directors 
apply corporate governance mechanisms in order to adapt their firms to deal with changes in 
the (internal and external) business environment. The country comparison also helps us to 
identify similarities and differences regarding the practice of corporate governance between 
these two countries.   
 
From a practical point of view, our study’s findings may help managing directors of smaller 
firms to better understand and exploit the benefits of corporate governance in their efforts to 
tackle the firm’s organizational development. The findings may also be used by business 
consultants helping them to expand their service offer regarding corporate governance.   
   
This research has some limitations. First, the results were gained from a relatively small 
number of SMEs, thus the reliability of our findings are limited. Future comparative studies 
should focus on a larger number of firms. Another limitation is related to the fact that only 
executive personnel were included in the interviews meaning that only a limited view of the 
topic was provided. Future research could also include other perspectives e.g. that of the 
firm's key employees, to obtain a more balanced understanding of governance practice in 
SMEs. 
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SUMMARY 

This paper aims to explore how institutional logics may shape intrapreneurship in health care. 

The paper draws on a study conducted in four Finnish health care organisations in 2010-2012.  

Using the Interpretative Phenomenological Analysis method (IPA), the authors analyse how 

health care professionals make sense of their work, organization, and events in that context. The 

authors explore the phenomenology related to intrapreneurship and the emergence of new 

practices in the given context.  

The paper reveals four institutional logics that affect intrapreneurial activities in health care by 

depriving individuals of power and influence. Recognizing and addressing these logics provides 

opportunities for organizational improvements, and as such, they form the practical contribution 

of this study. 

 

Keywords: entrepreneurship, intrapreneurship, health care, innovation, institutional logic 

Contact details: thomas.lemstrom@utu.fi, eeva.laaksonen@utu.fi 

 



2 

 

INTRODUCTION 

The importance of innovation for enhancing efficiency, productivity, and service quality in health 

care is widely acknowledged. The field is characterized by vast and feverish structural and 

legislative reforms. The ageing population together with the changing structures of the Nordic 

welfare state bring along challenging times for the health care sector. The Finnish health care 

professionals will have to face many changes in the coming years. Unfortunately, grassroots 

attitudes and anecdotes from health care professionals depict a reality of numerous projects that 

result in relatively few improvements. One can sense a certain level of project fatigue. Health 

care professionals seem to be suspicious towards top-down initiatives. Despite several completed 

and on-going development projects, the health care workers feel that hurry, increasing number of 

patients and small wages remain unchanged.  

Said fatigue is part of the reasoning behind a study on intrapreneurship in public and private 

health care organisations in South-Western Finland. Intrapreneurship has potential to promote 

innovation and innovative behaviour also in health sector organisations. However, 

intrapreneurship has not been widely studied in the health care context. Entrepreneurial activity is 

not a typical characteristic of clinical work and it needs to be re-interpreted in the health care 

context (Hewison & Badger, 2006). Intrapreneurship can be understood broadly as practice of 

non-customary behavioural intentions and behaviours within an existing organisation (Antoncic 

& Hisrich, 2003). Intrapreneurship does not only involve creation of new business ventures 

within an existing organisation but also other innovative actions such as development of new 

products, services, technologies, administrative techniques, and strategies. (Antoncic & Hisrich, 

2003.) We are motivated to understand more deeply why the potential of intrapreneurship seems 

only partially utilized in health care.  

Health care is an especially challenging environment for intrapreneurship due to many 

behavioural and organisational barriers. Individuals within the system are expected to understand 

the overall mission of their organization, while the primary expectation is that they focus on their 

narrow responsibilities. The roles and responsibilities of health care professionals are defined by 

a myriad of regulations, standards, and traditions. Furthermore, health care organisations are very 

hierarchical, with specialist physicians having a disproportionate influence over most aspects of 
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organisational life. (Phillips & Garman, 2006.) All in all, intrapreneurial activity faces many 

institutionalised barriers in the health care sector.  

This paper aims to explore how institutional logics may shape intrapreneurship in health care 

organizations. We argue that better understanding of intrapreneurship in health care benefits from 

assessing the institutional logics specific to the field. Institutional logics are the symbolic 

constructions which constitute the organising principles of a field. Institutional logics can be 

described as cognitive maps or belief systems that actors use to guide, and give meaning to, their 

activities. Institutional logics specify what goals or values are to be pursued within a field and 

indicate which means for pursuing them are appropriate. Profound institutional change derives 

from new institutional logics. (Scott et al. 2000.) Intrapreneurial activity can lead to changes in 

institutional logics, and thereby, to profound change in the health care field.  

ENTREPRENEURSHIP AND INSTITUTIONS 

In the most general sense entrepreneurship is an individual or organizational level process of 

emergence (Gartner & Bird, 1992). Entrepreneurship is the driving force of innovation 

(Schumpeter, 1934), and thus entrepreneurial behaviour is seen as an important source of 

competitiveness of organizations. Typically entrepreneurship refers to the identification and 

utilization of commercial opportunities that manifests through founding, ownership, and 

development of companies. Nevertheless, entrepreneurial behaviour does occur in non-profit 

organizations and amongst salaried personnel as well, which is known as intrapreneurship, 

corporate entrepreneurship, or institutional entrepreneurship in some discussions. We use the 

term intrapreneurship so that it can be understood as broadly as referring to innovative activities 

and divergent intentions and behaviour within an existing organization (Antoncic & Hisrich, 

2003). 

For the purposes of understanding the field-level forces that may affect intrapreneurship in health 

care we combine theories of entrepreneurship and institutions within a social constructionist 

framework. Viewing entrepreneurship from the social constructionist perspective Linden and 

Packendorff  (2009) define entrepreneurs as people who construct social processes intended to 

articulate, challenge and break established patterns. We view the patterns challenged or promoted 



4 

 

by intrapreneurs through the meta-theory of institutional logics. Thus we view intrapreneurs as 

actors who engage in challenging prevailing institutional logics while embedded in a specific 

organizational context. 

The concept of institutional logics emerged out of ‘new institutionalism’ that highlighted the role 

of culture and cognition and shifted focus from efficiency to legitimacy as an explanation for 

organizational structure. (Thornton & Ocasio, 2008.) Institutional logics specify what goals or 

values are to be pursued within a field and what means for pursuing them are appropriate (Scott, 

Ruef, Mendel, & Caronna, 2000). Thornton and Ocasio (1999) defined institutional logics as ‘the 

socially constructed, historical pattern of material practices, assumptions, values, beliefs, and 

rules by which individuals produce and reproduce their material subsistence, organize time and 

space, and provide meaning to their social reality’.  

Institutional logics highlight how the cultural dimensions of institutions both enable and constrain 

social action. They guide organizing and provide actors with vocabularies of motive and identity. 

Institutional logics affect individuals and organizations through various mechanisms. First, they 

are carried by the collective identity of members of a social group experiencing cognitive, 

normative, and emotional connection. Second, they shape the rules of the contest over status and 

power, as well as their meaning and consequences. Third, institutional logics reinforce certain 

categorizations and classifications thus shaping individual cognition. Categories applied in 

organizational life – such as job titles, management methods, and legal structures – are socially 

constructed. And fourth, institutional logics imply valuations for the legitimacy, importance, and 

relevancy of issues and possibilities thus moderating where organization allocates its attention. 

(Thornton and Ocasio 2008.) 

The processes through which institutional logics and organizations change are complex. 

Organizations can be seen as sites for power struggles between competing institutional logics. 

Research on institutional logics is inherently cross-level addressing the interplay between 

individuals, organizations, and institutions. Institutional logics shape the behaviour of actors who 

also have some potential for shaping the institutional logics. Individuals actively import and 

export elements of institutional logics across institutional orders, and any context is potentially 

influenced by contending logics of different societal sectors. (Thornton & Ocasio, 2008.) 

Institutional change can be achieved by intrapreneurs as local and nascent logics may develop 
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into field-level dominant logics over time. However, old logics that are slowly pushed 

underground can continue to exist and guide behaviour in a non-obvious way. Actors may 

develop mechanisms that enable the co-existence of competing logics (Reay & Hinings, 2009). In 

some cases of structural overlap previously distinct structures are forced into association.  

(Thornton & Ocasio, 2008).  

Certain factors of the health care context conflict with intrapreneurship. Health care is strictly 

regulated and organizations in the field are highly bureaucratic and hierarchical. (Phillips & 

Garman, 2006).  Entrepreneurial behaviour is not traditionally associated with clinical work and 

making intrapreneurship a meaningful concept for health care professionals requires certain re-

interpretation (Hewison & Badger, 2006). While acknowledging that entrepreneurial 

management has not been widely studied in health care (Guo, 2006), it needs to be recognized 

that a management-oriented top-down perspective is rarely sufficient for understanding 

intrapreneurship that occurs in the context of organizational dialogue where top-down and 

bottom-up influences meet (Heinonen & Toivonen, 2007).  

Intrapreneurship has not been extensively studied in the health care context, but certain factors 

that affect the nature of intrapreneurship in health care can be identified from the literature. First, 

hospital managers lack clarity of responsibilities and roles. They also tend to demand consensus, 

which may lead to lack of transparency (Virtanen, 2010) and to excess uniformity that may have 

an adverse effect on intrapreneurial behaviour (Shane, 1994). Second, professional autonomy and 

thus also professional identity are threatened by both managerial interventions (Doolin, 2002) 

and the increasing regulation (Walshe, 2002). Third, nurses are a source of untapped innovation 

potential (Åmo, 2006). The professional boundaries and attitudes between doctors and nurses are 

a key factor affecting intrapreneurial behaviour of nurses (McDonald, Harrison, & Checkland, 

2008). Fourth, lack of market orientation has an adverse effect on innovation in healthcare. In 

addition to the complexities of regulation and financing the separation of roles of clients and 

patients creates a disconnect in the innovation process (Phillips & Garman, 2006). And fifth, 

patient safety as an overriding value may suppress even such intrapreneurial risk-taking that does 

not imply risking lives, but an proactive attitude towards developing organizational practices 

(Singer et al., 2009). 
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METHODS 

This paper draws on a study conducted in four Finnish health care organisations in 2010–2012. 

More than 50 interviews as well as several participant observations were conducted during the 

course of the project. In this paper we focus on eight of the richest semi-structured interviews 

(approx. 1 hour each) with four doctors and fours nurses working in an ophthalmology clinic of a 

public university hospital. The clinic employed 61 nurses, 20 doctors, and 16 other members of 

staff. In 2010 the hospital had 440 178 admissions and a staff of 3 055 professionals, with 

approximately 2 370 nurses and 500 doctors.  

In this study we analyse how health care professionals make sense of their work, organization, 

and events in that context. We had no hypotheses nor did we follow any narrow theme in the 

interviews.  Through semi-structured interviews explored the individuals’ perceptions as broadly 

as possible within the area of concern. As Smith and Osborn (2008:53) explain “the participants 

are trying to make sense of their world; the researcher is trying to make sense of the participants 

trying to make sense of their world”. We prompted the interviewees to tell us their experiences 

and interpretations relating to changes in work and workplace. Our underlying intention was to 

explore the phenomenology related to emergence of new practices as well as divergent intentions 

and behaviour that are hallmarks of intrapreneurship.  

The interviews and the subsequent analysis were conducted according to the Interpretative 

Phenomenological Analysis method, IPA (Smith & Osborn, 2008.). IPA is an in-depth 

qualitative, interpretative, and iterative method of analysis aiming to understand how participants 

make sense of their world. When choosing research materials for closer in-depth analysis we 

emphasized the richness of the interviews. Eight interviews were interpreted in great detail. We 

analysed the transcripts to understand the meanings of the doctors’ and nurses’ accounts of their 

work. The analysis started with careful reading of transcripts. Instead of being interested in how 

many times something was mentioned, we focused on the differentiation of meanings and their 

possible implications.  



7 

 

Initial interpretation of meanings reflected by the interviews was followed the identification and 

naming of analytical themes. Themes were refined iteratively by analysing connections and 

relationships between themes, associated analytical interpretations, and the primary source 

material. Themes were arranged and clustered and relating interpretations were continuously 

enriched and assessed. Finally, the analysis was written up and expanded based on theory and 

literature. As an outcome of the analysis we identified four institutional logics that shape 

intrapreneurship in health care. 

RESULTS 

Logic 1: Employees have passive role in organizational development 

Our findings show that the staff in the clinic are seen as, and experience themselves as, passive 

objects in the context of organizational development instead of active participants and sources of 

new ideas. First of all, new ideas or development of new practices is not on the agenda of weekly 

or monthly clinic staff meetings. On the contrary those meetings are dedicated to technical 

matters, such as handing out daily tasks or discussions on patient cases. Development talks with 

the supervisor are not self-evident and a supervisor might feel unsure about development talks 

and more comfortable replacing them with more technical meetings. However, previous literature 

shows that both top-down and bottom-up influences are vital for intrapreneurship. Emergence of 

intrapreneurship requires co-evolution of managerial behaviour, organizational structures and 

individual actions. (Heinonen and Toivonen 2007.)  

[Nurses] don’t have regular department meetings. Usually on Mondays and Wednesdays 

doctors’ receptions start a little bit later because of their own meetings. So then, in 

principle, we would have time in the mornings to talk, but often supervisors are not 

present in the mornings --. However, I think whenever things are discussed all parties 

should be present. It’s insane that only us regular nurses discuss with each other if there 

are no bosses present. (Nurse) 

Second, employees experience lack of communication between management and employees.  

Matters are not communicated to the employees, they are merely informed. This aligns with our 
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interpretation of employees’ passive role in organizational development. Employees can 

influence and promote entrepreneurial activities when atmosphere of straightforward 

communication exists (Heinonen & Toivonen, 2008). 

Third, the employees feel organizational changes are being implemented in the clinic without 

allocating any time for the staff to process the changes. Employees feel that they are expected 

only to passively adapt to organizational changes. An example of this was the organisation of 

new teams. Due to limited possibility to influence team formation employees showed very little 

commitment to the teams.  Previous literature emphasises the role of middle management in these 

situations. Middle managers can naturally encourage entrepreneurial behaviour in general, but 

they can also influence their subordinates’ commitment to activities that have already been 

initiated. (Kuratko et al. 2004.) 

Fourth, our findings indicate that the employees face many barriers when making initiatives. In 

one interview a nurse told she had turned to a mentor outside the hospital to receive feedback and 

support to her initiative. However, management support is widely recognized to be a crucial 

factor for intrapreneurial activity (see e.g. Heinonen and Toivonen 2007; Hornsby et al. 2002; 

Kuratko et al. 2004; Guo 2006). 

Fifth, the fact that some of the employees in the clinic feel that intrapreneurship equals to doing 

things faster and cheaper; avoiding mistakes; and that everyone has to sacrifice; also is in line 

with the interpretation that employees view themselves as objects of organizational development 

rather than sources of innovation. According to literature, however, the main actor in 

intrapreneurship is an individual who decides to proceed with an idea to make one’s dreams come 

true (Pinchot, 1985) although creating economic value is also one of the benefits of 

intrapreneurship (see e.g. Covin, 1988) 

Logic 2: Doctors are in centre of organizing 

In our case organization all specialist doctors were working on a part-time basis dividing their 

time between public sector and private sector jobs. Private sector jobs provide high salaries 

whereas public sector organizations must compete using other means. Public sector offers respite 

from the busy schedule of private practice. Public sector offers ‘soft’ job descriptions to specialist 
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doctors who may thus avoid difficult patients with multiple problems. Within the already 

specialized clinic this leads to the creation of very narrow specialties according to each 

specialist’s personal interests. Young doctors seem to have even increased sense of entitlement, 

sense of their value and opportunities, as well as higher demands for flexible work arrangements 

that support their lifestyle choices.  

Doctors tend to emphasize patient-centeredness (McDonald et al., 2008). Yet, they seem to lack 

concern for the patient’s psychological or social perspective or issues that are not directly related 

to the clinical issue and organ under scrutiny. It was felt that specialists do not take holistic 

responsibility for the patient, but only for certain specific clinical issue. It was claimed that this 

results in inefficiencies for example through increase in the number of required patient visits as 

patients are passed between specialists.  It was also argued that doctors deal with the sickness but 

do not provide customer service. Patients hesitate to speak with doctors and feel that nurses are 

more approachable.  

The doctor has so many irons in the fire, and they are always so focused on the disease, 

that they are not aware of the things that are missing, those things that might support the 

patient's coping at home for example. (Nurse) 

Nurses themselves argued to lack in courage to confront and communicate directly with doctors, 

which sustains the power distance between the professions. Institutional logic that places doctors 

in the centre of organizing allows them to avoid intrapreneurial commitment not only to the 

organization but also to the patients.  

Logic 3: Nurses are viewed as homogenous mass 

While the organization was depicted as struggling to recruit doctors, innovative nurses were met 

with unconstructive attitudes. Especially nurses with intrapreneurial initiatives were often faced 

with indifference, patronizing, and low or limiting expectations. One nurse with an initiative was 

faced by a surprised superior with the question “Why haven’t you studied to become a doctor?” 

Such a comment implies that nurses are not expected to show creativity or initiative. It also 

implies that nurses are viewed as a homogenous mass and the bright ones should become doctors. 
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More independent work descriptions of nurses are viewed to intrude doctors’ territory as nurses 

become “little doctors”. One doctor worried that soon nurses start “whining about money” if they 

are given tasks that traditionally have belong to doctors. In our case clinic requests for further 

education were rejected in a way that created further frustration.  

Supposedly I have so many areas of responsibility that I can’t have more. How is that? 

The more capabilities I have, the better they can utilize me. (Nurse) 

Supporting diversity is a key factor for an intrapreneurial organization (Shane, 1994). 

Intrapreneurs need to be identified and they need to be supported with sponsorship and 

mentorship (Pryor & Michael Shays, 1993). Viewing nurses as a homogenous mass leads to 

wasting the innovative potential of the organization. 

Logic 4: Public sector is perceived as inherently bureaucratic 

If this was our own [hospital] there would not be so much bureaucracy. (Doctor) 

The public university hospital appears bureaucratic and inflexible to the staff; “everything would 

work if only the hospital was a private company”. Our interviewees felt that all decisions come 

from the top-management and that decision-making is centralised. They claimed to experience 

very strong bureaucracy in their work and state that bureaucracy hinders entrepreneurial action in 

hospitals. Based on these comments we interpret that employees perceive all public hospitals as 

inherently bureaucratic.  

According to Ireland, Govin and Kuratko (2009) “structure is an organisation’s arrangement of 

authority, communication and workflow relationships. In an entrepreneurial organisation 

decision-making is decentralized; there is a low degree of formality; wide spans of control; power 

is based on expertise (not position); processes are flexibile; information networks work well; and 

attitude towards rules and policies is relaxed.  This is called “structural organicity” (Ireland et al. 

2009) and these organic structures promote entrepreneurial activities (Covin & Slevin, 1988). 

According to Hisrich (1990) traditional corporate cultures vary form more flexible to 

bureaucratic, but in the extreme cases employees are expected to follow instructions; not to make 

mistakes and stay in one’s “turf”. On the contrary, intrapreneurial organisations support 
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individuals in creating something new. Instead of a hierarchical structure, an intrapreneurial 

organisation is flat and it supports networking, teamwork, and mentorship.  

“Biggest opposition comes from organisation bureaucracy and these possible ‘guiding 

strategies’ that can cause bad damage.” 

The attitude reflected in the interviews towards changes and new ideas is generally positive. 

However, implementation of changes is experienced largely useless, because it is difficult to 

foresee “what the hospital policy in the future is going to be”. The interviewee uses bureaucracy 

as sort of an excuse for letting new ideas pass. Literature shows that in bureaucratic organisations 

administrative functions devoted to coordination and control increase. Hence employees feel 

pressure to social conformity and are likely to take a more narrow range of tasks and are thus less 

likely to understand their entrepreneurial landscape and enter into entrepreneurial activities. 

(Sørensen, 2007). We interpret that perception of highly centralised decision-making and strict 

bureaucracy leads to underachieving.  

DISCUSSION AND IMPLICATIONS 

The way health care professionals view their work, responsibilities, and opportunities needs to 

change before the health care system can meet the challenges facing it. Innovative organizational 

change is limited without the support of institutional logics that raise the priority of 

intrapreneurial activities. Institutional logics direct, motivate and legitimate the behaviour of 

actors (Scott et al., 2000). In order to develop the innovative capability of the health care limiting 

and outdated institutional logics should be addressed in multiple levels of the system. Our study 

demonstrates the feasibility of institutional logics approach for improving organizational and 

system-level innovation. Institutional logics provide a framework for multi-level analysis of 

complex organizational and cultural dynamics. The framework can be extended with applicable 

theories – such as the theories of entrepreneurship and intrapreneurship – that address the area of 

concern.  

Our study reveals institutional logics that affect intrapreneurial initiatives, behaviour, and 

processes in health care in a negative way by depriving individuals of power and influence. Such 



12 

 

logics provide opportunities for improvements, and as such they form the practical contribution 

of our study. Possibly the most pressing issue is that the staff have passive role in organizational 

development, which especially affects nurses. In order to enhance performance, all organizational 

members should share the same organizational culture and organisations should practice 

participatory decision-making at all levels (Guo, 2006). To encourage employees taking more 

active roles in organizational development clinics would benefit from a culture of open and 

inclusive discussion between all employee groups as well as patients and other stakeholders. All 

parties need to take initiative. However, supervisors have an extended influence through e.g. 

allocating work time and approving work descriptions, and thus they have a special role in 

encouraging more in-depth discussion.  

The provision of medical services through health care organizations is dependent on the 

availability of competent doctors. In Finland health care organizations struggle to fill the 

necessary positions. Doctors are in the centre of organizing – the world of hospitals revolves 

around doctors – whereas nurses are seen as a homogenous mass. Health care organizations serve 

as arenas for performances by specialist doctors who in return show little commitment to the 

organizations. Doctors’ low commitment to team working alone is a significant handicap for 

intrapreneurship in health care (Antoncic, 2003; Kuratko, Ireland, Covin, & Hornsby, 2005). 

Better communications between doctors and nurses would enable more active meeting of patient 

specific needs (McDonald et al., 2008). Also more entrepreneurial and thus more service-oriented 

approach to patients could translate into flexible and creative patient-centred solutions (Hewison 

& Badger, 2006).  

Enabling more diversified models of professional development available for nurses could 

decrease the excessive dependence on doctors and increase organizations’ operational flexibility. 

Nurses could be delegated more efficiently with tasks that substitute and complement tasks 

performed by doctors (Buchan & Calman, 2004). This would require active management that 

recognizes those nurses that could be promoted to advanced roles. Clearly issues concerning 

nurse certification, licensure, career structure, and bonus schemes should be addressed and 

developed to supply health care organizations with more ‘advanced practice nurses’ (Buchan & 

Calman, 2004).  
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The working culture in public sector hospitals is affected by the belief that public sector is 

somehow inherently bureaucratic. Bureaucracy can act as a real threshold for intrapreneurial 

initiatives, or it can provide an excuse for passivity and procrastination. In order to change this 

institutional logic, public health care organisations should have clear structures to support 

intrapreneurial initiatives. In addition the main principles and future directions of organizational 

development should be clearly and systematically communicated to the whole staff. 

Our study was conducted in one clinic which means that these results are not statistically 

generalizable to the whole health care field. The methodological choice of IPA limits to certain 

degree the depth that specific issues can be explored. More research with more specific thematic 

focuses in different health care organization within different health care systems would most 

likely provide opportunities for developing more refined understanding as well as more directly 

applicable practical recommendations.  

Future research has many possible directions available to it. Institutional logics of the health care 

sector are affected by, inter alia, health care management practices, policy guidelines, 

educational emphases, and the actions by professional interest groups. Hence, future research 

could be extended to the logics of hospital management and administration, educational 

organisations training physicians and nurses, and the professional interest groups of physicians 

and nurses. From the point of view of developing the theory of entrepreneurship this could 

provide opportunities to address e.g. social entrepreneurship, collective entrepreneurship, and 

institutional entrepreneurship. 
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In early ventures stages, strategic decisions are often made by the entire team. However, little is 

still known about the effect of team composition on team creativity. This study addresses 

creative problem solving processes in entrepreneurial teams. I conduct a study in which I analyze 

the idea generation, evaluation and selection of individuals and teams in response to a positive 

and a negative challenge (Business Development vs. Crisis Management). The findings 

contribute to the existing literature by taking this process perspective that emphasizes on the 

ability of a group to discern idea quality. The design allows controlling for the substantial 

differences in individual abilities but also for group composition, and social dynamics within the 

process of enforcing ideas. Findings display implications with regard to optimizing the ways of 

creative problem solving 
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1 

PRINCIPLE TOPIC 

Effective problem solving processes are the key to success in every organization. For new 

ventures however, it is even more important to handle problems since wrong decisions in early 

stages might cause the failure of the whole venture project (West, 2007). Classical romantic 

views of entrepreneurs hide the fact that most attempts to become independent and act 

autonomously fail and less than half of new start-ups survive the first five years (Shane, 2008). 

Not enough, crucial strategic decisions are often made under extreme time pressure (Baron, 

2008) and (financial) resources are usually scant. Being successful under such conditions 

requires creative ideas for innovative solutions: organizational ingenuity.  

 

In early ventures stages, strategic decisions are often made by the entire team. Team composition 

based on personality has been found to have important effects on team outcomes (e.g., 

Eisenhardt & Schoonhoven, 1990; Ucbasaran, et al., 2003). However, little is still known about 

the effect of team personality composition on team creativity. Moreover, while we know a fair 

amount about what influences individual creativity (for recent meta-analysis see Davis, 2009, 

Ilies et al., 2007), there has been only relatively little research about (social) processes of creative 

problem solution in teams (cf. Chen, 2006). Our study addresses these gaps in literature by 

contrasting individual dispositions and individual performance with team performance. More 

specifically, we aim at further clarifying creative problem solving processes in entrepreneurial 

teams in order to transfer these findings to general organizational settings in which the ability to 

create innovative solutions within structural constraints using limited resources is necessary. 
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METHODS 

To address our focal research questions we conduct a study in which we analyze the idea 

generation, evaluation and selection of individuals and teams in response to a positive and a 

negative challenge (Business Development vs. Crisis Management). Half of the teams were first 

given the positive budget challenge, followed by the negative one – the other half was first faced 

with the negative budget challenge and afterward with the positive one. We employ a hybrid 

structure, e.g., each team member is asked to generate ideas first individually and then together 

with the team members. This chronology allows us to control for several situational effects 

arising out of the order of tasks, and/or social effects related to interactions between the tasks. 

We define the performance of a group as the quality of the best ideas identified. The quality is 

evaluated by external venture capitalist.    

 

All participating teams are technology-based start-up companies financed by a large venture 

capital company. Participation was voluntary and had no bearing on further support provided by 

the VC firm. 

 

RESULTS AND IMPLICATIONS 

Data collection is still ongoing and will be finished in March 2012. Our results will add to the 

sparse literature on organizational ingenuity in teams in several ways.  

 

First, by splitting the tasks in situations where financial resources are once available and once 

scant, we are able to highlight differences in the process of creative problem solving. Hence our 

results provide meaningful new insights on how creativity differs in necessity.  
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Second, we focus not only on the idea generation process but also on the processes of evaluation 

and selection of generated ideas. Existing literature to date almost entirely considers the ideation 

process ignoring evaluation and selection processes (Runco & Chand, 1995). Yet, these are 

equally important parts in determining performance as teams may have unique approaches to 

solve a problem, without actually solving it. This happens when they fail to choose the most 

promising idea for further exploration (Davis, 2009). With emphasizing on the ability of a group 

to discern idea quality, we contribute to the existing literature by taking a process perspective.  

Third, a vast majority of research either analyzes the quality of the generated ideas on average or 

the quantity (Girotra et al., 2010). However, when faced with a problem that needs an innovative 

solution, one outstanding idea is considerably more beneficial than a huge amount of average 

ideas. Hence, in contrast to the vast body of existing literature we focus on the one single best 

idea generated by each team.  

From a methodological point of view, we provide a dynamic research design that is able to 

capture the entire process of creative problem solving across different situation including social 

processes. Since problem solving within a team might produce more but not necessarily better 

ideas, team processes are––despite their frequent usage in practice––widely criticized as 

relatively ineffective in creative problem solving. We take up the criticism by analyzing the 

problem solving process in a hybrid structure. Most notably, our design allows us to control for 

the substantial differences in individual abilities but also for group composition, and social 

dynamics within the process of enforcing ideas.  

Hence, beside academic implications our findings display significant practical implications with 

regard to optimizing the ways of creative problem solving within structural constraints and 

limited resources and team composition. Thus, our finding might be not only interesting for 
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entrepreneurial teams but also for team composition and creative problem solving in larger 

corporations that face the same constraints and hence, can learn from successful new venture 

teams. 
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INTRODUCTION 

 

Corporate entrepreneurial decision-making often takes place under uncertain conditions, 

where decision-makers have limited ability to predict the outcomes of innovative initiatives 

and rational models provide little guidance. Effectuation is proposed as an alternative 

decision model to rationality (Dew, Read, Sarasvathy & Wiltbank, 2009), particularly for 

emerging opportunities. Effectuation entails an active and reciprocal process of creating new 

initiatives, which can be particularly fitting for female intrapreneurs, as they draw inputs 

from their social networks to bring initiatives to fruition.  

 

Empirical research on entrepreneurial effectuation has grown. While Chandler, De Tienne, 

McKelvie and Mumford (2011) developed a measurement instrument to study the 

phenomenon and Brettel, Mauer, Engelen and Kupper (2011) extended the effectuation 

discourse and broadened its generalisability to a research and development (R&D) context, 

showing how highly innovative initiatives benefit from effectual logic. Despite these 

advancements in examining effectuation in the corporate context and research gaps remain. 

 

Particularly, there is a lack of research on female intrapreneurs, despite the fact that firstly 

they form an important group within the firm and the larger economy with great potential to 

contribute to the profitability, sustainability and the future growth of firms. Secondly, the 

antecedents to the entrepreneurial decision-making process, where it is held that 

intrapreneurs use their human capital (who I am; what I know) and social capital (whom I 

know) to effect the change in their environments (Wiltbank, Dew, Read and Sarasvathy, 

2006), has not been tested empirically. An understanding of this process would enable 

employers to address the attraction, retention, advancement and creation of attractive 

working conditions of female intrapreneurs (Heilman & Chen, 2003). Thirdly, empowered 

female intrapreneurs, who participate and succeed in innovative initiatives in a corporate 

environment, are more likely to experience job satisfaction and therefore remain with their 

employers (Buttner & Moore, 1997). Finally, effectuation seems to be a particularly fitting 

decision-making style for female intrapreneurs, who value the relational aspects of their 

leadership roles (Stelter, 2002) and focus on coaching, development and communication 

(Burke & Collins, 2001); which are important relationship skills in obtaining pre-

commitments from stakeholders during the effectual process (Sarasvathy, 2001a). These 

reasons provide a compelling basis to study female intrapreneurial decision-making 
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behaviour. Therefore, the purpose of this study is to determine the type of decision-making 

approaches used by female intrapreneurs, under uncertain conditions, and how their human 

and social capital influences their decision-making approach. 

 

LITERATURE REVIEW 

 

Intrapreneurial decision-making  

 

Intrapreneurship, also known as corporate entrepreneurship (Zahra, 1993; Dess, Lumpkin & 

McGee, 1999), corporate venturing (Altman and Zacharckis, 2003), and strategic renewal 

(Guth and Ginsberg, 1990) refers to emergent behavioural intentions and behaviours that 

depart from customary ways of doing business in existing organisations, operates at the 

organisational boundary and stretches current organisational processes, products and 

services, technologies, norms, orientations, structures or operations into new directions 

(Antoncic & Hisrich, 2003). While intrapreneurship involves the practice of developing a 

new initiative or venture within an existing organisation to exploit opportunities and create 

value, entrepreneurship by contrast focuses on exploiting opportunities outside of an existing 

organisation (Parker, 2011). Several studies have shown the beneficial effect of 

intrapreneurship on firm renewal, innovation and improved long-term business performance 

(Wiklund, 1999; Ketchen, Snow & Ireland, 2007; Erasmus and Scheepers, 2008; Hitt, 

Ireland, Sirmon, & Trahms, 2011).  

 

This study focuses on the intrapreneurial individual (Pinchot, 1985; Antoncic & Hisrich, 

2003) by examining how female intrapreneurs take decisions, drawing on resources to 

exploit internal and external opportunities at the firm-level. This view centres on human 

agency and draws on entrepreneurial cognition research (Ucbasaran, 2008), more specifically 

the work of Baron (2004); Sarasvathy (2001a) and Gustaffson (2006). These authors agree 

that entrepreneurs tend to show a greater reliance on certain cognitive techniques, such as 

heuristics, biases and effectual logic and this may explain why they are able to detect and 

exploit opportunities (e.g. Baron & Ensley, 2006; Dew et al., 2009). Menzel, Aaltio and 

Ulijn (2007) argues that there is little difference between entrepreneurs and intrapreneurs and 

that “anyone who behaves with an entrepreneurial spirit within an organisation… can be an 

intrapreneur,” while Parker (2011) finds that nascent intrapreneurs and entrepreneurs differ 

in terms of the type of products and services they pursue as well as the type of business 
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opportunities. Specifically nascent intrapreneurs are more likely to pursue products or 

services with unique attributes, since the firm-context allows more research about 

competitors and these new products or services are associated with business-to-business 

opportunities, in contrast to nascent entrepreneurs. The cognitive processes female 

intrapreneurs use is of particular interest in this study. 

 

Cognitive decision-making: Effectuation and Causation 

 

Decisions regarding new initiatives at the firm-level involve differential levels of uncertainty 

and therefore influences the cognitive processes female intrapreneurs follow during the 

opportunity identification process. Morris, Kuratko and Covin, (2011) hold that 

entrepreneurship within firms manifest in seven major ways, namely traditional research and 

development (R&D), ad hoc venture teams, new venture divisions, champions and the 

mainstream, acquisition, outsourcing and a hybrid of the previously mentioned ways. These 

different ways in which entrepreneurial initiatives manifest occur in various functional 

contexts, such as marketing, business development or human resource initiatives and can be 

linked to different opportunity types, with varying levels of uncertainty. Gustafsson (2006) 

identifies three types of opportunities associated with different levels of uncertainty and 

novelty, namely opportunity recognition, opportunity discovery or opportunity creation. 

 Opportunity Recognition: Demand and supply sources are known and the 

intrapreneur need only recognise these sources and bring them together in the 

form of a new initiative, for example in the case of human resource initiatives or 

market penetration. 

 Opportunity Discovery: Either supply or demand exists, and the intrapreneur has 

to discover the non-existent side and create a match, this happens in the case of 

latent or emerging markets.  For example the discovery of a new technology may 

result in the search of a market (demand required) or new process, or a cure for a 

disease may be needed (supply required). 

 Opportunity Creation: If neither supply nor demand exists, but a broader problem 

is present the intrapreneur needs to create both and innovations may be needed in 

different areas such as marketing, finance, business model development and so 

forth. This type of opportunity is associated with the creation of new markets, high 

uncertainty and novelty. 
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Gustafsson (2006) find that each of these opportunity types and implied uncertainty requires 

different cognitive processes. Sarasvathy (2001a) argues that effectuation is particularly 

suitable to study entrepreneurial decision-making under high levels of uncertainty, while 

causation is likened to rational decision-making approaches more suitable for situations of 

greater certainty. Effectuation can be described as a type of human problem solving that 

acknowledges that the future is changeable and can be shaped by human action; the 

environment can be fashioned by decisions people make and goals can emerge through 

cooperation agreements between stakeholders, rather than pre-determined alternatives (Read 

& Sarasvathy, 2010). Opposed to the effectuation approach, traditional business schools 

teach the "causation" approach, based on the rational school of thought and predictive 

reasoning (Sarasvathy, 2001b). Effectual reasoning is often explained as a distinct, inverse 

logic compared to causal logic (Sarasvathy, 2001b; Sarasvathy, 2001c), with the two types of 

logic explained as theoretical dichotomies, however both these cognitive decision-making 

approaches are fundamental components of human reasoning that can occur simultaneously, 

overlapping and interlinking in various contexts of decision making and action. Sadler-Smith 

(2004) argues that rational and intuitive cognitive styles are complementary, showing 

complex interrelations. Groves, Vance and Choi (2011) confirm this view and find that 

entrepreneurs and senior executives demonstrate a balance of rational, logical, analytical 

thinking styles as well as intuitive, creative and emotional thinking styles. 

 

Sarasvathy (2001a) distinguishes between effectual and causal reasoning in terms of four 

dimensions. Firstly the starting point between the two types of reasoning differs. While 

effectual reasoning begins with a given set of means (or resources), allowing goals to emerge 

contingently over time from the imagination and diverse aspirations of the intrapreneurs and 

the people they interact with, causal rationality begins with pre-determined goals and a given 

set of means, and seeks to identify the optimal alternative to achieve the given goal 

(Sarasvathy, 2001c), often required within a corporate context. For example an effectual 

approach to developing a new entrepreneurial initiative could draw from an intrapreneur’s 

previous experience, using individual idiosyncratic knowledge and networks as a starting 

point, while a causal approach would require the building of a business case and setting of 

project goals. Secondly effectuation uses affordable loss to guide decision-making by 

considering the potential risk or downside of investment in a project, while causation uses 

financial ratios such as expected return and future value of cash flows (Chandler et al., 
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2011). Thirdly effectuation emphasises the value of forming partnerships and getting pre-

commitments from self-selected stakeholders such as customer groups, suppliers and other 

groups. Pre-commitments can take the form of customer orders, supplier commitment to a 

project or resource involvement from outside groups, pledging financial resources or other 

competencies. Causation on the other hand aims to reduce uncertainty through proper 

planning and competitive market analysis (Brettel et al, 2011). Fourthly effectuation views 

unexpected events occurring during new initiative development as a source of opportunities, 

while causation tries to eliminate contingencies by planning for different eventualities and 

how to overcome surprises in order to reach goals as efficiently as possible (Dew et al., 

2009). 

 

Wiltbank et al., (2006) represents the action driven effectual process in Figure 1, focused on 

creating new means or resources and/or new goals. Intrapreneurs following an effectual 

approach to expand the resource base of an entrepreneurial initiative will therefore consider 

the three categories of means (resources) at their disposal namely: Identity (who I am?), 

Knowledge (What I know?) and Networks (Whom I know?), as shown in Figure 1. While 

the process is depicted as a linear one for ease of explanation, in reality it is a dynamic 

process that transforms the initiative as it progresses. 

 

 
Figure 1: A transformative approach – the effectual process 

SOURCE: Adapted from Wiltbank et al., 2006 
 

Expanding cycle of resources 

Converging cycle of constraints on goals 

New goals 

New means 
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As shown in Figure 1 effectual intrapreneurs use their human capital (identity and 

knowledge) and social capital to ask: ‘Given all these resources, what can I do?’ The 

effectual cycle reflects an emphasis on future events within the intrapreneur’s control, rather 

than a focus on prediction used during causation, which tends to regard a particular effect as 

pre-determined and on choosing between different stocks of human and social capital to 

create that effect. The starting point is with the individual’s identity, unique abilities and 

prior knowledge, then expanding to talk to others in their social network about an idea. For 

the intrapreneur this would involve talking to co-workers, potential customers or suppliers as 

well as friends and family. As the idea grows from the input of others, some parties may 

become interested in becoming a part of the new initiative. If a stakeholder commits and 

buys into the initial idea, it is often expanded and the process gains momentum as new goals 

and/or means are created (Wiltbank et al., 2006). While on the one hand the effectual process 

creates an expanding cycle, which increases existing resources, it also invokes a converging 

set of limitations on the targets of the growing stakeholder network. Intrapreneurs will 

therefore have to balance control logic (effectuation) with prediction logic (causation) in the 

decision-making process (Wiltbank et al., 2006). Furthermore Brettel et al. (2011) studied 

different types of R&D projects and find that effectuation is positively related to success in 

highly innovative contexts, involving high levels of uncertainty, while causation approaches 

are beneficial in projects with lower levels of innovativeness and uncertainty. 

 

Although causation and effectuation are inherently different in terms of concept and process, 

it is important to note that female intrapreneurs can use both effectual and causal reasoning 

simultaneously, depending on the situation. In fact, most successful intrapreneurs are able to 

use both types of reasoning (Sarasvathy, 2001b), utilising the different stocks of human and 

social capital at their disposal. The ability of female intrapreneurs to perceive opportunities 

and decisions regarding which opportunities to exploit is dependent upon their identity and 

knowledge as components of human capital and their network connections, representing 

social capital (Bhagavatula, Elfring, Van Tilburg & Van de Bunt, 2010; Sarasvathy, 2008). 

 

Human capital: Identity 

 

The identity of female intrapreneurs is studied from a self-efficacy and gender perspective. 

Entrepreneurial self-efficacy (ESE) refers to the self-confidence of intrapreneurs that they 

have the required abilities to be successful, which plays an important role in determining 
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their level of motivation in pursuing entrepreneurial initiatives (Kickul, Wilson & Marlino 

2004). Wood and Bandura (1989) noted that “to be successful one not only must possess the 

required skills, but also a resilient self-belief in one's capability to exercise control over 

events to accomplish desired goals,” congruent with the effectual concept of taking action. 

Verheul, Uhlaner and Thurik (2005) points out that the relationship between entrepreneurial 

activity and ESE has been studied from the perspective that this perception influences 

behaviour (Krueger and Brazeal, 1994; Krueger, 1993; Chen, Greene & Crick, 1998); fit 

with a particular career (Kickul et al., 2004); and images of opportunity (Mitchell & 

Shepherd, 2010). The choice to engage in entrepreneurial behaviour is thus interpreted as 

dependent upon whether individuals can identify with the characteristics and actions that are 

associated with entrepreneurship (Verheul et al, 2005), as well as the fit of their self image 

with the ideal image of an opportunity (Mitchell & Shepherd, 2010). 

 

The content and set of beliefs and attitudes towards the self varies from individual to 

individual, depending on idiosyncratic life experiences (Morgan & Schwalbe, 1990) and 

access to education and training. These factors contribute to the formation of ESE and 

perceived ability to successfully exploit opportunities. Consequently, intrapreneurs with 

similar capabilities may perform adequately or inadequately, given that their self-assurance 

of efficacy improves or weakens their motivation and problem-solving attempts (Wood & 

Bandura, 1989). Encouraging experiences and positive incidents are likely to enhance ESE, 

whereas failures and disappointments will decrease ESE. Intrapreneurs with higher ESE tend 

to be involved in task-related actions and tend persevere in their attempts to cope; 

consequently additional experiences of success follow, and as a result self-efficacy is 

enhanced (Bandura, 1982).  

 

However Eccles (1994) found that women are likely to have lower expectations for success 

in a wide range of occupations, furthermore Wilson, Kickul, Marino, Barbosa and Griffiths 

(2009) find that females in their study had both lower ESE and lower entrepreneurial 

intentions, compared to males. Complicating factors in the cognitive processes that influence 

female intrapreneurs ESE are the masculine norm of entrepreneurship, preferred gender 

blindness and gaining legitimacy and credibility in the corporate context. Firstly masculine 

norms are embedded in entrepreneurial activities (Lewis, 2006) with masculine 

characteristics such as autonomy, perseverance, high energy levels and decisiveness being 

associated with entrepreneurship (Hisrich & Brush, 1983, Bruni, Gherardi & Poggiol, 2004). 



8 

 

Fagenson and Marcus (1991) find that women assign more weight to masculine attributes in 

the profile of a successful entrepreneur, creating an invisible bias in entrepreneurship where 

‘success’ is judged against masculine characteristics (Lewis, 2006). Secondly this masculine 

bias results in some female intrapreneurs not actively taking up their gender identity, instead 

preferring gender blindness. Piderot and Ashford (2003) confirm that women in professional 

and senior managerial positions often treat the suggestion of gendered organizations and 

experiences as taboo, in recognition of the substantial professional risk that attaches to it. 

Therefore some female intrapreneurs may prefer to be silent about the masculinist 

entrepreneurial paradigm, understanding their intrapreneurial experience as the ability to 

abide by ‘universal’ standards of good business, staying blind to their gendered identity 

(Lewis, 2006), however some women decide to leave corporate life, taking up 

entrepreneurship as a route for personal and professional success (Heilman & Chen, 2003). 

Thirdly creativity and innovation often requires deviation from organisational norms and 

individuals who engage in such behaviour may find themselves in a vulnerable position 

(Block & MacMillan, 1993). These intrapreneurs need prove themselves to be taken 

seriously and make use of political behaviour to gain credibility and legitimacy within the 

firm (Morris et al., 2011). Therefore, on the one hand female intrapreneurs may find it 

beneficial to use effectual decision-making processes under conditions of high uncertainty 

and innovativeness, on the other hand invisible biases such as gender blindness may 

influence them to outwardly display causal reasoning. Thus, it is hypothesised that: 

 

H1a:  Female intrapreneurs with high levels of entrepreneurial self-efficacy are more likely 

to use effectuation as a decision-making logic. 

 

H1b: Female intrapreneurs with moderate levels of entrepreneurial self-efficacy are more 

likely to use causation as a decision-making logic. 

 

Human capital: Knowledge 

 

Entrepreneurial knowledge from human capital grows out of training, experience, emotional 

and intellectual ability as well as other valuable skills (Rwigema & Venter, 2004). Several 

scholars have suggested that prior knowledge, in terms of education and training as well as 

managerial and entrepreneurial experiences play an important role in the opportunity 

identification process (Mitchell and Shepherd, 2010; Sarasvathy, 2008 & Venkataraman, 
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1997) when making decisions. Individuals have different knowledge resources generated 

through their idiosyncratic life experiences, creating a “knowledge corridor” allowing 

individuals to recognise certain opportunities once they start walking down the corridor 

(Venkataraman, 1997). Prior knowledge thus influences the intrapreneur’s ability to 

comprehend, extrapolate, interpret, and apply new stimuli and information in ways that those 

lacking that knowledge cannot replicate (Shane, 2000).  For the purpose of this study three 

types of prior knowledge were explored namely: formal education, managerial experience 

and entrepreneurial experience.  

 

Empirical research shows the relationship between education and entrepreneurship is often 

non-linear in supporting the probability of becoming an entrepreneur (Davidson & Honig, 

2003). For female intrapreneurs, education seems to be particularly important as women are 

more probable to enter self-employment in the skilled services fields (Bates, 1995). Lee, 

Wong and Chong (2005) argues that entrepreneurs with more advanced qualifications and 

training have a greater problem-solving ability, the ability to learn the content of particular 

disciplines more effectively and use varied cognitive styles to solve problems. However the 

literature shows contradictory research findings with regard to the influence of formal 

education on entrepreneurial self-image. While Wilson et al., (2009) find a more positive 

influence of entrepreneurship education on entrepreneurial self-confidence for women than 

for men, Verheul et al (2005) find that the higher level of education an individual attains the 

lower the individual’s entrepreneurial self-perception. The latter finding could be ascribed to 

higher levels of education being associated with specific professions. While qualifications in 

specialised fields may provide opportunities for females to become professionals, 

management education is expected to provide female intrapreneurs with a rational decision-

making logic, from which they can draw, therefore: 

 

H2a:  Female intrapreneurs with higher levels of management education are expected to be 

more likely to use causal reasoning. 

 

The second type of prior knowledge namely managerial experience provides intrapreneurs 

with rules of thumb for success within a particular industry as well as frameworks that can 

be used to categorise new information, permitting for greater clarity in decision-making 

(Baron & Ensley, 2006). Lerner and Almor (2002) find that prior industry experience and 

managerial experience is positively related to performance in women-owned small ventures. 
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The enhancement of performance, gathering of resources, setting of goals and advanced 

planning skills is more likely to be associated with rational decision-making and causal 

processes, therefore:  

 

H2b:  Female intrapreneurs with higher levels of managerial experience are expected to be 

more likely to use causal reasoning. 

 

Entrepreneurial experience is often linked to previous start-up or business ownership 

experience and is often linked to the cognitive processes used in entrepreneurial initiatives 

(Baron, 1998). More specifically Mitchell and Shepherd (2010) find that entrepreneurial 

experience impacts the ability to recognise opportunities. Specifically they show that more 

experienced entrepreneurs have stronger and richer their images of opportunities related to 

the venture founding process. Furthermore experience also facilitates “pattern recognition” 

resulting in the discovery of opportunities (Baron & Ensley, 2006). Gustafsson (2006) 

concur and find that ‘entrepreneurial expertise’ influence cognitive processes. While expert 

entrepreneurs are more aware of the nature of the decision task (e.g. level of uncertainty 

involved in opportunity identification) and match their cognitive processes to this, novices 

are more prone to analytical decision-making (best suited for situations with low uncertainty) 

regardless of the nature of the decision task. Dew et al. (2009) also show how ‘expert 

entrepreneurs’ are more likely to make use of effectual logic in building ventures, thus: 

 

H2c: Female intrapreneurs with higher levels of entrepreneurial experience are more likely 

to use effectual reasoning. 

 

Social capital: Networks 

 

Social capital refers to the resources that an individual possesses through acquiring a 

network of relationships and personal contacts (Walker, Kogut & Shan, 1997). It can also be 

said that social capital is the relationships an intrapreneur accrues in her social network and 

the sum of potentialities of these relationships (Peverelli, 2000). Research has shown the 

importance of social networks for entrepreneurs creating new initiatives, firms and markets 

(Hite & Hesterly, 2001; Uzzi, 1997). Brunetto and Farr-Wharton (2007) show that women 

use their social network to discover new venture opportunities and are more likely to apply a 

relational and less formal approach when managing new initiatives (Verheul, Risseeuw & 
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Bartelse, 2002; Buttner, 2001; Brush, 1992). In addition Brunetto and Farr-Wharton (2007) 

note that female intrapreneurs tend to use a consultative and empowering approach towards 

employees by focusing on information-sharing and networks, enabling them to obtain access 

to other individuals’ resources and thus decreasing the time and effort to obtain information 

and resources (Lee et al., 2005). 

 

Specifically relationship skills, referring to an intrapreneur’s ability to interact effectively 

with others face-to-face, have a strong influence on success in entrepreneurial initiatives 

(Westerberg & Wincent, 2008; Baron & Markman, 2000). Relationship skills, also referred 

to as social competence (Baron & Markman, 2003) is seen as important to the management 

of relationships because intrapreneurs have to adjust to a broad range of social situations, and 

must be able to respond to a variety of information and social stimuli from inside and outside 

the firm to interest, persuade and build long-term relationships (Walter, Auer and Ritter, 

2006) where a potential network partner would be willing to commit to a new venture. 

 

Secondly partner knowledge refers to the possession of organised and structured information 

about one’s collaborating partners, firms and competitors (Westerberg & Wincent, 2008; 

Walter et al., 2006). Improved understanding of these stakeholder groups can lead to 

improved long-term relationships between different actors because of enhanced 

understanding of needs and expectations. Improved relationships would also increase the 

chances of network partners being willing to commit to a new venture. Therefore it can be 

hypothesised that: 

 

H3: Female intrapreneurs with high levels of 3a) relationship skills and 3b) partner 

knowledge are more likely to employ effectual reasoning. 

 

The research model indicating the hypotheses and relationships between identity (who I am), 

Knowledge (What I know) and Networks (Whom I know) with causation and effectual 

dimensions is shown in Figure 2. 
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Figure 2:  Relationship between human and social capital and effectuation and causation 
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sample was used, due to time and resource constraints, taking into account that the BWA 
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BWA members. A cross-sectional design was employed, a total of 269 usable questionnaires 

were returned, representing a response rate of 7.69 per cent, comparable to other online 

surveys’ response rates. Of this group 176 identified themselves as female intrapreneurs. 
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The measurement instrument was pre-tested in a pilot study, before the questionnaire was 

finalised. Effectuation and causation was measured using the scale developed by Chandler et 

al, (2011). All items were scored on a five point Likert scale, ranging from 1 “Strongly 
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indicated double-barrelled items asking two questions in one, which may induce bias 

(Zikmund, 2003). These items were revised and reworded, so that the Chandler et al., (2011) 

scale consisted of thirteen items, five items measuring causation, and two items each for 

effectuation’s sub-dimensions: experimentation, affordable loss, pre-commitments from 

stakeholders and flexibility for contingencies, representing the dependent variables in this 

study. An exploratory factor analysis (EFA) (KMO = 0.77; Bartlett’s test p<0.00) showed a 

four factor solution as the most appropriate, where factor loadings greater than 0.35 were 

regarded as significant. Three items had to be removed.  The final pattern matrix is shown in 

Table 1. 

 

Table 1:  Pattern matrix of factor loadings for the dependent variables 

 
Items Factor 1 Factor 2 Factor 3 Factor 4 

 Causation Affordabl

e loss 

Flexibility Pre-

commitments 
Causation [plan business strategies, before taking 

action] 
0.930 -0.015 0.060 -0.048 

Effectuation [considered different business models for 

my initiative] 
0.415 0.143 -0.018 0.098 

Causation [implemented control processes to make sure 

objectives were met.] 
0.395 -0.022 -0.171 0.248 

Causation [select long-run opportunity that would 

provide the best returns.] 
0.368 -0.035 -0.223 -0.006 

Effectuation [was careful not to commit more resources 

than I could afford to lose.] 
-0.086 0.771 -0.123 -0.014 

Effectuation [was careful not to risk more money than I 

am willing to lose with the initial idea.] 
0.100 0.738 0.059 0.024 

Causation [developed a strategy to best take advantage 

of resources and capabilities.] 
0.078 0.017 -0.796 0.034 

Effectuation [adapted what I was doing to the resources 

available for the project.] 
0.000 0.071 -0.597 0.016 

Effectuation [made use of agreements with business 

partners to reduce uncertainty.] 
-0.039 -0.058 -0.136 0.678 

Effectuation [reduced the amount of uncertainty by 

using a substantial number of agreements with 

customers, suppliers and other organisations.] 

0.034 0.061 0.093 0.572 

 

Human capital was measured in terms of identity, represented by self-efficacy, using a five 

item Likert scale of Westerberg, Singh & Hackner (1997), in line with several authors 

studying perceived entrepreneurial capabilities (McMullen and Shepherd, 2010; Farmer, Yao 

& Kung-Mcintyre, 2009). Respondents were asked to indicate on a five-point Likert scale to 

what extent they agreed with these items.  Human capital captured by formal education and 

managerial and entrepreneurial experience were assessed, using items from previous 

research (Davidsson & Honig, 2003; West & Noel, 2009) and supplemented where needed 

by the researchers. 
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Social capital was assessed using constructs from the network capability scale developed by 

Walter et al., (2006), with items scored on a five point Likert scale. The EFA (KMO = 0.94; 

Bartlett’s test p<0.00) showed a two factor solution as the most appropriate, where factor 

loadings greater than 0.35 were regarded as significant. Four items that did not load onto the 

two factors had to be removed.  The final pattern matrix is shown in Table 2. 

 

Table 2:  Pattern matrix of factor loadings for network capability 

Items 
Factor 1 Factor 2 

Relationship 

cultivation 

Partner 

knowledge 
Relationship skills [I deal flexibly with my partners] 0.902 -0.073 
Relationship skills [I almost always solve problems constructively with my partners] 0.782 -0.084 
Internal communication [I have regular meetings with all stakeholders for every 

project] 
0.657 0.073 

Partner knowledge [I am aware of the target markets my partners operate in] 0.644 0.100 
Internal communication [Managers and employees often give feedback to each other 

regarding new initiatives] 
0.609 -0.012 

Coordination [I analyse what I would like to achieve with each partner] 0.548 0.171 
Relationship skills 1 [I have the ability to build good personal relationships with my 

business partners] 
0.467 0.265 

Partner knowledge [I know our partners’ products/procedures/services] -0.040 0.838 
Coordination [I develop relationships with each business partners based on what they 

contribute.] 
0.066 0.471 

Partner knowledge [I know my partners’ strengths and weaknesses] 0.310 0.444 

 

Data analysis 

 

The data were analysed using SPSS V17.  Exploratory factor analysis was conducted to 

determine the discriminant validity of measures and ensure internal reliability.  Descriptive 

statistics and correlations were calculated for the above scales, allowing an initial test for 

Hypotheses H1, H2 and H3. Multiple regression analysis was used to further test for the 

hypothesised relationships between the constructs. 

 

 

RESULTS 

 

Business women in the sample were generally over the age of 35 (78.5%), with the majority 

of women being in the age category of 40 to 49 (40.4%). The largest portion were English 

speaking (59.7%), with more than a fifth (21.6%) speaking an African language. The 

majority of respondents (73.6%) had tertiary qualifications, while 78 percent had four or 

more years management experience.  Respondents were asked to complete the survey in 

reference to an entrepreneurial initiative they were involved in, called project X. They were 
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asked to indicate the type of initiative, based on the novelty of the initiative and their level of 

autonomy or decision-making role in the initiative. Initiatives ranged from new 

product/service introductions, new business development, new projects, new marketing 

initiatives, new processes and new human resource initiatives. 

 

The female intrapreneurs were involved in new projects and new product/service 

introductions (42.3%), new business development (17%) and new human resource or 

training initiatives (14.8%).  From the sample as a whole, female intrapreneurs functioned as 

team leader (51.7%) in their initiatives or had the sole responsibility (30.7%) for executing 

the initiative, in other words they generally had a high level of decision-making autonomy 

for the initiatives they were involved in. The descriptive statistics for the constructs in the 

study is shown in Table 3, showing the mean scores, standard deviations (SD), correlation 

coefficients and Cronbach alpha coefficients for the constructs assessed in this study. 

 

Table 3 shows self-efficacy had the highest mean score, of the independent variables, which 

seems to indicate that female intrapreneurs in this sample are confident of their own abilities 

to succeed. Chen et al. (1998) proposed self-efficacy provides an indication of the likelihood 

that individuals will act in an entrepreneurial manner. The intrapreneurs would therefore be 

fairly confident and comfortable in terms of the decision-making approach used, as well as 

their ability to overcome future challenges. Respondents also scored highly on the social 

capital construct, relationship cultivation (  = 4.05), which could be explained by all 

females in this study being part of a female business network (BWA), and thus it would be 

expected that they consider networks and relationships as important.  The mean score for 

partner knowledge (  = 3.89) was also relatively high. The lowest mean scores were 

recorded for education (  = 3.63) and entrepreneurial experience (  = 3.41). 
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Table 3:  Descriptive statistics for constructs 

   Constructs  Mean  SD 1 2 3 4 5 6 7 8  9 10 

1 Relationship cultivation 4.05 0.66 0.88                  

2 Partner Knowledge 3.89 0.72 0.705** 0.71                

3 Education 3.63 0.91 0.005 -0.049 0.71              

4 Management experience 4.01 0.89 0.241** 0.204** 0.181 0.70            

5 

Entrepreneurial 

experience 3.41 1.04 0.453** 0.433** -0.18 0.348** 0.75 

     
6 Self-efficacy 4.31 0.56 0.516** 0.415** 0.056 0.026 0.339** 0.86         

7 Causation 4.14 0.67 0.439** 0.345** 0.096 0.209** 0.258** 0.420** 0.71       

8 Affordable Loss 3.87 0.98 0.298** 0.220** -0.03 0.139┼ 0.174* 0.230** 0.289** 0.74     

9 Flexibility 4.24 0.67 0.441** 0.347** 0.00 0.042 0.218** 0.512** 0.467** 0.261** 0.70   

10 PreCommitments 3.68 0.92 0.414** 0.240** -0.07 0.018 0.101 0.312** 0.386** 0.276** 0.341** 0.60 

** p<0.01; * p<0.05; ┼ p<0.10; (two-tailed) n=176 
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For the dependent variables causation, affordable loss, flexibility and pre-commitments the 

highest mean scores were attained for flexibility (4.24) and causation (4.14).  The mean 

scores of affordable loss (3.87) and pre-commitments (3.68) were above the mid point of the 

5 point scale. In general all three effectuation constructs showed high mean scores. It is 

interesting that both causation and effectuation show relatively high mean scores. When 

examining the correlation coefficients for the dependent variables, causation was 

significantly related to all the effectuation constructs, specifically flexibility (r=0.447; 

p<0.01), pre-commitments (r=0.386; p<0.01) and affordable loss (r=0.289; p<0.01). This is 

interesting, since the literature presents causation and effectuation as theoretical dichotomies, 

while the empirical results of this study suggest that female intrapreneurs use both types of 

reasoning, possibly complimentary, when making decisions. 

 

The independent variables relationship cultivation, partner knowledge, management 

experience, entrepreneurial experience and self-efficacy were significantly correlated with 

causation (p<0.01), providing support for hypothesis 2b, however hypotheses 1b and 2a were 

not supported. The strength and significance of relationships between the independent 

variables and the different dimensions of effectuation: affordable loss, flexibility and pre-

commitments, are also shown in Table 3. Relationship cultivation, partner knowledge and 

self-efficacy were correlated to affordable loss at the 99% significance level, while 

entrepreneurial experience was correlated at the 95% significance level and management 

experience at the 90% significance level. In addition the independent variables relationship 

cultivation, partner knowledge, entrepreneurial experience and self-efficacy also showed 

significant correlations (p<0.01) with flexibility. Finally relationship cultivation, partner 

knowledge and self-efficacy showed significant relationships with pre-commitments 

(p<0.01). These results provide support for hypotheses 1a, 2c and 3a and 3b. 

 

The two dimensions of effectuation, namely affordable loss and flexibility showed 

significant correlations with pre-commitments (p<0.01).  

 

The Cronbach alpha coefficients of the scaled constructs are shown in italics in Table 3. 

Acceptable reliability scores were obtained for the independent variables relationship 

cultivation (0.88) and partner knowledge (0.71), as indicators of social capital; formal 

education (0.71), management experience (0.70) and entrepreneurial experience (0.75), as 

indicators of human capital knowledge; and self-efficacy (0.86). The reliability coefficients 
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for the dependant variables of causation (0.71), affordable loss (0.74) and flexibility (0.70) 

were also acceptable, however pre-commitments (0.60) achieved the minimal threshold of 

reliability for exploratory research, which Nunnally (1978) suggests should be between 0.5 

and 0.6. 

 

One way analysis of variance (ANOVA) was conducted to determine whether there were 

significant differences between the novelty of the initiative intrapreneurs were involved in 

and the causal or effectual decision-making approaches. No significant differences between 

the means for the different projects were found, however the means plot showed a trend that 

more novel initiatives tended to use causation, especially new processes (  = 4.29), while 

human resource initiatives, considered the least novel showed a lower mean score of 3.87. 

New business developments were the most likely to make use of affordable loss (  = 4.23), 

new marketing initiatives most likely to use flexibility (  = 4.40), and new processes (  = 

3.92) obtaining pre-commitments, fitting with the multiple stakeholders involved when 

developing and implementing new processes. In terms of the decision-making autonomy of 

intrapreneurs no significant differences were found causal or effectual approaches, however 

the means plots show that in cases where the intrapreneur had sole responsibility affordable 

loss was most likely (  = 3.94) compared to being the leader and team member. The means 

plots for causation show the team leader of initiatives most likely to use causation (  = 

4.231), flexibility (  = 4.28) and pre-commitments (  = 3.84). 

 

Multiple regression analysis was used to assess the relationships between the dependent and 

independent variables, as shown in Table 4. 

 

Table 4:  Multiple regression analysis 
 

Variables Causation Flexibility Pre-commitments 

Relationship cultivation 0.238* 0.257** 0.463** 

Partnership Knowledge 0.038 0.026 -0.099 

Self-efficacy 0.271** 0.392** 0.158* 

Formal education 0.61 -0.026 -0.109 

Management Experience 0.123 -0.015 -0.010 

Entrepreneurial experience 0.009 -0.031 -0.139 

R
2 

0.266 0.307 0.213 

Adjusted R
2
 0.240 0.286 0.185 

n = 176; ** p<0.01; * p<0.05; 
┼  

p<0.10 
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As shown in Table 4 relationship cultivation (B=0.238; p<0.05) and self-efficacy (B=0.271; 

p<0.01) had positive and significant relationship with causation, with these two variables 

explaining 24% of the variance in causation, implying that rational decision-making can in 

part be explained by female intrapreneurs’ self-belief and self-confidence, as well as the 

input they receive from relationships they are involved in. The multiple regression analysis 

showed that the independent variables (relationship cultivation, partnership knowledge, 

management and entrepreneurial experience, formal education and self-efficacy) did not 

explain more than 10.6% of the variance in affordable loss. Therefore the tendency of 

entrepreneurial individuals to limit their downside loss is not explained by an entrepreneur’s 

identity, knowledge or networks, but there are other resources, such as available monetary 

resources that might be a better predictor of affordable loss.  

 

Flexibility was subsequently analysed, using multiple regression analysis.  Relationship 

cultivation (B=0.257; p<0.01) and self-efficacy (B=0.392; p<0.01) show significant 

relationships with flexibility, explaining 28.6 percent of the variance, suggesting that female 

intrapreneurs involved in entrepreneurial initiatives learn to be flexible, drawing from their 

self-confidence and belief in themselves, as well as from relationships with stakeholders. 

Finally pre-commitments was also analysed, with relationship cultivation (B=0.463; p<0.01) 

having the most significant influence on pre-commitments and self-efficacy (B=0.158; 

p<0.05) a weaker influence, explaining 18.5 percent of the variance, implying that the 

importance of stakeholder relationships for this construct as well as self-efficacy. There are 

also other factors which could be significantly related to pre-commitments, such as the 

persuasiveness of the message, the ‘fit’ of potential new initiatives with stakeholders’ current 

portfolio of projects, and perceived opportunity, among others. 

 

DISCUSSION AND IMPLICATIONS 

 

The findings from the study suggest that female intrapreneurs use both causation and 

effectual elements in their decision-making approaches, when shaping and implementing 

new initiatives, while the literature generally presents these two decision-making approaches 

as distinct and dichotomous.  Furthermore, the findings show that female intrapreneurs in 

using a causal approach appreciate planning and a systematic approach to new, uncertain 

processes when acting as team leaders, nevertheless they also realise the benefit of flexibility 

when leading new marketing initiatives and limiting the downside loss to their decisions 
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when involved in new business development, therefore also incorporating elements of 

effectual logic. The results suggest that both decision making logics are beneficial and a 

narrow focus on only the rational, planning approach, or an effectual approach, only 

accounts for a part of the picture. This finding is supported by the work of Groves et al., 

(2011) who find that an entrepreneurial decision-making style is consistent with a balance of 

rational, logical, analytical thinking styles as well as intuitive, creative and emotional 

thinking styles. While a causal approach, where intrapreneurs try to predict future scenarios, 

may be less effective during conditions of high uncertainty, the value of this approach often 

lies in the planning process itself, thinking through ideas and uncovering assumptions, 

especially in a team-based environment and when involving multiple stakeholders in the case 

of new process development. Similarly, considering a new initiative from an effectual 

approach may present opportunities to increase the resource base of the initiative and 

facilitate the creation of new visions, which could be particularly effective for female 

intrapreneurs. Thus the findings of this study confirms that both approaches have merit and 

recommends that theoretically both logics should be discussed as complimenting one 

another. 

 

When considering how human and social capital influence the decision-making logic used, 

the findings from this study show that specifically social capital is the strongly related to 

both causation and effectuation. Female intrapreneurs emphasised the importance of 

relationships with key stakeholders and that these relationships can be built and strengthened 

with regular contact, communication and sharing of information. Partner knowledge supports 

relationship skills, especially knowing which stakeholder(s) would represent a good fit with 

the new initiatives. Social capital, especially relationship skills is strongly related to 

causation. This was a surprising finding, since traditionally causal (planning) approaches do 

not explicitly acknowledge the role of stakeholders in the decision-making process. 

Relationship skills are also strongly related to securing pre-commitments from stakeholders, 

as can be expected, however it seems as if some intrapreneurs could make more use these 

relationships to secure pre-commitments from stakeholders, which could potentially expand 

the creative vision and resource base of entrepreneurial initiatives. It is therefore 

recommended that intrapreneurs take cognisance of this particular dimension of effectuation, 

since it could be beneficial to them, when sourcing scare resources during conditions of 

uncertainty. 
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Relationship skills are also significantly related to the flexibility dimension of effectuation, 

implying that female intrapreneurs realise the importance of keeping an open mind in case of 

unexpected contingencies and utilising the benefits there-of. The independent variables only 

explain 10.8% of the variance in affordable loss, suggesting other factors than those 

measured in this study for example resource limitations more strongly influences how female 

intrapreneurs limit their losses, when responsible for a new initiative. 

 

Self-efficacy of female intrapreneurs, a component of identity is also significantly related to 

causation and the flexibility and pre-commitments dimensions of effectuation. Self-efficacy 

reflects the belief and confidence female intrapreneurs have in their ability to succeed and 

therefore this self-belief reflects the sample’s confidence in following a causal style, yet still 

keeping their options open for when circumstances may change, therefore maintaining 

flexibility. However self-efficacy is not related to affordable loss, suggesting that other 

factors than human capital identity would explain this dimensions of effectuation. 

 

Surprisingly human capital knowledge, measured by formal education, managerial and 

entrepreneurial experience showed no significant relationships with either causation or 

effectuation for the multiple regression analysis. However management experience showed a 

weak significant correlation with causation and affordable loss, while entrepreneurial 

experience was also weakly significantly associated with causation, affordable loss and 

flexibility. Several studies (Shane, 2000; Bates, 1995; Lee et al., 2005) emphasise the 

importance of prior knowledge and education for entrepreneurial endeavours, while Dew et 

al., (2009) show that ‘expert’ entrepreneurs tend to use effectual logic, while MBA students 

tend to ‘go by the book’ or use causal logic.  The findings of this study stands in contrast to 

these authors work, specifically for formal education, although Davidson and Honig’s (2003) 

study show a non-linear relationship between formal education and entrepreneurial 

behaviour and Verheul et al (2005) find that higher levels of education lowers individuals’ 

entrepreneurial self-perception. More research is needed on the relationship of the type of 

formal education and entrepreneurial behaviour. While management experience show weak 

associations with the decision-making approaches, entrepreneurial experience show 

significant associations for both rational and effectual elements of decision-making. Baron 

(2009) in commentary on Dew et al., (2009) warn that attributing the differences between 

MBA students and ‘expert’ entrepreneurs to entrepreneurial expertise in terms of knowledge 

and education is premature and numerous other factors such as maturation or age, and life 
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history could explain the differences between the groups Dew et al., (2009) examined. 

Further research and more robust statistical modelling, such as SEM, is needed to determine 

the exact influence of managerial and entrepreneurial experience on the cognitive decision-

making styles. 

 

The paper also makes several theoretical and practical contributions.  Firstly this study 

advances our understanding of effectuation and causation as decision-making logics, 

showing that these two logics are associated and supporting Grove et al.,’s (2011) findings 

that entrepreneurial behaviour necessitates the use of both types of logic, therefore 

theoretical discussions of these two decision-making approaches should emphasise the value 

and complementarity of both approaches. Secondly this study advances the causation and 

effectuation constructs empirically by building on the work of Chandler et al., (2011). The 

questionnaire developed by Chandler et al., (2011) was used in this study to examine female 

intrapreneurship and empirically capture the effectuation and causation constructs. From the 

exploratory factor analysis it seems as if the measurement instrument can be strengthened by 

considering whether causation is also characterised by separate dimensions and improving 

the items intended to capture the dimensions of effectuation, specifically for the 

experimentation dimension. Thirdly, this study is one of the first, to our knowledge, to 

empirically relate the ‘means’ in Sarasvathy’s (2008) model of identity, knowledge and 

networks to the decision-making logic employed by female intrapreneurs.  As such this study 

finds that networks and identity are particularly relevant to both causation and dimensions of 

effectuation, while managerial and entrepreneurial experience only showed weak, but 

significant associations with the cognitive style and formal education showed no significant 

relationship with either decision-making approach, when tested in linear models. These 

findings enrich our understanding and knowledge of how effectual and causal approaches 

influence the entrepreneurial decision-making process. 

 

On a practical level this study’s findings hold implications for female intrapreneurs, 

managers as well as for educators.  Firstly, female intrapreneurs should and other 

stakeholders, such as human resource, innovation and marketing managers, should recognise 

the relevance and importance of using both decision-making approaches and not favour 

causation above effectuation, as is the case currently. Making room for effectual approaches 

may enable firms to pursue more innovative initiatives and build better relations with 

internal and external stakeholders. Obtaining pre-commitments from stakeholders, through 
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networks and relationship cultivation is an area intrapreneurs should consider enhancing the 

resource base of new initiatives, as well as expand the vision for new initiatives. 

Furthermore, entrepreneurial self-efficacy, relevant for both effectuation and causation, can 

be strengthened through investing in targeted training and education in female 

intrapreneurship.  

 

Secondly managers should also be made aware of the benefit of both decision-making 

approaches and should be careful not to lean too far towards the causal style of decision-

making, when promoting intrapreneurship. Increasing environmental turbulence, 

technological changes and shifts in customer needs compel firms to act entrepreneurial and 

to empower employees to pursue entrepreneurial initiatives. The findings of this study and 

that of Brettel et al., (2011) confirm the value of effectuation to encourage highly innovative 

projects. Heilman and Chen (2003) warn that when proactive, creative women in 

organisational settings are frustrated by bureaucracy and unable to achieve personal or 

professional success within these settings, they tend to leave the firm and pursue 

entrepreneurial careers. Managers should recognise and address the problems female 

intrapreneurs face in order to retain these valuable members of the workforce. Management 

commitment and support is essential for intrapreneurship to succeed within the firm 

(Erasmus and Scheepers, 2008; Morris et al., 2011). 

 

Finally entrepreneurship educators should take note of these findings and ensure that their 

courses and curricula incorporate both decision-making logics and not just causal logic.  

Both causal and effectual skills should be developed and nurtured when teaching 

entrepreneurship students. Students should be shown the importance of using effectual logic, 

under conditions of uncertainty, as well as the difference between entrepreneurial initiatives 

with a high degree of innovativeness, requiring an effectual approach, in contrast to 

initiatives with a lower degree of innovativeness, where a logical planned approach is more 

appropriate. As research on corporate effectuation grows, these findings should be 

incorporated into educational offerings, ensuring alignment between theory and practice. 

Incorporating the findings of this study into the knowledge base of firms should help to 

retain female talent in corporate entrepreneurship, strengthening the pathway to 

entrepreneurial leadership. The application of effectuation theory to a firm-level context 

strengthens the applicability of the research findings, resulting in a better understanding of 

the decision-making processes of female intrapreneurs. 
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Nevertheless, caution should be exercised when generalising these results, since limitations 

from the research design may influence the findings. This study is of an exploratory nature, 

being one of the first to examine the means female intrapreneurs use in their entrepreneurial 

decision-making empirically. The measurement instruments used can be improved in future 

research, such as the effectual dimensions such as experimentation and pre-commitments 

from stakeholders and the stage of development of the entrepreneurial initiatives. Future 

research should also focus on capturing what type of prior knowledge (education and 

experience) would be relevant for effectuation or causation during the stage of development 

of the initiative, as well as the innovativeness of initiatives. This study also suffers from 

recall bias and self-reporting, inherent in a survey research design.  Future research should 

focus on using experimental and conjoint analysis designs, which could provide more robust 

results. Additionally future research should compare male and female intrapreneurs, in terms 

of decision-making approaches and resources they draw from to ascertain whether these 

groups use different logics. 

 

CONCLUSION 

 

The purpose of this study was to determine the type of decision-making approaches used by 

female intrapreneurs, under uncertain conditions, and how their human and social capital 

influences their decision-making approach. The findings of this study show that effectual and 

causal decision-making approaches are associated and both these approaches are valuable 

when pursuing entrepreneurial initiatives, with the implication that the literature on 

effectuation should recognise the value and contributions of both approaches. On a practical 

level female intrapreneurs and managers, should recognise the relevance and importance of 

using both approaches, and not favour causation above effectuation, as is the case currently. 

Furthermore entrepreneurial self-efficacy, relevant for both decision-making approaches can 

be raised through investing in targeted training and education in female entrepreneurship. 

For entrepreneurship educators these findings emphasise that courses should incorporate 

both decision-making styles and develop these skills in students. Students should be made 

aware that while logical, planned and prediction-based causal approaches are appropriate 

under stable conditions, effectuation provides resources to approach uncertain situations 

more effectively, also entrepreneurial initiatives with a low degree of innovativeness, would 
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be more suited to a predictive, causal approach, while initiatives with a higher degree of 

innovativeness, would benefit from using effectual principles. 
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Toward a Pragmatic Emergent Method 
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ABSTRACT 

 

We introduce a novel qualitative research method dubbed – for now – Pragmatic 

Emergent Method. We explore and argue this proposition grounded in i) a decade of 

research on entrepreneurial learning, ii) a lifetime as entrepreneurs and investors in 

entrepreneurs, iii) from the stance of entrepreneurship pedagogues, and iv) simply as 

reflective human beings, because we are all these selves, and they are inseparable. We 

introduce the construct of emergence and advocate that it is a pervasive and under-

acknowledged quality in all inductive research aimed at generating new theory.   

Key words: Entrepreneurial learning, Emergence, Pragmatism, Action Research 
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Learning to inquire about entrepreneurial learning 

 

Three epistemological characteristics strike the reader of literature on entrepreneurial and 

organizational learning. Firstly, the field of learning in actors and organizations is radically multi-

level in nature, characterized by the interplay between the individual, teams, the organization and 

the eminently dynamic world around it. Secondly, the field is bafflingly unanimously handled in 

positive terms: learning is good, must be facilitated and so on. Isolated critical voices criticize 

concepts of learning, or of previous literature, but not the nature of learning per se. This uniformal 

thinking is quite unique in science, and somewhat preoccupying. It is always a problem when 

science agrees, and learning clearly has strong ideological implications and manipulative and 

discriminative potential. In fact, some callers in the desert have asked for more critical approaches, 

but with little success for now (Burgoyne, 1999; Contu & Willmott, 2003; Easterby-Smith, Snell, & 

Gherardi, 1998; Örtenblad, 2002). Thirdly,… (etc.) 

 

 

A conceptual paper, informed by a series of action learning experiments 

 

We frame emergence and its explanatory power for entrepreneurial learning. We develop how the 

construct of emergence became manifest in a series of action research/action learning experiments, 

and argue how we came to advocate that it is a pervasive and under-acknowledged quality in all 

inductive research aimed at generating new theory.  We outline such a research method. Initially, 

the term “emergence” found its way into our research on entrepreneurial learning and coping quite 

casually, in a popular, every day sense of the term – until one day a publication
 
(McKelvey, 2004) 

opened a door to the world of complexity science and to some non-equilibrium self-organized 

constructs and models. This unknown field struck a chord and it became evident that such 

constructs as coevolution, irregular oscillation and emergence had potential to explore and explain 

entrepreneurial learning and coping phenomena.  
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Emergence, broadly speaking, refers to the arising through self-organization, of new and coherent 

patterns, properties, and structures in complex systems (Goldstein, 1997). A system exhibits 

emergent behavior if something ‘additional’ occurs – if in some sense more comes out of it than 

was put in (Holland, 1998). (etc.) 

 

Our philosophical stance is rooted in Pragmatism. Pragmatists consider confrontation with reality 

through action as the principal source of doubt, which in turn feeds scientific curiosity and becomes 

the driving force to inquire in order to settle that doubt – and make way for new doubt. Thus action 

and the interrogations stemming from it – and the desire to find answers – are what drive the agenda 

of science (Peirce, 1992). From such reflections stems our passion for action research, action 

learning, and action teaching.  Action learners thus combines individual and organizational change 

of practical knowledge by getting involved in everyday organizational challenges (Boland & 

Collopy, 2004; Romme, 2003b, 2003a; Romme & Endenburg, 2006)(Brooks, 2004; Dick, 1997; 

Revans, 1991, 1998) through different types of action learning (Yorks & Marsick, 2002): scientific, 

experiential and critical reflection (Marsick, 1988; O'Neil & Marsick, 1994; Pedler, 1991). Etc…  

 

Results & Implications: Toward a Method of Pragmatic Emergence 

 

In a decade of inquiry and teaching, recurrent preoccupations have been identified in various forms 

of learning of adults, especially of entrepreneurs, in situations of contingency and complexity. 

These are formulated and role of emergence in these processes, and in methodological reflections 

inherent to such research questions, is evidenced. This latter and persistent evidence is of utmost 

concern to this researcher and has led to this work on the development of a novel qualitative 

research method, provisionally dubbed pragmatic emergent method.  Propositions are made toward 

a guide for the methodology, and for methods and tools used at each stage, with precise examples, 

so as to convey the logic of the pragmatic emergent method, in terms of:   
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- setting the scene for the research:  sharing the curiosity about a phenomenon, establishing 

need for inquiry, and centrality  

- use, and how to use words, images, photographs, and other visual expressions, etc. to arrive 

at the necessary precision and assertion, while comforting the reader about rigor and 

scientific method (etc.) 

- novel reflections and propositions on the practice and literature review (etc.) 

- an argumentation about the methods and tools of analysis to be deployed (etc.) 

- materials and tools as part of the inquiry (etc.) 

- a conceptualization of the research process: the interest of this type of inquiry is also, and 

sometimes principally, the discussion of process (etc.) 

- the process of writing up the research: what is outcome? What is relevance? (etc.) 

  

In sum, this is work in progress: for now we present an argued reflection and some conceptual 

propositions, and no more than a glimpse into emerging ideas for practical implementation, based 

of extensive experimental empiry. We are eager to share this beginning of a new qualitative method 

for entrepreneurial contexts with ICSB peers, for the pleasure of debate, for the advancement of 

inquiry on entrepreneurial learning and that of the pragmatic emergent method.  
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Summary  

Acting entrepreneurially in nascent industries is a complex endeavor characterized by 

uncertainty and ambiguity. Nevertheless, entirely new industries do emerge, often as a direct 

result of entrepreneurial behavior. We extend and apply discovery and creation approaches to 

study entrepreneurial behavior during industry emergence by means of qualitative analysis of a 

film about the personal computer (PC) industry’s formative years. Our research reveals that 

discovery and creation behavior are fundamentally interrelated and share a common element: 

bricolage. Moreover, ideological activism is a major component of entrepreneurial behavior in a 

new industry’s formative years. Implications for research and practice are discussed.  

 

(Keywords: Entrepreneurial behavior, discovery, creation, qualitative methodology) 
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INTRODUCTION 

Entrepreneurial behavior is “risky business” under any condition, but especially during an 

industry’s formative years when there are few precedents for the kinds of activities in which 

enterprising actors want to engage (Sine, Haveman, & Tolbert, 2005). Nevertheless, entirely new 

industries emerge successfully, often as a direct result of human agency (Garud & Karnoe, 

2003). Studies of entrepreneurial behavior have tended to concentrate on relatively mature 

industries where its dynamics may differ (Mezias & Kuperman, 2001), resulting in “the 

persistence of major gaps in our understanding” of the phenomenon (Forbes & Kirsch, 2011). 

This lack of studies on entrepreneurial behavior in emergent industries is a notable omission. Not 

only is entrepreneurial behavior an important research topic in its own right, but events and 

activities during this time also tend to have a profound impact on the industry’s subsequent 

development (Aldrich & Reuf, 2006). In our study, we begin to redress this research gap. We 

extend prior research and empirically apply discovery and creation perspectives to study 

entrepreneurial behavior during industry emergence through a narrative analysis of a 1999 made-

for-TV film, Pirates of Silicon Valley (henceforth PSV), which documents the activities of a 

variety of actors involved in the industry’s emergence (Leonard, 1999). 

At present, the literature presents two perspectives – discovery and creation – that 

explicitly address the role of agency and action in entrepreneurship (Alvarez & Barney, 2007). 

For discovery theorists, alert actors identify hitherto unperceived discrepancies that can be 

readily rectified (Kirzner, 1997; Shane, 2003). For creation theorists, imaginative actors create 

new artifacts (Mathews, 2010; Sarasvathy, 2001). In metaphorical terms, discovery is about 

“searching the brushy woods for a choice of path,” while creation involves constructing new 

paths (Hjorth & Johannisson, 2008: 343). Despite the increasing popularity of discovery and 

creation approaches in entrepreneurship (Edelman & Yli-Renko, 2010; Vaghely & Julien, 2010), 

these two theoretical perspectives have not been explicitly used to provide insights into 

entrepreneurial behavior in emergent industry contexts (Bird & Schjoedt, 2009). We therefore 

apply these perspectives, as they have the potential to significantly advance our understanding of 

entrepreneurial behavior under conditions of uncertainty and ambiguity (Alvarez & Barney, 

2010).  

The film PSV is based on careful research that involved digging through “reams of 

documents dating back to the 1970s,” reading “all available books about those involved” in the 
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process, combing through old magazine pieces written as events were unfolding, and viewing 

“miles of film and video footage” related to the main characters (Huff, 1999). Steve Wozniak, a 

key figure in the development of Silicon Valley and a co-founder of Apple, provided an industry 

insider endorsement of the film (Korsgaard & Neergaard, 2011) when he declared that it “pretty 

much reflected the events as they happened” (Wozniak, 2000). This is not to say that PSV, like 

other entrepreneurship stories, may not take some artistic license, substituting – in Gartner’s 

words (2007: 614) – “unknowns in the knowledge of specific ‘facts as given’ with ‘facts as 

made’”. It nevertheless serves as a rich source of information to generate insights into 

entrepreneurial behavior (Gartner, 2010a). Ahl and Czarniawska (2010: 196) argue that even if 

an entrepreneurship story is not completely authentic, it can still advance the study of 

entrepreneurial behavior as long as “it is interesting to analyze.”  

Our study addresses theoretical and empirical challenges in research on entrepreneurial 

behavior during industry emergence in several ways. First, the discovery and creation 

perspectives that we employ not only allow us to examine and apply theoretical tenets from 

existing perspectives, but also to develop theoretically grounded insights into entrepreneurial 

behavior in an emergent industry context (Aldrich & Reuf, 2006). Forbes and Kirsch (2011: 4) 

contend that industry emergence represents the “left side of a story whose center and right are 

comparatively well documented” in the organizational literature. Our use of two established 

theoretical frameworks – discovery and creation – seeks to shed new light on entrepreneurial 

behavior in a nascent industry context.  

Second, we use a qualitative approach to provide a context-rich empirical analysis of 

entrepreneurial behavior (Gartner, 2010a; Hjorth, Jones, & Gartner, 2008). Our approach 

involves a holistic interpretation of the recorded activities and processes comprising 

entrepreneurial behavior (Phillips & Brown, 1993), which makes this approach suitable for 

research in entrepreneurship (Chiles, Vultee, Gupta, Greening & Tuggle, 2010a). Although 

researchers have long viewed qualitative research with indifference, skepticism, and even 

disdain, it is gradually gaining respectability in entrepreneurship and is expected to become more 

prominent (Gartner, 2007). Many scholars even consider qualitative research crucial for 

knowledge generation in entrepreneurship (Gartner, 2010b; Steyaert, 2007a). The detail, drama, 

and surprise that characterize qualitative studies provide contextualization and intensity of 



 

3 

 

experience that entrepreneurship researchers believe help theory development in their field 

(Fletcher, 2007; Hjorth & Johannisson, 2008; Teague, 2010). 

Third, although stories about entrepreneurial behavior abound in contemporary society 

(Fletcher, 2007), such stories have traditionally been ignored in entrepreneurship scholarship 

(Ahl & Czarniawska, 2010). This neglect has begun to change in recent years with scholars 

beginning to appreciate the value of entrepreneurship stories in biographical accounts (e.g., The 

Toy Stor(e)y in Gartner, 2007) and books (e.g., Republic of Tea in Gartner, 2010b). Despite this 

increase in the use of “stories as data” (Gartner, 2010a), films have not yet entered the repertoire 

of scholars in our field. This is surprising, because a film presents a story as a “sequence of 

events connected by subject matter and related by time” (Scholes, 1980: 209). In addition, films 

are important cultural and educational artifacts, and have a “pervasive and enduring presence” in 

modern society (Neuendorf et al., 2010: 759). Our use of a film that is readily available for future 

study thus has the potential to extend story-based entrepreneurship research (e.g., Gartner, 2007, 

2010b) in new directions (Gartner, 2010a).  

 

THEORETICAL BACKGROUND 

Entrepreneurial Behavior in Emergent Industries 

Although some may argue otherwise, it seems evident that much of what we consider 

entrepreneurship involves intentional entrepreneurial behavior (Krueger, O’Reilly, & Carsrud, 

2000). Defined broadly, entrepreneurial behavior encompasses activities and events that 

enterprising actors enact to pursue an entrepreneurial path (Bird & Schjoedt, 2009). By 

definition, behavior is concrete, not abstract, and can be seen and/or heard.  

An example of such concrete behavior is found in the short story, A Toy Store(y), which 

is a retrospective account of a toy retailing endeavor and recently the centerpiece of a special 

journal issue on narrative research in entrepreneurship (Allen, 2007). In this engaging business 

story, an enterprising team starts a venture selling toys, confronts several obstacles in the 

process, and cashes out after some weeks (Fletcher, 2007). The story describes the various 

activities and milestones such as taking out loans, leasing commercial space, obtaining 

merchandise, running promotions, acquiring customers, and outsmarting competitors (Allen, 

2007). When interpreted and understood in the context of the story as a whole, these actions 

provide rich insights into the concept of entrepreneurial behavior (Gartner, 2007). Together, 
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these activities, each of which can be broken down into its constituent elements (e.g., taking out 

a loan involves meeting with a banker, completing an application, etc.), constitute the 

entrepreneurial process. 

It is a truism that entrepreneurial behavior is risky (Sine, Haveman, & Tolbert, 2005). In 

emerging industries, the level of risk is exacerbated as the public and resource providers are 

unfamiliar with and skeptical about new market offerings (Sarasvathy, 2001). Nevertheless, in 

the past few decades, various new industries (e.g., the PC industry) have emerged, providing 

employment, producing wealth, and fostering economic development (Garud & Karone, 2003). 

The successful emergence of new industries is remarkable, considering that many nascent 

industries never manage to emerge, remain dormant for decades, or meet a conclusive death at 

some point (Forbes & Kirsch, 2011). Despite disagreements about the precise temporal 

boundaries of industry emergence, there is a general consensus that emergence refers to a new 

industry’s formative years, concluding with maturity or stability (Aldrich and Reuf, 2006). In 

terms of time, it may take a new industry anywhere from one or two years to more than 50 to get 

to a stage where its dominant logic is widely accepted (Klepper & Graddy, 1990), at which point 

it is considered an established industry (Mezias & Kuperman, 2001). 

Ambiguity – defined as a “lack of clarity about the meaning and implications of 

particular events or situations” due to unknown patterns of relationships and actions (Santos & 

Eisenhardt, 2009: 644) – is a characteristic feature of emergent industries. Ambiguity in 

emerging industries can be contrasted with the inability to predict the probability of specific 

outcomes in established industries that have a widely accepted dominant logic (Sarasvathy, Dew, 

Velamuri, & Venkataraman, 2003). Specifically, emerging industries offer fertile ground for 

entrepreneurial action, as enterprising actors test new ideas that are retained, discarded, or 

refined, depending on market responses (Sine & Lee, 2009).  

The undefined structure and multiple possible cause-effect relationships characterizing 

emerging industries facilitate new interpretations that reduce their inherent ambiguity (Santos & 

Eisenhardt, 2009). Weick (1995: 95) argues that there are two possible responses to ambiguity: 

“Ambiguity understood as confusion created by multiple meanings calls for … construction 

[and] ambiguity understood as ignorance created by insufficient information calls for … 

discovery.” Building on this insight, we suggest that two streams of thought in contemporary 

entrepreneurship literature may provide insights into entrepreneurial behavior during industry 
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emergence: discovery and creation (Alvarez & Barney, 2007; 2010). A number of researchers in 

entrepreneurship and organizational studies have noted that discovery and creation theories 

represent different perspectives and offer unique insights into entrepreneurship phenomenon 

(Eisenhardt & Santos, 2009; Kor, Mahoney, & Michael, 2007; Pacheco, Dean, & Payne, 2010; 

Vaghely & Julien, 2010). 

More than four decades ago, Baumol (1968: 66) observed that the entrepreneurial actor – 

“the Prince of Denmark” – is absent “from the discussion of Hamlet.” Twenty years later, Low 

and Macmillan’s (1988) seminal article urged researchers to study entrepreneurial behavior on 

the part of enterprising actors to understand and explain entrepreneurship. This new focus posed 

certain challenges: entrepreneurial behavior tends to be idiosyncratic, rare, and unpredictable 

(Macmillan & Katz, 1992), making it difficult to conceptualize and study empirically. Indeed, in 

their recent review of the extant literature on entrepreneurial behavior published twenty years 

after Low and Macmillan (1988), Bird and Schjoedt (2009: 334) observed “a paucity of 

empirical research and a lack of conceptual clarity” in the area. Thus, despite its value as a 

“fertile and unique intellectual space” (Low, 2001: 22), scholarly understanding of 

entrepreneurial behavior in emergent industries remains limited (Krueger, Reilly, & Carsud, 

2000). We hold that the application of well-developed theoretical frameworks such as discovery 

and creation would be helpful in overcoming this problem.  

Discovery and Creation Perspectives  

Discovery and creation frameworks can be considered meta-perspectives comprising a 

wide variety of entrepreneurship research based on underlying philosophical assumptions (Chiles 

et al., 2010a; Zahra, 2008). Although both perspectives are rooted in fundamentally different 

assumptions about the nature of the market process (Gloria-Palermo, 1999), they embrace the 

idea that the economy is driven by enterprising actors’ spontaneous actions (O’Driscoll & Rizzo, 

1985). The discovery perspective assumes a realist objective ontology, whereas the creation 

perspective is rooted in subjective constructivist ontology (Pacheco, Dean, & Payne, 2010). The 

former posits that the world is comprised of objective phenomena to which entrepreneurs 

respond actively (Kirzner, 1997; Shane & Venkataraman, 2000), while the latter contends that 

entrepreneurial action continually constructs the world (Chiles, Tuggle, McMullen, Bierman & 

Greening, 2010b) In contemporary entrepreneurship research, discovery is associated with the 
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work of, for example, Shane (2000) and Busenitz (1996); creation is associated with 

entrepreneurship in the work of Sarasvathy (2001) and Chiles and Zarankin (2005).  

In recent years, discovery and creation have emerged as credible alternatives to 

traditional neoclassical models that provided a limited – if any – role for entrepreneurial behavior 

in the economy (Klein, 2008). Both the discovery and creation approaches spotlight 

entrepreneurs as enterprising agents who introduce new products and services to the world 

(Zahra, 2008), and celebrate entrepreneurial behavior as an engine for economic development 

(Miller, 2007). Table 1 presents a summary comparison of the two perspectives as they pertain to 

entrepreneurship. 

“Insert Table 1 Here” 

As can be seen in Table 1, a key aspect of the discovery approach is alertness, whereas in 

the creation approach it is imagination. The former involves scanning the environment to identify 

pre-existing means-end asymmetries, while the latter involves bringing into being new means 

and/or ends. Discovery approaches view business opportunities as waiting to be discovered by an 

enterprising actor (Sarasvathy, Dew, Velamuri, & Venkataraman, 2003), while creation 

approaches sees opportunities as created through purposeful action (Buchanan & Vanberg, 

1991). From a discovery perspective, action is based on the interpretation of past experiences 

(Shane, 2000) while, from a creation perspective, action is driven by expectations about an 

unknown future (Chiles et al, 2010b). In the discovery view, change occurs as a result of 

exogenous “shocks” beyond one’s control, while in the creation view change is brought about by 

purposeful acts (Vaughn, 1992). Discovery theorists encourage entrepreneurs to identify and 

analyze alternatives to select one with the highest expected returns (Fiet, 1996), whereas creation 

theorists advocate gradual commitments and experimentation (Sarasvathy, 2001). In discovery, 

entrepreneurship is path-dependent (“where one can be depends on where one has been”), and in 

creation it is path-generative (“where one can be depends on where one wants to be”) (Garud & 

Karnoe, 2003). 

To date, theoretical and empirical research on discovery and creation has largely centered 

on the opportunity concept (e.g., Zahra, 2008; Sarasvathy, Dew, Velamuri, & Venkatarman, 

2003). Entrepreneurship scholars have used discovery and creation to examine business 

opportunities in Canadian small and medium-sized enterprises (Vaghely & Julien, 2010), 

Swedish mobile internet entrepreneurs (Berglund, 2007), and small ventures in the US (Edelman 
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& Yli-Renko, 2010). While such studies have taught us much about the nature of business 

opportunities, they do not go far enough to explore the broader domain of entrepreneurial 

behavior. This is an important shortcoming in prior research, since it is possible that at the 

entrepreneurial behavior level, discovery and creation operate differently than at the opportunity 

level. We advance Alvarez and Barney’s (2007) initial attempt to extend the scope of discovery 

and creation perspectives. Specifically, we examine and apply discovery and creation in the 

realm of entrepreneurial behavior, moving beyond their limited application to business 

opportunity. Armed with a theoretical description of entrepreneurial discovery and creation, we 

examine these behavioral processes in an empirical context.  

Our work is located in the developing empirical research stream that investigates 

entrepreneurial behavior during a new industry’s formative years (Forbes & Kirsch, 2011). 

Aldrich and Fiol (1994: 645) noted that during this time, entrepreneurial behavior involves 

navigating “at best, an institutional vacuum of indifferent munificence” and, at worst, “a hostile 

environment impervious to [entrepreneurial] action.” Despite these challenges, substantial 

entrepreneurial activity does occur in nascent industries (Forbes & Kirsch, 2011). Event-driven 

methods are required to capture the salient features of behavior that unfolds over time during 

industry emergence (Van de Ven & Engelman, 2004). Such methods employ narrative 

explanations to address how rare and unpredictable events – in this case, acts of entrepreneurial 

behavior – occur, and then relate these specific activities to the big picture (Chiles et al., 2010a). 

The methodological approach we use emphasizes the need to interpret specific events in the 

broader context in which they occur, and to understand the larger picture by making sense of the 

individual events (Klein & Myers, 1999). Our study thus facilitates a new understanding of 

entrepreneurial behavior by conducting a qualitative analysis, which can be employed to study 

historical events in a variety of contexts (Mumford, 2002). 

 

METHOD 

Data 

The data for our study was derived from the film Pirates of Silicon Valley (PSV), which 

documents the emergence of the PC industry. A film is a “vivid text” that unfolds over time 

(Valdez & Halley, 1999). Rudy, Popova, and Linz (2010) argue that films occupy an important 

position in contemporary society because they reflect social norms and conventions, as well as 
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socialize people by communicating ideas about what is (or is not) acceptable in a particular 

society. Scholars studying the sociology of knowledge consider films to be very useful in 

establishing and maintaining norms, values, and beliefs in society (Freeman & Valentine, 2004). 

Thus, films constitute “an important cultural text,” especially in “a predominately visual culture, 

in which films are often watched far more readily” than other texts are consumed (Jasper, 2004: 

128). 

The power of films to serve as a lingua franca in society calls for researchers to pay 

attention to films in their scholarship. Like other texts, films dramatize facts and events to weave 

a coherent story situated in a particular zeitgeist (Hatch & Rubin, 2006). Similar to narratives in 

other mediums (e.g., books), films contain embedded explanations for events, and offer frames 

of reference to interpret actions. The richly situated stories and the visually dynamic nature of 

their content have led to the use of films as texts for research in areas as diverse as academic 

leadership (Smith, 1999), social work (Murdach, 2006), tobacco use (Dozier, Lauzen, Day, 

Payne, & Tafoya, 2005), and gender studies (Gilpatric, 2010). Yet, as Neuendorf et al. (2010: 

759) note, “films are a body of media content that is often overlooked” by business and 

organizational researchers. This is especially true in entrepreneurship research, where films 

remain unexplored as data source for textual analysis (Gartner, 2010b).   

PSV has several characteristics that make it suitable for this research (Eisenhardt & 

Graebner, 2007). First, the film develops complex arguments, going beyond the usual storybook 

template of entrepreneurship stories, which typically have two characteristic elements: a rags-to-

riches journey (often referred to in the US as the “Horatio Alger” model), and a moral imperative 

to do the right thing (Ahl, 2007). Smith and Anderson (2004) analyze entrepreneurial narratives 

in a variety of genres – autobiographies, newspaper articles, research and scholarship, and fiction 

– and find these two elements in almost all entrepreneurship stories. PSV is a notable exception: 

it neither follows the standard “rags to riches” story, nor upholds a moral imperative. This 

atypicality lends credibility and authenticity to the story presented in the film, making it worthy 

of study (Ahl & Czarniawska, 2010).  

Second, PSV presents an account of events during the PC industry’s emergence that 

unfold over several years, linking antecedents to consequences through actions, and in specific 

contexts (Lunce & Smith, 2005). It creates a meaningful account of industry emergence from 

disparate activities linking the industry’s fragmented, messy, and non-linear history into a 
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coherent whole (Fletcher, 2007), describing how the industry came about, and the problems and 

opportunities encountered along the way (Fletcher, 2007). PSV engages in sense-making to 

chronologically integrate temporally dispersed events into a wider plot that others can evaluate 

and interpret. To paraphrase Fletcher (2007), PSV is a narrative account through which 

understandings and meanings associated with the unfolding of entrepreneurial activity in the PC 

industry’s early years can be produced, reproduced, and disseminated.  

Third, the film offers several well-researched entrepreneurial episodes that can be 

supplemented with additional research (Mumford, 2002). Although the story told in PSV is a 

retrospective account by Steve Wozniak (the co-founder of Apple Inc.) and Paul Allen (the co-

founder of Microsoft), several notable individuals (e.g., Ed Roberts, Bill Gates, Steve Jobs, and 

Mike Marakula) and organizations (e.g., Xerox and IBM) that played an important part in the 

nascent PC industry are also introduced, seen, and heard. The scenes portraying the 

entrepreneurial actors’ actions and interactions serve as data for research that seeks to understand 

industry emergence by studying specific historical events (Mumford & Van Doorn, 2001).  

Research Methodology and Analysis 

Our methodological approach involved the identification of episodes of entrepreneurial 

behavior that could be analyzed to develop theoretical insights (Mumford, 2002). We (i.e. the 

research team of two scientists and two research assistants) watched the film attentively (several 

times in full and in parts) to identify such episodes. Taking the theoretical tenets of discovery 

and creation into consideration (see Table 1), we deliberately selected the episodes of 

entrepreneurial behavior that, in our view, illustrate the two theoretical frameworks (Diesing, 

1991). Our approach is consistent with theory-based sampling, which selects examples for their 

potential to manifest or elucidate chosen concepts (Neergaard, 2007). An initial intercoder 

reliably of 90% was achieved among the four team members before the eventual collection of 

entrepreneurial episodes was approved. These episodes covered a variety of entrepreneurial 

behaviors across a range of contexts and situations. Since all the selected episodes occurred over 

a specific time-span (the early 1970s to the mid-1980s) in a specific cultural setting (the US), our 

approach implicitly controlled for historical and cultural factors (Eisenhardt, 1989).  

Our approach was an interpretive technique used to make sense of complex phenomena 

(Boland, 1991). A distinguishing feature of our approach is the derivation of an interpretation 

that “is more informed, and sophisticated, than any predecessor meanings, including those of the 
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researcher’s initial assumptions” (Cole & Avison, 2007: 826). Our approach afforded us two 

advantages: First, it required foreknowledge to select specific entrepreneurial episodes that make 

the phenomenon accessible to scientific investigation (Gadamer, 1975). Unlike positivist 

methods, which pursue random sampling, the careful identification of relevant events and 

episodes is more suitable for infrequent and uncommon phenomenon such as entrepreneurial 

behavior (Chiles et al., 2010a). Second, the approach strongly emphasizes the role of context and 

historicity in understanding and interpretation (Gadamer, 1975). In recent years, 

entrepreneurship researchers have begun to acknowledge and appreciate context-oriented studies 

that examine entrepreneurial actions and interactions within the broader context in which they 

operate (Hjorth et al., 2008). Such studies are important to narrate the emergence and 

development of complex phenomena such as entrepreneurial behavior (Chiles, Bluedorn & 

Gupta, 2007). 

Following prior research (Klein & Meyers, 1999; Mumford, 2002), we pursue a multi-

stage approach. We select appropriate entrepreneurial episodes from the film, describe the 

context in which these occur, interpret the interrelationships between selected episodes and other 

parts of the film, as well as its overall context, and eventually interpret the results beyond the 

original context. The interpretation and understanding of the 10 selected episodes in their proper 

context was achieved by using a broad range of textual sources, including books and articles 

related to the PC industry. Our use of outside sources to understand the meaning of each scene is 

consistent with the notion that once a narrative has been produced as a work (i.e. textualized), it 

acquires a certain autonomy from its original production, as well as from the participants 

involved (Thompson, 1984), thus allowing for new interpretations (Tan, Wilson, & Olver, 2009). 

In the words of Ricoeur (1981): 

 To interpret […] is to appropriate here and now the intention of the text […] the 

intended meaning of the text is not essentially the presumed intention of the author, the 

lived experience of the writer, but rather what the text means…. 

 

EPISODES AND FINDINGS 

Tables 2 and 3 present a summary of 10 selected entrepreneurial episodes (five of 

discovery and five of creation) with regards to their film context, thematic substantiation, and 

industry relevance. We summarize each scene individually, provide a timeline to identify its 
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occurrence in the film, and link it with events and incidents from the film and the real world. 

Unless referenced otherwise, all direct quotes in this section (including Table 2 and 3) are from 

the film.   

“Insert Table 2 and 3 Here” 

 We use numbers (1 to 5) to refer to the individual discovery and creation scenes. For 

instance, “Paul Allen and Bill Gates discover the need for computer language” is referred to as 

discovery scene 1, and “Apple I is built” is referred to as creation scene 1. As explained earlier, 

these scenes were selected for their potential to illustrate either discovery or creation, and 

demonstrated high inter-coder reliability when they were classified into discovery or creation 

categories. Tables 2 and 3 provide more context, which is an important result of our analysis, as 

the following is only summarized descriptions of our findings. 

In discovery scene 1, Paul Allen spots the Altair 8800 computer developed by Micro 

Instrumentation and Telemetry Systems (MITS) on the cover of the “Popular Electronics” 

magazine, which he brings to Bill Gates’s attention. This appears to be a classic example of 

entrepreneurial alertness as Allen “stumbles upon” the opportunity that exists “out there” through 

an exogenous event (Kirzner, 1997). Yet, when related scenes, as well as the overall film context 

are taken into consideration, it becomes obvious that simply finding the Altair 8800 on a 

magazine cover was not enough. It took Gates and Allen’s proactive action to convince Ed 

Roberts of their offer to provide a programming language for the Altair, which facilitated their 

entry into the industry and the start of Microsoft. As Gates (2010) recounted recently, “Ed [took] 

a chance on us - two young guys interested in computers - and [when] our first untested software 

worked on his Altair [it] was the start of a lot of great things.”   

In discovery scene 2, Jobs and Wozniak arrive at a meeting of the “Homebrew Computer 

Club” at Stanford. The club was “where a bunch of guys spent all their spare time trying to 

…show the stuff they built, except that most of it didn’t really work all that well.” They use the 

meeting to present their prototype of a personal computer, which results in sales to the club 

members. We categorize the recognition of the opportunity to sell personal computers as a 

discovery episode because Jobs and Wozniak find an unmet demand for small computers among 

common people, who had not been considered serious buyers earlier.  

However, from creation scene 1 and 2 it becomes obvious that the demand only surfaced 

after they had presented a working prototype of the computer they had built. We consider the 
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building of the computer a creation episode (creation scene 1 in table 3), although the movie tells 

us little about the detailed action taken. The scene is rather implicitly presented but clearly 

indicates path-dependent behavior enacted by the two leading individuals behind Apple. 

Discovery scene 2 is preceded by creation scene 1 and followed by creation scene 2 when 

“Apple Computers” is started in a garage. More explicitly, creation scene 2 describes Apple’s 

humble start with limited finances and unclear ownership structure. While this clearly outlines 

evolutionary behavior under uncertainty driven by the actors’ imagination, it also foreshadows a 

disequilibriating outcome (see table 1).   

In discovery scene 3, Microsoft is asked to provide an operating system – foundation 

software that allocates storage and schedules tasks in a computer – for a new line of IBM 

personal computers. Microsoft finds that the Seattle Computer Company has developed an 

operating system known as QDOS (for the abbreviation of Quick and Dirty Operating System). 

Without disclosing its intention to re-sell the QDOS to IBM, Microsoft buys it from the Seattle 

Computer Company for USD 50,000. Microsoft then adapts QDOS for use by IBM. We 

categorize this episode as discovery because it essentially involves arbitrage (Loasby, 1992). 

Such transactions comprise both demand and supply (Sarasvathy, Dew, Velamuri, & 

Venkataraman, 2005). As is seen in this episode, there is both demand for and supply of DOS. 

Microsoft’s role was to buy at a low price and sell at a high price, with the profit as the reward 

for this arbitrage. 

In creation scene 3, rather than sell the software outright to IBM as discovery theories 

predict, Microsoft negotiates the right to retain the ownership of the software. In effect, IBM 

obtained a license for the software from Microsoft, which was then free to also sell it to other 

computer manufacturers. We consider this a creation episode because at the time IBM believed 

that “the money is in hardware,” while Microsoft expected software to become important. 

Microsoft’s decision, which was based on certain expectations of the future, led to the 

unforeseen emergence of an entirely new industry. The deal between Microsoft and IBM can be 

readily traced to IBM being in dire need of an operating system and the Seattle Computer 

Company’s development of the disc operating system which Microsoft bought.  

In discovery scene 4, a team from Apple visits Xerox’s Palo Alto Research Center 

(PARC) for a preview of their latest research. The Apple team is shown the new technologies 

PARC is developing – windows, icons, a menu, and a pointing device (WIMP). These 
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technological wonders amaze the Apple team, who ask probing questions about the different 

tools. By the end of the visit, the Apple team has “about a hundred million dollar head-start over 

everyone else” in the computer business. We categorize this episode as discovery because it 

involves the Apple team seeing different value in the WIMP tools than the Xerox corporate 

managers, who had already been briefed on the technological developments in their research 

laboratory (Shane, 2000).  

Nevertheless, creation scene 4 clarifies that this discovery would not have occurred had 

Xerox not invented the WIMP technology in the first place. At the time of its development at 

Xerox, WIMP’s usefulness was unclear and it seemed to belong “more to science fiction than to 

future revenues” (Levy, 1994: 78). In short time, the Xerox preview proved to be the “bedrock” 

on which the computer industry was constructed; a future in which Apple went on to become a 

leading player, while Xerox was relegated to a footnote.  

In discovery scene 5, Microsoft learns that Apple is incorporating GUI into their 

computers, which is radically ahead of the command-line system in which Microsoft had been 

investing (Levy, 1994). Microsoft recognizes the usefulness of GUI and decides to incorporate 

the user interface in the now ubiquitous WINDOWS product (Holcombe, 2003). We consider 

this a discovery episode as it involved Microsoft recognizing the potential value of a system that 

was already being developed by Apple. At this time, Microsoft was not actively searching for 

new technologies to use in their operating software, as the company had already gained 

somewhat of a reputation for its existing product line.  

Nonetheless, in relation to creation scene 5, one can see that Microsoft made a radical 

about-turn regarding the technology underlying its earlier software. It “just copied the Mac” in 

giving the new Windows software its look and feel (Jobs, 2005). We associate the Macintosh 

computer’s construction with creation because it redefined the trajectory of the computer 

industry, setting the whole industry on a new path. According to Chan (2004), the Macintosh was 

“the most revolutionary introduction in the history of personal computing”. The features that 

made the Macintosh “insanely great,” were not, however, incorporated in response to consumer 

demands or market feedback, but reflected Apple’s proactive initiative to “transform the world” 

and “put a dent in the Universe” (Levy, 1994: 6).   

In the next section, we discuss various implications of the findings reported here. 

Although these findings are derived from an analysis of a specific industry context (i.e. the PC 
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industry), we believe they have broader implications for entrepreneurship theory and practice, a 

topic to which we now turn our attention.  

DISCUSSION 

The formative phase of a new industry is, in Utterback and Suarez’s words (1993: 17), 

“predominantly entrepreneurial,” making it worthy of closer study to understand entrepreneurial 

behavior. We adopted a novel qualitative method, choosing an interpretive approach to analyze a 

historical text that narrates the sequence of events and actions that led to the emergence of what 

later came to be known as the PC industry (Verduyn, 2010). Although the use of entrepreneurial 

stories as text for qualitative entrepreneurship research has begun to gain traction in the literature 

(Gartner, 2007, 2010b), our study goes one step further and conducts a textual analysis of a film. 

Given the complexities associated with gaining access to historical data about industry 

emergence, qualitative research that analyzes texts (e.g., books, films, and magazines) may 

provide researchers with a unique window into what happened during a new industry’s early 

years (Mezias & Kuperman, 2001). Thus, our research advances knowledge about 

entrepreneurial behavior by capitalizing on well-regarded theoretical perspectives (Okhuysen & 

Bonardi, 2011) and using an innovative methodology (Corner & Paclovich, 2007) to better 

understand the complex and dynamic phenomenon of entrepreneurial behavior during industry 

emergence (Gartner, 2007).  

Implications for Theory 

We believe that our use of discovery and creation perspectives to generate insights into 

entrepreneurial activity during industry emergence has important implications for theory 

development in entrepreneurship.  

First, we find strong evidence of ideologically motivated behavior’s role in discovery and 

creation in the emergent PC industry. Specifically, we find that, during industry emergence, both 

discovery and creation activities involve an advocacy component to make the new offerings 

comprehensible and acceptable to others. As enterprising actors go about the work of trying to 

justify their business to prospective customers and resource providers, they must also act as 

evangelists to communicate their offerings’ value. Such evangelical efforts may be necessary in 

emergent industries where high uncertainty makes it difficult to assess a new industry’s 

usefulness and validity. Prior research has noted that ideological activism, rather than economic 

maximization, may play a role in the successful emergence of new industries such as 
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automobiles (Rao, 2004) and wind energy (Sine & Lee, 2009). However, these studies attribute 

evangelical efforts mostly to third-party organizations such as consumer clubs and social 

organizations (Lee, Sine, & Tolbert, 2011). Our research reveals that enterprising actors occupy 

a vanguard position in advocacy efforts with ideological – rather than economic – motivation 

driving them to engage in entrepreneurial behavior. These enterprising actors seem to be driven 

by a larger cause – making sense of the new and the unfamiliar – rather than by a desire to 

maximize wealth or returns. Institutions such as the Homebrew Computer Club and the San 

Francisco Computer Fair served as forums where entrepreneurial actors exchanged and 

evangelized an understanding of the knowledge underlying their industry, and advocated their 

offerings’ utility and desirability. 

We also note that bricolage, defined as “making do by applying combinations of the 

resources at hand” (Baker & Nelson, 2005: 333), comprise a major part of both discovery and 

creation. Baker (2007) contrasted bricolage with active solicitation of resources, which he termed 

resource-seeking. Consistent with the shared knowledge that most new firms start with very 

limited financial resources (Bhide, 1992), both Apple and Microsoft started with limited funds. 

As the film reveals, bricolage helped the nascent entrepreneurs counter their resource deficit by 

combining the resources around them. For example, the building of Apple I computer involved 

recombining readily available parts, and the founding of Apple involved obtaining parts on credit 

from a supplier and converting parents’ garage into a production floor and an office. The role of 

bricolage in the creation perspective has been discussed before (Garud & Karnoe, 2003). 

Particularly interesting in the PSV context is that in the new industry’s very early days, bricolage 

was the modus operandus of choice, while resource-seeking occurred much later (after venture 

creation) (Katz & Gartner, 1988). Furthermore, we find evidence that bricolage also plays an 

important role in the discovery perspective. Contrary to the notion that discovery involves simply 

fulfilling predetermined resource requirements (Edelman & Yli-Renko, 2010), we find evidence 

of bricolage in several discovery episodes, such as the discovery of a market for personal 

computers and Microsoft’s discovery of DOS. Specifically, these episodes involve “network 

bricolage”: the use of pre-existing contact networks to achieve objectives and goals (Baker, 

2007). Research on bricolage only began in earnest in recent years. Based on our findings, we 

call for further research to gain an understanding of bricolage’s role in new venture creation and 

industry emergence.  
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Finally, our research reveals that discovery and creation behaviors are fundamentally 

interrelated, rather than simply competing (Edelman & Yli-Renko, 2010) or complementary 

(Zahra, 2008). Creation behaviors generate new artifacts that enterprising actors discover over 

time yield more new artifacts, which become the basis for future creative endeavors. The 

intersection of discovery and creation thus moves the entrepreneurial process forward. This is 

significant given that, in a new industry’s early days, its successful emergence is far from 

inevitable (Mezias & Kuperman, 2001). For instance, many business leaders saw no potential in 

the nascent PC industry: An Wang, CEO of the Fortune 500 word-processor manufacturer Wang 

Labs, declared that “the personal computer is the stupidest thing I ever heard of” (Finkelstein, 

2005: 20), while mainframe giant Digital Equipment Corporation forbade its employees to use 

the phrase “personal computer” in the company (Rifkin & Harrar, 1989). We found that several 

discovery and creation behaviors yielded no direct positive outcomes for the actors involved in 

these behaviors (e.g., Xerox’s computer mouse). Had it not been for the generative interaction 

between discovery and creation in an ongoing, reinforcing way, the entrepreneurial process in 

the PC industry may not have progressed, which would have resulted in another “might-have-

been” industry that failed to emerge successfully (Forbes & Kirsch, 2011).  

We suggest that, rather than polarize entrepreneurial phenomena by theorizing, 

researchers need to encompass both discovery and creation to build “constructs that 

accommodate contradictions” (Lewis, 2000: 773). Entrepreneurship can be understood as an 

over-arching duality of discovery and creation that, together, fuel the entrepreneurial process. 

Evans and Doz (1992) argue that the duality concept offers a new provocative framework for 

exploring complex phenomena, such as entrepreneurship. Within a duality framework, 

researchers and scholars can explore questions related to the kinds of tensions that exist between 

discovery and creation, why the two might trigger reinforcing cycles, and how entrepreneurial 

agents can manage the two as catalysts for ongoing entrepreneurial behaviors (Graetz & Smith, 

2007). 

Implications for Practice 

Our research also has certain implications for entrepreneurs. First, this study uses select 

episodes of practical entrepreneurial activity to derive insights for academic entrepreneurship 

study. Worldwide, there is a growing interest in practically relevant entrepreneurship research 

(Busenitz et al., 2003; Corner and Pavlovich, 2007). Entrepreneurship researchers are often 
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encouraged to use entrepreneurship practice to inform their research; consequently, practice 

shapes research from the very onset. DeTienne and Chandler (2004) note that studying real-

world entrepreneurial activity, focusing specifically on issues related to actions and processes, 

will make entrepreneurship research more engaging. Davis’s (1971) article, That’s Interesting, in 

which he argues that research informed by practical issues is more relevant and more likely to 

make an impact on the reader, is often cited in support of this position. Simply stated, as 

Hambrick (2005) noted, observing behavior in context is a good way to develop new theory. 

Corley and Gioia (2011) argue that researchers in management schools should conduct studies 

that provide business insights derived from real-world observations. This may specifically apply 

to entrepreneurship researchers, who are often called to and tasked with enhancing 

entrepreneurial activity in society. By seeking to understand behaviors of some of the most 

enterprising actors during one of the most entrepreneurial periods in recent US history, our 

research engages closely with entrepreneurship in a real-world context.  

Second, our results suggest that entrepreneurs should be open to pursuing activities that 

relate to both discovery and creation. Isolating discovery from creation (and vice versa) could 

seriously impede one’s ability to engage with new opportunities, whether one is an individual 

entrepreneur acting alone, an entrepreneurial employee within an existing organization, or a firm 

trying to behave entrepreneurially (Zahra, 2008). A broader activity repertoire that allows 

entrepreneurs to leverage the benefits of discovery as well as creation is likely to facilitate 

entrepreneurial growth. Enterprising individuals need to develop skills to connect seemingly 

unrelated dots and identify potentially profitable opportunities (Baron & Ensley, 2006), as well 

as to invest in the kind of creative imagination that fosters novelty (Sarasvathy, 2001).  

Prior research and anecdotal evidence indicate that nascent entrepreneurs are often 

advised to not disclose information about their activities to others. However, we find that even 

when entrepreneurs share their ideas and clearly describe what they are considering, others may 

not appreciate its potential. For example, Steve Wozniak was required to tell Hewlett Packard’s 

(HP) management about his work on the new computer, but HP saw no future in activities 

related to designing and making a computer for individual use. Similarly, even when Microsoft 

informed IBM managers that it wanted to be able to sell the operating system to other firms, IBM 

failed to realize that software could actually be a profitable business. These corporate managers’ 

prior knowledge, which was based on their work experience, industry exposure, and education, 
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prevented them from recognizing the value of these new endeavors. In other words, managers’ 

existing knowledge corridors adversely affected their ability to evaluate new business initiatives 

with an open mind. It would thus be incorrect to assume that everyone is equally and instantly 

capable of exploiting an opportunity once it is presented to them (Endres & Woods, 2006). It 

seems that the secret to engaging in entrepreneurial behavior does not lie in information about 

new opportunities, but in their interpretation. Future responses to the question why some people 

engage in entrepreneurial behaviors and others do not, may involve discussing interpretive 

asymmetries between actors (Garud & Karnoe, 2003), in addition to the prior knowledge 

framework that has been used earlier (Shane, 2000).  

Finally, films such as PSV can play a useful role in illustrating ambiguous and dense 

entrepreneurship concepts and theories to students interested in learning how to behave 

entrepreneurially. The term entertainment education (EE) is used to describe the intentional 

leveraging of educational content in entertainment messages to bring about behavioral change 

(Singhal & Rogers, 2002). Films may be particularly well-suited for EE in entrepreneurship, as 

millions of viewers watch entrepreneurship-related films – for example, The Social Network 

(2010) and Risky Business (1983). While most people probably watch these films for 

entertainment, prior studies have shown that people are also impacted by the entrepreneurship-

related information depicted in them (Bumpus, 2005; Champoux, 1999). In addition, according 

to the drench hypothesis (Greenberg, 1988), noteworthy or striking examples presented in films 

(e.g., Bill Gates and Steve Jobs in PSV) can have a significant influence on viewer attitudes and 

perceptions. Social cognitive theory (e.g., Bandura, 1986) suggests that audience members can 

vicariously learn norms and behaviors from films, as people are far more likely to mimic a 

behavior they have seen than one that has been recommended but not demonstrated. This may be 

particularly true in entrepreneurship studies, where much of the knowledge content is tacit and 

cannot be easily transferred through lectures and books (Aronsson, 2004). Seeing someone who 

– like them – starts out small and overcomes tremendous obstacles to succeed in the face of 

adversity is likely to enhance students’ beliefs in their abilities – or self-efficacy – with regard to 

entrepreneurial behavior. 

Limitations 

Notwithstanding our interesting findings, our study has certain limitations that suggest 

avenues for further research. First, our study uses data derived from a film officially based on the 
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book titled Fire in the Valley: The Making of the Personal Computer by Paul Freiberger and 

Michael Swaine. It is possible that what the authors Freiberger and Swaine, the screenwriter-

director Martin Burke, and Steve Wozniak (the “father of the computer revolution”; Livingston, 

2008) believed was a fairly accurate description may not completely agree with others’ views 

and opinions. Industry emergence is almost always characterized by variations and 

disagreements among participants about what happened, who did what and how much, and why 

things succeeded or failed (Fletcher, 2007). A popular French saying from the seventeenth 

century captures this inherent inter-subjectivity: There are truths on this side of the Pyrenees that 

are falsehoods on the other (Verite en-deca des Pyrenees, erreur au-dela) (Hofstede, 1994: 9; 

Mitchell, Smith, Seawright, & Morse, 2000). Perhaps, some entrepreneurial behaviors not 

covered in the story presented in PSV also played an important role in the PC industry’s 

emergence. Future research may use other texts about the PC industry’s emergence, such as 

Accidental Empires (Cringley, 1992), or the 1996 PBS documentary derivative Triumph of the 

Nerds to further generate additional insights into entrepreneurial behavior. 

Second, we used five exemplary episodes of discovery and five episodes of creation. 

Some qualitative researchers have noted that understanding evolves when one moves “from the 

whole to the part and back to the whole” (Myers, 2009: 191). This suggests that the more cases a 

researcher examines and the more information obtained about each case, the better the 

understanding of the entrepreneurial phenomenon and its various aspects (Gartner, 2007). 

Neergaard (2007) compared such research to a jigsaw puzzle: By putting individual pieces 

together, a more holistic picture emerges. Nevertheless, there are no decisive guidelines about 

how many episodes are needed to provide a complete understanding of any phenomenon. 

Bourgeois and Eisenhardt (1988) use four firms in their study of the microcomputer industry, 

while Mumford and van Doorn (2001) examine ten critical incidents from Benjamin Franklin’s 

life. It is possible that by focusing on five episodes each about discovery and creation, we may 

have overlooked certain episodes that could have provided other insights into entrepreneurial 

action. Although we believe that our findings are reliable and provide a good understanding of 

entrepreneurial activity during industry emergence, we recommend that future research identify 

additional episodes that can shed further light on discovery and creation.  

Finally, our study, rooted in the process-theoretical tradition of the social sciences 

(Chiles, 2003), was set in the context of a historically important era in the last century (Malerba, 
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Nelson, Orsenigo, & Winter, 1999). Such studies are particularly suitable for a contextual and 

embedded understanding of processes through which entrepreneurial behavior occurs (Gartner, 

2007; Steyaert, 2007b). Nevertheless, qualitative studies cannot predict and statistically test 

specific relationships between constructs. Chandler and Lyon (2001) note that a vast majority of 

entrepreneurship researchers seek to establish causal links between variables by means of formal 

models. The dominant approach in entrepreneurship research entails “embedding a small set of 

well-developed variables in a nomological net, and using statistical techniques to test specific 

predictions about the relationships between variables” (Chiles et al., 2007: 484). The hegemony 

of variance-theoretical approaches in entrepreneurship has led to several calls for qualitative 

approaches to explain historical entrepreneurial events over time and in context (Van de Ven & 

Engleman, 2004). We sought to respond to these calls and to encourage future research to design 

and conduct innovative qualitative studies of the entrepreneurial phenomenon.  

The limitations discussed here should not be overstated though, as our study has several 

methodological strengths. First, we conducted a purely qualitative study. A number of 

researchers have observed that qualitative approaches are necessary for an in-depth 

understanding of entrepreneurial phenomena, although entrepreneurship research has woefully 

neglected them (Brush, Manolova, & Edelman, 2008; Chiles et al., 2007). Second, studies such 

as ours that study the relevant facts, events, and issues in detail and link them carefully with 

observed findings are critical for meaningful theory development regarding the kind of process-

intensive, context-rich, temporally oriented research agenda that many entrepreneurship scholars 

recommend (Low & Macmillan, 1988; Low, 2001). Third, we derived our data from a film that 

is readily available for future research and study, which makes it a type of archival data source in 

the public domain. Finally, we followed Mumford and his colleagues (2001, 2002) in focusing 

on select episodes to better understand the focal phenomenon of entrepreneurial behavior.  

To summarize, our research at the nexus of entrepreneurial behavior and industry 

emergence, uses two popular theoretical frameworks to highlight contradictions in the 

entrepreneurial process, and employs qualitative text analysis as the methodology to study 

entrepreneurial phenomena in context.   

CONCLUSION 

This study was undertaken to explore and apply discovery and creation perspectives to 

the study of entrepreneurial behavior in an emerging industry. While prior research has done a 
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masterful job of articulating the two perspectives (Alvarez & Barney, 2007), our study addresses 

the next critical step in advancing this research stream: Extending discovery and creation 

approaches to generate insights into an important area that is in need of theoretical elaboration 

and empirical examination: entrepreneurial behavior during industry emergence (Bird & 

Schjoedt, 2009). Our qualitative analysis of a film about the PC industry’s emergence revealed 

that discovery and creation are fundamentally interrelated. We also found that, during industry 

emergence, discovery and creation behaviors share a common element: bricolage. Finally, we 

found that ideological activism is a major component of entrepreneurial behavior in a new 

industry’s formative years, as entrepreneurs seek to convince others of the value of their 

offerings and evangelize them into a new industry.  

We hold that these findings enhance the understanding of entrepreneurial behavior during 

industry emergence. We encourage future research to examine our research’s generalizability in 

other industrial and national contexts, using process-theoretic methods such as the one presented 

here and variance-theoretic methods that are more common in entrepreneurship research. 

Entrepreneurial behavior in emergent industries is an important research topic, one that merits 

further research attention using different methodological approaches.  
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Table 1 

Comparing Discovery and Creation Approaches 

Key Elements Discovery Approach Creation Approach 

Philosophical Paradigm Objective realist ontology Subjective constructivist ontology 

Key Entrepreneurial 

Facility 

Alertness Imagination 

View of Opportunity Objective, hidden: waiting 

to be discovered 

Enacted, constructed: created 

through action  

Locus of Subjectivity Knowledge based on 

previous experience 

Conjecture based on future 

expectations 

Source of Change Exogenous shocks Endogenous, by entrepreneurs in 

an evolutionary, path-dependent 

manner 

Nature of Planning Causation Effectuation 

Market System Equilibrating Disequilibrating 

Nature of Evolution Path dependence Path creation 

Decision Making Setting Risky Uncertain 

Representative Authors Busenitz, 1996; Shane 

(2000); Katz and Gaglio 

(2001) 

Baker and Nelson (2005); Chiles, 

Bluedorn, and Gupta (2007); 

Sarasvathy (2001) 

 

Adapted from: Alvarez & Barney 2007, 2010 
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Table 2 

Discovery Episodes from the film Pirates of Silicon Valley (PSV) 

Discovery Episodes 

Synopsis Film Context Thematic Substantiation 

(with regards to “discovery”) 

Industry Relevance 

(Literature Support) 

Scene 1:  

 

Paul Allen 

and Bill 

Gates 

discover the 

need for 

computer 

language 

 

Film 

timeline: 

10:25-12:17 

 

Paul Allen spots a recent 

issue of Popular 

Electronics magazine with 

a picture of the Altair 8800 

computer on the cover. He 

shows it to Bill Gates, who 

realizes that the Altair lacks 

a programming language as 

“right now it just sits there 

and blinks.”  

This scene takes place fairly early 

in the film. Allen and Gates are 

Harvard students. It is followed by 

Gates’s specific efforts to gain 

direct contact with the makers of 

the Altair (Ed Roberts of Micro 

Instrumentation and Telemetry 

Systems) to propose the 

development of a computer 

language.  

This scene shows that the initiation of 

discovery occurred exogenously. Paul 

Allen and Bill Gates’s prior 

knowledge and interest in computers 

led them to pursue an opportunity that 

was there for everyone to grab. Paul 

Allen “stumbles upon” the magazine 

article about the Altair in a typical 

Kirznerian fashion. He was not 

searching for it; in fact, he 

serendipitously comes across the 

article, which informs him of the 

Altair’s development. The magazine 

stated that there was a demand for a 

suitable programming language (Day, 

1994). Paul and Bill just needed to 

write a language to meet this demand.   

The film indicates that these events 

take place after 1974. This can be 

confirmed, as the Popular 

Electronics magazine cover 

depicting the Altair 8800 was 

published in January 1975 

(Karlgaard, 2006). The Altair 

8800’s introduction was an 

important chapter in the computer 

industry’s history, as its build-it-

yourself design helped make small 

computers available to a large 

consumer (i.e. non-corporate) 

market, which eventually led to the 

development of the PC industry 

(Hill & Deeds, 1996). It is here that 

Gates and Allen’s interest in 

computers is channeled into 

(business) efforts for the first time, 

i.e. the development of a computer 

language.  

Scene 2:  

 

Steve Jobs 

and Steve 

Wozniak 

discover a 

market for 

Steve Jobs and Steve 

Wozniak present the Apple 

I at the Homebrew 

Computer Club meeting in 

Berkeley. They enter the 

venue while the Altair 8800 

is being presented on stage. 

This scene is preceded by scenes 

depicting the general struggle of 

both Jobs and Wozniak to find 

direction in life. Up to this point, 

they seemingly have no clear aim 

or intention behind their actions. 

The obvious success of their 

Primarily due to their alertness, Jobs 

and Wozniak were able to interpret the 

positive response to their product as a 

clear indication of a market 

opportunity. The feedback from the 

audience is an exogenous factor 

confirming their discovery’s potential 

The recognition of the opportunity 

to sell personal computers is a 

central event in the industry’s 

history (Holcombe, 1999). The 

product they present is later 

referred to as the Apple I. The 

market success of the Apple I was 
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Discovery Episodes 

Synopsis Film Context Thematic Substantiation 

(with regards to “discovery”) 

Industry Relevance 

(Literature Support) 

personal 

computers 

 

Film 

timeline: 

18:49-20:40 

At the meeting, they set up 

their own home-made 

computer. The computer’s 

design impresses the 

audience and makes Jobs 

and Wozniak the center of 

attention. They leave the 

meeting with orders for 50 

computers. 

prototype, basically anticipating the 

design of personal computers to 

come, confirms their initial “feel” 

for the market and, most 

importantly, indicates a clear 

market potential. The scene is 

followed by Jobs sharing his ideas 

about future prospects of their 

endeavor with Wozniak. 

value. It demonstrates that Steve Jobs 

and Steve Wozniak find an unmet 

demand for small computers among 

people who had previously not been 

considered computer buyers (Bergin, 

2006; Levy, 2007). This demand was 

latent and not explicit, as the major 

computer companies of the day were 

apparently not aware of it, and 

potential customers were not asking 

for computers (Jackson, Mandeville & 

Potts, 2002).  

due to its most distinct feature: it 

was a fully assembled machine with 

an input device and an output 

device.   

Scene 3:  

 

Microsoft 

finds DOS  

 

Film 

timeline: 

50:34-52:55 

Microsoft needs operating 

software to sell to IBM. 

The Seattle Computer 

Company, an independent 

venture, had developed an 

operating system known as 

QDOS (Quick and Dirty 

Operating System). After 

some negotiations, 

Microsoft buys the QDOS 

for 50,000 USD.  

Microsoft enters into a deal to 

provide the Disk Operating System 

(DOS), a product that, at the time, 

they knew they did not yet have.  

Microsoft adapts the QDOS to 

IBM’s requirements and licenses to 

other companies. The deal is a 

turning point in Microsoft’s 

development, as it enabled it to 

become an IMB business partner.  

Microsoft realized there was a 

business opportunity if they could 

obtain an operating system someone 

else had actually developed without 

seeing its market potential. Thus, 

based on its prior knowledge and 

alertness to this gap, Microsoft 

discovered a significant opportunity, 

which essentially involved arbitrage 

(Loasby, 1992). As Kirzner (1973: 79) 

explained, an arbitrageur-entrepreneur 

“sells for high prices that which he can 

buy for low prices.” The arbitrageur 

helps close pockets of ignorance in the 

market by acquiring a bundle of rights 

to attributes (i.e. a distinct asset) in one 

transaction and selling the asset in 

another transaction (Foss, Foss, Klein, 

& Klein, 2007).  

The episode supposedly takes place 

in 1980, after Steve Ballmer had 

joined Microsoft and when IBM 

required an operating system for its 

microcomputers (Jackson, 

Mandeville & Potts, 2002). Not 

having developed anything close to 

what IBM was asking them for, 

they acquired what was known as 

QDOS (Wallace, 1993).  

Scene 4:  

 

A team from Apple visits 

the Xerox Palo Alto 

This scene follows Steve Jobs 

echoing Picasso’s famous words: 

Apple clearly realized the huge 

potential of these inventions and their 

This scene supposedly takes place 

in December 1979, when Xerox 
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Discovery Episodes 

Synopsis Film Context Thematic Substantiation 

(with regards to “discovery”) 

Industry Relevance 

(Literature Support) 

Apple 

discovers 

WIMP  

 

Film 

timeline: 

1:00:51-

1:03:53 

Research Center. Apple has 

learned that Xerox has been 

developing new, advanced 

technological applications 

such as the computer 

mouse and graphical user 

interface. Xerox corporate 

office does not consider 

these innovations relevant 

to their business, so they 

allow Apple to study them 

in detail. The technological 

development at Xerox 

surprises the Apple team, 

which proceeds to adapt 

these innovations for their 

own purposes.  

“Good artists copy. Great artists 

steal.” Jobs makes this idea the 

guiding philosophy by which 

Apple conducted its business. 

Viewer attention is then drawn to 

Xerox’s innovations.   

 

The scene is followed by a voice-

over from Wozniak concluding that 

with “about 100 million USD head-

start on anyone else, Apple was 

making tons of money.”  

impact on personal computers’ design 

and capabilities, while the top 

management at Xerox did not see 

much potential in these products 

(Holcombe, 1999; Shane, 2000). 

Based on their prior knowledge of and 

experience in the computer industry, 

Apple realized that there was an 

opportunity to obtain these 

technologies from Xerox. As Shane 

(2000) notes, prior knowledge “from 

work experience, education, or other 

means, influences the entrepreneur's 

ability to comprehend, extrapolate, 

interpret, and apply new information in 

ways that those lacking that prior 

information cannot replicate.” 

indeed granted Apple three days’ 

access to familiarize themselves 

with their Palo Alto Research 

Center (Levy, 1994; Wozniak & 

Smith, 2006). Although Xerox 

received pre-IPO shares from 

Apple for this privilege, the 

technological advantage Xerox was 

giving away here was significant. 

In Levy’s words (1994: 77-78), 

“the number crunchers at Xerox 

considered this a fairly innocuous 

concession – they were getting a 

tangible stock deal in exchange for 

allowing Apple a brief exposure to 

technology that in their minds 

belonged more to science fiction 

than to future revenues.” It 

ultimately led to the development 

of the Apple Lisa with a graphical 

user interface (Wozniak & Smith, 

2006). 

Scene 5:  

 

Gates 

discovers the 

graphical 

user 

interface 

 

Film 

timeline: 

1:04:54-

1:07:21: 

When Bill Gates discovers 

the graphical user interface, 

he becomes concerned 

about Apple’s 

technological head start. He 

is eager to join forces with 

Apple. He is able to 

convince the initially 

indifferent Jobs to trust him 

(personally) and to provide 

him with prototypes of the 

Macintosh long before its 

In the film, this specific scene starts 

by showing Bill Gates trying an 

Apple computer in his office. 

Having met with Steve Jobs, 

directly after leaving the building, 

Gates mentions to Ballmer “if he 

[Jobs] is not careful, he is going to 

wreck the place,” thus making no 

secret of his plans to copy Apple’s 

innovations for himself. This scene 

recalls Apple adapting Xerox’s 

innovations (Scene 4), with the 

Gates becomes aware that Apple, with 

its progressive corporate culture and 

technological lead, is the real 

competitor in the market. At a time 

when Jobs still perceived IBM as the 

major threat, Microsoft and Apple 

have actually become direct rivals. 

This opens the opportunity for Gates to 

gain Jobs’s trust and to adapt their 

innovations before Jobs realizes what 

is happening. Alertness to 

opportunities and knowledge of market 

This scene presumably takes place 

in 1983 (Wozniak & Smith, 2006; 

Simmons, 2007). It depicts an 

important moment in the 

development of the relationship 

between Apple and Microsoft, as 

well as between Jobs and Gates, 

because it lays the foundation of the 

direct competition between the two 

companies, which continues to this 

day (Wallace, 1993).   

Notably, at this time, Bill Gates 
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Discovery Episodes 

Synopsis Film Context Thematic Substantiation 

(with regards to “discovery”) 

Industry Relevance 

(Literature Support) 

introduction to the market.  major difference that Jobs is not 

aware of Gates’s plans.  

potential are the basis of Gates’s 

discovery. 

was not actively searching for new 

technologies for operating software. 

Microsoft had already gained a 

reputation in operating systems and 

programming languages (Rivlin, 

1999). When Gates saw the 

graphical user interface developed 

at Apple, he “knew [it] portended 

the future” (Levy, 1994: 161). 

Microsoft then zealously turned its 

attention to working on this new 

software, which formed the basis of 

its now ubiquitous Windows 

product (Holcombe, 2003).  
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Table 3 

Creation Episodes from the film Pirates of Silicon Valley (PSV) 

Creation Episodes 

Synopsis Film Context Thematic Substantiation 

(with regards to “creation”) 

Industry Relevance 

(Literature Support) 

Scene 1:  

 

Apple I is 

built  

 

Film 

Timeline: 

16:09-18:02 

Wozniak and Jobs, 

university students at the 

time, are at the kitchen 

table, chatting and working 

on constructing a computer 

(which later came to be 

called the Apple I). From 

their conversation, it 

becomes apparent that, so 

far, also with regard to the 

computer on which they are 

working, they have no clear 

goal, not to mention 

business intentions.  

 

The actual scene does not depict 

the specific procedure by which the 

computer is built. Yet, the 

characters’ comments and work 

make it clear that they are building 

a computer. For example, a reporter 

from the Mercury News wants to 

interview Wozniak when he learns 

that they are building a computer 

“all from spare parts.”  

 

 

The construction of the Apple I 

computer was not based on an existing 

design; instead, it involved 

imagination, tinkering, and trial and 

error, with several setbacks along the 

way (see Table 1). According to Levi-

Strauss (1967), entrepreneurship often 

involves making do with “whatever is 

at hand.” The conscious and willful 

tendency to make do also involves 

combining and re-using existing 

resources to put them to unexpected 

uses, sometimes resulting in “brilliant 

unforeseen results” (Baker & Nelson, 

2005). The willingness to make do and 

engage in resource recombination 

facilitated the construction of the 

Apple I by two young men with very 

limited resources and no existing 

blueprint to follow in terms of what a 

computer should look like. 

From the film, no clear deduction 

can be made regarding the period 

during which the construction of 

the Apple I took place. But there 

can be little doubt that design was a 

milestone in the development of the 

PC industry (Moritz, 1984). The 

home-made computer was built 

from parts that were readily 

available; yet, the finished product 

turned out to be the first personal 

computer that provided a realistic 

marketing opportunity (Wozniak & 

Smith, 2006). The Apple I’s 

significance also lies in it serving as 

a model for future generations of 

computers, as subsequent 

computers were expected to have a 

keyboard to enter information and a 

monitor to display output.    

 

Scene 2:  

 

Apple is 

found in a 

garage  

 

Jobs and Wozniak start to 

build their computers in 

Jobs’s parents’ garage. 

They have little funds. It is 

also not clear at this point 

whether Hewlett-Packard 

This scene follows the successful 

presentation of the Apple I at the 

Homebrew Computer Club in 

1976. The interest they saw among 

people for their design convinced 

Jobs and Wozniak to go ahead and 

The formation of a new organization is 

arguably the most important aspect of 

entrepreneurial activity (Gartner, 

1990). Apple was founded when PCs 

were an untested idea, and it was not 

clear why “ordinary people would 

Organizing disparate business 

activities and selling computers into 

a formal business was obviously 

key to Apple’s commercial success 

(Wozniak & Smith, 2006). If the 

various activities had not been 
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Creation Episodes 

Synopsis Film Context Thematic Substantiation 

(with regards to “creation”) 

Industry Relevance 

(Literature Support) 

Movie 

Timeline: 

20:40-23:04 

(HP) actually has 

ownership of Wozniak’s 

computer design, as he 

works for them, and has 

signed a contract. When HP 

management scoffs at the 

idea of computers for 

everyday use, Steve Jobs 

and Wozniak start their 

company, calling it Apple 

Computers. 

 

 

build computers in larger numbers 

to sell to individual customers. The 

scene is followed by one showing 

Steve Jobs trying to secure a bank 

loan to finance the business’ initial 

expansion, a task at which he is not 

successful at first.  

 

want computers.” Starting the 

company under such circumstances 

involved imaginative entrepreneurs’ 

intentionality (to sell computers), 

acquisition of resources (e.g., 

obtaining credit from suppliers), taking 

an organizational identity (the name 

Apple Computers), and transacting 

with customers as a business (Katz & 

Gartner, 1988). 

organized into a business, it would 

have been impossible to create the 

necessary momentum and 

legitimacy for the new venture. As 

the Wozniak character explains in 

the film, this was a time “business 

guys and bankers thought you had 

just barfed on their shoes if you 

tried to interest them into 

computers for ordinary people.” 

Apple soon becomes the world’s 

leading personal computer 

company (Levy, 1994), and in less 

than five years after its founding, 

Apple enters the Fortune 500 list. 

Scene 3:  

 

Creation of 

the software 

business  

 

Movie 

Timeline: 

48:02-50:30 

Bill Gates, Paul Allen, and 

Steve Ballmer visit IBM 

headquarters. They offer to 

license IBM an operating 

system for their new line of 

computers to compete with 

Apple. IBM finds their 

suggestion “no big deal”- 

“the profits are in the 

computers themselves, not 

this software stuff” is how 

an IBM manager put it.  

At the time that Microsoft dares to 

propose this deal to IBM, the 

company has had only limited 

market success. In the words of 

Steve Ballmer, at this stage, the 

company is still a “two bit little 

outfit.” From this vulnerable 

position, they sought to create a 

new business with Microsoft would 

retaining ownership of the software 

and customers only obtaining usage 

rights.   

 

  

Microsoft succeeded in carving out an 

entirely new software business market 

in an era when the established wisdom 

was that the profitable side of 

computers is hardware, not software. 

This required imagination and 

conjecture based on future 

expectations. We consider Microsoft’s 

exploitation of a perceived opportunity 

in software as an entrepreneurial 

creation episode, as it led to the 

unforeseen emergence of an entirely 

new industry. By choosing to walk an 

unbeaten path, Microsoft was taking a 

massive risk (Aldrich & Fiol, 1994). 

Around 1980, IBM decided to take 

on the challenge Apple presented in 

the PC market. It required an 

operating system for its machines 

(Jackson, Mandeville & Potts, 

2002). Microsoft saw the 

opportunity and the market value in 

the software, as opposed to the 

IBM’s emphasis on the hardware. 

Within four years of the 

“breakthrough deal” with IBM, 

TIME magazine featured the 28-

year-old Bill Gates on its cover, 

calling software “the magic carpet 

to the future” and the “soul of the 

[computer] machine” (Moritz, 

Taylor, & Stoler, 1984).  

Scene 4:  In the words of a Xerox This scene is presented in the film The mouse invented at Xerox was a It is not possible to assign an 
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Creation Episodes 

Synopsis Film Context Thematic Substantiation 

(with regards to “creation”) 

Industry Relevance 

(Literature Support) 

 

Xerox invents 

mouse and 

GUI 

 

Film 

Timeline: 

1:01:04-

1:01:48 

executive, “We created the 

mouse and all the rest of 

it…” (1:02:30).  

 

 

 

 

after Wozniak has shared that 

“Xerox was secretly developing all 

this amazing stuff like the mouse 

and the graphics on the screen, 

instead of a bunch of numbers.” It 

is followed by Wozniak comparing 

the development at Xerox to a 

Rembrandt, worth about “a 100 

billion dollars.”  

 

 

 

 

 

 

 

palm-sized contraption that contained 

a metal ball pressed against two rollers 

to track movement and send digital 

positional information directly to the 

computer. Although it was not the first 

mouse invented (the credit for that 

goes to Doug Engelbart at Stanford 

Research Institute) (Levy, 1994), it 

provided the predominant model for 

use in PC for years to come. We 

consider Xerox’s invention of the 

mouse as a creation episode, because it 

clearly illustrates imagination 

translated into reality through action 

based on future expectations.   

accurate date or even timeframe to 

this innovation process. However, 

the impact that the development of 

the computer mouse and graphical 

user interface has generated for 

everyday computing today is 

significant: Both tools are key 

interfaces for modern information 

technology. Furthermore, with 

regards to this film, and related 

industry relevance, subsequent 

work at Apple and developments in 

the computer industry substantially 

built on the mouse and the GUI 

(Wozniak & Smith, 2006). 

Scene 5:  

 

Apple creates 

the 

Macintosh 

 

Movie 

Timeline: 

1:07:21-

1:10:16 

This scene presents Steve 

Jobs as saying: “let me 

show you the future… the 

ultimate, insanely great, 

fusion of art and science… 

It’s called the Macintosh.”   

This scene is preceded by the 

depiction of Apple as a company 

that proudly displayed its pirate 

paraphernalia, and where 

employees were expected to work 

90 hour weeks on a regular basis. It 

is followed by Wozniak recounting 

that, at this time, “Apple was 

tearing itself to pieces… the 

Macintosh group against everyone 

else in the company.” 

It becomes clear from the film that the 

team, led by Steve Jobs, has created a 

game-changer through their actions, 

based on their vision of the future, and 

using their imagination. The 

Macintosh’s long-term impact on 

future designs demonstrates its 

disequilibrating effect on the industry 

as a whole.  

The Macintosh was hailed by fans 

as the ‘most revolutionary 

introduction in the history of 

personal computing’. Although it 

was fourth in the Apple series of 

computers (preceded by Apple I, II, 

and Lisa), it was widely regarded as 

“the computer that changed 

everything.” 
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study illustrates the contextual factors of the entrepreneurs’ significant others, such as 

spouses, parents, siblings or romantic partners who will influence the entrepreneurs’ future 

decision making. The research yielded evidence that entrepreneurs do take into account the 

feelings and attitudes of their significant others in their decision-making. Furthermore they 

actively search for benefits from failure in their sense-making. The study has practical 

implications such as for new and budding entrepreneurs, institutions, organisational and 

counselling psychologists as well as theoretical implications in the context of qualitative 

entrepreneurial research. 

Keywords Entrepreneurial learning, Venture failure, Grief recovery, IPA, Qualitative 

hermeneutical phenomenology 

1. Executive Summary 

Extensive research has been focused on entrepreneurship and successful start-up companies. 

However, the subject of business failure is a research area that has only recently started to 

receive serious attention. Furthermore, as Blackburn and Kovalainen (2009) state, there is still 

a deficit of underpinning qualitative studies in the area of entrepreneurial research. Although 

Cope’s (2011) interpretative phenomenological analysis thoroughly researched 

entrepreneurial learning from failure we argue that the learning perspective is just one aspect 

in the process of making sense of business failure. Furthermore Cope’s research is limited to 
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the entrepreneurs’ individual sense-making and does only marginally reflect the impact of 

failure on their social environment. 

In response, we carried out an alternative study to examine the event of business failure. By 

using an interpretative phenomenological analysis our study aims to explore how failed 

entrepreneurs make sense of the experience of failure in the context of their social 

relationships. Therefore we look at how significant other persons were affected by the failure 

and how their response did influence the entrepreneurs’ own reflection and sense-making.  

The research yielded evidence that entrepreneurs do take into account the feelings and 

attitudes of their significant others in their decision-making. Furthermore they actively search 

for benefits from failure in their sense-making.  

 

2. Introduction 

 “Success has many fathers, while failure is an orphan” (Galeazzo Ciano). 

When researching failure, studies frequently focus on the positive aspects of failure. Thus, 

failure is often acclaimed as an important learning experience. This study aims to contribute 

with a more comprehensive view at what the experience of failure means to entrepreneurs. 

There are different definitions of business failure, therefore it is important not to equate 

failure with business closure (Headd, 2003). Following Cope’s (2011) concept of business 

failure, this study defines “failure as the termination of a business that has fallen short of its 

goals” (Cope, 2011, p. 2).  

The article begins by establishing the significance of the social embeddedness of 

entrepreneurship that this research seeks to address. We proceed to express an in-depth 

phenomenological study conducted with six entrepreneurs who have personally experienced 

failure. The findings are centred around six core themes. First, the entrepreneurs’ used 

incorporating values and motivations for their sense-making. Second, they addressed grief and 

suffering in the aftermath of failure. Third, feelings of betrayal and frustration determined the 

development of new approaches for decision-making and risk taking. Forth, financial aspects 

were addressed. The fifth theme, learning as the benefit of failure, as well as the sixth theme, 

feelings of liberation emerged in the need of looking for positive outcomes. The article 

concludes by exploring theoretical implications of the study and proposes areas for further 

research.  



3 
 

3. Theoretical Overview 

As the study aims to gather novel findings which reveal failed entrepreneurs’ sense-making of 

their lived experience, the theoretical background which is outlined in this chapter is drawn 

from both areas of entrepreneurship and psychology.  

3.1 The Entrepreneur and the Social Environment 

Rauch and Frese (2000) criticise entrepreneurial research as lacking in issues such as network 

requirements, cultural requirements, support systems, and government contacts in certain 

industries and countries. That said there is a paucity of research concentrating on the interplay 

between the entrepreneur and his or her social environment. Cope (2011) more specifically 

recommends the application of methods that are capable of dealing with the social complexity 

of failure. The shortage of context-related research lies in the public understanding of the 

entrepreneur as an individual. Drakopoulou Dodd and Anderson (2007) argue that considering 

the dynamics of social conditioning, social interaction and the embedding process may be too 

complex. Rather, commonsense creates a myth of the heroic individual and therefore the 

social construction of the entrepreneur is one focusing on the individual. 

Additionally, Aldrich and Cliff (2003) recommend including a family embeddedness 

perspective in entrepreneurship research. The authors maintain that the social institutions of 

family and business are ‘‘unnaturally separated’’; their unification would allow for more 

holistic and more realistic insights into entrepreneurship. 

Taking a constructionist perspective, Downing (2005) identifies the narrative processes 

between entrepreneurs and their stakeholders as a significant but neglected subject of study. 

The author develops a framework of entrepreneurial identities and suggests future conceptual 

development of his ideas that could focus on narratives or rhetoric and the reflexion of 

entrepreneurs and their stakeholders. 

The aforementioned theoretical background provides some evidence of the significance of this 

currently under-researched area.  

3.2 Making Sense of Failure 

Failure is often seen as the opposite of success and so strategies of failure avoidance are 

proposed as a by-product of success strategies. Thus, Bouchikhi (1993) suggests that 

entrepreneurship research is biased towards successful individuals. However, the emotional 
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aspect of failure with its accompanying changes in attitude and behaviour is not much 

investigated. Bower highlights the importance of failure research when stating “If no one 

studies failure, the fiction that no one failed survives” (Bower, 1990, p. 50). As a result, there 

is acceptance that an ultimate understanding of business failure remains subtle (Cope, Cave, 

& Eccles, 2004; McGrath 1999, Zacharakis, Meyer, & DeCastro., 1999). Scott and Lewis 

state the essential need for “clearer thinking about what ‘failure’ really means and an 

awareness that more than one perspective is involved: what one sees always depends on 

where one is standing” (Scott & Lewis, 1984, p. 53). Furthermore, recent research dedicated 

to the area of organisational failure was carried out by Cannon & Edmondson, 2005, Baumard 

& Starbuck 2005, Mellahi 2005, and Sheppard & Chowdhury 2005. Among these papers, 

only Cannon and Edmondson also focus on the social aspects of failure. 

To summarize, a review of existing literature reveals that entrepreneurial research is vast and 

ill-defined, and that no common agreement about the concept of entrepreneurship exists. The 

field is still in its infancy and research is carried out from different viewpoints. Turning to the 

social aspects of entrepreneurship, we find a still more problematic area of research. The 

complexity seems to deter many scholars from exploring this fascinating field of study.  

4. Research Methodology 

As in many other research areas in entrepreneurial and organisational research an 

overwhelming majority of quantitative studies have been published. Often quantitative 

research is easily accepted as the standard, agreeing that a finding is a fact, rather than an 

opinion (Gartner & Birley, 2002). However, entrepreneurship research addresses exceptional 

persons - entrepreneurs who can be seen as “outliers” in the community (Gartner & Birley, 

2002). Scholars such as Berglund (2007), Cope (2005) and Seymour (2006) who lead the way 

in current qualitative entrepreneurial research urge researchers to use philosophical 

phenomenology and phenomenologically inspired methodologies in the study of 

entrepreneurship.  

The aim of the research was to take a phenomenological hermeneutical view of the lived 

experience of failure. Lindseth and Norberg (2004) illustrate how the comprehensive 

understanding of the lived experience reveals new possibilities for being in the world. The 

research seeks to provide an insight into the process of sense-making after the experience of 

failure, taking into consideration impact from the social environment from the entrepreneur's 
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perspective. IPA was chosen as it allows moving beyond the text and interpreting the 

experience through insights derived from the researcher’s own experience (Harper, 2012). 

4.1 Sample Selection 

Smith et al. (2009) recommend a purposive and homogeneous sample. Deciding about the 

extent of homogeneity is often a practical problem, especially for research questions where 

the phenomenon under investigation is rare. IPA studies are conducted through the use of 

small samples. This is because IPA looks for a fine-grained account of the individual 

experience: “The issue is quality, not quantity […]” (Smith et al., 2009, p. 51). Therefore our 

sample consists of six Scottish entrepreneurs. All participants were in the age range between 

their early forties and mid-fifties. All names have been changed to preserve anonymity. 

Participants were identified through personal networks and chain sampling. Table 1 provides 

short participant profiles. 
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Table 1 

Participant profiles 

Bert After an education in Arts, Philosophy and Psychology Bert moved to the US and worked for a non-

profit organisation. After a few years he decided to move back to Scotland and to start his first own 

enterprise. Due to a breach of contract he was forced to close the business down. Thereafter he worked 

for several organisations as well as starting up other ventures. After his first experience of business 

failure other ventures he did start failed too. Today he works as a self-employed consultant in venture 

capital. 

Emily Emily joined the family business after graduating from university and was appointed as MD in quick 

succession. In summer 2008 the company almost went into insolvency after the fraud of its Financial 

Director. Emily worked hard to secure the business and finally felt she achieved the job. However, her 

family (especially her brother and father) decided to recall her. Emily was shell-shocked by the decision 

and took 6 months’ time off. Finally, the company went belly up and Emily has now decided to go back 

to university to do a law degree. 

Irene Irene took on a friend’s offer to join and develop his business in 2002. Due to the recession the 

company struggles to find customers who are willing and able to pay for high end priced products. 

Therefore Emily decided recently to leave the company. Now, in her forties, she feels that she would 

like to start a new career in health and social sciences and therefore plans to go back to university. 

Keith After working as Managing Director (MD) of a small manufacturing company, Keith took the 

opportunity to purchase his own company together with a business partner. The company was an old-

established family business that, at the time of Keith’s investment, was struggling with various 

problems. Keith and his business partner secured the company for a short period but finally failed to get 

the funding that would have been necessary to develop a long-term strategy. Therefore the company 

went into administration; Keith and his business partner lost their entire investment. Keith is now an 

employee and still interested in starting his own business again, but is as yet undecided. 

Nigel Prior to founding his own business, Nigel worked in different management positions. Together with a 

business partner he started the own business with the purpose to advise companies regarding their 

financings. After a successful grow Nigel and his co-director decided to franchise the company. The 

deal failed; therefore the directors released their employees and started doing the operational work 

themselves. However, due to the banking crisis in 2008, the company was not able to fulfil its purpose 

and Nigel and his co-director decided to close down the company. Nigel now works in a managing 

position again. He has still to pay back his share of the company loan and sees it as unlikely that he will 

go into an entrepreneurial role again. 

Norman Norman went into the family business after doing a university degree and a postgraduate course and 

travelling the world for 4 years. After a few years he took over the role of MD. Due internal (family 

conflicts) as well as external reasons (change in the taxation of insurance premiums) the company 

struggled and finally went into administration. Thereafter Norman did set up several organisations and 

started out a portfolio career composed of his passions in life. 

 

4.2 Fieldwork Strategies 

IPA demands a method of data collection that facilitates a first-hand description of the 

phenomenon under observation. It is significant that the participant will mainly determine the 

course of the dialogue (Cope, 2011). Therefore semi-structured interviews were carried out 

and a reflective interviewing technique was chosen (Roulston, 2010). The interviews were 

opened with the broad general question “Can you tell me about your business and the business 

failure”. Subsequent questions did usually develop during the dialogue. Two test interviews 

were carried out; no changes were necessary. All interviews were tape-recorded and later 

transcribed verbatim. 
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4.3 Data Analysis 

As a nascent approach to phenomenological research, IPA provides an accessible qualitative 

research method that bridges the elements of “giving voice” (to the participant’s narrative and 

their reflection on the researcher) and of “making sense” (through the interpretation of the 

participant’s account by using psychological concepts) (Larkin & Thomson, 2012). The 

method does not claim objectivity, rather it is emphatically inductive and idiographic. 

Therefore the analysis starts with a thorough, detailed examination of one case, and thereafter 

moves to the careful analysis of subsequent cases (Cope, 2009; Smith, 2004). Table 2 explains 

the different levels of analysis applied in this study.  

Table 2 

Levels of interpretative phenomenological analysis  

(adapted from Cope, 2011 and Smith et al., 2009) 

Level of 
analysis 

Process step Description of analysis 

Familiarisation Reading and re-

reading 

Reading and re-reading aims to gain familiarity with the 

transcript. A parallel reading and listening to the recording or 

imaging the participant’s voice can help to reach this goal. 

Gaining insight Initial noting The initial noting aims at deeper immersion further into the 

account. Highlighting significant excerpts and/or colour-

coding before starting to note descriptive explorative 

comments can be helpful. 

Categorisation Developing intra-

case themes 

Through the explorative commenting, the data set will likely 

have grown. These comments will aid the search for emergent 

themes within the case. At this point it is recommendable 

especially for IPA novices to share and reflect their thoughts 

with supervisors or peers. 

Pattern 

recognition 

Searching for 

inter-case themes 

After completing Steps 1-3 for every case individually, some 

of the intra-case emergent themes will show up in more cases. 

Sometimes it will be necessary to re-configure or to re-label 

themes. At this stage IPA has a dual quality, revealing the 

participants’ unique idiosyncratic facets as well as higher 

order concepts. 

Interpretation Writing-up Writing-up leads to the results or findings section. Because of 

the reader’s critical role within the hermeneutic dialogue (see 

Smith, 2009) the IPA results section is very substantial and 

more discursive than a typical (quantitative) analysis section. 

The researcher has to combine accounts of his or her data and 

to offer an interpretation that mirrors the researcher’s sense-

making. 

Abstraction/ 

discussion 

Converging 

literature 

As described in Step 4 often higher order concepts are 

revealed during the data analysis. The discussion section 

requests an abstraction from the individual case and aims to 

produce theoretical explanations. 
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Hermeneutic phenomenological studies are able to provide meaningful theoretical 

contributions (Berglund, 2007; Conklin, 2007; Cope, 2011). As the result of the analytical 

process six super-ordinate themes arise. 

5. Findings 

The following interpretation of the interview transcripts demonstrates how entrepreneurs 

made sense of their lived experience of business failure. Making sense is a multidimensional 

process that includes moderating effects or framing influences as well as outcomes. Applying 

an interpretative phenomenological approach requires working through multiple levels of 

constructing, de-constructing and clustering emergent themes. This process finally results in 

the identification of case-specific super-ordinate themes. Table 3 summarises the evolved 

super-ordinate themes for the present study. 
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Table 3 

Evolved super-ordinate themes 

 Bert Emily Irene Keith Nigel Norman 

Entrepreneurs’ 
Self: What 
matters to 
them 

Search for 

awakening, 

separation 

of 

identities 

Feeling 

obliged to 

the family 

(business) 

Gaining an 

indepen-

dent and 

rewarding 

future 

Helping 

others, 

Feeling of 

Respon-

sibility  

Helping 

others  

Driven by 

passion 

and 

respon-

sibility 
Grievance and 
Suffering in 
the aftermath 
of failure 

Disillu-

sioned 

about 

business 

world 

I don’t 

recognise 

my life 

All sorts of 

regrets and 

confusion 

Loss of 

Self-

esteem, 

feeling 

ashamed 

We all 

suffered  

The feeling 

of being 

shattered 

Feelings of 
frustration 
about others 
and of being 
betrayed by 
others 

There are 

no ethics in 

business 

Betrayal of 

all sorts, in 

the end by 

own family 

Did I waste 

my time 

and 

money? 

Being let 

down and 

feeling of 

frustration 

Being let 

down by 

business 

and wife 

 

Financial 
worries 
determine the 
world 

 Loss of 

house and 

car and all 

the nice 

things 

Feeling 

caught up 

in fear 

Loss of 

family 

savings 

The worry 

of how to 

put bread 

on the table 

 

Learning as 
the benefit of 
failure 

Don’t rush 

into 

business 

decisions 

You have 

to under-

stand the 

nuts and 

bolts of 

business 

Learning 

about own 

strengths 

Not being 

naïve 

anymore 

Small 

businesses 

are no beds 

of roses 

You have 

to follow 

your 

passion 

Failure as 
liberation from 
something not 
suiting my 
personality 

 Relief 

about 

leaving an 

isolated 

position  

   The failure 

as a twin 

track of 

freedom 

 

Often participants described their thoughts and feelings in different ways; however the 

phenomenon shows similar pattern to other participants’ lived experience. However, 

participants often employ similar wording in their narratives; yet nonetheless their 

experiences are different. Therefore the data analysis aims to negotiate between convergence 

and divergence as well as commonality and individuality (Smith et al., 2009). Due to the very 

broad research question and the participants’ different individual backgrounds the fact that 

some themes are quite important for one participant but never mentioned by others is not 

surprising.  

The interview transcripts reveal the participants’ lived experience of business failure as a 

serious and complex event. The entrepreneurs were asked to recount their narratives in the 
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context of their social network. To contain the broad meaning of “social network” the 

participants were asked to talk about the person in their social environment who was most 

influenced by the failure. Usually this is also the most significant other person in the 

entrepreneur’s life. Therefore, when looking at the following interpretations we always have 

to bear in mind the complexity of the story in terms of the entrepreneur’s dual self - the own 

self and the surmised self of the other important person. 

5.1 The Entrepreneurs’ Self: What matters to them? 

To gain an understanding of the participants’ basic motivation in terms of what drives them it 

seems inappropriate to concentrate exclusively on the failure event. Obviously, hardly any 

entrepreneur is motivated to fail. However, motivation facilitates the sense-making process. 

This theme illustrates the variety of personal motivations and experiences that form the 

background to why the participants got into business. Many participants seemed to express 

ideas about giving back, supporting others, or feeling responsible. In connection with helping 

others there was an aspiration for improving ways to work, or procedures to follow. The 

following statements illustrate some of the participants’ major motivation to start their own 

business: 

Keith: “It’s the challenge to making something faster, bigger, quicker. I am very interested in that, 

absolutely. And that challenge I really enjoy. […] For me it’s more the technical development, the 

opportunity, the building stuff, that’s more the thing that motivates me, that pushes me.”  

Nigel: “My goal particularly was to help businesses to get hold of money. We [Nigel and his 

business partner] were becoming increasingly frustrated by the bureaucracy within xxx [their 

previous employer] and we spent more time in filling out forms then in actually seeing people and 

helping people”.  

Other reports show that the intrinsic motivation also mediates the entrepreneurs’ thoughts in 

the aftermath of failure. Feeling responsible for the fate of the businesses’ employees was a 

recurring statement. Also, the need to help others seems to be an important reason for the 

entrepreneurs’ decision-making aspects.  

Norman: “I arranged with a new majority partner to buy out a part of the business that I had set up. 

That was none of a selfish job. I was more interested in saving the jobs then in getting into business 

with a partner, to be honest. But that was the only way to save the jobs.” 
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Thus business for these participants appears not to be solely related to making profits. 

Moreover, the participants’ major concerns that did emerge during the interviews are also 

related to the effects of their own decisions and behaviours on the emotions and outcomes for 

others. Their values and awareness of responsibility do often not only include spouses, family 

and employees. However, the strong sense of responsibility and to help others appears to be 

linked to emotions such as grief that will be observed in the next section. 

5.2 Grief and Suffering in the Aftermath of Failure 

All participants went through emotions such as sadness or grief during and after their business 

failure. The entrepreneurs’ often felt dispirited and negative. Unmistakably they talked about 

their own grief and suffering. However, they did also express many concerns about how other 

people suffered and grieved in the aftermath of failure. The participants were asked to speak 

about the person who was most affected by the failure. This open and broad approach yielded 

interesting results. Most participants immediately began to talk about their spouses, husbands 

or romantic partners when reflecting on the experience of failure.  

Nigel: “My wife in the end decided that she wanted to leave me. I think it happened …, the business 

had a big enough impact, even not exclusive, but it was a big fact in that”.  

Emily: “And, my mother …, I feel very sorry for my mother; because I think she’s devastated. This 

has completely torn the family apart”. 

These statements attempt to portray the manifold, significant and very close social ties that are 

part of the process of sense-making. In many cases, the process is multidimensional. Different 

people influence the entrepreneur with their various and often contrary viewpoints of the 

event. It seems the aspect of social networks in family businesses or co-entrepreneurships is 

even more complex than in “normal” businesses.  

A further remarkable finding is the fact that, seemingly, it takes some time for the 

entrepreneurs to understand that their grief and suffering is a stage of their sense-making 

process. Irene and Emily are the two participants with the most recent experience of failure 

and both express strong feelings of confusion about their situation.  

Emily: “I don’t recognise my life at all”. 

Irene: “The decision to leave is probably the biggest decision I have made. Ever …, ever. Ever, 

ever. And it’s a bit like leaving a marriage. It’s the end of something. And there is regret, and there 

is all sorts of confusion”.  
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The participants have to come to terms with several changes in their life. They lost their 

business, their position, their income and savings, and - in some of the most sadly intriguing 

cases - their family. All these losses cause confusion, about their own self, their life, their 

relationship. In an early stage after the failure, the participants often were looking for answers 

to all the questions linked to their changed life. However, it was recognisable from their 

narratives that they are progressing on their path of sense-making.  

Grief was consciously addressed by participants who went through the event of failure at least 

three years ago. Therefore, it seems that in the process of coming to terms with failure the 

feeling of confusion is an important element of sense-making that will start the process of 

grieving.  

Another really striking finding was revealed by Keith’s narrative that showcases how one 

significant other’s suffering and grief can change the future behaviour of an entrepreneur.  

Keith: “I invested most of our savings into that situation. I am - and I was - the main breadwinner in 

the house. I had a huge mortgage to pay for the house, the children. That was a quite dramatic 

situation that did cause serious tensions and of course I felt a bit …. I should say ashamed … of 

course, about the lost money. So, there was a degree of tensions and frictions within my family. […] 

She [Keith’s wife] is much more wary of me in the sum of the situation. She prefers me to be a nine 

till five employee. And yes, that is a frustration to me, I think. […] I think she may be concerned 

with any new investment opportunity again. And I think that’s a pressure. I mean, I would like to 

look for other opportunities”.  

Thus, entrepreneurs feel ashamed because their family had to suffer as a result of their 

business failure. The family’s grieving about the lost money and their suffering because of the 

financially insecure situation influences their attitudes towards the entrepreneur. Hence, after 

the failure entrepreneurs are sometimes trapped in a role as an employee despite the fact that 

they feel really entrepreneurial and would like to start a new venture again.  

The aforementioned examples should provide evidence that it is not enough to look at the 

outcomes (i. e. avoidance to start a new venture). Some of the participants showed a rather 

risk seeking attitude, however, their spouses are the opposite. And because these 

entrepreneurs are caring and responsible they decide not to take action again - at odds with 

their own self. And this makes them suffer too; they are frustrated by their family’s risk 

avoiding attitude. This account points out how some of the super-ordinate themes are closely 

linked to each other. 
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5.3 Feelings of Frustration and Betrayal 

The example of an entrepreneur’s keenness to start a new venture versus his wife’s anxiety 

and risk-avoidance showcases the necessary negotiation of both worlds. Such controversial 

opinions usually cause tensions and frictions in social relationships that will often lead to 

feelings of being let down by others. Almost all of the participants described such thoughts 

and feelings. They employed various phrases and metaphors to describe their emotions.  

For some of them these feelings were existent and clearly important for their sense-making 

but the participants all seemed to accept that “such things happen” and the theme did not seem 

to rule their lives. However, some participants did express strong emotions, in one case also 

after a remarkably long time. Obviously, if somebody still gets agitated after 25 years about 

an issue, these strong emotions will influence that person’s attitudes and behaviour. Here are 

some examples from the participants’ narratives to illustrate: 

Keith: “And I think I had been a bit naive to accept face value. […] Today I am much more cynical. 

[…] But, yep, fundamentally, in that situation again I would not provide my own funds until the 

other parties had committed their share absolutely for sure.” 

Emily: “Now I know I can’t trust my family, actually.” 

The statements reveal that entrepreneurs feel frustrated about their spouses and family as well 

as they retain feelings of being let down by others (banks, creditors, shareholders). These 

feelings often result in a change in entrepreneurs’ attitudes towards decision-making. 

Entrepreneurs then consider that they can no longer put their trust in others in the same way 

they did before. Some of the participants looked at the experience in a positive way: not being 

naïve anymore. However, more often they will be more hesitant when taking on new 

challenges and looking for opportunities.  

5.4 Financial Worries: “struggling to put food on the table” 

Most of the participants expressed their worries about financial issues as a strong emotion that 

influenced their recovery from failure. Sometimes they worried because their important others 

were worried about the situation: 

Irene: “If money is worrying you, it just ties to everything. Every decision you make, and then you 

become frozen like a rabbit in headlights. You can’t make a move to make a decision. Because you 

are caught in absolute fear.” 
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Norman: “The closest to that [financial worries] was probably my wife’s worrying about me. After 

six months not working she was thinking that we were running out of money here. But I was always 

comfortable that we had enough in reserve for me to get my career path right.  So I wouldn’t panic.” 

However, just in the most recent case of failure the theme certainly was an acute and recurring 

topic for the entrepreneur. Unquestionably, the financial background of the failed 

entrepreneurs in this study influences their worrying. However, some of the participants had 

to pay back debts at the time of the interview. They address their financial worries as 

important but seemingly accept their situation.  

In contrast, in the most recent case of failure the entrepreneur states to have lost the invested 

money but do not have to pay back any debts, so there are no future financial strings attached. 

But that entrepreneur is the one whose actions seem completely determined by the financial 

worries. Thus, the financial sphere of failure seems to have a strong emotional effect 

immediately after the event of failure which seems to decrease over time. 

5.5 Learning as the Benefit of Failure 

The participants were not directly asked about positive or negative thoughts. Instead they 

articulated both perceptions often in a mixed and unstructured way. Many of the participants 

did start talking about negative aspects such as feelings of regret, betrayal or shame; however, 

at the same time, they often concluded their account by saying something positive about their 

situation.  

Nigel: “It was taking a strain on the family finances. We find ourselves relying on overdrafts and 

credit cards and things like that. There was the debt that nagged in the background. Now, although 

that, the benefit of having your own business was the flexibility of having time available if you need 

it for childcare, for kids and stuff like that. And that worked quite well, even towards the later days”.  

Nigel’s statement demonstrates the strong need to find the positive sides of adverse situations. 

When looking at these turns in the participants’ narratives, the data analysis yielded the 

experience of “learning from failure” as the strongest finding. Almost every participant 

referred to the positive effects of learning. Here are two examples: 

Bert: “If you are looking at the failure onion and realising “Oh there is another layer of that”, you are 

gaining a hard won experience of wisdom […]. You have to go through all that. People can write all 

the books, and tell all the advice you want but most people ignore advice until they go through it and 

they become leery with their experience […]. I used to think I could learn just by the looking at 
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mistakes of others. So reading history, and bla bla bla. But each makes their own unique mistakes of 

their own.” 

Emily: “I know everything about how to deal with cash flow now. It was a fabulous learning ground 

for me.” 

Nigel: “By nature I am an optimist […]. I learnt from things. I have learnt probably more from that 

negative experience than any of the positive experiences of learning that I have done. And I wouldn’t 

wish it upon anybody, but it does … it does help you to find out about yourself and your inner 

yourself, and you find out who your friends are.” 

Thus, in retrospect most entrepreneurs refer to the learning outcome as one of the positive 

results, or the main positive aspect about the event of failure. In this study four participants 

state that they owe their current success (either a good position or a newly founded venture) 

mainly to their ability to apply their learning experience, to grow through their “lessons 

learned”. 

Given the huge amount of recent articles published in practitioner journals and popular 

management literature this finding is unsurprising. However, as the study not especially did 

address learning from failure it is an interesting finding although. Obviously, the recent 

discussion of failure as an important source for learning and as an integral part for future 

success influences entrepreneurs in their sense-making. 

5.6 Failure as Liberation from Something not Suiting my Personality 

Surprisingly, two of the entrepreneurs who failed with their family business came to the 

conclusion that finally the failure gave them the freedom to follow their natural interests and 

liberated them to do what they feel better suits their personality. 

Emily: “When you become MD [Managing Director], you are the most isolated person in the 

company. It’s the most awful place to be, it’s not a nice place to be. And when you speak to other 

managing directors they really know what you are talking about, they understand it. And everyone 

else doesn’t have a clue. I have been there, I have done it, I know how, just how isolated it is. So, I 

feel a sense of relief. I don’t wake up in the middle of the night, going: ‘Urghhh’ about cash flows, 

projects going wrong, supplies aren’t come through in time. Whereas I did in the life I lived before. 

So, I’m a lot more relaxed person as I was. And I think I’m probably a lot calmer as a person I was”.  

Norman: “I mean I was shattered. Both physically and psychologically. [… But] Donna [his wife] 

always hated the family business. […] When the business disappeared, we all had worries about 

where do we go from here. [But] we no longer had that irritating one. […] That helped Donna. That 
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then in turn, we no longer had that clashing between us. So, in terms of my personality or these of 

my wife, that was a big negativity off my back. […] But in many regards then, leaving the business, 

or the business failing gave me a twin track of freedom.”  

The statements reveal how entrepreneurs start to think about the failure as a disastrous 

experience that finally helps them to be independent from their family and to start a new 

career. After being freed from that duty managing the family business, they recognize feelings 

of relief and they realise that there are other doors to open in their future life. 

Both examples show that there are special dynamics in family businesses as a type of co-

entrepreneurships where failure can sometimes liberate the failed entrepreneur. Then failure 

can allow for finding new perspectives will free their “trapped personalities”. However, that is 

not to say that failure in family businesses is not an equally disastrous experience. 

5.7 Summary 

It is evident that all of the addressed themes are important for the entrepreneurs in their 

process of sense-making. The entrepreneurs needed to talk about their motivation and values 

because of their impact on the process. Most of the study’s participants were intrinsically 

motivated and felt strongly responsible for their social environment. 

Emotions that were addressed as decisive in the process of sense-making were grief and 

suffering. The entrepreneurs’ sense-making is strongly influenced by the way and the extent 

other persons were affected by the event of failure. Furthermore, almost all participants 

express their disappointment about the behaviour of third parties who let them down or 

betrayed them. This experience let them lose trust in other people. Furthermore, all 

participants lost significant sums of money due to their failure. The financial loss worried 

some of the participants; however, in some cases the worries of their important others had a 

stronger effect on their sense-making then their own concerns about their financial situation. 

All participants felt a strong need to look for a positive outcome from their business failure. 

Therefore they used a “lessons learnt” approach for their self reflection during the process of 

coming to terms with their new lives. Furthermore, the participants who experienced failure 

with their inherited family business additionally perceived the failure as a kind of liberation 

that enabled them finally to choose new careers that, as they felt, would suit them better.  
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6. Discussion of Findings 

Taking a further look at the super-ordinate themes one can distinguish three separate points of 

view chosen by the participants to make sense of their experience of business failure. The first 

viewpoint is the self. The emergence of this theme is inevitable because it is always the 

individual person with their values and motivations who looks at the phenomenon. The 

second viewpoint is the participant’s social network. This too is certain to appear because of 

the research question. Therefore, these first two themes will be classified as moderating 

factors or framing influences in the process of sense-making. The process is driven by how 

the entrepreneurs think about themselves and how their social network responds to them. 

However, the third area of sense-making is directed towards the outcome. How did the 

entrepreneurs experience the failure; which thoughts, feelings, and changes did they 

encounter? The participants went through an overwhelming amount of different - and 

sometimes mixed - experiences and feelings. In conducting the phenomenological analysis the 

“outcomes” shown in rows 2 - 6 of Table 3 emerged. Figure 1 presents these outcomes and 

their interdependences in the process of sense-making. 

 

Figure 1. Overview of structure and application of emergent super-ordinate themes during the 

participants’ sense-making  

6.1 Entrepreneur and the Self 

Current research in psychology discusses the self as an integral part in theories such as 

cognition, motivation, emotions and self-esteem as well as social identity (Sedikides and 

Spencer, 2007). A detailed introduction of these theories would go beyond the aim of this 

paper. However, as Gimenez-Roche states entrepreneurship is a “socially embedded process 

of altering one’s reality” (Gimenez-Roche, 2011, p. 159). Entrepreneurial action is not 
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independent of the socio-institutional framework in which it takes place, but it defines and is 

defined by it. 

The research relies on reflective interviews with entrepreneurs. No dyad interviews with 

“significant others” were carried out. Therefore, when talking about the influence of 

significant others always the “actual/other” self of the entrepreneurs is reflecting their 

experience. These reflections are obviously more than educated guesses because in almost 

every case the participants had discussions with their “significant others”. 

The participants often referred to their values and motivations to explain their thoughts and 

feelings about failure. According to Nonis and Swift (2001) empirical research with focus on 

the value construct is limited. The authors cite Meglino and Ravlin (1998) when stating that 

one reason could be the lack of agreement on the nature of values and their influence on 

people. Smilor criticises the stereotype of the entrepreneur as a “conniving, step-on-anyone-

to-get-ahead, wheeler-dealer - a kind of J.R. Ewing personality who cares for no one but 

himself and nothing but his own advancement” (Smilor, 2004) as an often inaccurate 

description.  

The participants’ statements show a very strong need to care for others that does not seem to 

fit within the rather profit-oriented public image of entrepreneurs’ motivations. In the context 

of entrepreneurial research Smilor (2004) proposed values that are important for entrepreneurs 

to grow their businesses. He draws on a set of values that was developed by Michele 

Lansdowne, from the Salish and Kootenai tribes in Montana, and Lisa Little Chief Bryan, 

from the Lakota tribes in South Dakota, as an entrepreneurship curriculum. Although this set 

of values seems not to be tested in a scientific way and is not much discussed in the recent 

literature its employment seems to be appropriate. Taking the value set, the helping 

motivation would be counted into the “Generosity” value which is defined as “develops from 

supporting and leading others” (Smilor, 2004). 

During their process of sense-making the participants frequently applied metaphors to explain 

their feelings. The use of methapors is in line with research carried out by Drakopoulou Dodd 

(2002); who developed a set of entrepreneurial metaphors. Also Clarke and Holt (2010) as 

well as Shinebourne and Smith (2009) draw on several studies to underpin the possibility of 

understanding segregated experiences as metaphors for emotional states. 
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6.2 Aftermath of Failure 

Experiencing failure is a devastating and life changing event in the entrepreneurs’ lives. The 

study’s findings confirm earlier research. However, some of the findings are more 

controversial or novel aspects. Confirmation was found insofar as entrepreneurs do not just 

accept failure as a result of their own mistakes. Rather they also blame third parties and 

misfortunes (Cardon, Stevens, and Potter, 2011) or external circumstances (Thornhill and 

Amit, 2003) as the cause of failure.  

Earlier research reveals that in Europe - in contrast to the United States - failure is often 

derived as a social stigma (see for example Cope, 2011; Landier, 2006). However, the 

participants who failed after the beginning of the banking crisis in 2008 felt that failure is now 

more accepted socially. 

Grief and suffering was a recurring theme for most of the participants. The area of grief and 

recovery after business failure is well researched by Shepherd and colleagues (see for 

example Shepherd, 2003; Shepherd, 2009, Shepherd, Wiklund & Haynie, 2009, Shepherd, 

Covin & Kuratko, 2009). The study confirms these findings. In particular, the early feeling of 

confusion seems to be a negative emotional response that interferes with the ability to learn 

from failure.  

Another strong recurring theme was the feeling of being betrayed or let down by others. Often 

these feelings lead to frustration, disillusion and distrust which the participants account for as 

a learning experience that will help them with their decision-making in the future. Of course, 

naivety is not a good basis for any entrepreneurial activity. However, trust is also important 

for successful entrepreneurs and escalated distrust can be dangerous for successful future 

social exchanges as several research studies have revealed (see for example Huntsinger, 2011; 

Jack and Anderson, 2002, Smith, Shanteau, & Johnson, 2004, and Grazioli, Smith, and 

Johnson 2004). 

The study furthermore confirms Cope’s (2011) findings in the area of learning from failure, 

especially the significance of what Cope calls “emotional costs” and “social costs” in the 

process of coming to terms with the event of failure. However, Cope’s participants 

experienced failure mainly in the late 1990’s or early 2000’s. Their retrospective view is 

likely to be different to that of some of our participants who experienced failure only a few 

months ago. 
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A more surprising finding was the feeling of liberation that was experienced by participants 

who went into the family business. Despite the importance of family businesses (45% of the 

UK’s GDP is produced by family enterprises, and 75% European businesses are family 

businesses
1
) only a few studies recognise the emotional issues (see for example Leach, 2007, 

and Kaye, 2005). At any rate, the feeling of liberation from a business that will not fit 

someone’s personality is worth deeper investigation. 

All these findings are rooted in the entrepreneurs’ coming to terms with the shattering 

experience of failure. Often the sense-making is rooted in practical thinking, once an apparent 

explanation is found the entrepreneurs will apply it to their future judgements and decisions. 

Therefore it is important to take a deeper look at the practical implications. 

6.3 Practical Implications 

As Cardon’s (2011) research reveals, failure often has a negative influence on the 

entrepreneur's willingness to start a new venture in the future. However, Cope (2011) draws 

on a multitude of research studies by failure theorists when arguing that failed entrepreneurs 

are more likely to start new ventures. Also, a study by Podoynitsyna , van der Bij, and Song 

(2011) reveals that entrepreneurs who found more ventures learn to pay more attention to 

their positive, as well as mixed, emotions.  

Hence, supporting institutions such as Chamber of Commerce, Business Gateway, etc. as well 

as private organisations which deal with insolvency issues should take into account that 

novice entrepreneurs may find it useful to make contact with failure-experienced counterparts. 

Although recent discussions about failure as an integral part of success as well as the idea of 

an “innocent” failure in the aftermath of the banking crisis has already seemed to ease the 

social stigma linked to failure, more assurance is needed to convince entrepreneurs and their 

significant others that failure is not the end of the world. 

7. Further Implications and Conclusion 

7.1 Theoretical Implications 

The research has demonstrated that sense-making in the aftermath of failure is a very complex 

and multilayered process. A large amount of research has been carried out, recommending the 

                                                 
1
 Scottish Family Business Association, 2011 
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measurement of grief and recovery (Shepherd 2003), thought-experiments about the strategic 

role of emotions (Frank, 2011) or testing entrepreneurs motivations linked to life course 

events (Jayawarna, Rouse, & Kitching, 2011). However, all these studies apply quantitative 

methods. Taking into account the complexity of entrepreneurship and the recognised need of 

further explorative research, we argue that researching issues such as failure and their social 

aspects require a qualitative approach.  

7.2 Limitations of the Study 

In order to achieve a closer look at the influences of the significant others the entrepreneurs’ 

metacognition/others was activated during the interview. However, a better way to grasp the 

thoughts and feelings of important others would have been to carry out dyad interviews.  

Furthermore, the opportunistic aspect of the purposive sampling strategy means that for some 

participants the failure just happened a few months ago, for others it was some years ago. 

There are two potential limitations linked to the time span. First, Podsakoff and Organ (1986) 

identify problems with self-reports regarding recall bias and distortion. This is inherent in any 

retrospective research and not easy to solve. However, Berney and Blane (1997) argue that 

important issues recalled after periods as long as up to fifty years can remain useful and retain 

a high degree of accuracy. Second, Smith, Flowers, and Larkin (2009) recommend a 

homogeneous sampling. Therefore, it can be argued whether experiencing the event of failure 

with 25 years ago on one end of the scale and one month on the other is too much of a 

difference. However, this violation of strict homogeneity allowed some interesting thoughts 

about the sense-making processes’ timeframe.  

7.3 Areas for Further Research 

In taking up Cope’s (2011) recommendation to carry out research that embraces the social 

dimensions of failure this study yielded some novel findings. However, due to the chosen 

approach all themes that were important for the entrepreneurs’ in their attempt to come to 

terms with failure were addressed by the entrepreneurs. Dyad interviews should allow for the 

examination of influences and perspectives of significant others in more detail. 

The research findings indicate that some themes seem to be important early on in the process 

of coming to terms, whereas other themes seem to remain important for a long time after the 

event of failure. Therefore, the application of longitudinal research methods to look at the life 

course of sense-making seems to call for further research.  
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Another interesting area for further research is the fact that all participants were strongly 

influenced in their sense-making by current discussions such as the impact of the banking 

crisis as well as the idea that failure is an integral part of future success. Future research could 

address how such phenomena affect the sense-making and whether these events are used for 

explaining one’s own mistakes as misfortunes. Moreover, it would be interesting to take a 

deeper look at the social stigmatisation of failure in Europe. There seems to be some 

indications that this stigmatisation is currently in decline. 

7.4 Conclusion 

The purpose of the study was to explore how entrepreneurs made sense of failure and how 

important others from their social environment influenced this sense-making. Such 

exploration is significant because failure usually prompts strong emotions and these emotions 

may well interfere with learning from failure (Shepherd 2003) and the willingness to start a 

new venture (Cardon, 2011). Understanding the process of coming to terms with failure is 

also important for understanding changes in future decision-making. The findings provide a 

deeper understanding of the entrepreneurial process by confirming that entrepreneurs do 

experience failure broadly in their lives, not just in its economic sense. Rather, the emotional 

and social aspects of failure play a substantial role when coming to terms with business 

failure. 
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INTRODUCTION 

 

Sociologists argue that scientific techniques and methods are interpreted and performed 

locally, i.e. within a specific scientific discipline, such as family business field. Hence, 

scientific methods such as the case study are not universal or unvarying techniques, but need 

to be understood within the context of particular disciplinary tradition (Piekkari, Welch & 

Paavilainen, 2009). Indeed, after methods have been diffused within a scientific community 

“they become normalized, legitimized, and standardized” (Piekkari, Welch & Paavilainen, 

2009, p. 568). This paper clarifies how case studies have been normalized in the family 

business field.  

In his research note, Chenail (2009) discusses qualitative research, in practice case 

studies, and sees that family business researchers need to pay attention to following details in 

relation to case studies: (i) Firstly, family business scholars need to position their paper better 

in relation to its theoretical orientation: hence, they will need to increase the amount of 

discussion on ontology, epistemology and methodology. (ii) Secondly, Chenail (2009) 

suggests that alignment may implicitly suggest linearity in terms of conducting research. He 

sees that the strength of case study research is also iteration and abduction. (iii) Thirdly, 

transparency is essential according to Chenail (2009): scholars ought to report how their 

studies have been conducted in a detailed manner by following the chosen philosophical 

paradigm. (iv) Fourthly, Chenail (2009) also concludes that there is a need for increasing 

external validity of case study research.  

The study of family businesses is still at an early stage as a scientific discipline, but it has 

undergone vigorous development (Chrisman et al., 2003; Sharma, 2004; Zahra and Sharma, 

2004) since its beginnings in the mid-1980s and it is developing in a dynamic fashion (Bird et 

al., 2002). Like stated by Zahra and Sharma (2004, p. 331), ”Family business research is fast 

becoming an integral part of what is being published on entrepreneurship in the leading 

academic journals”. Some indicators for this include special issues on family business in 

leading entrepreneurship journals like Entrepreneurship Theory & Practice and Journal of 

Business Venturing and emergence of new family business journals like Journal of Family 

Business Strategy and Journal of Family Business Management.  

The research among family business scholars has focused heavily on succession 

(Zahra and Sharma, 2004), many other important research areas remaining unexplored. In 

addition, family business theories are emerging but the theoretical underpinning of the field is 
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still fragmented (Sharma, 2004), thus the field is still nascent. This indicates that qualitative 

methods, especially case study method, will be needed also in the future to develop 

knowledge and theories on family business (cf. Dawson and Hjorth, in press; Edmondson and 

McManus, 2007; Siggelkow, 2007). For instance, Sharma and Zahra (2004) and Sharma 

(2004) highlight the need for deeper understanding on family business issues. Sharma (2004) 

points out that family business studies should improve the functioning of family firms and we 

need a deeper understanding of the forces that underlie family firms. Case studies have a 

great potential in providing a deeper understanding of the area of family business. 

Additionally, case study research may contribute not only to developing a deeper 

understanding through theory building but also may leverage current knowledge in the field 

through theory refinement or testing cases (see Welch et al., 2011).  

However, qualitative studies overall seem to have a minor role in the leading journal 

of family business studies, Family Business Review (FBR): According to Sharma (2011), 

only one out of 17 empirical articles published in FBR in 2010 was qualitative, concluding 

that good qualitative research submissions were welcomed and hoped for. However, 

altogether, there has been a strong preference for practice-oriented research methods among 

the scholars of family business (Zahra and Sharma, 2004). Hence, many researchers have 

used case study research as a methodology of choice for conducting research. However, it 

seems that the majority of qualitative research in the field has not been rigorous enough to be 

published in the leading journals of entrepreneurship and management (see .e.g. Dawson & 

Hjorth, in press). Furthermore, case study method is still approached with skepticism. In their 

review on family business research in the new millennium, Debicki et al. (2009, p.162) state 

the following: “Finally, although not analyzed in this study, we need to mention that about 

half the papers were not empirical and of the empirical papers many were case studies.” This 

leaves the reader an impression that the authors are somewhat dismissive on cases. This is 

perhaps due the fact that the full potential of case study research has not been exploited.  

Based on the above, the current paper provides a state-of-art view of case study 

practice in the area of family business. It presents an analysis conducted on 63 refereed 

articles on family business issues utilizing qualitative case study method. Our aim is to 

review how case studies have been used by scholars of family business in the new 

millennium. Even though, methodological texts on the case study have proliferated, they do 

not elaborate on how this research approach has actually been practiced by researchers. 

Viewed in this light, we join voices with Piekkari et al (2009, p. 568) who argue that 

“understanding the case study requires going beyond methodological texts and coming to 
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grips with how it is practiced in a particular disciplinary context”. Our findings indicate that 

the theory building case study endorsed by Eisenhardt and Yin is the disciplinary convention 

of family business scholars. Based on our findings, we highlight the potential of critical 

realism paradigm that is likely to advance the usage of case study methodology among the 

scholars of family business. 

Our research questions are as follows:  

How has case study method been utilized by the scholars of family business?  

What are the possibilities of case study in the future? 

 

LITERATURE REVIEW 

 

The field of Family Business  

 

The research field of family business was born in the mid-1980s (Bird et al., 2002). Hence, 

family business field is still a young scientific discipline, but it has been and is still 

experiencing a dynamic development (Sharma, 2004; Zahra & Sharma, 2004). Like stated by 

Zahra and Sharma (2004, p. 331), ”Family business research is fast becoming an integral part 

of what is being published on entrepreneurship in the leading academic journals”.  

Among the scholars of family business, the specific features of a family firm have 

been called familiness. The term familiness refers to the causal relationships between a 

business-owning family and the resources and capabilities of a business. Familiness is 

defined as “the unique bundle of resources a particular firm has because of the systems 

interaction between the family, its individual members and the business” (Habbershon & 

Williams, 1999, p. 11). Familiness may lead to hard-to-duplicate capabilities, and it can allow 

family firms to survive and grow in an adverse economic environment (Christman et al., 

2005, 2006). Agency and stewardship theories are two theories which are often used by the 

scholars of family business. Both agency and the stewardship theory set out from the 

assumption that there is a separation between ownership and control in the business – 

something which tends not to be the case in family business settings. Hence, as suggested by 

Schulze et al. (2001), it would be natural to think that there will be reduced agency costs in a 

family business, given that the owner and the manager are one and the same person (Schulze 

et al., 2001).  

Sirmon and Hitt (2003) suggest five unique characteristics that can differentiate 

family firms from non-family firms and which are thus related to their familiness: human 
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capital, social capital, survivability capital, patient capital, and governance structures and 

costs. These five unique resources – which are absent from non-family SMEs but which are 

present in family SMEs – may contribute to wealth creation, so long as they are linked to 

adequate management capabilities.  

There has been a strong preference for practice-oriented research methods, such as 

case studies, among the scholars of family business (Zahra and Sharma, 2004). Succession is 

a phenomenon that has been intensely studied (Zahra and Sharma, 2004), many other 

important research areas of family business remaining unexplored.  

 

The Case Study Method: Insights from Business Discipline 

 

Conflicting views about case study are related to differences in philosophical assumptions 

that may be explicitly stated but often remain implicit. In the mainstream management 

literature, the case study method has a long and respected history (Perren and Ram, 2004). 

However, the philosophical implications of case study method have been discussed to a 

limited extent (Perren and Ram, 2004; Welch et al., 2011). Eisenhardt (1989) is very well-

known and widely referenced among scholars conducting case studies (Ravenswood, 2011). 

The emphasis of Eisenhardt’s (1989) thinking in “Building Theories from Case Study 

Research” is lying on the potential of the case study to induce new theory from empirical 

data and to generate theoretical propositions upon which large-scale quantitative testing can 

be based. Hence, this method seeks to establish regularities rather than the reasons behind 

them. Eisenhardt does not regard generalization it as a problem, since she believes that 

observation is the basis of theory since it closely mirrors reality. Generalization differenciates 

Eisenhardt’s approach from other qualitative traditions that avoid generalisability and 

universal claims in favour of ”rich, complex description” (Eisenhardt, 1989: 547). The 

strength of Eisenhardt’s (1989) case study is related to its induction logic. However, the 

generalization to population together with the lack of contextual description can be seen as 

weaknesses of this positivistic case study approach (Welch et al., 2011). 

Yin (1991, 2009) has endored the usage of case study rather for explanatory than 

exploratory purposes who sees that case study is a natural experiment. Yin sees that case 

studies are best suited for how and why questions that ”deal with operational links needing to 

be traced over time” (2009: 9). In other words, they are suited to verification and not just 

discovery of new theory. Yin’s (1991, 2009) thinking as a whole is related to the deductive 

logic of testing propositions, revising existing theories and establishing causal relationships. 
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Yin (1991, 2009) sees the possible contribution of case study very differently from 

Eisenhardt (1989). According to him, case studies share many features with laboratory 

experiments and, hence, replication logic, pattern matching, time-series analysis, etc. are 

important tools in conducting case studies. One of the strengths of this alternative 

positivistic case study approach is its high degree of internal validity, when appropriate 

procedures listed above are followed (Welch et al., 2011). 

Stake (1995) represents the constructionist/interpretive side of case study research. 

Stake (1995, 38) insists on ”the difference between case studies seeking to identify cause and 

effect relationships and those seeking understanding of human experience”.  In contract to 

researchers aiming to ”nullify the context” and to ”eliminate the merely situational”, 

researchers in the interpretative tradition embrace context, narratives and personal 

engagement on the part of the researcher (Stake 2005; 449). According to Stake (1995), 

particularization is the aim of case studies instead of generalization. Particularization is 

related to the understanding of actor’s subjective experiences and the uniqueness of the case 

in its entirety.  Hence, contextual description is regarded necessary for understanding. The 

most obvious strenght of this type of a case study approach is thick description (Welch et al., 

2011). 

A fourth, emerging approach in case study research is the critical realist paradigm.  

Bhaskar (1998), who is a critical realist philosopher, regards the explanation of social 

phenomena as being both causal (matching the positivist view) and interpretive (matching the 

constructivist/interpretive view). Hence, Bhaskar (1998) emphasizes the importance of both 

explanation (erkären) and understanding (verstehen) in the conduct of research. Sayer (1992: 

243) argues that enquiries into causes (as opposed to regularities) – typified by questions such 

as ”What produces a certain change?” – require an ”intensive” research strategy, typically 

involving a qualitative, in-depth study of ”individual agents in their causal contexts”. 

However, causation does not mean merely a search for event regularities: scholars “need to 

go beyond the events to understand the nature of objects, and cause-effect relationships do 

not consistently produce regularities in an open system” (Welch et al., 2011, p. 17). Hence, 

the nature of this research process is a subjective search for causes, the outcome of the study 

being explanation in the form of causal mechanisms (Welch et al., 2011). The attitude to 

generalization is that contingent and limited generalizations can be formed by specifying 

causal mechanisms and the contextual conditions under which they work. 

To summarize the four different approaches to case study methods, we take the 

assumption of Sayer (1992) as a starting point, according to which methodology should not 
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just be regarded as a matter of choosing among different methods of data production and 

analysis, such as case research or a survey. For Sayer it is rather about choosing among 

competing methods of theorizing (Sayer, 1992). In their recent study, Welch et al. (2011) 

clarified the theoretical foundations of case studies in the international business field, which 

has many similarities with the family business field, since it aims to understand the behavior 

and strategies of firms in a multicultural context. Welch et al. (2011) discovered that there are 

four different means of theorizing when conducting case studies: 1. inductive theory-building 

represented by Eisenhardt (1989), 2. natural experiment represented by Yin (1991, 2009), 3. 

interpretive sensemaking represented by Stake (2005), and 4. contextualized explanation 

represented by Sayer (1992) and Bhaskar (1998).  

In inductive theory building represented by Eisenhardt (1989), the emphasis is lying 

on the potential of the case study to induce new theory from empirical data and to generate 

theoretical propositions upon which large-scale quantitative testing can be based; this method 

seeks to establish regularities rather than the reasons behind them (Welch et al, 2011). The 

natural experiment is related to the deductive logic of testing propositions, revising existing 

theories and establishing causal relationships. This method has been introduced to the field 

for instance by Yin (1991, 2009). Researchers concerned with interpretive sensemaking 

embrace context, narratives and personal engagement. Stake (1995), a representative of this 

tradition, sees that particularization is the goal of case studies – in other words, the 

understanding of the uniqueness of the case study in its entirety. In contextualized 

explanation the aim is both to understand and to explain the phenomenon (see Easton, 2010; 

Welch et al, 2011). Causalities play a role in this tradition – which can be termed “contextual 

explanation.” However, causation does not mean merely a search for event regularities: 

scholars “need to go beyond the events to understand the nature of objects, and cause-effect 

relationships do not consistently produce regularities in an open system” (Welch et al., 2011, 

p. 17). In Figure 1, the positioning of these different views can is presented from the 

perspecive of their relation to their epismetological and ontological positioning: 

 

Figure 1. Epistemological and ontological continuum of case studies (adapted from 

Järvensivu & Törnroos, 2010). 
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In his discussion concerning qualitative research in the family business field, Chenail (2009) 

suggests that alignment may implicitly suggest linearity in terms of conducting research. He 

sees that the strength of case study research is also iteration and abduction. Secondly, the 

scholars ought to report have their studies have been conducted in a detailed manner 

(Chenail, 2009). However, it is to be noted that criteria are not universal but relevant to the 

philosophical paradigm we follow. The authors ought to report in detail what the 

philocophical orientation of the study is, how the cases were selected, what kinds of data the 

researchers are using, how the data was collected and analyzed. Furthermore, Chenail (2009) 

suggests that there is a need for increasing external validity of case study research. The 

perspective, too, is related to the selected philosophical paradigm. 
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METHODOLOGY 

 

In order to understand the use of the case study approach in family business studies, we 

conducted an in-depth literature review. The articles for the review were searched from the 

main journals of family business and entrepreneurship disciplines having ISI impact factor 

over 1.0. These journals were namely: Family Business Review (FBR), Journal of Business 

Venturing (JBV), Entrepreneurship Theory & Practice (ET&P), Journal of Small Business 

Management (JSBM), International Small Business Journal (ISBJ), Small Business 

Economics (SBE), and Entrepreneurship and Regional Development (E&RD). These journals 

were selected because within management discipline, family business studies are closest to 

the entrepreneurship research as approximately 69% of the family business articles that does 

not appear in the FBR are published in entrepreneurship journals (Chrisman et al., 2008).  

Case studies published within a 10-year period were included in the review (2000-

2009). This was seen as an appropriate time period since we were not interested in trends or 

changes in the case studies over a certain period. This time span is also in line with several 

earlier methodological reviews (e.g. Piekkari et al. (2010); Welch et al. (2011); Yang et al. 

(2006)). Excluding Family Business Review, we conducted a keyword search by using the 

keyword “family” that had to occur in the title, as keywords, and/or in the abstract section of 

the articles. For the articles found, we conducted a manual search to find all the articles using 

a case study method. The most important source of family business research, Family 

Business Review was reviewed manually. Each article found was analyzed by the first two 

authors and then the third author double-checked all the articles included to ensure the 

accuracy of the findings. Any differences in opinion were discussed among authors.  

Altogether, we found 330 family business studies (see Table 1). Within these studies, 

166 were quantitative, 67 were qualitative, 6 studies used both quantitative and qualitative 

approaches (mixed method papers), and 91 were non-empirical including literature reviews 

and conceptual papers. From 67 qualitative studies, 57 were qualitative case studies and all 6 

mixed method papers used qualitative case stady approach together with quantitative 

measurement. Thus, 63 articles (57 qualitative case studies + 6 mixed method papers) were 

included for this review. 

 

 

 



 10 

Journal Case 

studies 

Qualitative
1
 

studies 

Quantitative 

studies 

Mixed Non-

empirical
2
 

Total 

FBR 41 5 94 5 54 199 

E&RD 1 0 6 0 0 7 

ET&P 2 2 22 0 31 57 

JBV 4 2 11 0 4 21 

JSBM 2 0 22 0 1 25 

SBE 0 0 7 1 1 9 

ISBJ 7 1 4 0 0 12 

Total 57 10 166 6 91 330 

Table 1. Family business articles in the journals reviewed 

 

We used qualitative content analysis in analyzing the articles. Following Welch et al. 

(2011), we call it “directed”: the analysis started with an initial coding scheme (Hsieh & 

Shannon, 2005). In conducting the analysis, we identified for instance the following aspects 

as critical: topic of research, rationale for a case study, sampling strategy, data collection and 

analysis, sources of evidence, theoretical objective, presentation of findings, integration of 

theory etc. Unlike in a quantitative content analysis, we refined the codes through successive 

iterations between theory and data (Berelson, 1971), when we noticed that something new 

arose as interesting 

 

FINDINGS OF THE REVIEW 

 

Our findings show that the most common form of qualitative research in the family business 

field is case study. Out of 67 qualitative studies, 57 were qualitative case studies and in six 

mixed method studies the qualitative case study method was also utilized, aside the 

quantative approach.  

Altogether, it seems that the disciplinary convention of family business field is the 

case study conducted in a positivistic manner. The philospohical orientation was actually 

discussed in very few articles we studied, but the case methodology authors refered in the 

articles were mainly Yin (1991, 2009) and Eisenhardt (1989), who represent the positivistic 

side on case study approach. Yin was referred to in 28 out of 63 papers and Eisenhardt was 

used as a reference in 25 manuscripts. For instance Chirico and Salvato (2008, 435-436) 

reported the usage of multiple case study logic adapted from Yin (2009) and Eisenhardt 

(1989) as follows:  

                                                 
1
 Excluding case studies 

2
 Literature reviews and conceptual papers 
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“Multiple cases permit a replication logic where each case is viewed as an 

independent experiment that either confirms or does not the theoretical background 

and the new emerging insights. A replication logic yields more precise and 

generalizable results compared to single case studies”.  

 

Glaser & Strauss (1967) was utilized in 10 studies and Miles and Huberman (1994) in 8 

studies. Strauss and Corbin (1990) with the grounded theory approach were referred to in 5 

studies. Kenyon-Rouvinez (2001, 179) gave the following reasons for using a grounded 

theory approach and adapting the guidelines of Yin (1991) and Eisenhardt (1989) 

simultaneously:  

“The subject and the innovative nature of the research clearly indicated that the most 

appropriate methodology at this stage was a qualitative empirical approach that 

would lead to a good understanding of the characteristics of serial business families 

and, thus, set a strong basis for further research. Grounded research was the 

preferred choice. As Glaser and Strauss (1967) and Strauss and Corbin (1998) argue, 

it is the intimate connection with empirical reality—interviews and analysis of real-

life cases—that permits the development of a testable, relevant, and valid theory. The 

method applied in this research derives from the works of Eisenhardt (1989) on 

theory building and of Yin (1994) on case study research.  Eisenhardt lists a number 

of points that are key for the emergence of a strong theory. She recommends starting 

with an initial definition and a priori constructs, even if broadly defined, as they will 

help focus the research and identify cases to be investigated. She recommends 

selecting cases based on their theoretical values (not all case studies in the sample 

are analyzed; cases studied are chosen for their contribution to the building of a 

theory) and states that multiple-case research (four to 10 case studies) is preferable 

to singlecase research in that it enables comparison, brings evidence that it is not a 

one-off phenomenon, highlights different aspects of the theory, and helps refine it. She 

recommends stopping the research when the incremental contribution of one 

additional case becomes marginal.” 

 

Also Pettigrew (1990) and Patton (1990) had references in five studies. All the remaining 

authors, such as Creswell (2007), Denzin and Lincoln (2005), and Burrel and Morgan (1979) 

were used in just three papers or less. For instance Stake (1995) was used as a reference in 
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only two studies and Easton (1995) in just one study. Table 2 illustrates the most important 

authors referenced in the methodology sections. 

 

Table 2. The most important methodology authors referenced in the studies. 

Author Number of 

studies 

Author Number of 

studies 

Yin 28 Pettigrew (1990) 5 

Eisenhardt 25 Patton 5 

Glauser & Strauss (1967) 10 Denzin&Lincoln (2000) 3 

Miles & Huberman (1994) 8 Burrel&Morgan (1979) 3 

Strauss& Corbin (1990) 5 Creswell (1998) 3 

 

Concerning the topics of the studies, 16 articles out of 63 case studies dealt with succession 

issues, which was the most common topic for the case studies. Other typical topics were for 

instance management practices, governemental issues, internationalization, and the role of 

different family members. 

The theoretical objective of the studies was not discussed in the majority of the 

studies, but based on our interpretation, 55 out of 63 studies were theory-building case 

studies. For instance Miller et al. (2003, 515) state the following in relation to the nature of 

the study:  

“Our approach was to track poorly performing or failed family enterprises for 

several years after succession to determine what happened. Of particular interest 

were characteristic postsuccession themes in competitive tactics and capabilities, 

goals and values, organizational designs and processes, and top management boards 

and teams. We sought inductively to discover common patterns in the data—to 

identify early warning signs so that these can be directly addressed. We also 

speculate on the sources of the patterns and their performance implications in 

different contexts.”  

 

The number of theory-testing case studies was 8. Tsang (2002, 22) states the following in 

relation to existing research: “This study confirms the distinct characteristics of CFBs 

discussed in the literature”. Research questions were reported in only about half of the 

studies. In one third of the articles, the research questions were mainly what questions, such 

as “What strategies do entrepreneurs use to help their businesses survive in a hostile 

environment?” or “What values are founders trying to pass onto potential successors?”. In the 



 13 

remaining 18 studies, how and why questions were asked. For instance, Hall and Nordqvist 

(2008) posed the following question: “How can we understand professional management in 

FBs in a way that more explicitly recognizes the special characteristics of these firms, 

originating in the influence of family on the business?” 

The rational of conducting a case study was reported in two thirds of the studies. Like 

Table 3 illustrates, the most important reason for a case study was the need for understanding 

the phenomenon under study (17 studies). For instance Manikutty (2000) reported to aim “to 

understand the strategic responses of nine family groups to the more liberalized 

environment”. The second common justification (7 studies) was lack of research or earlier 

knowledge. The remaining justifications were qualitative nature of the topic, obtaining of 

complementary findings to earlier quantitative findings and need for richer, more detailed 

data, which were the main justification in four articles each. As an example, Cater and 

Schwab (2008) based the usage of case study method on the following criteria in their report: 

“to identify unique characteristics of established small family firms that affect their ability to 

initiate turnaround strategies when encountering an organizational crisis”. As another kind 

of example, Haberman and Danes (2007) gave the following criteria for using a case study: 

”follow-up study after the larger quantitative study to further investigate the human dynamics 

surrounding the changes identified by these family businesses”. 

 

Justification Amount 

of 

articles 

Need for / provides with understanding 17 

Lack of research/earlier knowledge 7 

Qualitative nature of the topic 4 

To obtain complementary findings / additional 

insigths or to test earlier quantitative findings 

4 

Need for richer deeper, more detailed data 4 

Others (observation, to illuminate) 3 

Table 3. Justification for a case study. 

 

Interviewing was the most common source of evidence. Like Table 4 illustrates, it was used 

in 55 case studies. In 25 studies, it was the only method of data collection and in several 

studies, the data consisted of interviews + public information. In 31 cases, the usage of 

interviews was not specified. In 18 studies, the usage of semistructured interviews was 

announced and there were only one or two examples of in-depth, group and structured 

interviews.  
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Primary sources of 

evidence 

Number of 

articles 

Secondary sources of 

evidence 

Number 

of articles 

Interviews 55 Newspaper and magazine 

articles 

9 

Observation 14 Business and public 

documents 

9 

Notes 9 Web pages 3 

Conversations 6 Videocasettes 1 

Questionnaries 3   

Table 4. Sources of evidence. 

 

In addition to interviews, some other primary sources of evidence were used: observation 

(utilized in 14 studies), field notes (9 studies), conversations (5 studies), and questionnaries (3 

studies). Regarding the secondary sources of evidence, newspaper and magazine articles (9 

studies) and business and public documents (9 studies) were the most common sources, but 

also the usage of web pages (3 studies) and videocasettes (1 study) was reported. The amount 

of empirical evidence, in other words the number of interviews, was generally relatively high, 

which is also related to Eisenhardt’s (1989) and Yin’s (1991, 2009) thinking. In the majority 

of studies, there were from 13 to 34 interviews, but there were also examples of case studies 

with three (Steen & Welch, 2006) and with 95 interviews (Hall & Nordqvist, 2008). The 

amount of cases varied between one (for instance Mickelsson & Worley, 2003) and 44 cases 

(Lambrecht, 2005), the majority of studies being multiple case studies with more than 8 

cases. The proportion of snapshot case studies was 89 % (56 studies) and, hence, the number 

of longitudinal case studies was rather limited (7 studies). 

Concerning the method and process of analysis in the articles, the reporting varied 

greatly. Theming was the most common method of analysis, most generally conducted 

without a software program. However, the usage of Atlas, Nvivo or Max was reported in five 

articles. For instance Cater and Schwab (2008, 35) reported their analysis as follows: “We 

utilized MAX.Qualitative Data Analysis Software to content analyze the interview transcripts 

to discover patterns, core consistencies, and meanings related to turn-around activities”. 

When being illustrated, the case study analysis seemed to follow  “case-by-case analysis and 

cross-case analysis”, “listings and comparisons to indentify emerging patterns” or “data 

reduction; data displays; conclusion drawing /verification” (introduced by Miles and 

Huberman, 1994) kinds of logics. For instance Hall and Nordqvist (2008) reported following 

features in their analysis: “repeated reading of interviews and observation notes; cases were 
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grouped together in empirical categories, categories were merged/clustered into three 

themes; reinterpration of cases with themes”. Cadieux (2007) has the following description: 

“predetermined codes in the Atlas.ti was used and withdrawn as new codes emerged, 

establishment of patterns, role categories were formed, redundant categories were 

eliminated, analysis grid was formed, data was processed by using the final grid”. 

The findings of the case studies were reported in the majority (78%) of the articles under 

themes. For instance Graves and Thomas (2008) reported their findings under “determinant 1: 

Level of Commitment to Internationalization”, “Determinant 2: Funds Available for 

International Growth”, and “Determinant 3: Ability to Develop the Organizational 

Capabilities Required for Internationalization”. Chronological reporting was used in 8 and 

narrative reporting in 6 articles. For instance Steier (2001, 357-362) applied chronological 

telling in his research report:  

“Case 1. A Partnership of In-Laws. Upon completing high school, Jay left the rural 

community where he was raised, went to university, and eventually built a successful 

professional career. In 1982, several years after he started working full time, Jay 

made his first significant business investment by purchasing 160 acres of farmland. 

[…] Case 2. Sunterra Enterprises. […]Sunterra’s origins date back to the early 

1950s, when Stan and Flo Price began farming near Acme, Alberta. Typical of most 

operations in the area, they had a mixed farm growing grain and raising Hereford 

cattle.” 

 

Haberman and Danes (2007) presented their chronologies under the stories of “Family A” 

and “Family B” followed by a chapter of “observational coding”.  Discussion of the case 

study findings in relation to the theories (presented in the beginning of the manuscript) was 

the most common way of integrating theory with the empirical findings, but there were few 

examples of studies in which the empirical findings were not discussed in relation to existing 

theories or knowledge at all. In 2 articles, propositions were formed on the basis of the 

empirical findings for further quantitative testing. 

As regards the limitations in relation to case study, the inability to generalize was 

discussed as the only or as the most significant limitation in the majority of studies. Other 

limitations discussed in the manuscripts were too few cases, limited number of informants 

and case selection criteria, which are also related to the inability to generalize. For instance 

Miller et al. (2003, 528) state the following:  
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“Although the findings from this qualitative study are suggestive, they require 

significant follow-up work to establish their range, reliability, and validity.” 

 

DISCUSSION AND CONCLUSIONS 

 

In relation to enhancing the variaty and quality of case studies in family business field, we 

propose the following: 

To begin, we emphasize the potential of critical realist case studies for family 

business scholars. Our review revealed that the positivistic case study introduced by Yin and 

Eisenhardt is the disciplinary convention of family business field. Since social phenomena, 

such as sucession or the management of a family business, need tp be both explanained 

(erklären, matching the positivist view) and understood (verstehen, matching the 

constructivist/interpretive view), the method of critical realism (Bhaskar, 1998; Sayer, 1992) 

has a lot to offer. In a critical realist case study, the research question addresses a research 

phenomenon of interest, in terms of discernible events, and asks what causes them to happen 

(Easton, 2010). Using that method, the scholars could get more nuanced understanding of 

these issues, in-depth study of ”individual agents in their causal contexts” (Sayer, 1992). Like 

stated by Welch et al. (2011), the nature of a critical realist research process is a subjective 

search for causes, the outcome of the study being explanation in the form of causal 

mechanisms (Welch et al., 2011). This also supports the suggestions by Chenail (2009), who 

asked for contextualization from family business scholars. 

Secondly, and in relation to the point above, the authors should better indicate the relation 

of their case study towards theory; whether it is a theory building study, or a theory testing 

study.  

Thirdly, we want to emphasize the importance of positioning the paper in terms of its 

epismemological and ontological orientation. Discussion on ontology, epistemology and 

methodology were very limited in the case studies reviewed and case authors of different 

paradigms were applied in the very same study, although they have very different 

epistemological and ontological starting points for conducting a case study. This is in line 

with Chenail (2009). 

Fourthly, the reporting of the usage of case study method should be more transparent. 

Unlike Chenail (2009), we do not, however, see transparency would include homogeneity in 

the criteria employed for evaluating research rather the notion of contingent criteriology. 

Criteria are not universal but relevant to the philosophical paradigm we follow.  
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Fifthly, the case study scholars could use other data than just interviews in their analyses 

in a more extensive manner. Observation, focus group discussion and the usage of secondary 

materials was limited in the articles reviewed. Secondary materials help with to 

understanding the history and the products of each the cases, to form detailed case histories, 

and to understand the circumstances behind certain events. The secondary material is also 

useful to triangulate with the information given by the informants. 
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ABSTRACT 

Regional economic planning of small-to-medium enterprises (SMEs) requires a 

thorough understanding of the industry structure and the size of business. The main 

body of the literature regarding SMEs is focused on formation and growth, as well as 

success and failure (Dejardin & Fritsch, 2010). Some studies have considered 

clustering regional areas based on functional specialisation but only a few studies 

have considered industry structure and the size of business (Okamuro, 2006). Using 

the Australian data and a large data set for regional (non-metropolitan) areas, this 

current study attempts to investigate the relationship between the economic growth of 

geographical areas with the industry structure and size of the businesses within those 

areas. For this the study uses Ward’s, the k-means, global k-means, and the modified 

global k-means clustering algorithms and compares the function of these algorithms. 

Resulting analysis of this comparative study demonstrates that the modified global k-

means algorithm outperforms the other algorithms examined.  

 

Key words: firm size, business location, regional and metropolitan, industry structure, 

clustering  
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INTRODUCTION 

The current study compares various clustering techniques by examining the 

relationship between the industry structure and the size of business with economic 

growth using Australian regional (non-metropolitan) areas data. Some studies (e.g. 

Pagano, 2003) have examined firm size and industry structure, however, such studies 

have not considered in combination the role of both industry structure and the size of 

business in economic growth. The study uses four clustering techniques on Statistical 

Local Area (SLA) regions to examine the performance of these clustering methods on 

small-to-medium enterprises (SMEs) data sets. Researchers have been using 

clustering techniques for pattern recognition (e.g. Beer and Clower, 2009), however, 

there is a gap in the literature in terms of application of clustering methods on issues 

related to SMEs.  

 

Cluster analysis has been used by contemporary researchers as a method of analysis 

when the number of observations in a particular field is fairly large (Freestone, 

Murphy and Jenner, 2003). This current study adopts cluster analysis and uses four 

methods of Ward’s clustering (Ward, 1963), the k-means (Hartigan and Wong, 1979), 

global k-means (Likas, Vlassis, Verbeek, 2003), and the modified global k-means 

(Bagirov and Mardaneh, 2006) algorithms to cluster the SLAs based on the industry 

structure and size of the businesses within those areas and compares the function of 

these algorithms to identify a clustering algorithm that is more suitable for clustering 

task of the SMEs data. By doing this the study addresses the gap in understanding the 

role of industry structure and size of business in economic growth and the cluster 

analysis of the SMEs data sets.  

 

LITERATURE REVIEW 

This review of the literature relevant to the topic and this paper provides a brief 

summary based on two broad parameters: industry structure and size of business, as 

well as cluster analysis. 

 

Changes in industry structure influences economic growth, however, understanding 

the change requires a thorough consideration of the role of the industry structure and 

size of business (Micro, Small, Medium, Large). Previous studies in this area have 
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mainly focused on formation and growth (Dobbs and Hamilton, 2007; Mueller, et al. 

2008; Hudson, et al., 2001; Beugelsdijk, 2007; Sierdjan, 2007; Koster, 2007; 

Armington and ACS, 2002; Pagano and Schivardi, 2000), and some studies focus on 

issues such as the organisational attitude to change, and success and failure factors 

(Walker and Brown, 2004; Agarwal and Audretsch, 2001; Gray, 2002; Feser et al. 

2008; Dejardin and Fritsch, 2010). There are only a few studies that consider industry 

structure and the size of business (Okamuro and Hobayashi, 2006; Pagano, 2003; 

Pagano and Schivardi, 2000), however, they do not identify the drivers of the 

economic growth in relation to these factors.  

 

Delgado et al. (2010) suggest that regions with an industry structure which enables 

wealth creating initiatives (exports) while complementing this with consumption-led 

growth (driven by population growth) will perform better in economic terms. 

Distribution of a region's economic activity across industries is considered a major 

determinant of the region's level of income, resilience of its local economy and its 

ability to grow (Australian Government Department of Transport and Regional 

Services, 2003).  

 

Some researchers (see, for example, Beer and Maude, 1995) use cluster analysis to 

examine changes in economic functions of towns and to analyse socio-economic 

factors. Clustering or cluster analysis is a challenging problem and different 

algorithms for clustering have been proposed. The cluster analysis deals with the 

problem of organising a collection of patterns or objects into clusters based on 

similarity so that objects in the same cluster are more similar (in some sense or 

another) to each other than to those in other clusters (Bagirov, 2008; Bagirov and 

Mardaneh, 2006). In this study clustering technique collects SLAs into clusters in a 

way that SLA regions within a cluster are similar to each other, but they are different 

from the regions in the other clusters.  

 

Clustering algorithms have been used in different business disciplines however, 

Ward’s clustering has been widely used in personality and consumer behaviour 

(Greeno, Sommers and Kernan, 1973; Kernan and Bruce, 1972) as well as marketing 

and economics studies (Eliashberg, Lilien, and Kim, 1995; Blin and Cohen, 1997; 

Doyle and Saunders, 1985). The k-means method on the other hand has been used 
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only in a few marketing studies (Calantone and Sawyer, 1978; Moriarty and 

Venkatesan, 1978; Schaninger, Lessig, and Panton, 1980)  

Clustering has been also used in economics studies. Smith (1965) suggests that 

industry employment or occupational data have been analysed to establish groups of 

towns with similar functional specialisation. The purpose is to divide towns into a 

series of classes in which functional similarity is maximised within, but minimised 

between, the groups. Beer and Maude (1995) examine changes in the economic 

functions of Australia’s regional cities to understand the changing role of regional 

cities within the national urban system. They use Ward’s cluster analysis to examine 

change in their economic functions between 1961-1991. Beer and Clower (2009) use 

Ward’s cluster analysis method to examine the changing role of regional cities within 

the Australian urban system. Freestone et al. (2003) investigate urban employment 

and spatial trends in Australian urbanisation. They use factor analysis and the Ward’s 

cluster analysis in their study. Sorensen and Weinand (1991) use factor analysis and 

Ward’s clustering algorithm to study regional wellbeing in Australia and demonstrate 

complex spatial variations in socio-economic well-being in regional areas. Ho and 

Hung (2008) use a model that integrates analytic hierarchy process, Ward’s cluster 

analysis and correspondence analysis to examine how a graduate institute develops 

effective marketing strategies. Wong and Saunders (1993) use factor analysis and 

Ward’s clustering technique to investigate the related themes in marketing and to 

identify groups of similar companies.  

 

So far, Ward’s clustering method has been mostly used by researchers in business 

discipline especially related to regional development and the k-means method has 

been mostly used in information technology and data mining studies. The k-means 

algorithm has only been used in regional economics studies by this author in a 

previous paper (Mardaneh, 2010). The study strives to explore whether the k-means 

algorithm and its variations could provide a better tool for regional economics studies 

than the Ward’s clustering algorithm.  

 

The framework of the study is based on SMEs, the two variables (industry structure 

and size of business) and the comparative experiment of the four algorithms. Finding 

the algorithm that is more efficient and does the clustering analysis of SMEs data 

better, could help with further understanding the industry structure and the size of 
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business (SMEs), and could provide valuable information regarding regional 

economic growth.  

 

OBJECTIVE, DATA AND ANALYTICAL METHODOLOGY 

Using the regional Australian data this current study examines the influence of the 

industry structure and size of the businesses on economic growth of SLAs. To 

measure this, the study uses individual weekly income as a proxy for economic 

growth and assumes that SLAs with more people in $1000 and over income level 

must have a particular industry structure and business sizes. For this, the study 

clusters SLAs based on the industry structure and the three business sizes (micro, 

small, medium). Clustering is conducted three times (once for each size of business) 

using the k-means, global k-means, modified global k-means and the Ward’s 

clustering algorithms.  Results are compared to identify a clustering algorithm that is 

more suitable for clustering the SMEs data.  

 

The data for this study was collected and prepared from the Australian Bureau of 

Statistics (ABS, 2007) using data for “Counts of Australian Businesses, including 

Entries and Exits, June 2003-June 2007” which includes “Businesses by Industry 

division by SLA by Employment size ranges”. This is provided as categories of data 

for businesses by industry division (See appendix A for the list of industries). The 

data exhibits sixteen industry types and the number of employees at each SLA based 

on size of businesses. The ABS classifies size of businesses as micro business (1-4 

employees), small business (5-19 employees), medium business (20-199 employees), 

and large business (200 and over employees). The study adopts this classification, 

however, does not include large businesses (200 and over) as the relevant data were 

too sparse. For the same reason the Electricity, Gas and Water supply industry are 

excluded from the analysis as well. Since the study focuses on regional (non-

metropolitan) geographical areas and due to the fact that the industry structure and 

number of different business sizes in regional areas are very different to metropolitan 

areas, the study excludes metropolitan data, and by doing so avoids the skewness in 

analysis. After removing metropolitan SLAs and the outliers (extreme values in data 

set) 661 regional SLAs are used for the analysis.  
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For analysis purposes the study considers two individual weekly income levels: 

‘$1000- $1999’ and ‘$2000 and over’. Percentage of people under these two income 

levels per SLA is considered. In the next stage median of this percentage for each 

income level across all SLAs are calculated (11.8% and 1.9% for each income level 

respectively). SLAs above median within both income levels are considered as SLAs 

having higher level of economic growth and are labelled as category 1. The rest of 

SLAs are considered as SLAs with lower level of economic growth and labelled as 

category 2.  

 

SLAs in the data are made up of samples with 3 firm sizes (1-4, 5-19, 20-199) and 15 

industry types which complete the data set. To identify the industry type (s) and the 

business size (es) that have a higher or lower level of contribution to economic growth 

of a SLA (allocating a SLA to categories 1 or 2) clustering analysis is conducted. 

Results of the analysis are shown in Tables 1 to 3 for three different business sizes. 

For clustering the k-means, global k-means, modified global k-means and the Ward’s 

clustering algorithms were applied on three SMEs data sets. Results of the analysis 

are shown in Tables 4 to 6.   

 

CLUSTERING ALGORITHMS 

This section provides a brief review of the clustering algorithms used in this study. 

Clustering algorithms can be used to analyse large data sets comprising a myriad of 

economic and social variables for large samples. They seek to group samples with 

similar characteristics and ensure maximum statistical separation from other 

contrasting clusters. This is a process of pattern recognition which simplifies 

understanding of these large data sets. In one classification, clustering algorithms are 

classified as hierarchical or iterative algorithms. Hierarchical methods start with a set 

of clusters and put each sample in data in an individual cluster. Clusters are then 

successively merged to form a hierarchy of clusters (Guha, et al., 2001). Iterative 

methods start by dividing observations into some predetermined number of clusters. 

Observations are then reassigned to clusters until some decision rule terminates the 

process (Punj and Stewart, 1983). Ward’s clustering algorithm is hierarchical, while 

the k-means and its variations are iterative algorithms. 

 

The Ward’s algorithm 
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The Ward’s algorithm is a hierarchical algorithm and seeks to group a set of n 

members which are called subsets or groups in relation to an objective function value. 

The method seeks to unite two of these n subsets to reduce the number of subsets to  

n-1, in a way that minimises the change in the objective function’s value. The n-1 

resulting subsets then are examined to determine if a third member should be grouped 

with the first pair. If necessary this procedure can be continued until all n members of 

the original array are in one group (Ward, 1963). 

 

The k-means algorithm   

The k-means algorithm considers each sample (SLAs in this study) in a data as a point 

in n-dimensional space (
nR ) and chooses k centres (also called centroids) and assigns 

each point to the cluster nearest the centre. The centre is the average of all the points 

in the cluster, that is, its coordinates are the arithmetic mean for each dimension 

separately over all the points in the cluster. The k-means algorithm is known to be an 

efficient clustering algorithm, but it is sensitive to the choice of starting points 

(Bagirov, 2008).  

 

The global k-means algorithm 

The global k-means algorithm has been proposed to improve global search properties 

of k-means algorithms. The global k-means algorithm (Likas et al., 2003) computes 

clusters successively. At the first iteration of this algorithm the centroid of the set A is 

computed and in order to compute k-partition of the k-th iteration this algorithm uses 

centres of k-1 clusters from the previous iteration (Likas et al., 2003).   

 

The modified global k-means algorithm 

This algorithm computes clusters incrementally and to compute k-partition of a data 

set it uses k-1cluster centres from the previous iteration. An important step in this 

algorithm is the computation of a starting point for the k-th cluster centre. This 

starting point is computed by minimising so-called auxiliary cluster function. 

(Bagirov and Mardaneh, 2006)  

 

Empirical studies of the performance of clustering algorithms suggest that one of the 

iterative clustering methods (e.g. k-means clustering) is preferable to other 
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hierarchical methods (e.g. Ward’s clustering), (Punj and Stewart, 1983). The k-means 

appears to be more efficient in many studies (see, for example, Mezzich,1978; 

Milligan, 1980; Bayne et al., 1980) if a non-random starting point is specified. As a 

clustering algorithm includes more and more observations, its performance tends to 

deteriorate. This effect is probably the result of outliers beginning to come into the 

solution. The k-means appears to be more robust than any of the hierarchical methods 

with respect to the presence of outliers. The more efficient version of the k-means 

algorithm (modified global k-means) (as it is shown later in next section) could better 

cluster the SMEs data, and could help with further understanding the industry 

structure and the size of business. 

 

ANALYSIS AND RESULTS 

The analysis to produce the results outlined in the paper clustered SLAs based on the 

industry type and the three business sizes (1-4, 5-19, 20-199). Industry, cluster 

category and the cluster centroids values are reported in Tables 1 to 3. In these tables 

the industry and size of businesses only have been reported if the difference between 

Cluster Centroids value in cluster category 1 and 2 is at least 0.1 and not lower.  

 

In Tables 1 to 3 industry type/size of businesses (variables) with higher cluster 

centroids value in cluster category 1 are considered as variables which are responsible 

for higher level of contribution to economic growth and industry type/size of 

businesses with higher cluster centroids value in cluster category 2 are considered as 

variables which are responsible for lower level of contribution to economic growth.   

 
Table 1 Higher/lower level of industry contribution in economic growth (firm size 1-4) 

 

Considering Tables 1 to 3, Construction, Retail Trade, and Personal and other 

Services industries indicate a higher level of contribution to economic growth in all 

three sizes. Agriculture, Forestry and Fishing, Wholesale and Communication 

Services industries show a lower level of contribution to economic growth in all three 

sizes.  

 

Table 2 Higher/lower level of industry contribution in economic growth (firm size 5-19) 

 

Property and Business Services industry shows a higher level of contribution to 

economic growth in both 1-4 and 5-19 size, however it shows a lower level of 
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contribution to economic growth in 20-199 size. Cultural and Recreational Services 

industry shows a higher level of contribution in both 1-4 and 20-199 sizes however it 

shows a lower level of contribution for size 5-19. Transport and Storage industry 

shows a higher level of contribution in both 5-19 and 20-199 size, however it shows a 

lower level of contribution for 1-4 size.  

 

Table 3 Higher/lower level of industry contribution in economic growth (firm size 20-

199) 

 

Health and Community Services industry shows a higher level of contribution in 5-19 

size but it shows a lower level of contribution in 1-4 size. Finance and Insurance 

industry only shows a higher level of contribution in 20-199. Accommodation, Cafes 

and Restaurants industry shows a higher level of contribution in size 20-199, however 

it shows a lower level of contribution in other two sizes. Both Mining and 

Manufacturing industries show a lower level of contribution in both 1-4 and 20-199 

sizes.  

For clustering analysis the study applied the k-means, global k-means, modified 

global k-means and the Ward’s clustering algorithms on data sets of business sizes to 

identify the algorithm that is efficient in clustering SMEs data. For this the study 

calculated the objective function value and the CPU time spent for the calculation to 

cluster the data sets. Clustering was conducted for 2, 5, 10, 15, and 20 cluster numbers 

for a better comparison. Results for the analysis including the objective function 

values and CPU time spent for the calculation for four algorithms are shown in tables 

4 to 6.  

 

The analysis of this study was conducted on a Intel Core 2 Duo, 2.99 GHz, PC. were 

used for the analysis. Tables 4 to 6 represent the number of clusters (N), values of the 

objective function (ƒ×
510 ) and CPU time spent for the analysis (t) for multi-start k-

means (MSKM), global k-means (GKM), modified global k-means (MGKM), and 

Ward’s clustering (WARD) clustering algorithms.  

Performance of the algorithms 

 

Data set 1: This data set includes micro businesses with 1-4 employees across 15 

industry types.   

Table 4 Data 1: Comparative values for algorithms (firm size 1-4) 
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Results presented in Table 4 shows that MGKM algorithm outperforms both MSKM 

and GKM when the number of clusters N ≥ 10. With any number of clusters MGKM 

outperforms WARD and WARD gives the worst results compared to all the other 

algorithms. GKM requires less CPU time however its solutions are not better. MGKM 

requires more CPU time particularly when the number of clusters increases (N ≥10). 

Similarly CPU time for MSKM and GKM and increases as the number of clusters N 

increase. CPU time for WARD is almost constant for any cluster number N as it is a 

hierarchical algorithm and does not go through iterations like the other three 

algorithms.    

 

Data set 2: The data set includes micro medium businesses with 5-19 employees 

across 15 industry types. 

Table 5 Data 2: Comparative values for algorithms (firm size 5-19) 

 

Results presented in Table 5 shows that MGKM algorithm outperforms both MSKM 

and GKM when the number of clusters N ≥ 5. With any number of clusters MGKM 

outperforms WARD. MGKM requires more CPU time particularly when the number 

of clusters increases (N ≥5). Similarly CPU time for MSKM and GKM increases as 

the number of clusters N increase. CPU time for WARD is almost constant for any 

cluster number N.    

 

Data set 3: The data set includes micro medium businesses with 20-199 employees 

across 15 industry types.  

Table 6 Data 3: Comparative values for algorithms (firm size 20-199) 

 

Table 6 shows some mixed performance results for MSKM, GKM and MGKM when 

the number of clusters N ≥ 5, however the variation in this mix is only very small. In 

some cases (e.g. N=2, 15) MSKM has performed slightly better than MGKM, 

however the difference in performance is minimal and not significant. With any 

number of clusters MGKM outperforms WARD. MGKM requires more CPU time for 

all the cluster numbers N. CPU time for GKM and MGKM increases as the number of 

clusters N increase. CPU time for WARD is almost constant for any cluster number N.   
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Finding a clustering algorithm that could help with more efficient cluster analysis of 

the SMEs data is important. A more efficient clustering algorithm helps with a more 

accurate and precise grouping of the data points (geographical areas in this study) 

based on their similarity. This in turn helps with finding the shared characteristics 

between members (data points) of a cluster. Understanding these characteristics 

provides us with a diagnostic of the factors that generate those characteristics. In this 

current study such an understanding helps with identifying the role that each 

combined industry and business size could play in economic growth or decline of the 

geographical areas. This will also show whether they have a higher or lower 

contribution to the economic growth.  

 

CONCLUSION 

The study presented the numerical results on 3 data sets. These results clearly show 

that the modified global k-means algorithm is more efficient for solving clustering 

problems in used data sets. It outperforms simple k-means, global k-means and 

Ward’s clustering algorithms. However the proposed algorithm requires more 

computational efforts than the global k-means algorithm.  

 

Cluster analysis revealed clusters of industries associated with each industry structure 

and the size of business. Some industries appear to be dominant in more than one 

cluster. The resulting analysis uses SMEs data sets which suggest that the Modified 

global k-means clustering algorithm is most promising among all tested algorithms. 

Our findings provide a better way of clustering using a more efficient clustering 

algorithm and as a result providing a better understanding of the industry structure 

and the size of businesses in regional areas. This has some policy implications for 

future economic planning and focus on SMEs for regional areas. This will provide 

ways in identifying significant factors that need further investigation using qualitative 

methods to ascertain the importance of the clusters and their relationship to SMEs. 
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Table 1 Higher/lower level of industry contribution in economic growth (firm size 1-4) 

Industry                                                   

Cluster category 

1 2 

Cluster Centroids 

Higher level of contribution to economic growth 

Construction  17.42 13.62 

Retail Trade   14.33 11.98 

Property and Business Services 12.48 11.55 

Personal and other Services 3.68 3.55 

Cultural and Recreational Services 1.61 1.41 

Lower level of contribution to economic growth 

Mining 0.51 0.76 

Communication Services 1.54 1.90 

Wholesale 3.81 4.09 

Accommodation, Cafes and Restaurants 3.53 4.50 

Health and Community Services 4.79 4.92 

Manufacturing 4.98 5.13 

Transport and Storage 5.84 6.10 

Agriculture, Forestry and Fishing 21.32 26.81 

 
  Table 2 Higher/lower level of industry contribution in economic growth (firm size 5-19) 

Industry                                                   

Cluster category 

1 2 

Cluster Centroids 

Higher level of contribution to economic growth 

Retail Trade   17.64 14.88 

Construction  12.41 8.35 

Property and Business Services 11.43 10.83 

Transport and Storage 5.07 4.87 

Health and Community Services 5.01 4.88 

Personal and other Services 3.57 3.40 

Lower level of contribution to economic growth 

Communication Services 0.60 0.77 

Cultural and Recreational Services 1.70 1.88 

Wholesale 3.99 5.10 

Accommodation, Cafes and Restaurants 7.50 7.69 

Agriculture, Forestry and Fishing 20.99 27.97 
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Table 3 Higher/lower level of industry contribution in economic growth (firm size 20-

199) 

Industry                                                   

Cluster category 

1 2 

Cluster Centroids 

Higher level of contribution to economic growth 

Retail Trade   15.89 13.69 

Accommodation, Cafes and Restaurants 11.73 11.03 

Construction  10.17 5.5 

Transport and Storage 6.14 4.73 

Cultural and Recreational Services 3.50 3.26 

Finance and Insurance   2.00 1.39 

Personal and other Services 1.50 1.30 

Lower level of contribution to economic growth 

Communication Services 0.41 0.98 

Mining 0.66 1.19 

Wholesale 4.39 5.72 

Manufacturing 8.80 10.11 

Property and Business Services 10.11 11.35 

Agriculture, Forestry and Fishing 16.91 20.93 

 

Table 4 Data 1: Comparative values for algorithms (firm size 1-4) 

N 
MSKM GKM MGKM WARD 

ƒ×
510  t ƒ×

510  t ƒ×
510  t ƒ×

510  t 

2 7.582 0.01 7.582 0.01 7.582 0.03 8.274 0.20 

5 5.018 0.07 5.018 0.07 5.018 0.12 5.471 0.18 

10 3.747 0.12 3.721 0.17 3.721 0.29 4.054 0.18 

15 3.111 0.20 3.044 0.26 3.025 0.45 3.268 0.18 

20 2.617 0.32 2.542 0.39 2.549 0.57 2.759 0.18 

 
Table 5 Data 2: Comparative values for algorithms (firm size 5-19) 

N 
MSKM GKM MGKM WARD 

ƒ×
510  t ƒ×

510  t ƒ×
510  t ƒ×

510  t 

2 8.721 0.00 8.721 0.01 8.721 0.03 9.122 0.18 

5 5.955 0.04 5.944 0.07 5.944 0.12 6.376 0.18 

10 4.331 0.10 4.355 0.18 4.341 0.29 4.705 0.18 

15 3.609 0.23 3.605 0.28 3.570 0.45 3.888 0.20 
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20 3.208 0.31 3.201 0.39 3.133 0.62 3.413 0.18 

 

 

 

 

 

 

Table 6 Data 3: Comparative values for algorithms (firm size 20-199) 

N 
MSKM GKM MGKM WARD 

ƒ×
510  t ƒ×

510  t ƒ×
510  t ƒ×

510  t 

2 15.929 0.01 15.930 0.01 15.930 0.03 16.453 0.18 

5 11.488 0.03 11.058 0.09 11.058 0.12 12.164 0.17 

10 7.811 0.10 7.811 0.18 7.814 0.28 8.818 0.18 

15 6.324 0.15 6.336 0.28 6.345 0.43 7.029 0.18 

20 5.607 0.32 5.494 0.35 5.513 0.60 6.062 0.18 

 

Appendix 1: List of the industries 

Industry type  

Agriculture, Forestry and Fishing;  

Mining;  

Manufacturing;  

Electricity, Gas,  and Water Supply;  

Construction; 

Wholesale Trade;  

Retail Trade;  

Accommodation Cafes and Restaurants; 

 Transport, and Storage; 

 Communication Services;  

Finance and Insurance; 

 Property and Business Services;  

Education;  

Health and Community Services;  

Cultural and Recreational Services; 

Personal and other Services.  

Source: ABS (2007) 
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Summary: Agent-based modelling and simulation (ABMS) is recommended as the third 

research methodology for the supplement of quantitative and qualitative studies. 

However, entrepreneurship research rarely utilizes ABMS. One of the reasons is lack of 

modelling methods. This study aims to suggest a new agent-based modelling method, 

and applying this method for entrepreneurship research to explain how the opportunity-

driven entrepreneurial process creates firms and jobs. This study extracts the 

accumulated knowledge in entrepreneurship research by means of analysis of intellectual 

structure suggested in bibliometrics. This study constructs a corpus of entrepreneurship 

research, and from this corpus the concepts representing agents are selected. With the 

co-word and content analysis, the relationships between the concepts are analysed and 

the behavioural rules of the agents are modelled. It is concluded that ABMS is effectively 

performed with bibliometric analysis of corpus, and the investment in entrepreneurial 

process is critical for creating firms and jobs. 
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INTRODUCTION 

 

Complexity science that focuses on the order creation can be a new platform of 

entrepreneurship research (McKelvey, 2004b). A new economic order can be created through 

the entrepreneurship. One of the major methodologies of complexity science, agent-based 

modelling and simulation (ABMS) is recommended as the third research methodology for the 

purpose of supplementing the quantitative studies that may limitedly explain the phenomenon 

of entrepreneurship, and the qualitative studies that may unable to provide the generalized 

proposition (Axelrod & Tesfatsion, 2005).  

 

Agent-based model can express heterogeneous agents, and the heterogeneous attribute of 

these agents corresponds to the characteristics of entrepreneurs (McKelvey, 2004b). Besides, 

it simulates each agent’s actual behaviours and attitude (Dooley, 2002). Since agent-based 

model is designed to imitate actual responses of humans, who have high-level complexity and 

cognitive information-processing abilities based on rules and intrinsic temperament, it is 

highly related to actual entrepreneurship research (North & Macal, 2007). In the agent-based 

modelling environment, agents have capabilities to study through experience and cognition 

patterns in order to understand their surroundings and even have abilities to use decision rules 

inside the environment in order to predict the consequences of such behaviours (Dooley, 

2002). Therefore, entrepreneurship researchers are able to model entrepreneurs’ recognition 

or creation of opportunity, and even model entrepreneurs who can see things other agents 

cannot see. The researchers can understand and explain the entrepreneurial process much 

better by using various agent-based simulation models (Crawford, 2009). By virtue of the 

ABMS, the entrepreneurship researchers can capture the intricate cause-and-effect 

relationship in the entrepreneurial process, and the entrepreneurs can understand the present 

entrepreneurial environment and prepare for the future change.  

 

In spite of several merits of ABMS, there are hardly cases where ABMS is applied to 

entrepreneurship research. Michell et al., (2007) investigated the data analysis trends of 

articles published in major journals in the field of entrepreneurship, such as Entrepreneurship 

Theory and Practice (ETP) and Journal of Business Venturing (JBV). As a result, it was 

found that statistical methods, such as simple regression (14%), multiple regression (16%) 
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and logistic regression (11%), were used at a high rate, but there was no article using 

simulations including ABMS.  

 

Many researchers insist that it is impossible to effectively model entrepreneurship or 

organizations with such a statistical technique (Andriani & Romano, 2001; McKelvey, 

2004a; McKelvey & Andriani, 2005). Conventional regression analysis assumes linear 

relationships, normal distribution of results, and respondents’ independency, but it doesn’t 

accord with non-linear and interdependent complexity which is the foundation of most 

business relations (Crawford, 2009). 

 

One of the reasons that ABMS is not applied to entrepreneurship research is lack of 

modelling methods that utilize the accumulated knowledge in entrepreneurship research. This 

study aims to suggest a new agent-based modelling method, and apply this method for 

entrepreneurship research to explain how the opportunity-driven entrepreneurial process 

creates firms and jobs. This study will answer the following research questions.  

Q1. To utilize accumulated knowledge in entrepreneurship field, what agent-based modelling 

method should be applied?  

Q2. By applying new agent-based modelling method, how does entrepreneurship create firms 

and jobs?  

 

LITERATURE REVIEW ON RESEARCH METHODOLOGY IN 

ENTREPRENEURSHIP 

 

Rand & Rust (2011) suggest five research methodologies in the field of business - 

analytical modelling, empirical modelling, consumer behaviour experiments, system 

dynamics modelling, and agent-based modelling. Out of those research methodologies, 

system dynamics and agent-based modelling can be classified into simulation methodology. 

Simulation is a model regarding actual systems, processes and events in the world, and 

computer programs are used to implement this model (Davis et al., 2007). Simulation 

provides researchers with a virtual environment, where all the variables of a model are 

controlled and a repetitive test can be performed (Dooley & Van de Ven, 1999).  
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Modelling to perform a simulation contributes to better communication, enhancing 

clarity, comparability and the transparency of assumptions and conclusions. Through what-if 

analysis similar to thought experiment, researchers can predict the future by examining how 

variables change and what effect their change has on conclusions (Harrison et al., 2007).  

The results of simulation can be compared with results drew from quantitative analysis and 

qualitative analysis in order to increase the external validity. Data drew from the existing 

researches can be entered into a simulation model, through which it is possible to establish a 

simulation model corresponding to actual data (Crawford, 2009).  

 

Even for the purpose of reproducing the existing empirical researches, a simulation can 

be used as well. Reproducing a research is useful not only to realize that a fact discovered by 

a certain research may not be an absolute fact (Hubbard et al., 1998), but to confirm the range 

and limits of previous research results by investigating how the research results can be 

applied to different conditions through the reproduction made by expanding an existing 

research.  

 

No matter if it is qualitative or quantitative approach, an existing entrepreneurship 

research requires a great deal of money and time.  For the entrepreneurial process, 

qualitative approach is conducted through face to face interview with entrepreneurs, but they 

may be reluctant to provide researchers with detailed information or glorify their 

entrepreneurial processes. Such a qualitative approach provides ‘thick descriptions’ about the 

reality of their entrepreneurial processes, but this kind of a description can be distorted by 

their social desires, and there are even limits to generalizing such research results (McKelvey, 

2004b).  

 

On the other hand, a large-scaled survey about entrepreneurial processes, such as GEM 

(Global Entrepreneurship Monitor) and PSED (Panel Study of Entrepreneurial Dynamics), 

can enhance the possibility of generalizing research results, but it requires immense expense, 

and not only does it have such problems as either non-response or bias during the process of 

response, but just provides ‘thin descriptions’ about the entrepreneurial process (Podsakoff et 

al., 2003). Through a simulation about the entrepreneurial process, therefore, it is possible to 

deduce and explain a process how firms are formed and the similarity of their growth patterns 
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suggested by thousands of entrepreneurial researches conducted from various different 

viewpoints (Shane, 2008).  

 

Out of the computer simulation methodologies, system dynamics can identify main 

variables leading the fluctuation of a system and connect the variables with each other by 

equations (Lomi et al., 1997). This kind of a simulation suggests the outline of macroscopic 

mechanism showing how such a process develops with the passage of time. System dynamics 

is a deterministic model that draws the same results when it is repeatedly driven with the 

same input values. Therefore, this model is simple in operation, but its behaviours to be 

expressed are restricted more than those of a stochastic model (North & Macal, 2007).  

 

In comparison, agent-based model is a stochastic model that draws results different from 

the previous ones when it is repeatedly driven despite the same input values. Various agents 

are included in agent-based model, and responses to their behaviours and environments are 

determined by random or stochastic factors designed by researchers. Like a research on the 

real world, agents’ behaviours are not determined by environmental factors. Therefore, they 

are expressed through a statistical means, such as average and variance (Harrison et al., 2007).  

When agent-based model is repeatedly performed, each performance shows a single 

possibility of futures. As a result, even a single simulation is good enough to be seen as a 

complete experiment, and through this simulation, it is possible to find clues how an agent’s 

behaviours contribute to the change of an entire system through its interactions with time and 

several other agents (McKelvey, 2004a).  

 

In various geographic spaces ranging from simple and limited two-dimensional space to 

complex and infinite space, agents behave complying with rules given, and they interact with 

other agents and environments and have capabilities to adapt to them (Dooley, 2002). As 

agents adapt, they can provide feedback to the system (Robertson & Caldart, 2008), and such 

behaviours are performed by the event list planned within time units controlled by 

researchers. Such a model is composed of agents, environments, interaction rules, and time 

plans. When agents interact with each other with the passage of time, ‘emergence’ often 

appears in their simple rules and local behaviours, which determines their complex and entire 

behaviours.   
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A NEW AGENT-BASED MODELING METHOD 

 

This study suggests a new agent-based modelling method, and applies this method for 

entrepreneurship research. This modelling method consists of two parts – the first is to 

identify main concepts including agents by bibliometric analysis, the second is to build an 

agent-based model using the results of the analysis. The first part of this method conducted 

based on the following procedures: First, a domain corpus is established. Second, candidate 

domain terms are selected according to the frequencies, and the key concepts in the corpus 

are obtained by content analysis, which may represent agents. Third, the relationships among 

the key concepts are identified by co-word and content analysis. The Second part of this 

method conducted based on the following procedures: First, objects including agents are 

identified. Second, an agent-based conceptual model is built.  

 

In this modelling method, co-word and content analysis is adopted. Co-word analysis is 

a kind of quantitative text analysis suggested in bibliometrics (Ding et al., 2001). To identify 

agents or properties and behaviours of the agents in a certain field, the key concepts of the 

field are selected, and the co-occurrence relationship among the key concepts are analysed. 

Content analysis is applied to select the key concepts, and to identify the relationships among 

the concepts. The content analysis is a research technique for making replicable and valid 

inferences from texts to the contexts of their use (Krippendorff, 2004).  

 

AN ILLUSTRATIVE EXAMPLE 

 

In this section, we will illustrate an example of the agent-based modelling method. This 

example models opportunity-driven entrepreneurial process.  

 

Identifying Main Concepts 

Establishment of Domain Corpus 

In order to establish a domain corpus, we collect the titles and abstracts of 283 venture 

related articles published in major journals such as Entrepreneurship Theory and Practice 

(ETP), Journal of Business Venturing (JBV) and Academy of Management Journal (AMJ) on 

the basis of the impact factor of the social science citation index (SSCI) and journal 
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awareness. We confine the related articles in which the terms of ‘venture(s)’ or ‘venturing’ is 

included in titles or abstracts. Table 1 shows the number of venture-related articles published 

annually in major journals. 

Table 1. The Number of Venture-Related Articles 

 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Total 

ETP 7 8 5 3 10 19 24 11 16 13 116 

JBV 12 14 12 12 15 17 13 11 16 17 139 

AMJ 4 2 1 3 4 3 1 6 3 1 28 

Total 23 24 18 18 29 39 38 28 35 31 283 

 

The corpus of venture study is prepared in the following procedure utilizing a text analysis 

program T-Lab 7.2. Table 2 shows the composition of the venture-study corpus created in the 

procedure.  

- We collect the titles and abstracts of 283 papers, and save those collected texts onto an 

electronic file used for computational processing. 

- Any multi-word nouns found in a dictionary (for example, ‘venture capital’) or multi-

word patterns observed in the corpus more than five times were expressed as one-

word terms (for example, ‘venture_capital’).  

- Any stopwords such as articles (eg. ‘a’, ‘the’), prepositions and exclamations were 

detected and excluded from a list of candidate keywords. 

- To transform any plural form of nouns or verb changes into a basic form, stemming or 

lemmatization process was performed.  

- The collected text was divided into an elementary context that is a sentence unit 

constrained in length (maximum of 400 characters). An elementary context functions 

as a criterion of co-word analysis.  

Table 2. Composition of Venture-Study Corpus 

Documents Elementary Contexts Tokens Words Lemmas Hapax 

283 1035 37487 4978 3921 2216 

* Hapax refers to a word that appears in the corpus just once. 

 

Selection of Key Concepts 

Nouns or noun phrases were selected as potential candidates for domain terms among 
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those words that appear in the corpus more than 20 times. A noun or noun phrase that is 

frequently found in a corpus probably becomes a domain term, but all the nouns or noun 

phrases not necessarily become domain terms. Thus, we request each of two experts in 

entrepreneurship to individually determine whether each potential candidate word is a 

venture-related domain term or merely a general term. The selection process by experts 

corresponds to a coding process of quantitative content analysis that assigns a subject into a 

specific category. The reliability of quantitative content analysis is evaluated by the Cohen's 

kappa coefficient that explains the fitness among coders.  

 

As a result, 209 basic lemmas that appeared more than 20 times in the venture-study 

corpus are selected. Among the 209 basic lemmas, 136 candidate venture-domain terms 

(single nouns or noun phrases) are distinguished. Among the 136 candidate venture-domain 

terms, 66 venture-domain terms were determined by two experts in the field of 

entrepreneurship. The Cohen's kappa (κ) in the analysis by experts was 0.838, which showed 

that the level of fitness is satisfied. Table 3 shows the 66 domain terms of venture studies. 

Table 3. Domain Terms in Venture Studies 

agency  

alliance 

angel 

capability 

capital 

characteristic 

company 

corporate venturing 

creation 

decision 

development 

entrepreneur 

entrepreneurial firm 

entrepreneurship 

environment 

equity 

exit 

Experience 

failure 

family 

finance 

firm 

formation 

founder 

fund 

governance 

growth 

human capital 

industry 

information 

innovation 

investment 

investor 

IPO 

knowledge 

learning 

management 

manager 

market 

network 

opportunity 

organization 

outcome 

ownership 

performance 

plan 

process 

resource 

return 

risk 

social capital 

start-up 

strategy 

structure 

success 

survival 

team 

technology 

uncertainty 

value 

venture capital 

venture capital firm 

venture capitalists 

venture creation 

venture performance 

wealth 

 

Identification of Relationships among Key Concepts  

This study undertakes co-word analysis and establishes pathfinder network (PFNet) to 

identify the relationship among the key concepts in venture field. In the existing studies that 

analyse the knowledge structure of academic field, multidimensional scaling (MDS) was 
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frequently applied. Recently, however, the parallel nearest neighbor clustering (PNNC) 

technique is used, which can replace MDS with PFNet and can simultaneously perform 

clustering in the process of establishing PFNet (Lee, 2006). The present study performs 

clustering for the venture-related domain terms in the process of establishing PFNet by 

applying PNNC technique.  

 

Figure 1 shows 66 domain terms of the venture field expressed with PFNet. As seen in 

the figure, ‘entrepreneur’, ‘process’, ‘finance’, ‘venture capital’, ‘firm’, and ‘development’ 

link the entire concepts as hub concepts, and the domain terms of venture field are divided 

into 14 clusters (The clusters are marked with the node colours). 

 

 

Figure 1. Pathfinder Network of Domain Terms in Venture Studies 

 

Building Agent-Based Model 

Identifying Objects 
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Through the contents analysis of the corpus, the concepts representing the objects 

(individuals) in domain terms can be identified. In general, the concepts representing object 

has the following features, and the agent can be defined as an object being the subject of 

action.  

- Concepts encompassing the hierarchical relationship in the relevant domain (e.g. 

capital – venture capital) 

- Major concepts that are the subject of action in the relevant domain (e.g. entrepreneur) 

- Major concepts that are the target of action in the relevant domain (e.g. fund) 

 

Table 4. Agents and Objects in Venture Domain 

Cluster Objects (Agents are bold) Properties or Methods 

2 capital, social capital network, survival, venture creation 

3 
angel, company, fund, investor, 

venture capital, venture capitalists 
risk, investment, management, return 

(8) human capital Exit 

(13) venture capital firms Uncertainty 

4 entrepreneurial firms, manager characteristic, environment, equity, finance, ownership, plan 

(5) Founder IPO 

6 firm, performance outcome, value, growth 

7 market, venture performance industry, information, technology, development, innovation, 

(1)  structure, governance 

(14)  strategy, formation, 

9 
entrepreneur, entrepreneurship, 

organization, resource 
knowledge, opportunity, creation, learning, process, start-up 

(10)  wealth, decision 

(11) agency, family corporate venturing, 

(12) Team capability, experience, alliance, failure, success 

 

Of the 66 domain terms in venture field, the number of objects (individuals) that meet 

the criteria above is 23. Of these 23 objects, the number of objects that can be agent in their 

meaning is 6, including ‘angel’, ‘investor’, ‘venture capitalists’, ‘manager’, ‘founder’, and 

‘entrepreneur.’ However, the concepts representing a group, such as ‘firm’ or ‘team’ can be 

also agent, if they are used as the concepts representing the subject of action in the corpus. Of 

the domain terms that are not object, it is a property or a method of the object. Table 4 shows 

the domain terms, which are represented in the 14 clusters generated in the process of 

establishing PFNet by classifying them into objects, properties or methods.  



10 

 

 

Building Conceptual Model 

It is possible to build an agent-based model with objects identified by previous analysis. 

However, in this example, we utilize identified objects to supplement the existing concept 

model of the opportunity-driven entrepreneurial process proposed by Global 

Entrepreneurship Monitor (GEM).  
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Figure 2. Concept Model of Opportunity-Driven Entrepreneurial Process (GEM) 

 

Figure 2 shows the existing concept model that the entrepreneurial opportunity and the 

entrepreneurial capacity are related to the entrepreneurial intention and the entrepreneurial 

intention trigger entrepreneurial activity (Bosma et al., 2007).  
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Figure 3. Concept Model of Opportunity-Driven Entrepreneurial Process (Revision) 

 

Of the 66 domain terms in venture field, the concepts related to opportunity-driven 

entrepreneurial process like ‘entrepreneur’, ‘opportunity’ are included in the GEM model. 
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However, the concepts representing investment like ‘investor’, ‘angel’ are not included in the 

GEM model. We propose a new model that includes the investment considering the result of 

the new modelling method using bibliometric analysis. Figure 3 shows the new concept 

model that includes the investment. 

 

Running Model 

Utilizing the revised concept model (Fig. 3) and the survey data of GEM, this study 

performs modelling and simulation to find out how the opportunity-driven entrepreneurial 

activities creates firms and jobs with the use of NetLogo 4.12. Two agents such as 

'entrepreneur' and 'investor' are created and the behavioural rules are offered to the created 

agents. Table 5 shows the properties and methods of the ‘entrepreneur’ agent. 

 

Table 5. Properties and Methods of the ‘entrepreneur’ Agent 

Category Name Descriptions 

Properties 

have-opportunity? Whether the entrepreneur has opportunity? 

have-capability? Whether the entrepreneur has capability? 

have-abandoned? Whether the entrepreneur abandons the opportunity? 

have-money? Whether the entrepreneur has invested? 

Vision The distance of the entrepreneur’s vision 

Status The status of the entrepreneur 

num-of-jobs The number of jobs the entrepreneur expects 

Methods 

search-

opportunity 

The entrepreneur who has not perceived any opportunity searches an 

opportunity in the area in his/her vision 

invest-and-startup 
The entrepreneur who has perceived an opportunity searches an 

investor in the area in his/her vision to start a business 

try-startup 
The entrepreneur who has invested creates a firm, the size of the firm is 

set by the entrepreneur’s expecting number of employees  

 

Results of Example 

Table 6 shows the results of illustrative example. We use the Koran adult population 

survey data in GEM reports from 2001, 2002 and 2010. As simulation results, the rate of new 

firms by opportunity-driven motivation in Korea is estimated as 3.4 ~ 4.8%, this rate is 

similar to real GEM data. 
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Table 6. Results of Illustrative Example 

 Input Data Results of Simulation 

Year Opportunity 

Recognition 

Capability 

Recognition 

Fear of 

Failure 

Investment 

Experience 

Rate of 

New Firms 

Rate of 

Expected Jobs  

2001 11.5% 27.3% 47.1% 3.5% 3.4% 163% 

2002 13.7% 29.0% 40.7% 4.8% 4.7% 237% 

2010 13.0% 29.0% 32.5% (4.2%) 4.2% 175% 

 

CONCLUSIONS 

 

This study suggests a new agent-based modelling method, applies ABMS that utilizes 

the accumulated knowledge by the new method, and finds out how the opportunity-driven 

entrepreneurial activities creates firms and jobs. According to the result, with the analysis of 

the intellectual structure of entrepreneurship field by bibliometric methods, ABMS is 

effectively performed. Moreover, the investment in entrepreneurial process is critical for 

creating firms and jobs. It is concluded that ABMS is effectively applied to the 

entrepreneurship research with other methodologies. In the future, the research for the 

application of ABMS on entrepreneurial support activities including training and consulting 

is required. 
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SUMMARY 
 

This research focuses at helping small and medium enterprises (SMEs) succeed in an 

environment increasingly dominated by large enterprises. Economies of scale, globalisation 

and mass production have pushed the scale of manufacturing processes and ability to 

compete beyond the scope of most SMEs.  

This paper describes an intuitive costing model for a manufacturing process or machine, 

where a comprehensive set of cost drivers can be assigned to every level in the assembly of 

the device as well as specific attributes of a component. An example of the latter might be a 

specific level of tolerance or performance for a specific component.  The template for this 

model is the function block diagram (FBD).  The model thus becomes a three-dimensional 

cube, where the FBD template is repeated for each layer, but contains a different cost 

scalability driver.  

The case study described in this paper deals with an ordinary stainless steel fermentation 

tank, as commonly used in the wine industry.  Of interest is that 90% of wine producers in 

Australia operate at less than 10% of maximum industry scale. The design of appropriate 

technology to make this industry sector more competitive is therefore of paramount interest 

and therefore an ideal case study.   

mailto:Karthi@unsw.edu.au
mailto:j.olsen@unsw.edu.au
mailto:erikv@unsw.edu.au
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INTRODUCTION 

This research focuses at helping small and medium enterprises (SMEs) succeed in an 

environment increasingly dominated by large enterprises. Unlike large enterprises, SMEs are 

more constrained in terms of capital and resources, and are more susceptible to interest and 

price fluctuations. The aim of this work is to investigate whether scaling factors might enable 

SMEs to gain a competitive economic edge over large enterprises, in specific manufacturing 

areas. 

Humanity’s new found responsibility towards nature has culminated in the idea of sustainable 

living. This idea is influencing our approach to commodities on all the levels from the 

individual to the international. As a result traditional methods of costing are being reviewed 

and elements earlier considered “insignificant” earlier are now “taken more seriously”. Of 

late we have been seeing models that incorporate these “other” manufacturing in terms of 

their impact on society and on environment (Dieren, 1995; Perman, 2003; Suter, 2003). This 

approach has enabled the identification of problems associated with large scale 

manufacturing processes. The social and environmental costs associated with large scale 

manufacturing and distribution infrastructure are now considered substantial. Examples 

include regional unemployment, pollution, transportation costs and traffic congestion. The re-

emergence of discussion on the topic of downscaling and Schumacher’s “Small Is Beautiful” 

concept and how these may apply to manufacturing are all the more relevant now. 

Schumacher stated (Schumacher) that: “The most fateful error of our age is that the problem 

of production has been solved. This is the view held virtually by all experts in the field, 

managers; governments of the world …while disagreeing on almost everything all believe 

that the problem of production has been solved”. Schumacher felt that humanity was tending 

towards a process of conquering nature and dominating it. “In our endeavour for success, 

man has been going towards larger and bigger machinery than required and that this would 

be catastrophic if successful”. These advantages have unfortunately seen the demise of SMEs 

in most generic markets.  

Mahatma Gandhi, a prominent leader of the last century was perhaps first to raise an alarm on 

the trend of production calling for “production by the masses instead of mass production”. He 

felt that mass production would not be compatible with man’s need for creativity. He 

suggested that technology go back to the actual size of man: “We need methods and 

equipment which are cheap enough so that they are accessible to virtually everyone; suitable 

for small-scale application and compatible with man’s need for creativity. The poor in the 
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world cannot be helped by mass production, only by production by the masses; technology 

should go back to the actual size of man” - Mahatma Gandhi. (Ishii, 2003). 

Prior approaches and challenges 

The intermediate and alternate technology movement took off enthusiastically in the late 

60’s, fuelled by Schumacher’s thought as a way towards the self-sufficiency of new 

economies. These efforts to introduce low-cost and appropriate technology to support local, 

regional employment and achieve self-sufficiency have not been successful. This is due to the  

rapid advances of manufacturing technology and the associated improvement in productivity, 

quality and cost. It was felt that the intermediate and alternative technology movement failed 

to deliver because firstly, it was led by well-intentioned thinkers rather than hard-nosed 

entrepreneurs designing for the market. Secondly it targeted singular components- such as 

manufacturing, machine design etc. rather than taking a holistic approach to the overall 

process. The Intermediate Technology Development Group (ITDG) organization founded by 

Schumacher changed its name to Practical Action, the virtual absence of which doomed its 

sister organizations. This research takes a pragmatic approach in realising this action by a 

model described later. 

Manufacturing trends 

Over recent decades, the competition for market share and economies of scale has bought 

about the growth of large scale production. The Fordian concept of mass production coupled 

with advanced process control, automated materials handling, sophisticated design, 

scheduling and costing systems has accelerated the proliferation of large, centralized and 

global manufacturing plants. These large plants are increasingly able to combine mass 

production with mass customization. 

In order to capture the maximum economic benefit in the early stages of new product 

introduction, strategies including just-in-time, Kaizen, single minute exchange of die 

(SMED), total quality management (TQM), cellular manufacturing and lean, flexible & agile 

manufacturing are all aimed at supporting the delivery of more product on the market at 

lower cost and in a shorter period of time.  The risk of obsolete plant and equipment is 

partially addressed by strategies such as reconfigurable and modular manufacturing systems. 

Modern trends in manufacturing are more efficient, eliminate waste, minimise cycle time, 

offer flexibility in products within a manufacturers range. Scalability issues are related to a 

manufacturer’s ability to quickly changeover and produce say a million parts of model A, two 

million of model B, three million of model C, than the conventional method of producing just 
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six million of model A alone. Narasimhan (Narasimhan, 2006) has complied references for 

lean, flexible & agile manufacturing. All the approaches are towards high volume production. 

Modern Technological trends enabling SME’s 

There has been a dramatic decrease in the cost of equipment like computers, robots, control 

systems, sensor technologies and vision systems over the last few decades. Figure 1 shows 

that the cost of computing has declined by approximately four orders of magnitude in the last 

six decades.   

 

Figure 1 Historic Trend for the cost of computing 

(The figure is adapted from Stiroh, 2007) 
 

Similar technological advances in steel making made possible cost-efficient manufacturing 

processes that previously have been beyond the reach of SMEs (Johansson  and Holappa, 

2004). The effects of environmental pressures and awareness as well as the increasing cost of 

raw materials have forced these industries to look for efficiencies beyond “economies of 

scale” as appropriate technology became available. Historically, growth in industry was 

bought about by improvements in productivity through an increase in economies of scale; 

According to (Johansson & Holappa 2004) development efforts have almost always been 

“diverted almost entirely towards overcoming the technical obstacles limiting further size 

increases rather than towards innovative process alternatives”.  

The development of the electric arc furnace enabled the development of mini-mills in the 

steel industry. Furnace technology, ladle metallurgy and casting in sequence resulted in both 

high productivity and efficiency. It also allowed for a high proportion of scrap to be recycled 
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relying less on the primary process from ore. A similar trend is found in the paper industry 

where large amounts of recycled pulp can be processed in mini-mills, again reducing the 

dependence on primary processes. 

Research studies involving pilot scale laboratory trials and theoretical calculations conducted 

on mini-mills using recycled paper instead of virgin pulp, have shown a number of 

improvements. Firstly, the mini-mill uses less than half the electrical energy of current best 

available technology (350kwH per tonne of pulp), it is more thermally self-sufficient (a fuel 

efficiency of 70%), it enables the recovery of  more of the pulping chemicals (85-90%) and it 

produces an eucalyptus pulp substitute from straw in 30-40 minutes, ready for bleaching. 

(Riddlestone, 2001). 

Have these trends complemented SME’s? Is there a systemic way of mapping technological 

advances and evaluating both user and social requirements while meeting the desired product 

performance requirements, quality standards, profitability and regulations?. Most of these 

concepts are well beyond the scope of SME’s whereas policies are formulated invariably in 

favour of large organisations. 

SCOPE OF THIS WORK 

The aim of the present research is to develop a model that will allow the scalability of a given 

industrial process to be analysed and calculated.  This study has developed a methodology 

that is capable of identifying key scale and process design drivers. It incorporates dynamic 

trends to model how these may change over time. The outcome is a scalability index that may 

be applied during the conceptual design stage and subsequently updated to adapt to new 

opportunities. The next step in the formulation of such a methodology is the development of a 

cost model that can be universally applied to different types of processes.   

Manufacturing Cost Model 

In order to provide a link between the manufacturing Key Factors of Success (KFS) and 

process design drivers it is necessary to apply a manufacturing cost model and to demonstrate 

that the key cost drivers of a process are intimately linked with product and process design 

characteristics. In particular it is important to establish the idea value added (VA) as an 

economic interpretation of the complexity of a manufacturing process and therefore process 

design. Kalpakjian & Schmid (2001) provide an economic and technical representation of a 

production process.  This is shown in figure 2. 
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Figure 2: The manufacturing process as a (a) economic and (b) technical system (Kalpakjian 

& Schmid (2001)). 

 

The total cost of product leaving the manufacturing system is equal to the sum of raw 

material costs entering the system, the labour costs contributed by the organisation and the 

cost of capital. Value added is the ratio between the costs that are contributed by the 

manufacturing process (labour and capital) divided by the total cost. Value added includes all 

costs added to the product, whether these costs are in fact “value adding” or “cost adding”.   

The efficiency of the use of capital resources is given by the ratio of total cost and investment 

in capital, which in the case of manufacturing includes process plant and equipment, 

buildings, services and inventory.  We give this ratio the name “capital velocity” because the 

velocity vector reflects two important characteristics, namely speed and direction. The 

capital, speed is indicative of how efficiently capital is employed in the manufacturing 

system. The direction of the capital velocity vector reflects how well the nature and capability 

of the asset base is aligned with the current and future direction of the manufacturing strategy 

associated with the system. 

The study conducted by van Breukelen, et al. (van Breukelen, 2000) has established the 

presence of a strong relationship between capital velocity and value added for modern, 

automated manufacturing systems. This relationship is shown in figure 3. These 

manufacturing systems incorporate automation technology to achieve the drivers for the key 

factors of manufacturing success as opposed to a reliance on cheap manual labour. Implicit in 

the data shown is the assumption that a certain level of productivity has been achieved such 

that the VA figures are not unnecessarily inflated with unproductive costs. Figure 4 illustrates 

the concept of the industry cost curve for product that is predominantly generic and where 

little differentiation exists between suppliers. The high-volume, low-cost producers “manage” 

supply and price.  The single shaded producer on the right (E) is only marginally profitable, 

whereas the producer on the far right (F) is unprofitable. 
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The significance of the relationship derived in Figure 3 is that for a given level of value 

added (read “process complexity” or “industry activity”) there is an optimum level of 

investment in capital assets. The premise of this argument is that regardless how desirable it 

may be to up or downscale a process, basic constraints such as the level of capital investment 

must be maintained (figure 5) in order to remain competitive, now and in the future.  

 

Figure 3: Capital Velocity as a function of Value Added (adapted from van Breukelen et al, 

2000) 

 

Figure 4: The Industry Cost Curve Concept 
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Figure 5: Calculation of Value Added and Capital Velocity 
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Process Design Drivers 

For the purpose of establishing a basic set of process design drivers it is useful to further 

develop the abstract shown in Figure 2b.  This is shown in Figure 6. This model is an abstract 

representation of a generic machine process and the factors that influence its design and 

performance.  

Figure 6: Abstract representation of an Industrial Machine 

A manufacturing process consists of a number of building blocks, including process 

equipment (machinery), associated automation and materials handling, a suitable layout and 

topography (e.g. a flexible manufacturing cell), and control software implemented at different 

levels within the process (device level, cell level, etc.).  The selection process for each of 

these building blocks depends on the volume of product to be manufactured and on the 

flexibility required. Flexibility is a process characteristic that reflects the ability of the 

process to absorb changes in design, quantity, product mix, etc. without undue economic 

penalty.  This is shown graphically in Figure 7. 
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Figure 7: Manufacturing Automation as a function of Volume & Variety (adapted from 

Groover, 2001) 

The essential design drivers can be summarized as follows: 

 The product: its design, functionality and features translated into manufacturing steps 

and operations (through QFD) 

 The level of value added (VA) 

 The level of demand, and its projected growth 

 Supply and service criteria 

 The lifecycle of the product, and future design variations and trends 

 Benchmark cost range for similar products offered by competitors. 

o An alternative to the benchmark cost is the estimated level of revenue less a 

gross margin (say 40%) divided by the annualized volume of production. 

 Level of product and process technology, including automation and control. 

 Cost of labour vs. automation 

o Benchmarks cost indicators for actuators, sensors, controllers, computer 

hardware, software 

 Cost of mechanical systems 

o Expressed on the basis of a “generic mix” of mechanical elements, $/kg, $/unit 

of output (structure, bearings, gearing, valves, etc.) 
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 Cost of support services 

 Labour requirement (local and international) 

o Skills required, staffing, cost 

The abovementioned drivers are “semi-dynamic” in the sense that they are not expected to 

remain constant over time. However they are not expected to behave in an entirely stochastic 

way either.  Rather a forecasted trend line is associated with each of these variables and this 

trend line may be represented mathematically.  An example of such a trend is the decreasing 

price of computer hardware as shown in Figure 1. 

The design decisions include the following: 

 Selection of manufacturing process and technology 

 Required flexibility of the process 

 Size or scale of the mechanical system 

o This can be expressed in terms of physical size, production throughput, the 

scale versus cost of the system. 

 Materials handling and storage requirements 

 The level of automation: the degree and extent of actuation, sensing and control 

o Within the process 

o External to the process 

o Grade of automation (short, medium or long term) 

 Support services required, and their scale 

In addition, the design decisions are subject to a number of constraints, including: 

 Capital cost is constrained by the CV-VA equation 

 Return on investment and payback time 

 Automation and materials handling costs are included in the above constraint.  As a 

rule, automation and materials handling contribute around 30-40% of total capital 

outlay. 

 The unit production cost must be within, say + 5% of benchmark cost.   

 Process reliability is an important consideration in terms of meeting demand and 

supply constraints and a suitable target could be, say 95%. 

 Quality, again a target will be set in line with best practice and process capability 

 Capacity must be greater than demand 

 Value added constraint (depending on the market segment, product positioning, etc.). 
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Since the aim of the study is to formulate a framework that is capable of assigning a 

“scalability index” to a process, each of these constraints will contribute to the index. 

To determine whether these technologies give an economic advantage to SMEs over large 

enterprises, we define and identify sets of scalability indices for various processes. These can 

act as indicators as to the extent to which a process or product could be economically scaled 

down. 

THE SCALABILITY INDEX MODEL 

Considering the challenges discussed above any meaningful approach to aid SME’s needs a 

holistic approach that looks at a high level vision augmented by a practical model that is 

1. Comprehensive 

2. Flexible  

3. Adaptable to changing conditions, manufacturing, social, regulatory etc. 

4. Easy to use 

The approach is modeled and evaluated in the following levels 

1. A high level model that is holistic and considers all relevant parameters 

2. The Function Block Diagram (FBD) that acts as a template for identifying and 

classifying complex systems down to component level. 

3. Case studies on process/product having a wide range of manufacturing volumes 

and sizes. 

This will be discussed next. 
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The high level model 

The scalability index measures the extent to which a process can be scaled down. Some 

scalability indices are measurable directly while some are not. As mentioned earlier of those 

that can be measured, some until recently have not been considered important (Dieren, W. 

v.). The awareness of the environmental impact of manufacturing processes and the cost 

associated with them is one obvious example. To address this problem, a holistic model that 

evaluates scalability based on technology, micro & macro-economic criteria, environmental, 

social, and technology trends is developed (Fig 8). 

 

 

Figure 8: Holistic Model to evaluate Scalability 

The model is designed to incorporate not only standard industry cost models but also socio-

environmental variables and variables related to the design of manufacturing processes 
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The model identifies a wide range of categories that will be addressed in this study. Some of 

the main classifications and interdependent variables are shown in Table 1 below: 

High-Level Relationship Attribute Cost Driver KFS 

Manufacturing Operations Labour, Productivity. 
Labour - Automation 

Balance 

Process Capital Investment 
Flexibility, Capability, 

Capacity 

Match Quality -Capability 

Align Capacity Demand 

Technology 
Appropriate 

Functionality 
Complexity, Training 

Trend, Product - Process 

(QFD) 

Market 
Demand, Price 

Sensitivity, Growth 
Volume/Price 

Productivity, Profitability, 

Differentiability 

Environmental 
Recycling, 

Emissions, Waste 

Energy, Waste, Carbon 

Tax. 
Efficiency 

Transport  
Non-value added 

cost 

Distance, Weight, 

Volume, Pollution 

Reduce distance, Focused 

market (regional) 

Socio-economic Social Costs Unemployment 
Regional employment 

opportunities 

Table 1: Attributes between high level relationship and KFS considered in the model. 

 

Function Block Diagram (FBD) 

The FBD is a hierarchical, step-by-step breakdown of complex functional groups into 

increasingly more detailed systems, equipment items and components. This enables the 

identification of tasks by functional boundaries displaying in a logical and sequential 

relationship that that can be used as a template. It is a natural expansion of the abstract of the 

machinery (Figure 6) and can produce an accurate and comprehensive listing of parts of any 

machine categorised into its operating functions. At the lowest level the FBD lists the 

individual components of the Bill of Materials (BOM) with assemblies and sub-assemblies at 

the intermediate levels. They can be expanded to a series of levels as required ( see Figure 9).  
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Figure 9: Function Block Diagram (FBD) Wine Fermentation Tank (Vessel) 

The three dimensional (3D) representation of the cost model is multi-dimensional in that: 

 It considers all relevant parameters, variables and attributes, e.g.: 

 Environmental (e.g. impact of carbon tax) 

 Social (labour, employment) 

 Technology trend (impact of new technology) 

 Material (influence on choice of materials/recycled products) 

 Process (influence of tighter tolerances and optimum product design) 

 Recycling (environmental impact) 

It is also dynamic in the sense that it can take into account changing trends and conditions. 

The above diagram lists one layer of the FBD which is attributed to a variable to be indexed. 

Based on the number of variables the FBD is expanded to “n” layers each of which 

represents a design cost driver. 

The FBD can be used as a template in a 3D cube (Figure 10), where each layer represents a 

variable or parameter that contributes to the cost of the design. The FBD structure is repeated 

for each layer so that the design cost can be analysed by drivers (e.g. material or labour) as 

well as by equipment item or component. 
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Different layers abstract to building multi dimensional FBD to 

evaluate Scalability

ΣM = Material, ΣL= Labour, ΣCC = Capital Cost, ΣPA = Purchased 
Assemblies (OEM),   Σ… etc, etc

Cost Driver

Functional 

Scalability

Assembly

Scalability

 

Figure 10: Different FBD Layers contributing to the Scalability Index 

The model is three dimensional (3D) with the x, y & z axes indicating component, assembly 

and attribute values. 

CASE STUDY 

Identification of industry for Case Study 

A case study of small-scale wine production was chosen because:: 

1. There are a large number of producers with varying capacities of production, 

2. They produce similar product, 

3. Process from raw material to a finished product,  

4. Have a variety of process, 

5. Have critical process requiring innovative solutions and machinery, 

6. Is widespread and has production in various conditions, climatic, regional, remote and 

close to cities, 
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7. Growth in the higher and lower end of the chain both in value and quantity of 

production. 

Overview of Wine Industry in Australia  

 2399 producers; 

 90% operate <10% of max industry operating scale; 

 70% operate < 1% of max industry operating scale. 

 

Tonnes crushed 

2002 2003 2004 2005 2006 2007 2008 % 

Less than 50 749 866 996 1028 1082 1185 1280 53.4 

50 to 99 212 230 254 288 33 322 330 13.8 

100 to 249 189 199 211 229 242 235 343 14.3 

250 to 499 88 103 106 111 126 133 146 6.1 

500 to 999 61 57 72 76 74 73 74 3.1 

1,000 to 2,499 54 56 45 55 69 70 67 2.8 

2,500 to 4,999 36 36 40 33 27 30 36 1.5 

5,000 to 9,999 23 27 24 29 28 26 26 1.1 

10,000 41 43 43 41 41 33 35 1.5 

Unknown 12 8 7 9 16 40 62 2.6 

Total  1465 1625 1798 1899 1738 2147 2399 100.0 

 

Table 2: Number of wine producers by tonnes crushed since 2002 (Australia) 
 

                  

Table 2 (Annual financial benchmarking survey for Australian wine industry Vintage 2005, 

Report: Winemakers Federation of Australia) indicates a continuing growth in small wine 

manufacturers. Of all the producers nearly 90% operate on scales less than 10% of the 

maximum industry operating scale yet the technical barriers for small wineries are quite 

significant as listed below: 
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Technical Barriers for Small Wineries 

 Centrifuges    

 Filtration devices  

 Wastewater treatment facilities  

 Bottling facilities    

 Increased wine losses due to small inefficient batch operations  

 Unaffordable technical expertise in process, wine chemistry and sustainable 

production.  

 Crushing above 5 tonnes labour intensive; uneconomical to automate as automation 

for this volume is expensive. 

 Cost of equipment is not proportionately scalable. That is 1 ton press costs half that of 

a 10 ton press. 

 Transfer of wine into refrigerator to be done immediately after crushing restrained by 

scale factors often leads to loss of quality and unable to meet OH&S regulations. 

Product for evaluation: 

The wine fermentation tank (Figure 11), referred to as the vessel, is chosen for the pilot 

study. The capacity of a tank varies from a few hundred litres (as commonly used by small 

wineries) to several tens of thousands of litres in the case of larger wineries. A FBD model is 

created by establishing, in the first instance, the major functional groups and systems.  Next, 

the subsystems, equipment items and components are identified. Certain equipment items are 

purchased as entire assemblies from external suppliers.  Depending on the scope of the 

design, these items do not need to be developed any further in the FBD hierarchy. The 

manufacturing tolerance is not considered critical in this product however the cleanliness and 

hygiene are critical across the range.   
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Figure 11: Sectional view wine fermentation tank 

The cost has been compiled based on commercial sources from Australia, US and China.  

Data and analysis and discussion 

Table 3 shows the cost for various sizes. The scalability cost drivers are restricted at this 

point to material and labour as a function of size. Purchased assemblies including the 

refrigeration unit, pump, heat exchangers and valves are treated as “off-the-shelf” and 

appropriately costed. It is to be noted that each of these parts and assemblies could be 

subjected to their own FBD analysis which would be able to evaluate their Scalability Index. 



20 
 

 

Table 3: Material and cost comparison of manufacturing of Tank in various sizes 

 

 

Figure 12: Aggregate scalability expressed in cost/litre 

Figure 12 shows the overall cost per litre for a stainless steel fermentation vessel. 

Variable Process Unit Measure Cost 5000lts 10000lts 20000lts 5000lts 10000lts 20000lts

Weight kgs 1050 1670 3150

Size SqM 180/225 10 20 25 $1,800 $3,600 $5,625

Thickness mm 3 3 4

Shearing/cutting Hours $/hour 60 1 2 4 $60 $120 $240

Rolling Hours $/hour 75 2 3 5 $150 $225 $375

Welding Hours $/hour 65 45 70 82 $2,925 $4,550 $5,330

Forming top 1500 1800 2500 $1,500 $1,800 $2,500

Forming bottom 1500 1800 2500 $1,500 $1,800 $2,500

Assembly accessories Hours $/hour 50 14 14 20 $700 $700 $1,000

Cleaning Hours $/hour 40 12 12 15 $480 $480 $600

Erection Hours $/hour 60 3 3 6 $180 $180 $360

Cleaning Hours $/hour 50 4 4 4 $200 $200 $200

Total  labour/fabrication cost $7,695 $10,055 $13,105

Inspection door 45 45 45 $45 $45 $45

Raking door 750 750 750 $750 $750 $750

Pump 3150 3150 4000 $3,150 $3,150 $4,000

Controller: PLC 450 450 450 $450 $450 $450

Cooling jacket 2500 3000 4200 $2,500 $3,000 $4,200

Tolerance Volume

Size

Temp 

control

Total cost $16,390 $21,050 $28,175

Dimensions 1600*3300 2000*4500 2150*6300

Bought out

Manufacturing process and cost of tank in different volumes

Not critical

Bought out

Bought out

Bought out

Bought out

Labour/ 

fabrication  

cost

Raw material

Bought out

Manufacturing 

specifications

Total cost $

Total cost $

Not critical

Critical

Unit value Total cost

Cost /liter, 5000, 
3.28  

Cost /liter, 
10000, 2.11  

Cost /liter, 
20000, 1.41  
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An analysis of the individual costs based on the FBD model shows those items that are 

sensitive to scale and those that are not. This is shown in Figure 13 (as a total cost) and 

Figure 14 (as a cost per litre).  

  

 

Figure 13: Individual Scalability (Individual cost of process and components) 

It can be seen that 

 Material used Stainless Sheet is scalable with a cost variation from 1800 to 5,625 

 Welding cost door is scalable with a variation of 2,995 to 5,330 
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 Cooling jacket is less scalable with value from 3,000 to 4,200 

 Whereas inspection doors, valves sampling vent are not significantly scalable with 

cost almost constant throughout the range selected. 

 

 

Figure 14: Economies of Scale (Cost per litre) 

Based on the model and graph the equation for some variables are interpolated as 

x Value y 

Regression 

R
2
 

Process : Welding  y = 2205.8ln(x) + 2950.9 0.9975 

Material: Sheet metal cost y = 1912.5x - 150 0.9988 

OEM: Cooling Jacket y = 1879.9 e0.2594x 0.9714 

OEM: Pump y = 425x2 - 1275x + 4000 1 

Process : Dome Pressing y = 200x2 - 300x + 1600 1 

OEM: Low cost purchased y = 705 Constant 

Total Cost y = 12415e0.2709x 0.9981 
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Although data was collected from a wide range of tank capacities from 500 litres to 20,000 

litres the comparison details were not available for all sizes. Hence the data is presented for a 

range between 5,000 and 20,000 litres. 

The model lists costs that are scalable and linear, scalable and non-linear and non-scalable (or 

constant) across the range. 

The need and ability to maintain close tolerances has a significant impact on the cost, volume 

and size of the product/process. Being a simple process and product the dimensional accuracy 

is not a significant factor in wine fermentation tank but maintenance of temperature and 

cleanliness is. This is reflected in the exponential nature of the cost of the cooling jacket 

whereas the sheet metal cost varies rather linearly. The design and manufacture of the cooling 

jacket and refrigeration system is another FBD analysis which is not considered here and 

considered as a purchased item (OEM). 

Other components, valves and doors, which are constant irrespective of the size of the vessel, 

within this range are constant and reflected in the graph. There is hardly any scope in 

attempting to scale these items. 

Conclusion 

This paper discusses a design tool that is, in the first instance, aimed at analysing the main 

functional design requirements and to establish the main cost drivers for each functional 

group as a function of the scale of the device.  There are many cost drivers.  The obvious 

ones of course are material, labour, depreciation and lease (capital ownership), transport and 

energy.  Less obvious ones would include carbon emission, waste, disposal as well as various 

social costs.  Key design parameters that the tool should address include the level of 

functionality, the scale of the device and the capability (tolerance or control levels) of the 

process.  The philosophy behind the model rests on key principles borrowed from 

RCM/FMECA (the function and system block diagrams), value engineering (functional 

design analysis and simplification), life-cycle costing (identification of all through life costs 

to disposal), QFD (alignment of functional and technical specifications with commercial 

requirements) and Taguchi analysis (robust design specification ranges for scale and 

capability).   

This design tool is not meant to be used in isolation nor is it a comprehensive tool in its own 

right.  It is a scalability analysis tool that should be used in conjunction with well-established 

design processes, such as the traditional Pahl and Beitz process or more recent design 

protocols such as VDI-2206 and 2221(Verein Deutscher, 2004). 
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Blackburn and Stokes (2000, p.48) suggest that focus groups have been “relatively under 

used” in entrepreneurship research and that part of the reason for this might be a lack of 

understanding by researchers of “what rigorously conducted focus groups can achieve.”  

With this in mind, the aim of our paper is to provide researchers with both a greater 

awareness of the potential for conducting focus group studies in entrepreneurship research 

and specific guidance on how to organize and conduct various types of focus groups.  While 

there are a variety of focus group methods that can be used, this paper will focus on three 

alternatives: the traditional focus group; focus groups undertaken using Group Support 

System (GSS) software; and on-line focus groups.  Each of these methods will be discussed 

and their potential advantages and disadvantages highlighted. 
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INTRODUCTION 

Blackburn and Stokes (2000, p.48) suggest that focus groups have been “relatively under 

used” in entrepreneurship research and that part of the reason for this might be a lack of 

understanding by researchers of “what rigorously conducted focus groups can achieve.”  

With this in mind, the aim of this paper is to provide the reader with both a greater awareness 

of the potential for conducting focus group studies in entrepreneurship research and specific 

guidance on how to organize and conduct various types of focus groups.   

 

Nature and purpose of focus groups 

Led by a moderator/facilitator, focus group participants will typically be gathered around a 

table to discuss a particular topic of interest to the researcher(s).  Focus groups represent a 

qualitative method for simultaneously exploring the views and perceptions of a number of 

individuals about an issue and would normally be conducted at either the beginning or end of 

a research project.  For example, focus groups can be conducted at the beginning of a project 

as a precursor to a survey (Frey and Fontana 1991).  Here the goal might simply be to check 

the wording of questions.  Alternatively, the researchers may be looking to focus group 

discussions to stimulate their thinking and help generate hypotheses for subsequent testing.  

In this case the researchers would be in an exploratory phase and the focus group 

methodology is employed to learn more about the phenomenon or topic under investigation 

(Calder 1977).  Focus groups can also be used at the end (or in the latter stages) of a project 

to help interpret questionnaire (or other quantitative) data “for which explanations might 

otherwise have to be conjectural” (Deri, Dinnerstein, Harding and Pepitone 1948, p.257), 

thereby contributing to a better understanding and interpretation of the material gathered.  

 

History of focus groups 

Although the focus group technique was discussed in 1926 by Bogardus and was mentioned 

occasionally in the subsequent decades, it did not become widely used until the fifties (Basch 

1987; Frey and Fontana 1991).  The eventual wide ranging adoption of the focus group 

technique appears to have resulted from a perceived commercial need for richer data than 

could be gained from market research and opinion polling (Guilford 1931; Peterson and 

Thurstone 1933; Lazarsfeld and Fiske 1938).  Merton (1987) credits Paul Lazarfeld from the 

World War II (US) Office of Radio Research with reacquainting academic researchers with 

the focus group method.  During and after World War II, the method was used to study the 
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social impact of mass communication, particularly the effectiveness of propaganda (Merton 

and Kendall 1946; Merton, Fiske and Kendall 1956). 

 

While opinion polling and market research originated in the US during the 1920s and 1930s, 

the Mass-Observation movement originated in the UK in 1937 (Madge and Harrisson 1939).  

The focus of Mass-Observation was those people who appeared not to have an opinion when 

polled about various political isues and likely election outcomes.  This, often large, group in 

society was being ignored by the more quantitative polling techniques of the day.  It was also 

suggested that “public opinion could not just be mechanically measured by questionnaires” 

(Moran 2008, p. 834).  Mass-Observation, therefore, seems to have been a major driver for 

the use of focus groups in Britain (Hubble 2006; Moran 2008; Phillips 2009).  Merton and 

Kendall’s (1946) article extolling the virtues of, and outlining the procedures involved with, 

the focussed interview appeared to provide a clear impetus for greater use of this qualitative 

technique, particularly in the realm of marketing.  Subsequently, Shapiro (1952) also became 

a strong advocate of the group interview method arguing that it saved time and money, 

reduced bias, and allowed greater interviewer control. 

 

Although the use of focus groups was being widely promoted in the fifties, particularly for 

marketing purposes, the technique did not start to gain prominence in academic circles until 

the nineties.  Based on a search of EBSCOhost research databases (EBSCO Publishing 

2011), Figure 1 tracks the number of articles published in peer reviewed journals using the 

subject term ‘focus groups’.  As can be seen from Figure 1, it was not until the early nineties 

that the focus group method started to gain prominence as a qualitative research method 

within the academic community, with its popularity showing no signs of waning.  Indeed, 

almost three quarters of the articles using the subject term ‘focus groups’ were published in 

the period 2006 to 2010.   



 

 

 
4 

Figure 1: ‘Focus Groups’ as a Subject Term for Peer-Reviewed Articles in EBSCOhost 

 

 

Advantages of focus groups 

From a review of the literature (see, for example, Goldman 1962; Fern 1982a; Basch 1987; 

Frey and Fontana 1991; Morgan 1996) there appears to be at least ten potential advantages 

associated with the use of focus groups as a qualitative research method.   

 They provide a relatively easy way of learning about the opinions of sub-groups 

within society, for example: entrepreneurs; nascent entrepreneurs; or female 

entrepreneurs.   

 By using audio (or audiovisual) recording equipment the researcher can obtain a 

permanent record of the verbal (or verbal and non-verbal) communication between 

group members.   

 They provide a particularly flexible method of inquiry because they can be conducted 

with just a few individuals or a larger group (twelve or more).  They can also be used 

in a cross-sectional design to obtain opinions at a particular point in time, or 

longitudinally to examine changes in opinions over time.   

 Involving participants in a form of group interview will generally be less costly than 

conducting one-on-one personal interviews with an equivalent number of individuals.   
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 The turnaround time with a group interview is considerably shorter than would be the 

case with in-depth interviews conducted with a similar number of individuals.   

 With individual interviews the interaction is limited to the interviewer and the 

respondent, while in a focus group there is much more interaction between 

participants.  This interaction can potentially provide additional explanations for, and 

a deeper understanding of, the views held by the group.   

 In a focus group situation the moderator can probe comments as they arise to judge 

the reaction of the other group members, again providing potentially more depth than 

would be the case in an interview situation.   

 It is also likely that “group pressures may inhibit individuals from providing 

misleading information” (Basch 1987, p.434).   

 Because the focus group participants will often have similar backgrounds (and 

because participants may have had the opportunity to relax over some light 

refreshments prior to the focus group commencing) they might be more willing to 

voice their true feelings than would be the case in a face-to-face interview with a 

complete stranger.   

 Consistent with a number of the previously stated advantages, proponents of the focus 

group method argue that the sum of the responses from a group will exceed the sum 

of the individual responses; that is, ‘two heads are better than one’.   

 

Disadvantages of focus groups 

While a number of advantages associated with focus groups have been advanced, there are 

also some potential disadvantages that need to be recognized.  Fern (1982b) also notes that 

many of the advantages listed above have not been subjected to scientific testing and where 

they have been formally tested the results suggest the stated benefits are marginal, at best.  

For example, Fern (1982b) found that participants interviewed in a group situation generated 

fewer ideas in total than an equivalent number of participants involved in one-on-one 

interviews; that is, there were diminishing returns (in terms of idea generation) to focus group 

size.  However, even though the total number of ideas produced by a focus group might be 

less, the cost per idea generated should also be less than would be the case with individual 

interviews.  Further, although there may be diminishing returns in terms of idea generation, 

the additional interaction between group members can potentially provide additional 
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explanations for (and a deeper understanding of) the ideas and views held by the group, 

compared to an individual interview. 

 

In terms of specific disadvantages associated with the focus group method, the literature 

(Fern 1982a; Basch 1987; Kaplowitz and Hoehn 2001) suggests there are eight that 

entrepreneurship researchers should be particularly aware of.   

 Focus groups are not useful for testing hypotheses in the tradition of experimental 

design.   

 The results from focus groups are generally not appropriate for drawing inferences 

about larger populations; that is, they should not be generalized.   

 Only individuals who are capable and willing to verbalize their views can be studied 

in a focus group.   

 Dominant group members may result in incomplete or biased information if other 

members are reluctant to speak out.   

 Given the lack of anonymity, some participants might be reluctant to provide their 

true feelings about an issue, particularly if they believe their views to be controversial 

and not in keeping with those of the other group members.   

 It is possible that the ideas raised and the views expressed by the group could reflect 

‘groupthink’ rather than being representative of the diversity of views held by the 

wider population.   

 In preparing transcripts from audio or video tapes, it is not always possible to hear all 

the comments, particularly if some group members are quietly spoken or if a number 

of participants are making points simultaneously.  Further, the transcription process 

and subsequent analysis of the transcripts can be time consuming and can 

significantly delay a research project.   

 There is also the issue of observer dependency, that is, the extent to which the 

responses provided by the group members are influenced by the researcher.   

 

Note that many of these potential disadvantages can be minimized in a well designed focus 

group run by an experienced moderator.  
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Types of focus group 

While Wikipedia (2011) lists a number of different types of focus group, we will look 

specifically at three alternatives: the traditional focus group; focus groups undertaken using 

Group Support System (GSS) software; and on-line focus groups.  While there have been a 

number of entrepreneurship studies that have used the traditional method, we felt that both 

the GSS and on-line focus group methodologies offered some potentially important 

advantages over the traditional method.  For example, the GSS method is particularly useful 

for: ensuring that the discussion is not dominated by a few assertive individuals; maximizing 

the contribution of all members, as participants can enter comments simultaneously thus 

permiting each group member to have more time to contribute ideas; and overcoming a 

reluctance by some group members to contribute because of concerns they may be 

ridiculed for asking ‘foolish’ questions or making unpopular comments.  With on-line 

focus groups there is the added advantage of being able to include individuals from remote 

areas (different geographical regions) who might find it difficult to attend a traditional focus 

group because of the travel required.   

 

The advantages and disadvantages of using each of these focus group methodologies will be 

further examined in the remainder of this paper which will also explain how to organize and 

conduct a focus group using each technique.  

 

CONDUCTING A TRADITIONAL FOCUS GROUP 

Much of the prior empirical research on small and medium enterprises (SMEs) has relied 

heavily on cross-sectional survey methodologies (mail and/or telephone).  However, as 

closed-ended questions effectively require appropriate pre-knowledge of the area under study 

they are less likely (compared to more qualitative, open-ended questions) to present an 

exhaustive picture of a relatively unknown area of interest.  Worse still, asking closed-ended 

questions may simply result in confirming the researcher’s expectations without the 

researcher knowing that important detail is being missed. 

 

One way to generate broader qualitative data is through face-to-face interviews.  However, 

Blackburn and Stokes (2000) argue that this method may suffer from the same inherent flaw 

as surveys, in that business owners may try to give an ‘expected’ answer rather than an 

accurate picture of themselves or their business.  Blackburn and Stokes (2000) suggest that 
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such difficulties can potentially be overcome through the use of a focus group approach 

because participants may feel more comfortable about sharing their feelings and experiences 

within a group of peers.  The psychological security derived from group membership may be 

particularly relevant to researching owner-managers as it is likely that such individuals will 

be more open about their views when interacting with other owner-managers rather than in a 

one-on-one interview with a researcher (particularly if there is a perceived ‘culture gap’).  It 

should also be noted that participants are more likely to be candid in a group situation 

because the focus is on the group and the ideas it generates rather than on the individual.  A 

further benefit attributed to focus groups (over other qualitative methods such as personal 

interviews) is the additional insights that can be gained from the interaction of group 

members as each speaker provides a platform upon which others can contribute, rather than 

only responding to a pre-determined list of questions.  Given these benefits, and the fact that 

focus groups can be used in any situation where people’s perceptions (or views) are of 

interest, its limited use “as a research tool by academics studying entrepreneurs and small 

businesses is perhaps surprising” (Blackburn and Stokes 2000, p.48).   

 

The traditional focus group comprises a single moderator controlling/overseeing an 

interactive group discussion where participants are free to talk with other group members in 

response to issues/questions raised by the moderator.  These discussions are usually captured 

with audio (or audiovisual) recording equipment.  Below we provide some guiding principles 

that should be followed when conducting a traditional focus group discussion.  These include 

decisions concerning: the number and nature of participants; the number of focus groups to 

be conducted; the focus group structure; selecting a suitable venue; choice of moderator; and 

how to run the focus group session.  We then discuss, in some detail, two very different SME 

focus group studies to illustrate how these principles have been applied ‘in practice’.  

 

Deciding on the number of focus groups 

Normally several focus groups are held to ensure that a broad cross-section of views and 

opinions are canvassed on the topic of interest.  At a minimum we would recommend holding 

two focus groups because it is unlikely that researchers could feel confident about achieving 

a satisfactory outcome on the basis of a single group discussion.  This is particularly so given 

some of the potential difficulties that can arise when conducting focus groups, for example: 

the recording equipment may prove faulty; a significant number of participants may fail to 
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show up; a very vocal/disruptive participant may stifle discussion; and, if there are too many 

very quiet participants, it might be hard to generate adequate discussion.   

 

Ideally, additional focus groups should be conducted until no more new ideas are being 

generated (if the study is ‘exploratory’ in nature) or until there appears to be a reasonable 

consensus among the participants (if the study is ‘confirmatory’ in nature).  In practical 

terms, however, focus groups take considerable planning and can be costly to run 

(particularly if a professional moderator is being used and participants are being provided 

with some recompense for giving up their time to participate) and, therefore, it would be 

normal practice to decide on the number of focus groups to be conducted at the outset.  This 

would almost certainly be the case where a grant or other form of funding is being sought for 

the project.   

 

In this situation three key factors need to be considered when deciding on (and justifying) the 

number of focus group sessions to be conducted.  First, is the nature of the study; 

‘exploratory’ versus ‘confirmatory’.  Normally ‘exploratory’ focus groups are run with fewer 

participants (than ‘confirmatory’ focus groups) and, therefore, more focus group sessions are 

required to achieve a reasonable outcome.  Second, is the number of differing participant 

characteristics being considered.  For example, if we are examining SME owners as one 

homogeneous group then a minimum of two focus groups would be required.  If, however, 

we are interested in the views of ‘nascent’ versus ‘established’ business owners then a 

minimum of four focus groups is likely to be required (two for each demographic group).  

Third, while it is clear that the greater the number of focus groups held the more confidence 

the researcher(s) can have in the outcomes (and the easier it is likely to be to get the findings 

published) it is important to note that, typically, there are diminishing returns with each 

additional focus group.   

 

Deciding on the number and nature of participants 

While there is no ‘ideal size’ for a focus group, it is generally accepted that the most effective 

focus groups are those with between 8 and 12 participants (Fern 1982b).  If the group is too 

large some participants may become frustrated because they are unable to adequately express 

their views, particularly where there are a number of dominant participants and there is 

limited time available for each question.  Note that this problem is likely to be made worse if 

a relatively inexperienced moderator is conducting the session.  Alternatively, if the group is 
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too small there may be difficulties generating an active discussion, particularly if there are a 

number of very quiet participants.   

 

As a starting point, the size of a group should first be guided by the aims of the research.  For 

example, if the focus groups are being conducted to help generate research hypotheses (that 

is, they are more ‘exploratory’ in nature) a larger number of smaller groups, conducted in a 

less structured manner, is preferable to maximize the amount of information that is likely to 

be gathered.  By way of contrast, if the focus groups are being conducted to interpret research 

findings (that is, they are more ‘confirmatory’ in nature) then a smaller number of larger 

groups, conducted in a more structured manner, is likely to be preferable.   

 

Besides the nature of the study, there are a number of other practical considerations that also 

need to be considered when determining the size of focus groups.  First, the time available for 

the focus group discussion needs to be addressed.  As a ‘rule of thumb’, allowing between 90 

and 120 minutes for discussion seems reasonable (Kahan 2001).  Trying to maintain the 

interest of the group for longer than two hours (particularly if the focus group is to be held 

after work, which is often the case) is likely to prove difficult.  Second, is the number of 

questions to be discussed.  Third, is the time that is deemed appropriate to allot to the 

discussion of each question.  Here it is important to note that while not all participants will 

necessarily want to respond to every question, it is important to allow sufficient time for the 

moderator to try and elicit responses from the less vocal members of the group.  If we 

assume, for example, that our focus group session is to run for 120 minutes, there are to be 10 

questions and allowing 1.5 minutes for each participant to provide their response, then we 

would ideally like to have 8 participants (8x10x1.5=120).  If there were fewer questions to be 

discussed, or it was felt that less time would be needed to answer each question, then it would 

be appropriate to invite additional participants (or reduce the time allocated for the focus 

group session).  It is also important to note that not all invited participants who have 

indicated a willingness to take part in the focus group will turn up; there will be the inevitable 

‘no-shows’.  Therefore, it is generally advisable to invite one or two additional participants to 

ensure the size of the group is sufficient to generate a lively discussion.  A final consideration 

in deciding on the size of the focus group is the experience of the moderator.  Other things 

being equal, if the moderator is inexperienced it would be prudent to err on the side of 

smaller, rather than larger, focus groups. 
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Because the objective of conducting a focus group is to highlight where agreement exists 

amongst the participants, it is normal practice for the participants to be selected on the basis 

that they are relatively homogeneous with respect to the topic of interest.  Therefore, a 

purposive sampling approach would normally be adopted in recruiting focus group 

participants.  To determine how representative the views/opinions of a focus group are (and 

how strongly they are held) subsequent research using a probability sampling design can be 

undertaken.  The characteristics to be considered in selecting focus group participants could 

include: age; sex; and any other factors that might influence the attitudes of the participants 

towards the topic of interest.   

 

It is also suggested that, ideally, participants should be ‘strangers’ because having 

acquaintances participating in a focus group may upset the dynamics of the group and could 

inhibit responses (Fern 1982b).  While this is no doubt true for focus groups designed to 

investigate sensitive social issues, it is likely to be of less concern when business owners are 

the subject of investigation.  It should also be noted that in some circumstances (for example, 

if female entrepreneurs in a local region form the basis of the study) it might be difficult to 

recruit a sufficient number of focus group participants who have never previously met.   

 

Choosing a moderator 

The focus group discussion is led and controlled by a moderator/facilitator whose role it is to:  

 Create a non-threatening environment that promotes a free-flowing discussion. 

 Help members share their experiences by ensuring that, as far as possible, there is 

only one person speaking at a time. 

 Elicit the views of all, particularly the quieter participants. 

 Facilitate interaction amongst participants. 

 Ensure that all important topics and questions in the prepared outline are covered, that 

is, keeping group members on track. 

 Present questions in an unbiased way. 

 Use judgment to pursue alternative lines of questioning or to probe responses if this is 

likely to lead to a better understanding of the issue/topic being discussed. 

 Ensure that the discussion is captured, usually by audio (or audiovisual) equipment. 
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Clearly, to achieve all these outcomes requires a highly skilled moderator.  Some key 

traits/skills that are important if a moderator is to produce a useful outcome include: 

 Being able to create a non-threatening environment that promotes a free-flowing 

discussion. 

 Being sensitive to the views of the participants, even if those views are not shared by 

the moderator. 

 Having an outgoing personality that helps to make the participants feel comfortable 

and generate discussion. 

 Having experience in controlling group discussions to ensure that all participants have 

the opportunity to have their views heard and, particularly, to ensure that a few 

individuals do not dominate the discussion. 

 Having a good understanding of the subject matter being discussed. 

 

Who then should be chosen to take the role of moderator?  Should it be a member of the 

research team?  Or should a professional moderator be engaged for this purpose?  In 

choosing the most appropriate moderator there appears to be two schools of thought.  The 

first suggests that an experienced moderator should be sought for this task (Kahan 2001).  

The second argues that the researcher (or one of the research team) should take the role of 

moderator (McLafferty 2004).  Like most things in life, this is a matter of judgement and will 

depend on the answers to a number of questions.  First, does the researcher, or a member of 

the research team, have any experience in moderating a discussion group?  Second, are there 

funds available to pay a professional moderator?  Third, what is the nature of the study?  For 

example, if the study is exploratory in nature, then having a deep understanding of the 

topic/issue might outweigh a lack of skill/experience in conduction group discussions.   

 

Where a decision is made to use a professional moderator it is essential that sufficient time is 

spent with that person so the researcher (research team) can ensure the moderator has a 

reasonably in-depth understanding of the aims of the research project, the nature of the 

participants and the questions/issues to be discussed.  It is also important that at least one 

member of the research team is present (but in the background) at all focus group sessions to 
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observe the body language of participants, to take notes and, if necessary, to provide 

clarifying comments about the project.   

 

Focus group structure 

Depending on the purpose of the research, focus groups can be relatively structured (with 

specific questions asked of group members and with the moderator playing a very 

active/directive role) or they can be quite unstructured (with participants being 

allowed/encouraged to talk more freely with each other in response to open-ended questions).  

For example, if researchers are simply interested in ‘pilot testing’ a research instrument then 

a fairly structured approach would be called for with the moderator systematically 

progressing the discussion through each questionnaire item.  Alternatively, if researchers 

have the more ambitious goal of using qualitative research to generate (or select) theoretical 

ideas and hypotheses which they plan to verify with future quantitative research then the 

focus group should be conducted in a much less structured manner (Calder 1977).   

 

Selecting a suitable venue 

There are a number of issues that need to be considered when selecting a venue/room in 

which to hold a focus group discussion.  First, it is important to try and find a suitable 

location that is reasonably central for the majority of the participants; the further they have to 

travel at the end of a hard day’s work the more likely they are to be ‘no shows’.  Second, the 

size of the venue needs to be considered.  It is important that the venue is reasonably intimate 

to facilitate discussion, but there needs to be adequate room for all participants to feel 

comfortable and, ideally, there should be space at the side or rear of the room for one or more 

members of the research team to sit and observe proceedings.  Third, the venue selected 

should be free from interruptions, such as phones ringing or people passing through (Basch 

1987).  Typically, a venue such as a boardroom (with no windows) can prove to be a very 

suitable location for holding a focus group session.   

 

Conducting the focus group 

Having recruited the required number of appropriate participants for a focus group session 

and decided on both the venue and moderator, the next step is to conduct the focus group.  In 

doing so, the following key steps should be kept in mind. 
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Prior to conducting a focus group 

First, a detailed script needs to be prepared for the session.  Amongst other things, this script 

will cover the aims of the session and the questions/issues to be discussed, and is particularly 

important when an independent/professional moderator is to conduct the focus group.  In this 

case the script needs to be discussed with the moderator in some detail well before the 

session is due to be held to ensure he/she has a thorough understanding of the aims of the 

research.  Developing the discussion outline and, in particular, the questions/issues to be 

discussed requires careful thought and a considerable amount of effort.  As with any 

questionnaire design, each item should have a specific purpose and be related to the research 

aims.  As a general rule, items should proceed from general to specific.  Ideally it would also 

be useful to pretest the script.   

 

Second, a suitable day and time for holding the focus group has to be determined.  If 

possible, some consultation with prospective focus group participants on this issue might be 

worthwhile.  In our experience, conducting focus groups from about 6pm onwards on a 

Monday to Thursday has typically worked well.  A later starting time might be required if 

participants have to travel some distance to the venue.   

 

Third, when obtaining confirmation from potential participants that they are willing to attend 

a focus group, the participants should be advised of the location and expected duration of the 

session.  A reminder confirmation should be sent to all participants several days before the 

session is due to be held, again with the location and timing details provided. 

 

Fourth, recording equipment needs to be arranged and the moderator/researcher must ensure 

he/she knows how to operate the equipment.  Ideally the equipment should be installed in the 

venue and tested well in advance of conducting the focus group in case any problems arise, 

however, this might not always be practical.  Care needs to be taken with the placement of 

the recording equipment to ensure that all comments are captured.   

 

Fifth, given a focus group session can normally be expected to last about two hours and is 

likely to be held after normal working hours, it is generally a good idea to provide some light 

refreshments before the session starts.  This will allow the participants to mingle and 

‘unwind’ a little prior to the commencement of the session.  If refreshments are to be 

provided the participants should be advised of this in the confirmation letter they are sent.  
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Depending on the size of the venue to be used for the focus group discussion, it might also be 

necessary to arrange a separate room in which the refreshments are provided to participants 

prior to the commencement of the session.   

 

Sixth, budget permitting, a decision needs to be made concerning the 

reimbursement/compensation to be offered to participants for any travel costs and for giving 

up their time to attend the focus group session.  Again, if compensation is to be provided the 

participants should be advised of this in the confirmation letter they are sent. 

 

Seventh, it is normal practice to provide participants with an information sheet and consent 

form prior to the focus group so that they are aware of the general aims of the project, their 

rights and how their anonymity will be preserved.  Appendix A provides a template for such 

an information sheet and consent form. 

 

When conducting a focus group 

To ensure participants are reasonably close together (to maximize the quality of the audio- or 

audio-visual recording), any surplus chairs as a result of ‘no shows’ should be removed from 

around the table.  Then, using the script provided, the moderator will typically progress 

through the following items.   

 

First, the participants should be welcomed and asked if they have any questions regarding the 

information provided in the information sheet.  Then, if they have not already done so, they 

should be asked to complete and sign the consent form.  If it is not obvious, the moderator 

might also like to point out to the group the location of the nearest restroom.  The moderator 

should also reiterate that all comments provided will remain confidential and that no 

individual will be identified in any publications that might result from the focus group 

discussion. 

 

Second, the moderator should provide a brief overview of the main aim(s) of the study and 

how long the session is expected to last.  At this stage the moderator should briefly introduce 

any members of the research team that are present.  Note, however, that members of the 

research team should not be seated around the table with the focus group participants; they 
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should be seated in the background, preferably at the back of the room or at the side if there 

is no room at the back, but not at the front of the room.   

 

Third, it is often useful before launching into the session to ask the participants to briefly 

introduce themselves.  This tends to ‘break-the-ice’ and allows the participants to relax a 

little before the serious business starts.   

 

Fourth, the moderator needs to set the ground rules; for example, there is to be only one 

person speaking at a time, otherwise it is very difficult to properly capture all comments.   

 

Fifth, the moderator can then work through each of the questions/issues of interest to the 

researcher(s).  In doing so it is important that the moderator provides all participants with the 

opportunity to express their views.  Indeed, the moderator may have to work hard to elicit the 

views of participants that are not particularly forthcoming.  As part of this process, the 

moderator may have to ensure that a minority within the group do not dominate the 

discussion.  At all times it is important that the moderator remains neutral with respect to the 

issues being discussed and, if need be, he/she should feel free to seek clarrification 

concerning any of the views expressed.   

 

Sixth, at the conclusion of the session the moderator should thank all of the participants for 

their contribution.  If any reimbursement/compensation is being provided to the participants, 

the moderator needs to facilitate this process which will normally involve the participants 

having to sign a document acknowledging the payment they have received. 

 

After conducting the focus group 

As soon as possible after the conclusion of the focus group session it is useful if the 

moderator can prepare a brief summary of the main points raised during the discussion and 

any comments he/she might have that are relevent to the study.  This should also be done by 

any members of the research team that observed the session.   

 

Finally, arrangements have to be made to have the focus group discussion transcribed for 

subsequent analysis by the researcher(s).  
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Traditional focus group research in practice 

The principles discussed above will now be further highlighted in an analysis of two 

entrepreneurship studies that adopted a traditional focus group methodology.  The aim of 

Study 1 was to enhance the researcher’s understanding of how women feel about both the 

possibility and opportunity of becoming entrepreneurs.  In particular, the study set out to 

explore how images of female entrepreneurs are visually constructed and represented in TV 

documentaries (Neergaard and Smith 2004).  In Study 2 focus groups were used as an 

alternative research methodology in an attempt to reconcile the findings of two prior studies 

and to determine whether those studies provided an exhaustive set of dimensions (factors) 

into which all owner-operator objectives could be classified (Newby, Watson and Woodliff 

2003).  The study also sought to determine if there was a temporal dimension to owner-

operator objectives.   

STUDY 1 

IMAGES OF WOMEN’S ENTREPRENEURSHIP: DO PICTURES SPEAK LOUDER 

THAN WORDS? (NEERGAARD AND SMITH 2004) 

 

Introduction 

The aim of this study was to gain a better understanding of how images of female 

entrepreneurs are visually constructed and presented in television documentaries and how 

these images are decoded and interpreted by both aspiring and practicing female 

entrepreneurs.  This is an important issue because television is a powerful social medium of 

expression and, therefore, is likely to have a significant influence on aspiring entrepreneurs.  

As noted by Danesi (2002), television influences the way in which individuals derive 

meaning from their daily life.  The documentary the participants were shown, and asked to 

respond to, was selected from a series entitled ‘Girls with power’ (Piger med power in 

Danish).  The aim was to analyse how aspiring and practicing female entrepreneurs interpret 

the images and messages presented in the documentary with a view to providing a better 

understanding of whether such programs are able to impact the images and attitudes women 

associate with entrepreneurship and, ultimately, to influence the propensity of women to 

establish and grow new ventures.   

 

The selected documentary depicts a female entrepreneur, Lene Mønster (LM) who founded a 

company called ‘Girlsquad’, going about her daily routine.  The unique selling proposition of 
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LM’s company is the provision of hostesses/hosts for themed corporate events.  The visual 

presentation of LM is that of a stereotypical ‘dizzy blonde’; an appearance that LM does little 

to discourage.  LM is filmed in six separate locations: at home, with and without her partner; 

at her premises with staff and prospective employees; at the beach with a friend; at the 

hairdresser; at her birthday party; and holidaying/working in Saint Tropez.  Regardless of the 

setting, the focus is on her appearance and her actions appear to be staged.  This is 

particularly noticeable in one instance when LM picks up a book with the title ‘Guide to 

survival for successful women’ and sits down on her settee to read it.  It is very obvious that 

this is a rehearsed rather than spontaneous action to illustrate how she can be so busy and still 

remain very much a ‘woman’.  Interestingly, the documentary provides no information on the 

difficulties of starting an entrepreneurial venture, the focus is action-orientated and zooms in 

on the fun of doing it.  LM’s life seems like an endless party and the documentary highlights 

the fact that she is a part of the Copenhagen ‘jet-set’.  

 

The focus group method was adopted for this study because it allowed participants’ 

spontaneous reactions to the documentary to be recorded and observed (such as smiles of 

approval, smirks, raised eyebrows, fidgeting etc).  These non-verbal cues can provide 

evidence of genuine individual interpretation which might help to counterbalance any ‘group 

effect’.  The ensuing group discussion would also be likely to provide useful information 

about how the participants decoded the messages embedded in the documentary.   

 

The number of focus groups and the nature and number of participants 

As a first step in trying to better understand how females might decode the messages 

contained in television documentaries concerning female entrepreneurs, it was decided to 

conduct two focus groups.  Further, because it was felt that aspiring and practicing female 

entrepreneurs could have different reactions to the documentary (and being in a mixed group 

might inhibit their interaction) the decision was made to run one focus group with aspiring 

female entrepreneurs and the second with practicing female entrepreneurs.  Therefore, a 

purposeful sampling approach was adopted with aspiring entrepreneurs being recruited from 

an entrepreneurship advisory centre and practicing entrepreneurs from the ‘Heroines of 

Tomorrow Network’.  In both cases the organisations involved helped to recruit potential 

participants by promoting the study using a ‘flyer’ that was prepared for this purpose.   
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In terms of the number of focus group participants, the aim was to have about eight 

participants in each group.  With this in mind, and noting that it was likely that at least one or 

two of the invited participants would either decline the invitation to attend a focus group or 

would fail to turn up, 10 participants were invited to each of the two focus group sessions.  

All of those invited to the practicing female entrepreneurs focus group session accepted, 

while nine accepted for the aspiring entrepreneurs session.  Interestingly, there was only one 

‘no-show’ for the group of practicing entrepreneurs and the discussion between the nine 

members of this group was quite lively and, at times, rather heated.  All of the participants in 

this group had fairly strong opinions (possibly resulting from their experiences in setting up 

their own businesses) and were willing to voice them.   

 

By way of contrast, there were four ‘no-shows’ for the group of aspiring entrepreneurs and 

the moderator had to work considerably harder to generate discussion in this smaller group 

than was the case with the larger group of practicing entrepreneurs.  It is difficult to know 

what caused this high ‘drop-out’ rate as only one of the ‘no-shows’ phoned to advise she 

would be unable to attend (because of a problem with child minding arrangements).  Note 

that the average rate of ‘no-shows’ across the two groups was about 25%.  Had the budget 

available for this study allowed participants to be remunerated for their participation perhaps 

there would have been fewer ‘no-shows’.  However, this did not appear to impact on the 

group of practicing entrepreneurs and, therefore, remunerating this group for their 

participation would have been a waste of scarce resources.  Another reason for the high level 

of ‘no-shows’ in the group of aspiring entrepreneurs might relate to the added (particularly, 

time) pressures they faced in trying to establish a new venture.  Interestingly, the participants 

in this group ‘rushed off’ as soon as the session had finished.  By way of contrast, the group 

of practicing entrepreneurs remained in the venue for some time after the formal proceedings 

had concluded to further reflect on the discussion that had taken place.  

  

While Fern (1982b) suggests that, in an ideal situation, it is preferable that focus group 

participants do not know each other (because it could limit discussion), this proved rather 

difficult for the group of practicing entrepreneurs as they were all part of the same network 

organization.  Interestingly, this did not appear to inhibit discussion in this group which, as 

noted earlier, was quite robust.  This outcome supports the argument advanced by Powell et 

al. (1996, p.198) that “groups of friends rather than strangers are more likely to offer a 

supportive atmosphere conducive to frank discussions.”   
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Table 1 provides the demographic details for the participants in the two groups.  Note that 

this information was collected from potential participants (together with their contact details) 

when they contacted the researchers to indicate a willingness to participate in a focus group 

session.   

Table 1:  Participant Demographics 

  Education Experience Age Type of company Solo/team 

A
sp

ir
in

g
 E

n
tr

ep
re

n
eu

rs
 

1 Journalist n/a 31 Communication 

consultant 

Alone 

2 Literature 

history 

n/a 28 Publishing company Alone, but in 

cooperation with 

others 

3 Interpreter n/a 26 Communications 

bureau 

With the person 

below 

4 Interpreter n/a 29 Communications 

bureau 

With the person 

above 

5 Master of Arts n/a 28 Project development 

and consultancy firm 

With a friend 

P
ra

ct
ic

in
g

 E
n

tr
ep

re
n

eu
rs

 

1 Journalist n/a 32 Journalism Alone but in close 

cooperation with 

others 

2 Technical 

assistant 

IT diploma 

Technical assistant 47 Laundry and RFID 

technology 

Alone 

3 Lawyer Serial entrepreneur 

Retail and 

wholesale of art 

wares 

35 Organization 

development 

consultancy to law 

firms 

Alone but with the 

aid of family 

4 Journalist n/a 27 Publishing company With two men 

5 Fashion 

designer 

Degree from the 

Fashion Institute 

of Technology 

New York 

50 Dressmaking/design Alone, but 

negotiating a 

partnership 

6 Political 

science 

Web-design, taxi 

driver 

36 Transport company Alone 

7 Architect n/a 34 Architectural firm With two men 

8 Grammar 

school teacher 

Teaching 

Body and psyche 

63 Institute for personal 

development 

Alone 
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therapist 

Organization 

development 

consultant 

 

The moderator 

One of the research team acted as the moderator for both focus group sessions because that 

person: had taken a course a couple of years earlier on conducting focus groups; had taught 

qualitative methods, including focus groups, to master students for some years; had 

participated in a number of focus groups; and, ultimately, there was no budget available to 

pay a professional moderator.  It should also be noted that because this was an exploratory 

study it was felt that having a deep understanding of the topic/issue was more important than 

having skill/experience in conducting focus group discussions.   

 

Focus group structure 

A carefully planned script was prepared well in advance of the focus group sessions (see 

Figure 2).  Although the script was not pre-tested it was discussed with representatives from 

the entrepreneurship advisory centre (from which the aspiring entrepreneurs were recruited) 

before conducting the focus groups.  As can be seen from Figure 2, the questions posed to the 

focus group participants started out fairly general and then became more specific after 

screening the documentary.  Given the exploratory nature of this study, the moderator was 

mindful of the need to encourage the participants to speak freely amongst each other in 

response to the questions raised.   
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Figure 2: Interview Guide 

I.  Introduction 

a.  Purpose and practical information. 

II.  General discussion of female entrepreneurship in Denmark 

a.  What do you associate with the word ‘entrepreneur’ (ivaerksaetter in Danish) – the 

participants are asked to write down their perceptions on paper provided  – max one 

sentence on each piece of paper, max five sentences, max seven words per sentence 

and written in big letters.  These are then to be grouped by the participants under 

main headings and a discussion of the words/sentences is to follow. 

b.  The participants should then be asked to discuss whether there are certain 

characteristics or personalities that they associate with entrepreneurs and whether 

these are the same for men and women. 

c.  The last question in this part of the discussion concerns what expectations the 

participants had/have concerning life as an entrepreneur and, for practicing 

entrepreneurs, how these expectations have been fulfilled. 

SHORT BREAK 

III.  Documentary program ‘Girlsquad’. 

IV.  Immediate reaction to the program. 

a.  Please spend a few minutes considering your immediate reaction to the program – 

then write down the first four ideas that come to mind.  Discussion. 

V.  Discussion of the storyline/plot. 

a. How would you describe the personality of the main character? 

b. How do you see it in relation to the entrepreneurial role? 

c. What other roles does the main character play – are there some that you recognize 

and how? 

d. How does the main character balance work, family and leisure? 

VI.  How does a program like this make you feel about starting your own business? 

 

The venue 

The focus group sessions were held at the local university which was centrally located and, 

therefore, the participants did not have to travel very far to participate in the sessions.  A 

member of the IT department at the university assisted with setting up the video recording 

equipment.  The meeting room had a semi-circular table which facilitated discussion between 
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the participants.  In hindsight, however, the room chosen was a little small and the video 

camera was unable to capture all of the proceedings.  Fortunately, the video camera was able 

to capture all of the interaction between the participants; it was only the moderator that was 

missing.  The room, being quite small, also warmed up very quickly and did become a little 

uncomfortable, particularly with the larger group of practicing entrepreneurs.   

 

Conducting the focus group 

The focus groups were held on a Tuesday and Thursday evening of the same week between 

7pm and 9pm.  It was felt that by starting at 7pm women with small children would have 

time to collect them from kindergarten/school, take them home and feed them before leaving 

to attend the focus group session.   

 

As can be seen from Figure 2, at the start of each focus group session the moderator gave a 

brief introduction outlining the purpose of the session and providing practical information 

such as: there would be a short refreshment break before viewing the documentary; only first 

names were to be used when addressing members of the group; only one person should speak 

at a time, but that all participants would get a turn to speak; and the moderator’s role would 

be to facilitate, rather than direct, the discussion.  Participants were made aware of the 

location of the restrooms at the commencement of the short refreshment break prior to 

viewing the documentary.   

 

The moderator then progressed through the script.  Note that for some of the questions the 

participants were asked to write down their thoughts/ideas on pieces of paper that were then 

pinned up and discussed.  This process appeared to work well as it took the focus off the 

individual and placed it on the comment/idea.  It also served to minimize problems of group 

conformity as the participants had to write down their ideas before being exposed to the 

thoughts of the other members in the group.   

 

As noted earlier, the moderator did have to work quite hard to stimulate an active discussion 

in the small group of aspiring entrepreneurs.  For the group of practicing entrepreneurs the 

moderators main challenge was keeping the participants focused on the questions and 

stopping a couple of them talking to each other rather than to the group.  After viewing the 

documentary, the participants were asked to discuss the specific messages they gleaned from 
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the program and the values they felt were represented by the female entrepreneur (LM).  The 

main themes emerging from that discussion are presented in the following section.   

 

Results 

Both groups of entrepreneurs were asked about their immediate reaction to the documentary, 

and what values LM portrayed.  They were asked to write down, in the form of key words, 

the first four ideas that came to mind.  Table 2 shows that the majority of the words recorded 

by the participants related to LM’s personal characteristics.  The remaining words can be 

classified under three headings: the requirements to be successful in business; the place of 

entrepreneurship in one’s life; and the factors leading to the establishment of a new venture.   

 

Table 2:  Comparing the Views of Aspiring and Practicing Entrepreneurs 

 Practicing entrepreneurs Aspiring entrepreneurs 

Personal characteristics Ambitious 

Energetic 

Courageous 

Goal oriented 

Self-confident 

Willful 

A ‘doer’ 

Power woman 

Professional 

Autodidact 

Cheeky 

Creative 

Cool 

Self-confident 

Drive 

Indomitable 

Initiative 

Success requirements Focus 

Networking 

Networking 

Canvassing 

Place of entrepreneurship in 

one’s life 

Workaholic Leisure = work 

Factors leading to a business A good idea Chance/accident 

Idea 

 

During the discussion participants in both groups expressed frustration concerning the lack of 

explanation about how LM’s business was actually started.  They also felt that a documentary 

portraying a person closer to their own world would have been preferable.  Being part of the 

Copenhagen ‘jet-set’ was simply unimaginable and there was too much of a picture-postcard 
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feel to the documentary.  The participants expressed the view that it was a flawed picture, 

with none of the hardship one usually associates with entrepreneurship but with all of the 

glamour.  Without the glamour the participants felt it would be very easy to recognize 

themselves in the documentary.  The aspiring entrepreneurs, who were in the process of 

starting their businesses, were particularly disappointed at the lack of information about how 

hard it was to start a business and how much work was involved.  One of the participants in 

this group made the comment, about LM, ‘I bet she has never written a business plan’.   

 

Participants in both groups felt that to be a successful entrepreneur you had to dedicate 

yourself to your business and in this sense they could relate to LM as she was clearly a 

workaholic.  The importance of time was a pervasive theme that emanated from the 

discussion, particularly for the aspiring entrepreneurs.  LM was seen as making good use of 

her time, selling herself and her societies cultural and stereotypical expectations of women; 

although she appeared to have fun at the same time.   

 

There was also general agreement that in LM’s line of business it was important that she 

looked and played the part.  A lot of LM’s success hinged on the harmony between who LM 

was and what she did.  One of the practicing entrepreneurs noted that ‘it is important to stage 

yourself as a woman – men have a uniform, as women we have to stage ourselves differently 

for different situations or roles’.  This sentiment was echoed by another participant who 

stated that ‘it boosts the self-confidence to know you look the part’.   

 

In seeking to articulate what values the documentary portrayed it would seem from the focus 

group discussion that LM portrayed the accepted (albeit accentuated and idealized) cultural 

values associated with women (dumb blondes) and men (hunks).  She plays to audience 

assumptions, providing her customers with a stereotypical formula that works for them.  

However, LM is far from being the dumb blonde she portrays with the skill of an actress; she 

is simply playing the role expected of her.  LM wants to be respected but also admired.  She 

is a seller of dreams but the producer’s message is that of selling one dream: the 

entrepreneurial dream.  As such, both aspiring and practicing entrepreneurs bought into the 

dream. 

 

Given this is an ongoing research project it may be desirable to conduct further focus group 

sessions in the future to ensure a broad cross-section of views and opinions is obtained.  For 
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example, to counter potential variations in opinions due to the heterogeneous nature of both 

practicing and aspiring entrepreneurs, it might be useful to conduct additional focus group 

sessions based on selection criteria such as: age, education, and the nature of the business.  

Further, it might be interesting to conduct focus groups with practicing and aspiring male 

entrepreneurs.   
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STUDY 2:  

USING FOCUS GROUPS IN ENTREPRENEURSHIP RESEARCH: THE CASE OF 

OWNER-OPERATOR OBJECTIVES (NEWBY ET AL. 2003) 

 

Introduction 

It has been argued that the economic measures routinely used for large firms may not be 

appropriate for assessing the performance of small owner-operated firms (Parasuraman, 

Purohit and Godshalk 1996).  This questioning of traditional measurement techniques is 

based on the view that economic performance may not be valid in gauging what seem to be 

subjective constructs.  For example, Keats and Bracker (1988, p.53) note that “performance 

may have a different set of meanings for small firms than for large firms”, and Buttner and 

Moore (1997, p.34) suggest that female small business owners measured success in terms of 

“self-fulfillment and goal achievement.  Profits and business growth, while important, were 

less substantial measures of their success.”  It has also been found that many of the stated 

reasons for starting a new venture are non-financial in nature (Stanworth and Curran 1976).  

This suggests, therefore, that the goals and expectations of individual owner-operators will 

impact how they evaluate their firm’s performance and the utility they derive from their 

ventures.  Further, the lack of separation of ownership and management within SMEs allows 

the goals of the owners to become the goals of the firm (Naffziger, Hornsby and Kuratko 

1994); particularly given the significant freedom ‘being your own boss’ provides SME 

owners in the pursuit of objectives (LeCornu, McMahon, Forsaith and Stanger 1996).  

 

Prior research by Kuratko et al. (1997) and Woodliff et al. (1999) into the objectives of 

owner-operators report overlapping, but not identical, factor solutions.  Table 3 lists the 

factors, and the items that loaded onto those factors, for these two studies.  The main aim of 

this study, therefore, was to try and reconcile the differences between these two prior studies 

and to determine whether their combined findings provides an exhaustive set of owner-

operator objectives.  The study also sought to determine whether there was a temporal 

dimension to owner-operator objectives (Cooper 1993); that is, do owner-operators 

substantially change their objectives over time?   
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Table 3:  SME Owner-Operator Objectives 

Woodliff et al. (1999) Kuratko et al. (1997)  

Financial Return 

To earn as much profit as possible now 

To have as much disposable income as possible 

To achieve financial security now 

To build family wealth for the future 

Extrinsic Rewards 

Acquire personal wealth 

To increase my personal income 

To increase my income opportunities 

Personal Satisfaction 

To enjoy managing the business professionally 

To see things happen according to plan 

Independence/Autonomy 

Maintain my personal freedom 

Personal security 

Self-employment 

To be my own boss 

To control my own employment destiny 

Intrinsic Rewards 

Gain public recognition 

Meet the challenge 

Enjoy the excitement 

Personal growth 

To prove I can do it 

Family 

Personal development opportunities for family 

Employment opportunities for owner's family 

Family Security 

Secure future for family members 

To build a business to pass on 

Time Flexibility 

Flexibility of time for non-business activities 

Free time for non-business activity 

 

Staff and Customer Relations 

Loyalty from staff 

Security of employment for staff 

To provide high quality products/services 

 

 

As a precursor to the development of a survey instrument to (quantitatively) examine SME 

owner-operator objectives, four focus groups were organized to explore this issue and to 

“demonstrate how a focus group methodology could be usefully employed by SME 

researchers” (Newby et al. 2003, p.238).  In organizing these focus groups the decision was 

also made to conduct two using the traditional approach and a further two using GSS 

technology.   

 

The number of focus groups and the nature (and number) of participants 

To maximize our chances of capturing all possible dimensions (factors) associated with SME 

owner-operator objectives, we approached a wide cross-section of owner-operators to 

participate in the four focus group sessions.  Potential participants were randomly selected 

from the following sources: a Chamber of Commerce directory (for two sessions); tenants of 
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a business incubator (for one session); and retailers in a large shopping mall (for one session).  

The intention was to have about 10 participants in each group and for this reason no more 

than 12 potential participants were approached for each session.  There was some difficulty 

in recruiting participants from the shopping mall and in the end there were only six who 

agreed to participate, and one of these was a ‘no-show’.  A further 30 potential participants 

agreed to take part from the other two sources (the Chamber of Commerce and the business 

incubator) and six of these were ‘no-shows’.  However, similar to study 1, there was a 

considerable range in terms of the ‘no-shows’ across the four sessions.  For example, of the 

12 owner-operators from the business incubator who agreed to participate (in a focus group 

held at the business incubation premises) all 12 turned up.  At the other extreme, of the eight 

Chamber of Commerce members who agreed to participate (in session held in the Chamber’s 

boardroom) there were four ‘no-shows’.  In summary, of the 36 owner-operators who agreed 

to take part in a focus group discussion, there were only 29 (11 female) SME owner-

operators who actually showed up to one of the four focus group sessions.  This represents a 

drop out rate of about 20%.  It should also be noted that, unlike Study 1, participants in this 

study were given $50Aust as a token of appreciation for their willingness to take part in a 

focus group session.  It would appear, however, that this payment made only a marginal 

difference to the rate of ‘no-shows’; 20% in Study 2 compared with 25% in Study 1.   

 

The moderator 

Given neither of the researchers involved with this project had any experience in conducting 

focus groups, the decision was made to employ an experienced moderator known to one of 

the researchers.  This person ran all four focus group sessions.  Prior to conducting the focus 

groups, one member of the research team met with the moderator to go over the aims of the 

project and the specific questions that the study sought to address.  Interestingly, even though 

a skilled moderator was used and there was a pre-prepared script, in one of the focus group 

sessions one of the questions was inadvertently skipped.  Fortunately, this question was 

covered in each of the three other focus groups.   

 

Focus group structure 

The questions posed to the focus group participants started out at a general level (Why do 

people enter business?) and then became more specific (Why did you enter business?).  To 

determine whether there was a temporal dimension to owner operator objectives, the 

questions were also posed under three time frames, namely: at business entry (Why did you 
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enter business?); at present (Why do you stay in business?); and in the future (What specific 

business goals do you have? and What specific personal, business related, goals do you 

have?).   

 

The venue 

Each of the four focus groups was held in a different location.  Note that the two GSS 

sessions required a bigger venue (than the two traditional focus group session) to 

accommodate the computer technology required for these sessions.  The two traditional 

focus groups were held in boardrooms.  The group comprising members of the business 

incubator met in the boardroom at the incubation premises and this was most likely the 

reason for the 100% turnout for this session; it was a very convenient location that did not 

involve any travelling.  The other traditional focus group was held in the boardroom of the 

local Chamber of Commerce.  However, as this venue could only accommodate a maximum 

of 10 people around the boardroom table it was not suitable for the GSS session, which 

required additional space for the computers.  For this reason a reception room at the local 

City Council building was used for the second of the focus groups involving members of the 

Chamber of Commerce.  The other GSS session was held at the nearby greyhound racing 

track because, again, no suitable space was available in the shopping centre from which the 

members of this group were recruited.  All of the venues appeared to work reasonably well 

with no disruptions being experienced during the sessions.   

 

Conducting the focus group 

The focus groups were held on a Tuesday and Thursday evening in two consecutive weeks.  

The participants were invited to attend at 5:30pm for some light refreshments prior to the 

commencement of the focus group session at 6pm.  The participants were informed that the 

session would conclude no later than 8pm.   

 

At least one of the research team members attended each of the four sessions as an observer 

and to answer any questions about the project that might arise during the session and which 

the moderator felt unable to answer.  One of the research team also took responsibility for 

setting up and testing the audio recording equipment used to capture the discussion in each 

session.  Note that for the GSS sessions much of the input from participants was captured 

electronically.   
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The moderator welcomed the participants, introduced the researcher(s) present and explained 

the ground rules (only one person to speak at a time, etc.) prior to starting the session.  The 

use of a professional moderator appeared to work well as the sessions ran smoothly and the 

moderator did an excellent job of stimulating discussion, particularly from the quieter 

members of the group.  As noted earlier, however, there was one question that was 

overlooked in one of the sessions; an oversight that also escaped the notice of the researcher 

present.  

 

Results 

The focus group discussions supported all of the five factors identified by Woodliff et al. 

(1999), as depicted in Table 3, suggesting that this factor solution provides an exhaustive set 

of dimensions with respect to owner-operator objectives.  Confidence in this outcome was 

enhanced by the finding that all five factors were supported for all three time frames (at 

business entry, at present, and for the future).  Sample responses to the various questions 

asked of focus group participants are provided in Table 4. 
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Table 4:  Sample Comments by Focus Group Participants 

 
Financial Return; 

Extrinsic Rewards 

Personal Satisfaction; 

Independence/Autonomy, 

Intrinsic Rewards 

Family; 

Family Security Time Flexibility Staff and Customer Relations 

Why do people go into business? 

Why others enter To maximize return for the 

perceived value of input. 

To reap the rewards of their 

labor. 

For control of their lives. 

It’s more challenging than 

working for someone else. 

Flexibility, fitting work around 

family. 

They want to build a better 

future for their family. 

To free up time for other 

activities. 

Time flexibility 

They see a need in the market 

and believe they could make 

good income by fulfilling that 

need. 

Why I entered To build my own income 

source. 

I was made redundant. 

The possibility of earning far 

more than I could working for 

someone else. 

I was fed up with the working 

environment at that time. 

To be my own boss. 

I always wanted to own my 

own business (my parents were 

self-employed). 

To make money and to give 

more security to the family. 

I was roped in (by a family 

member). 

To fit around my family’s needs 

(I have school age children). 

To be able to have a week off 

and go fishing when it suits. 

To meet with other people. 

I found a niche for the service I 

provide when working for my 

previous employer. His clients 

needed a service, which he 

didn’t provide. 

Why do I stay in 

business? 

To pay off the loan, and provide 

a little nest egg for the future. 

I’ve no way out – my wife 

needs more money to keep our 

bills at bay. 

It’s great fun! 

I would be frustrated working 

for someone with lower 

standards. 

Nobody else will have me. 

The future of our son. 

I’m too young to give up work 

so this gives me time to 

organize my retirement 

It suits my lifestyle; I can make 

my own choices. 

We deal with lots of other small 

business people and I enjoy the 

interaction. 

People / repeat customers. 

What specific business goals exist? 

Goals others have They want to achieve growth – 

to extend the firm. 

To make a profit – being 

successful. 

Goals set are measured by the 

rewards they extract. 

Development with skills and 

motivation will prevail. 

They want to survive. 

Plans for retirement. 

 To offer excellence in their 

particular area. 

To employ people. 

Goals I have Set growth patterns, profit 

requirements, debt reduction, 

financial stability. 

To make lots of money. 

To be operating at the same 

energy levels as I do currently. 

To be recognized as a leader in 

our field. 

To retire, passing the reins on to 

our son. 

To have retired. 

To have more time off without 

lowering income. 

I aim to locate and train the 

right people. 

Continual improvement of 

services and goods provided. 

What specific personal goals exist? 

Goals others have Financial independence would 

be a goal, or at least improved 

financial standing. 

Larger income, car, house. 

There is the promise of 

‘learning something new’ and 

not having to answer to anyone. 

Provide better opportunities for 

their families. 

Retirement and financial 

security. 

Most goals relate to money, 

retirement, and time off. 

10 weeks holiday a year. 

 

Goals I have To make sure my wife has the 

money she needs to lead the 

lifestyle we would like. 

To retire from active 

participation yet still enjoy 

income in excess of $100k. 

To be in a different business. 

To write a book(s) related to 

my field of endeavor.   

To still be alive, the stresses of 

business take a toll on your 

health. 

To have more time to 

participate in bringing up my 

family. 

To remove myself from the 

‘shop front’ and work from 

home doing the admin. 

More leisure time and more 

money to enjoy it with. 

I hope to catch lots of fish! 
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As a rough guide to the relative importance of each of the five factors depicted in Table 4, a 

count was made of how often the focus group participants mentioned each factor 

(dimension).  These frequencies were then converted into proportions (percentages), and are 

presented in Figure 3 under the headings: past objectives (Why do other people go into 

business? and Why did you go into business?); present objectives (Why do you stay in 

business?); and future objectives (What are the business goals of other SME owners?; What 

are your business goals?; What are the personal, business-related, goals of  other SME 

owners?; and What are your personal, business-related, goals?).  

 

Figure 3:  The Relative Importance of Owner-Operator Objective Dimensions 

 

Examination of Figure 3 indicates that the most important dimensions concerning owner-

operator objectives are personal satisfaction and financial return; with family, time flexibility 

and staff and customer relations appearing less significant.  However, an interesting feature 

of Figure 3 is how the stated objectives of SME owner-operators change when they look 

ahead rather than reflect on the past or present.  When focus group participants were asked 

about future business and/or personal goals (objectives) the personal satisfaction dimension 

lost its past and/or present importance; allowing the dimensions of financial return and time 

flexibility to dominate.  Approximately 70 percent of future (business and/or personal) goal 
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responses related to either financial return or time flexibility; with the personal satisfaction 

factor more than halving from 50 percent to 20 percent of responses.  This finding is 

consistent with the results from Cliff’s (1998) investigation of entrepreneur’s (future) growth 

intentions.  Cliff (1998) reported that for many in her sample, and particularly for females, 

there appeared to be a certain size threshold beyond which owner-operators did not intend to 

grow their businesses.  Having reached an acceptable size, these entrepreneurs would prefer 

to concentrate (in the future) on achieving a more appropriate balance between their working 

life and their personal life (time flexibility).   

 

The results from the four focus group discussions provided valuable input to the subsequent 

development of an instrument for assessing the relative importance owner-operators attached 

to various objectives (both for the business and more personally).  

 

CONDUCTING A GSS FOCUS GROUP 

While there are many advantages associated with the use of traditional focus groups they 

also have a number of potential disadvantages.  Firstly, the group might too quickly agree to 

the first idea presented in the discussion (‘yea saying’).  Secondly, the group’s views might 

be unduly influenced by pressures to conform, as individuals could be hesitant to express 

views different to those normally expected (Blackburn and Stokes 2000).  Thirdly, it is 

possible for a focus group session to be dominated by a few assertive individuals, preventing 

the expression of potentially useful ideas through either a reluctance on the part of some 

participants to speak out, or a lack of opportunity.  Finally, there can be a number of potential 

problems associated with capturing all responses from individual group members.  For 

example, in preparing transcripts from audio tapes, it is not always possible to hear all the 

comments, particularly if some group members are quietly spoken or if a number of 

participants are making points simultaneously.  Further, the transcription process and the 

subsequent analysis of the transcripts, can be time consuming and can significantly delay a 

research project. 

 

The GSS Approach 

It is argued that using a GSS approach can overcome (or at least minimise) many of the above 

problems; because responses to questions are captured electronically prior to any discussion 

taking place.  In a typical GSS session up to ten people, each with a computer, are arranged 
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around a table as depicted in Figure 4.  The computers are linked to a central ‘chauffeur’s’ 

computer workstation.  The chauffeur drives the computer technology that is used to capture, 

clarify and print copies of responses from group members.  The chauffeur’s screen can be 

made visible to group members through a data show and an overhead projector. 

 

Figure 4:  A Typical GSS Meeting Room 

(Based on Lewis (1987) – GSS Meeting Works
TM

) 

 
 

Participants type their responses to a series of questions posed by the facilitator.  The system 

allows all group members to ‘talk’ at once, creating what Sweeney et al. (1997) have termed 

a ‘parallel interviewing process.’ The ideas that group members generate in a GSS session are 

anonymous and can only be connected to a particular group member if that person makes 

their views known in the discussion that normally takes place after participants have entered 

their responses to a question.  This process helps to ensure that all ideas are recorded, even 

where participants may have reason to believe that the majority of group members do not 

share their beliefs.  It has been suggested that this type of anonymity is one of the important 

advantages of the GSS technology, as it ensures that good ideas “are allowed to dominate 

rather than assertive individuals” (Sweeney et al. 1997, p.400). 
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There are a number of other advantages associated with using GSS technology.  It allows 

each group member to input ‘top of mind’ information early in the process, and before any 

individual has had an opportunity to dominate the discussion.  This ensures that all 

participants have an equal opportunity to have their ideas recorded and considered by the 

group.  As a result, prior studies have suggested that using a GSS approach generally results 

in more ideas being captured than with a traditional focus group approach.  For example, 

Sweeney et al. (1997) found that GSS groups produced a third more ideas compared to 

traditional focus groups.  The highly structured nature of GSS groups also seems to generate 

more ‘useable’ information because unimportant sidetracks are more easily avoided and it is 

easier to keep participants focussed on the task (Sweeney et al. 1997).  Also, when using GSS 

technology, the “facilitator is free to give full attention to group dynamics without having to 

control a queue of speakers, write ideas or take down notes” (Soutar, Whitely and Callan 

1996, p.38) and this can significantly increase the effectiveness of the process.  Another 

potential advantage of the GSS approach is that it allows participants to rate, or rank, the 

ideas generated by the group during the session.  This can be useful when determining which 

ideas, out of a long list, should be retained for further analysis or discussion.  Finally, the 

GSS technology permits the ideas that are generated by the group to be displayed (or printed) 

at important stages of the process, enabling these ideas to be used for further group stimulus 

and discussion, and ensuring that good ideas are not ‘lost’.  Figure 5 depicts the sequence of 

events as they might occur in a typical GSS session compared with a traditional focus group.  
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Figure 5:  Sequence of Events 

 

One possible disadvantage of the GSS approach is that it may increase the cost of conducting 

a focus group session as it requires sophisticated computer equipment (including computer 

hardware and software and data display facilities) and both a facilitator and a chauffeur.  

However, there may also be some cost savings as there is no need to transcribe audio or video 

recordings.  Further, there can be a considerable time saving as the GSS output is available 

immediately after the session concludes, without having to wait for audio tapes to be 

transcribed.   

 

Another potential disadvantage of using the GSS technology is that it may prevent a free 

flowing discussion.  This, in turn, may result in a less ‘in-depth’ understanding of the issues 

of interest than would otherwise have been achieved using a traditional focus group format 

(Sweeney et al. 1997).  Whether or not this is a serious disadvantage will depend on the 
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primary purpose of the session (that is, idea generation or in-depth understanding).  In any 

event, significant discussion can still take place in a GSS session after participants have 

entered their responses.  Although the purpose of this discussion is normally to clarify or 

elaborate on particular ideas before moving to the next question, the researcher could capture 

this discussion using audio recordings, as with a traditional focus group.   

 

It should also be noted that some participants may be reluctant to use computer technology 

with which they are unfamiliar.  However, as the use of various forms of electronic 

communication becomes more widespread, this problem should become less of an issue 

(Soutar et al. 1996).   

 

We now return to Study 2 to specifically examine some of the key differences that were 

experienced in using the traditional versus the GSS methodology.  As noted earlier, two 

traditional and two GSS focus groups were conducted to determine the objectives that owner-

operators felt explained their reasons for starting and staying in business.  The use of the two 

approaches permitted an examination of their relative merits as a tool in undertaking SME 

research.  It should be noted that the same facilitator, who was experienced in running both 

forms of focus groups, ran all four sessions. 

 

Responses were captured on audio tapes for the traditional focus groups.  These were 

subsequently transcribed by a person who was separate from the research team and then the 

transcript was analysed for content by one of the members of the researcher team.  Responses 

were captured electronically for the GSS sessions.  These responses were then displayed 

(anonymously) for participants to discuss.  For some questions the facilitator developed a 

summary table of participant’s responses.  Participants were then asked to rate (score) the 

importance of each item in the summary listing.  These ratings were also captured 

electronically for subsequent use by the researchers.  The discussion by participants in the 

GSS session was captured on audio tapes.   

 

Results from a Comparison of the Traditional and GSS Methodologies 

Consistent with the perceived advantages of the GSS technology described earlier, the GSS 

groups produced a greater breadth of information compared to the traditional focus groups.  

The most important aspect of this improved quality of responses came from the increased 

number of qualitative text responses (ideas) generated by the GSS participants - see Table 5.   
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Table 5:  Number of Replies Generated by Type of Focus Group 

 Traditional Groups GSS Groups 

At start-up   

Why do you think people go into 

business? 

Replies 

Replies per participant 

 

17 

1.06 

 

33 

2.54 

Why did you go into business for 

yourself? 

Replies 

Replies per participant 

 

20 

1.25 

 

44 

3.38 

At the present point in time   

What do you enjoy most about being 

in business for yourself? 

Replies 

Replies per participant 

 

 

13 

0.81 

 

 

37 

2.85 

In the future   

What are the specific business goals 

of people in small business? 

Replies 

Replies per participant 

 

 

This question was 

missed for one group 

 

 

12 

0.92 

What are your goals for the business? 

Replies 

Replies per participant 

 

11 

0.69 

 

23 

1.77 

What are the specific personal goals 

of people in small business? 

Replies 

Replies per participant 

 

 

Did not differentiate 

from business goals 

 

 

15 

1.15 

What are your goals for yourself in 

relation to the business? 

Replies 

Replies per participant 

 

 

Did not differentiate 

from business goals 

 

 

24 

1.85 

 

As can be seen in Table 5, there was a significant degree of ‘yea saying’ by participants in 

the traditional groups and it seems that the mindset of the group was often driven by whoever 

gave the initial response to the facilitator’s question.  For example, this effect was especially 
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noticeable when participants were asked to identify the specific personal goals of people in 

small business.  The first comment made in both traditional focus groups was that business 

and personal goals were too intertwined to discuss separately.  This comment was 

immediately agreed to by the other group members and hence no meaningful replies were 

generated from this question.  No such problems were encountered in the two groups using 

the GSS technology.   

 

One problem that has been identified with respect to structured traditional focus groups is 

their capacity to go ‘off-rack’, or away from the pre-determined script.  Our experience 

supports this view.  Although the facilitator operated from the same script in all four focus 

groups, an important question was missed in one of the non-GSS groups (as noted in Table 

5).  This could not have occurred using the GSS technology given the ‘pre-programming’ of 

questions in their expected order. 

 

Fortunately, we did not have any particularly dominant personalities in either of the two 

traditional focus groups and, therefore, we did not experience any of the potential difficulties 

discussed earlier that can arise when such personalities are present.  However, there was an 

extremely dominant, and negative, participant in one of the GSS groups who tested the 

facilitator’s patience.  The way in which the GSS technology reduced this person’s impact on 

the group’s discussion (and thinking) was noticeable, and served to demonstrate a significant 

potential advantage of using GSS technology.   

 

The GSS technology also made it possible for participants to be asked to rate, or rank, the 

importance of particular ideas (anonymously) during the session  For example, once the 

participants had answered the question - What do you enjoy most about being in business for 

yourself, the facilitator generated a listing of the qualitative responses produced by the group.  

Participants were then asked to allocate ten points across the items on the list.  The average 

score for each item is shown in Table 6.  This ranking of ideas, in order of perceived 

importance, proved helpful in subsequent efforts to develop a scale for the measurement of 

SME owner-operator objectives.   
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Table 6:  Participants’ Scoring of Ideas Generated By the Group 

What do you enjoy most about being in business for yourself? 

GSS Group 1 Average 

Score 

GSS Group 2 Average 

Score 

Control of my own destiny 

Happy customers 

Being my own boss 

Flexibility 

The ‘challenge’ 

Achieving 

To be a leader 

Recognition of our achievements 

Offering employment 

2.5 

2.0 

1.2 

1.1 

1.1 

0.9 

0.5 

0.5 

0.2 

Making money 

Control of my own destiny 

The ‘challenge’ 

Achieving 

Being my own boss 

Flexibility 

Social interaction 

Revenge 

2.9 

1.7 

1.5 

1.2 

1.1 

1.0 

0.5 

0.1 

 

Finally, it was found that the GSS technology did not increase the overall cost of obtaining 

focus group responses.  The facilitator charged the same fee for each of the groups and the 

rental cost of the GSS software and hardware was less than the cost of transcribing the 

audiotapes, even after the extra payment for the chauffeur.  Therefore, the GSS technology 

provided a win-win situation; it generated more responses for a lower total cost.   

 

In summary, while both approaches were useful in terms of generating ideas from the target 

audience, it was found that using the GSS technology resulted in a number of significant 

benefits compared with using a more traditional approach.  In particular, the anonymity of 

responses with the GSS approach ensured that the ideas generated (or issues raised) were de-

personalised in the subsequent discussion.  This anonymity also seemed to: increase the 

quantum of ideas generated; encourage participation from the more timid members of the 

group; and reduce the opportunity for forceful personalities to dominate the outcomes.  The 

GSS technology also ensured that the discussion was kept 'on-track' and removed the 

opportunity for members to ‘yea say’, or agree with the first idea presented.  Finally, when 

using the GSS technology, the facilitator was able to make findings available to the group 

members immediately so that clarification, correction and, in particular, some quantitative 

analysis of responses, could take place during the session. 
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CONDUCTING AN ON-LINE FOCUS GROUP 

A major disadvantage with face-to-face focus groups (such as the traditional and GSS 

methodologies) is the difficulty in recruiting participants from diverse geographical regions 

(Oringderff 2004; Brüggen and Willems 2009; Deggs, Grover and Kacirek 2010).  However, 

this problem has (to some extent) been overcome with the rapid development and adoption of 

internet technology which has facilitated the use of on-line focus groups (Sweet 2001; 

O'Connor and Madge 2003; Stancanelli 2010). As noted by O’Connor and Madge (2003, 

p.133) “[t]he attraction of cyberspace lies in its versatility as a research medium offering 

possibilities in an arena not restricted by geography and where researchers can interact 

with participants in ways which may not be possible in the real world.” On-line focus 

groups can be conducted as either real-time synchronous discussions (similar to both the 

traditional or GSS methodologies) or as asynchronous discussions which might take place 

over many days or weeks.  Each of these formats has its advantages and disadvantages.  

However, before exploring the advantages/disadvantages of synchronous/asynchronous on-

line focus groups it is worth noting a number of other potential advantages/disadvantages of 

on-line versus traditional focus groups.  

 

Additional benefits of on-line focus groups include: 

 they are less costly to organize as there is no need to book facilities or organize 

refreshments and participants do not have to incur any travel costs; 

 issues such as the weather, traffic and transportation are unlikely to effect the ‘no-

show’ rate; 

 transcripts are available instantly (as with the GSS approach); 

 where the anonymity of participants is maintained they may be more willing to say 

exactly what they think and to ask what might appear to be ‘foolish’ questions; 

 there is less chance of the discussion being dominated by particularly outspoken 

individuals; 

 shy individuals who might be reticent to speak in a face-to-face situation are likely to 

feel more comfortable expressing their views in an on-line environment;  

 all individuals can effectively ‘talk’ at the same time, potentially leading to greater 

input from group members; 

 



 

 

 
43 

There are also a number of potential disadvantages with the use of on-line focus groups that 

need to be acknowledged.  These include: 

 the fact that respondents might not be fully engaged because of distractions in their 

home or work environment; 

 only participants with ready access to internet facilities are able to participate; 

 the loss of non-verbal cues limits the ability of the researcher to engage in subtle 

probing of participant responses; 

  on-line discussions can be more demanding as a greater level of concentration is 

required by participants; they have to read the question being asked, then respond, 

then read the responses and, finally, they have to comment on the responses; 

 given that all participants can effectively ‘talk’ at the same time can make it difficult 

for group members (and the facilitator) to follow the various threads that can rapidly 

emerge; 

  

 

As noted earlier, there are also a number of advantages/disadvantages associated with the use 

of  synchronous versus asynchronous on-line focus groups.   

 

With synchronous discussions: 

 the participants do not have time to prepare a considered response and, therefore, the 

views expressed are more likely to represent their initial thoughts; 

 the results of the focus group discussion(s) will be available much sooner because the 

discussion is not spread out over a period of days/weeks; 

 however, novice internet users and those with slow typing speeds may be left behind 

in the ‘conversation’; and 

 if any internet problems arise during the discussion there may be insufficient time for 

these to be resolved, thus precluding those affected from participating in the 

discussion. 

 

With asynchronous discussions: 

 participants can respond to questions (and the comments of other group members) at a 

time that is convenient for them; 
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 participants can give a more considered response, as they are not under pressure to 

respond quickly; 

 more participants can be involved as more time is available for participants to 

consider and respond to the comments of others; 

 however, the researcher(s) will have to be available 24 hours a day to monitor the 

discussion and to keep participants ‘on track’; and 

 maintaining the motivation of group members over an extended period can be 

difficult. 

 

To date we have been unable to find any entrepreneurship studies that have used on-line 

focus groups. 

 

CONCLUSION 

In conclusion we would agree with Blackburn and Stokes (2000, p.62) that an “analysis of 

the data emerging from group interaction can provide a rich understanding of process issues 

... as well as the rationales of business owners” and, therefore, we would recommend that 

“focus groups should be used more widely by those seeking to understand the world of the 

business owner.”  Further, we suggest that while reading about ‘best practice’ in conducting 

focus groups can be extremely helpful, the skills needed for planning, conducting, and 

analyzing focus groups are best “gained best through practice and experience” (Basch 1987, 

p.414). 
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APPENDIX A 

Organization Letter Head 

Information Sheet and Consent Form 

Purpose: A discussion group to explore the perceptions of Small and Medium 

Enterprise (SME) owners concerning ... . 

Participants: SME owner-operators from ... . 

Venue: Conference Room at ... . 

Date: ... 

Time: ... 

Procedures: We will capture the group’s discussion using audio-recording 

equipment so that we can transcribe exactly what is said by each 

participant.   

Anonymity and 

confidentiality: 

To ensure participant anonymity, transcription of the video-recording 

will identify each participant by a code number only (the 

video-recording will be destroyed upon completion of the 

transcription process).  In addition, all material associated with the 

project will be kept securely under lock and key, with access limited 

to those directly involved in the research. 

Participation: Participants are free at any time to withdraw consent to further 

participation without prejudice in any way, and do not need to give 

any reason or justification for their withdrawal of consent. 

Recompense: To reimburse you for your time we will provide an honorarium of 

$100.  This payment for participation, however, does not prejudice 

you to any subsequent right you may have to compensation under 

statute or common law. 

If you are unsure as to the meaning of any of the above, or have 

questions regarding the project that are not satisfactorily answered by 

this information sheet, please indicate this to one of the researchers 

observing the discussion.  Otherwise, please complete the consent 

form overleaf. 

 

 Professor X 

Professor Y 

University/Organization 
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I have read the information provided and any questions I have asked have been answered to 

my satisfaction.  I agree to participate in this activity, realizing that I may withdraw at any 

time without reason and without prejudice. 

I understand that all information provided will be treated as strictly confidential and will not 

be released by the investigators unless required to by law.  I have been advised as to what 

data is being collected, what the purpose is, and what will be done with the data upon 

completion of the research. 

I agree that research data gathered for the study may be published provided my name or other 

identifying information is not used. 

Participant Name: 

Participant Signature: 

Date: 

 

 

 

 

The Human Research Ethics Committee at the University/Organization requires that all 

participants are informed that, if they have any complaint regarding the manner in which a 

research project has been conducted they may inform the researcher or, alternatively, the 

Secretary, Human Research Ethics Committee, University/Organization, Address, Telephone 

number.  All study participants will (or have been) provided with a copy of the Information 

Sheet and Consent Form for their personal records. 
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THE DIASPORIC EXPERIENCES OF 1
st
 GENERATION 

MIGRANT BLACK AFRICAN WOMEN ENTREPRENEURS 

IN BRITAIN 
 

Thomas Domboka, Leeds Metropolitan University, t.domboka5337@student.leedsmet.ac.uk 

 

The migration history of black Africans into Britain is fairly recent and these new migrants 

came for various reasons. Many of them have settled in the country and a growing number of 

their women are involved in nascent entrepreneurial activities. When these migrants set up 

business, they have met with various challenges which can be traced back to the manner in 

which they migrated. Some of the challenges have been as a result of their demographic and 

entrepreneurial characteristics which are shaped by culture and tradition and these affect the 

type of businesses they started and their motivation for starting those businesses. This paper 

argues that the combination of their migration history, their demographic profile and the 

influence of culture has influenced the experiences of these women, the type of businesses 

and their perception of entrepreneurship with the majority of them having been pulled than 

pushed into business.  
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Introduction 

There is scarcity of literature focusing on the experiences of black African people’s economic 

activities in Britain in general and women in particular (Bradley and Boles, 2003; Dawe and 

Fielden, 2005) and “Studies of ethnic minority entrepreneurship in the UK have 

overwhelmingly concentrated on the three main ethnic groups, namely South Asians, Chinese 

and the Indians” (Kwong et al., 2009 p264). The exclusion in entrepreneurial studies of the 

activities of the black African migrant women has contributed to our lack of knowledge of 

their experiences in the host country. Based on empirical evidence from the ongoing study, 

this paper discusses the experiences of black African women entrepreneurs who migrated to 

Britain in the last decade referred to in the paper as 1
st
 generation migrants. The study was 

inspired by the unprecedented inflow of migrants from third world countries like Africans 

into Europe particularly Britain in the last decade. This new wave of migration has been for 

various reasons such as economic migration, asylum, employment and study. Many of the 

new migrants have found the conditions in the host country not as they had anticipated with 

some being victims of the harsh labor market conditions and some opting to go into self-

employment. It is the experiences of those women who decided to go into self-employment 

that is the focus of the study which considers four aspects namely; their experiences of 

migration, their demographic profile, their entrepreneurial characteristics and the 

motivational factors that pulled or pushed them into business. 

 

The aim of this paper is to explore the experiences the new migrants have had of starting 

business in a foreign country and the impact those experiences have on the ability of the new 

migrants to set up business. The second aim of the paper is to provide descriptive data on the 

demographics profiles and entrepreneurial characteristics of the black African migrant female 

entrepreneurs in Britain and how they are likely to influence those experiences. The objective 

is to explore the impact of the combination of the migration history, demographic profiles 

and entrepreneurial characteristics of these women have on their motivation to start business, 

the type of businesses, and the experiences they have of managing those businesses.   

 

Preliminary findings from the study suggest that the transient nature of their original 

migration and the challenges the women encountered in acquiring settlement status affected 

their ability to start business and the experiences they had of starting and sustaining their 

businesses. The women are either domestic or conventional entrepreneurs whose family 
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values and perceptions about family and business influenced the type of businesses they 

started or how they manage those businesses. The women were pulled and not pushed into 

starting their own businesses. In the next sections, I explore what is currently known, 

followed by preliminary empirical findings, the implications of the findings, limitations to the 

study and conclusions to be drawn and suggestion for future research agenda.  

 

Literature Review 

This section provides the theoretical framework underpinning the study and sets the context 

on which the findings and analyses will be discussed. It considers three elements of the black 

African women entrepreneurs namely; migration history, characteristics of the entrepreneurs 

and the push pull theories in entrepreneurship motivation. Uunderstanding of the migration 

history of Black Africans is important in the study as helps to explain how this impacts on 

their attitude toward business, their motivations and the challenges that they may encounter 

as noted by Barrett et al,. (2002) when they said of the immigration status of new migrants 

that, “...in itself a key determinant of whether self-employment is viable or even possible as a 

career choice” (p11). Understanding the entrepreneurial characteristics of the entrepreneurs 

helps to explain how those personal characteristics influences their entrepreneurial orientation 

and experiences they have of running their businesses and balance business and family, while 

the pull/push theories in entrepreneurship motivation provides an understanding of what and 

how personal circumstances might have  influenced the women in the study to start business. 

Migration history 

Post- independence Africa has maintained close ties economically, politically, linguistically 

and culturally with its former colonial power and this relationship has remained and grown 

stronger through membership of the Commonwealth – a grouping of the UK and most of its 

former colonies. This relationship created privileges for travel, study, work and business 

(Shimeles, 2010). It is out of these special relationships that many of the migrants from sub-

Sahara Africa find the UK a favored destination. The Nigerians and Ghanaians were among 

the first Black Africa migrants to come in their numbers in the late 60s and 70s. This was 

sparked by post-independence political instability in countries like Uganda, Ghana, Somalia, 

Angola in Eastern and Central parts of Africa (Zeleza, 2002; Daley, 1998). The migration of 

the 1970s by the Nigerians was also a result of the boom in the oil industry in that country 

which made it affordable for them to come and study in the UK. A high proportion of them 

remained in the country through marriages (Dailey, 1998). Dailey also notes that, “... the first 
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arrivals fared better, often being granted full refugee status, and were better equipped 

educationally and economically” (p1705) unlike those who arrived in later years. Baycan-

Levent and Nijkamp (2009) classified the flow of migrants into the UK into four categories 

namely; labour (or economic) migration, family re-unification (for those coming as 

dependants), illegal entry (especially those coming via mainland Europe), and asylum 

seekers. In addition to those, students and expatriate professionals have been the other 

categories of migrants finding their way into the UK in more recent years. Stalker, (2002) and 

Zimmermann, (2005) on the other hand identified four different phases of immigration into 

Europe as; post-world war II immigration of the late 40s and 50s, labour migration of the 50s 

and the early 70s, restrained migration to the mid- 80s, and asylum migration and most of the 

migrants at that time were men.  

The new wave of migrants in the 90s and the beginning of the 21
st
 century which included 

large numbers of women has been necessitated by high expectations that Britain the ‘Mother 

Country’ (Bryan et al., 1985, p.2) would provide them with relief from poverty (hence the 

increased numbers of economic migrants), war and political instability (resulting in the 

increase in the number of refugees and asylum claimants), though some continued to come 

for study purposes. Many countries in sub-Saharan Africa have experienced wars, civil 

conflict and political unrest since the 1990s and they have been the source of asylum 

applications to the UK. The increase in asylum claims coincided with the increase in the rate 

of migration before changes in the immigration rules were introduced in order to curb the 

inflow of migrants from outside the European Union (EU). Apart from student and asylum 

driven migration in the early part of the 21
st
 century, there was also a big increase in 

economic migrants from Africa coming in search of better opportunities and as a means of 

escape from poverty, joblessness, better salaries and standards of living and this form of 

migration also peaked in 2002. It is the increase in the migration of women at the start of the 

21
st
 century which is the focus of this paper.  

Entrepreneurial characteristics of the women  

Due to lack of literature that focuses on the characteristics of black African migrant women, 

the typology developed by Geoffe and Scase (1985) will be used to analyse the characteristics 

of these women. Previous studies have suggested that women share a number of 

characteristics for instance, they are more likely than men to operate their businesses from 

home on a part-time basis (Marlow, et al., 2009), and their businesses operate in less 
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profitable sectors like the services sector (Carter and Marlow, 2007). They have limited 

business networks (Fraser, 2005; Harding, 2006), and as a result of a combination of these 

characteristics, their businesses are considered as lacking credibility. 

Geoffe and Scase (1985) came up with analyses of women entrepreneurship in which they 

saw self-employment and business ownership patterns among female entrepreneurs mirroring 

the way in which employment within the whole economy was spread. They (Ibid) developed 

a typology which they used to distinguish between women entrepreneurs and used as a way 

of demonstrating the different characteristics they possessed and how they influence their 

approach to business. The typology will be used in this paper to explain the characteristics of 

the African migrant women in business. In the typology, women are distinguished from each 

other based on the extent to which they subscribe to and show attachment the traditional 

gender roles compared to their attachment to entrepreneurship ideals. As Geoffe and Scase 

puts it, it is ‘the extent to which they [women] are prepared to accept conventionally defined 

male-female relationship” (p54), and for those women who accept the conventional gender 

role, they will subordinate themselves to the men. The women who subscribe to the 

traditional gender roles show commitment to both their gender roles in the home, and 

entrepreneurial ideals. Geoffe and Scase refer to such women as Conventional entrepreneurs.  

Mirchandani (1999) suggests that by accepting women’s subordinate role to men, they are 

prepared to work long hours in order to fulfil the often conflicting demands of their domestic 

and entrepreneurial responsibilities. They run their businesses in a way that is compatible 

with their domestic obligations. Geoffe and Scase suggests that the conventional women start 

their businesses in sectors like catering, running care home or agencies, restaurants, guest 

houses, cleaning, and hairdressing among others as these are associated with traditional 

female roles which they have always performed.            

The Innovative entrepreneurs on the other hand show more commitment to their 

entrepreneurial roles and less commitment to the conventional gender roles associated with 

women. These women are highly committed to entrepreneurial ideals but reject the notion of 

gender roles. They are motivated by the desire to grow their businesses and make a profit and 

regard their business above their personal lives which is secondary to their business lives. 

These women according to Geoffe and Scase are likely not to be married and they do not 

have much of a social life. They are often highly educated and have worked in large 

organizations were they have experienced male domination and prejudices and try to fulfil 
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their career ambitions through self-employment. They run businesses in areas such as market 

research, advertising and public relations among others. This analysis suggests that they are 

‘pulled’ into self-employment by the big profits they aim to get.  

The third type of women entrepreneurs are what Geoffe and Scase referred to as Domestic 

traders who focus more on their domestic roles and show less commitment to their 

entrepreneurial roles (Mirchandani, 1999). When a conflict arises between their domestic and 

entrepreneurial responsibilities, the domestic traders will forgo their entrepreneurial duties in 

order to satisfy their domestic responsibilities. These are women who have a strong 

attachment to the traditional female roles and limited attachment to entrepreneurial ideals. 

They regard their business to be secondary to their domestic life and they enter into self-

employment in order to achieve self-autonomy. When they start their businesses, they operate 

in areas such as beauty care, dressmaking handicraft and other professions which do not 

require a great deal of skill. Most of these women are married and have given up their careers 

in order to start a family. These women according to Geoffe and Scase are not career women 

and they are regarded as middle class women who are well educated and married to 

managerial level men. They use entrepreneurship as a means to practice their skills or natural 

talents while at the same time having a sense of self-autonomy and self-fulfilment.  

The fourth type of woman is referred to by Geoffe and Scase as the Radical entrepreneurs. 

These women have less commitment to both the conventional gender role and 

entrepreneurship ideals. They are the opposite of the “conventional” entrepreneur as they are 

not committed to anything and they are unlike the other types of women who show 

commitment to either the conventional gender roles or the entrepreneurial ideas. These 

women have low attachment to both the entrepreneurial ideals and to conventional female 

roles. They according to Geoffe and Scase are most likely to be university graduates who 

have somehow suffered from male prejudices in their working lives and they see 

entrepreneurship as a means out of those male prejudices and dominance. Their businesses 

are not motivated by the desire to make profit but rather as social enterprises with 

commitment to advance the interests of women as they are influenced by the feminist 

ideologies and see themselves as part of the feminist movement.  

Geoffe and Scase (1985) have suggested that women can grow their businesses by reducing 

their attachment to the conventional gender role and adopting the masculine work norm, an 
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approach Marlow (2002) saw as the representation of women as “blemished men who must 

be assisted to become honorary men’(page 83), and Marlow and Carter (2004) considered as 

‘a tendency to treat women as a universal term denoting an undifferentiated group who 

engage with specific areas of enterprise that reflect traditional female occupation’ (p14).  As 

a result of the differences in their orientation towards business and family, Geoffe and Scase 

see women who have high commitment towards their entrepreneurial ideals and conventional 

gender roles as establishing businesses which are an extension of their domestic chores while 

women who have greater commitment to their entrepreneurial ideals establish business in 

areas like market research and advertising which require technical skills. Mirchandani (1999) 

however considers Geoffe and Scase’s typology of women entrepreneurs as masculinizing 

the feminist and entrepreneurial ideals and saw this as an attempt to define the extent to 

which female entrepreneurs adhere to their socially constructed gender roles. Allen and 

Truman (1993) were also critical of Geoffe and Scase’s work by urging that whichever 

category they (female entrepreneurs) fell in, was not by choice but due to circumstances. 

Carter and Cannon (1992) however supported the categorizations made by Geoffe and Scase 

and added that the typology showed the heterogeneity of women entrepreneurs. Kovalainen 

(1995) re-classified these typologies into two broad categories namely the ‘unemployed’ 

women who were driven or pushed by economic necessity and the ‘takeovers’, who saw 

entrepreneurship as a career progression following a period of employment.  

All these arguments suggest that women entrepreneurs are heterogeneous based on social 

class/background, ethnicity, age, etc. and we cannot easily make generalizations based on the 

study of one group of women and hence, the current study on black African women. The 

analyses help to provide the context upon which the black African women entrepreneurs can 

be analysed.     

The push-pull theories in entrepreneurial motivation 

Some early literature on business ownership by black and ethnic minority groups has 

suggested that they are pushed into self-employment due to limited opportunities on the 

labour market (Ram and Jones, 1998) while others suggested that ethnic specific cultural 

resources contributed to the desire by some Black and Minority Ethnic groups to go into self-

employment (Song, 1997; Webner, 1980). According to the pull/push theory, individuals 

enter into self-employment due to positive “pull” and negative “push” factors (Brush, 1992; 

Orhan and Scott, 2001; Still, 2005; Van der Boon, 2005). Orham and Scott (2001) posited 
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that starting a business is ‘driven by two opposite factors of choice and necessity according to 

the relative importance of the push and pull factors (p233). The terms ‘pull’ and ‘push’ were 

first used in reference to entrepreneurial motivation since the 1980s (Kirkwood, 2009) and 

the suggestion that push and pull factors can be used to explain the reasons behind ethnic 

minority women’s decision to enter into self-employment has since then dominated research 

on the behaviour of Black and Minority Ethnic groups. Marlow (2002) suggested that 

inequalities in the labour market pushed Black and Minority Ethnic people into self-

employment whilst entrepreneurial rewards monetary or non-monetary pulled them into self-

employment. Dissatisfaction with their jobs or lack of employment opportunities compared to 

men with the associated “glass ceiling” which refers to the invisible barriers faced by women, 

prevents them from advancing in their careers and other negative labour market experiences  

(Mattis, 2004; Hisrich and Brush, 1983; Geoffe and Scase, 1985; Boorah and Hart, 1999), 

push women into starting their own businesses. Morgan (1997) saw this as a reflection of 

patriarchal nature of society and gender assumptions  in which masculinity is associated with 

management and leadership, and activities that seek to exclude women through ‘old boys’ 

networks’ or ‘locker room’ deals  in which business deals are struck in pubs and in football 

pitches are evident (Patterson and Mavin, 2009). Several other researchers (Hughes, 2003, 

Granger et al. 1995, and Cohen and Mallon, 1999) have used the concept of ‘pull’ and ‘push’ 

factors to describe entrepreneurial motivations particularly among ethnic minority 

entrepreneurs.  They all concur to varying degrees that female entrepreneurs are either pushed 

or pulled by different factors into self-employment. The push factors includes economic 

difficulties resulting in more women becoming unemployed (Granger et al. 1995) whereas 

others are pulled by factors such as the desire for independence. Hisrich and Brush (1985) 

further suggests that females from upper and middle class family are motivated by pull 

factors compared to females from lower classes who are motivated by push factors. 

According to Scott (1986), there are gender differences in starting a business with more men 

likely to be pulled (e.g. wanting to be their own bosses) and most women being likely to be 

pushed (e.g. by personal circumstances). However, Shabbir and DiGregorio (1996) found that 

Pakistani women start businesses from an entrepreneurial objective suggesting they are 

pulled than pushed into self-employment. According to Clark and Drinkwater(2009), age, 

marital status, presence of dependent children in the household, education, region, housing 

tenure, long-term illness and whether UK born are important factors in individuals’ decisions 

to become self-employed. As mentioned earlier, push factors are characterized by personal or 
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external factors and they often have negative connotations. Kirkwood (2009) found push 

factors to be more prevalent than pull factors for both sexes.  

Light and Rosenstein (1995) have challenged the notion that labour market conditions or lack 

of employment opportunities as the major reasons why individuals start their own businesses. 

They have instead argued that people who are unemployed will have no resources to start 

their own businesses. They challenge the suggestion that ethnic minorities who experience 

higher level of unemployment are likely to start their own businesses by arguing that the fact 

that they are unemployed means that they do not have the means and necessary resources that 

are needed to start a business. Light and Rosenstein also argued that if disadvantage on the 

labour market was the main reason for entering into self-employment, then there was no 

reason why the native whites and other advantaged groups would engage in self-employment.  

In the case of the UK, the native whites have higher rates of self-employment compared to 

some ethnic minority groups who are perceived to suffer more disadvantages on the labour 

market. Men from all ethnic groups also have higher self-employment rates compared to their 

female counterparts even though it is the women who supposedly suffer more disadvantages 

than men. Light and Rosenstein (1995) argue that if disadvantage was to be the main reason 

why ethnic minority groups enter into self-employment, then why do some ethnic groups 

have higher rates of self-employment while others do not even though they all experience the 

same disadvantages. Light and Rosenstein (1995) rather posit that resource constraints are the 

limiting factor in entrepreneurship intentions for those who are disadvantaged on the labour 

market and that accounts for differences in self-employment among different ethnic groups. 

However Light and Rosenstein (1995) failed to address the impact of race, gender and 

ethnicity on one’s ability to obtain the resources. They also failed to acknowledge that certain 

ethnic groups are bestowed with greater resources that others. They seem to imply that the 

only major resource that is needed for someone to start their own business if financial 

resources. Though finance is important for any business start-up, evidence from other studies 

has shown that ethnic minority groups rely heavily on their social networks to raise finance. 

They also use other bootstrapping strategies in the early stages of their businesses.  

On the other hand Pull factors are viewed positively. Whilst many researchers concentrated 

on the push factors, Curran et al (1991) and Rees, (1992) focused on the positive pull factors 

like flexibility and independence. More recent studies also suggest the women are pulled by 
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the need for independence and monetary benefits (Humbert, and Drew 2010). Some of the 

pull factors include self-fulfilment, challenge, control and the desire for independence.  

     Methodology 

The paper does not propose a hypothesis, but take a rather exploratory approach based on the 

constructivist ontological position. Assumptions about the entrepreneurial experiences of 

black African migrant women in the UK are therefore based on the perceptions, meanings, 

thoughts, and viewpoints and lived experiences of the women themselves. Epistemologically, 

the study assumes the position of interpretivism as I believe it will not be possible to carry 

out such study objectively and in a value free manner given that the study is dealing with 

social reality and so takes Hughes (1994) and Proctor (1998) position that reality is socially 

constructed and its construction can be influenced by factors like culture and gender. 

As a result of the ontological and epistemological commitments of the researcher, this 

qualitative piece of work was conducted using face to face semi structured interviews with 35 

migrant black African female entrepreneurs based in the Birmingham area of the West 

Midlands, United Kingdom. Birmingham is the 2
nd

 largest city in Britain with a large number 

of migrants. The interviews which were recorded on tape lasted on average one hour each and 

they were conducted over a period of four months between September and December 2011. 

An interview schedule was used to guide the researcher during the interviews and to ensure 

that all key areas were covered. The interview tapes were manually transcribed immediately 

following each interview. Data was analysed from records observations, field notes, and tape 

recording of the interviews. From these records, codes of emerging themes were generated 

and used as categories for analysing, synthesizing and summarizing the data resulting in 

preliminary findings which are presented in this paper.   The participants were identified 

using the purposive snowball sampling strategy in order to ensure a fair representation of 

women of different backgrounds from different African countries. The interviews were 

conducted within the business premises of each participant. Table 1 shows the demographic 

profile of the women who took part in the study. The businesses are small and fairly new with 

the majority having been started in the last three years. All the women were 1
st
 generation 

migrants (meaning they had been born outside the United Kingdom) and most of them (83%) 

had lived in Britain for no more than 10 years. The majority (66%) of the women is married 

and many (57%) are educated to degree level and above.  
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Table 1:  Demographic characteristics of the Participants   

 

 Age Country of 
origin 

Marital 
status 

Children Highest 
Qualifications 

Type of business Years in  
business  

1 49 Nigerian Married 0 MBA Restaurant 18 

2 44 Nigerian Widow 3 Nursing degree Care Agency services 12 

3 32 Zimbabwe Married 2 BA English Retail 2 

4 33 Zimbabwe Married 2 ‘A’ level Hair dressing 3 

5 36 Congo (DRC) Single  0 BSc  in Psychology Hair dressing 2 

6 34 Uganda Single 1 ‘O’ Levels Hair dressing 2 

7 39 Congo (DRC) Married 3 Degree in Education Hair dressing 3 

8 46 Cameroon Married 3 BSc  in Psychology Hair dressing 5 

9 35 Nigeria Married 3 Masters in Law Restaurant 3 

10 34 Zimbabwe Married 1 BSc  in Social Work Sales & Distribution 2 

11 34 Zambia Married 2 ‘O’ Levels Sales & Distributor 2 

12 47 Zimbabwe Married 2 ‘O’ Levels Clothing  0 

13 39 Zimbabwe Married 2 BSc in Nursing  Interior decorations 0 

14 26 Zimbabwe Single 0 BSc in Psychology Confectionary 0 

15 45 Guinea Married 3 None African products 1 

16 38 Uganda Married 1 ‘O’ Levels Money transfer  3 

17 38 Nigeria Married 2 BSc Mental health Restaurant 1 

18 47 Guinea Married 3 Degree in Law Hair dressing 5 

19 39 Kenya Single 0 ‘O’ Levels Hair dressing 7 

20 34 Congo Married 0 Masters in Law Legal services 1 

21 31 Uganda Single 0 ‘O’ Levels Market trader 2 

22 34 Kenya Married 2 ‘O’ Levels Market trader 1 

23 44 Nigeria Married 4 Degree in Education Catering services 4 

24 39 Uganda Married 2 None Cleaning services 4 

25 32 Ghana Married 0 MA  Public health Care agency services 1 

26 34 Cameroon Single 2 ‘O’ Level Clothing Boutique 0 

27 32 Zambia Married 1 Master’s in business Accountancy services 3 

28 38 South Africa Married 0 MA Public health Education & Training 4 

29 48 South Africa Divorcee 0 Masters in Law Immigration services 5 

30 31 Swaziland Separated  2 ‘O’ Levels Hair dressing 2 

31 29 Zimbabwe Married 3 ‘O’ Levels Network Marketing 1 

32 34 Zimbabwe Single 1 ‘O’ Levels Hair dressing 4 

33 37 Ghana Separated 2 BSc in business Clothing shop 0 

34 33 Ghana Married 1 BSc in Sociology Hair dressing 1 

35 32 Sierra Leone  Single 2 None Grocery  shop 3 

 

 

Findings and Discussion 

 

Migration history 

Understanding the migration history and immigration status of Black African women in the 

context of business ownership is important in helping us to understand how this might have 

influenced or played a part in their decisions to start their own businesses, the nature of 

businesses they started and the experiences they had when they started their businesses. It 

will also help to explain their attitude toward business, their motivations and the challenges 

that they have encountered. As noted by Barrett et al. (2002), the legal or immigration status 

of migrants, “... is in itself a key determinant of whether self-employment is viable or even 
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possible as a career choice” (p.11). An analysis of the women who took part in the study 

(figure 4.2) reveals that they came into the country for various reasons and most had to 

disguise their actual intentions when they first arrived. As Adepoju (2004) posited, the 

significant increase in the black African women coming from Africa was for different reasons 

including; joining their husbands, further education or to pursue their professional careers in 

areas like health, hence the large number of black African women working in the health 

sector. As revealed in figure 1, those who initially came as visitors accounted for 34 per cent 

followed by those who came on study visas who made up 29 per cent of the sample. 

Following closely are those came as dependents (26 per cent). Three women came as asylum 

seekers or refugees and one came on a working holiday visa. This shows the transient nature 

of their migration when they first arrived in the UK. 

 

Figure 1: Original purpose for migration  

 
Regarding the original purpose of their migration, most the women confessed that even 

though they had stated different reasons for migration which they believed would allow them 

entry at the border when they first arrived in the UK; their actual intention was to work for a 

few years (2-5 years), raise money and go back home. All the women in the sample admitted 

that they missed their targets of going back home within the two to five years and they had 

stayed longer than they had originally intended. They however remain nostalgic about their 

home countries and said they still intended to go back home at some point with some 

mentioning family commitments as holding them from going back. For example many of the 

women stated that they would go back home when their children are old enough to look after 

themselves or when they are at university as typified by Danielle one of the women in the 
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study who said, ‘…because I cherish the English education system so I want my children to 

take advantage of free education and for them to attend a local university before they make 

their own choices as to whether they would like to stay in the country’. For some of the 

women, they would like to acquire the British citizenship before they go back home so that 

they can come back to the UK as and when they like in case things do not work out back 

home. Some still said they would go back as soon as they have raised enough money to start 

their businesses in their home countries in order to secure them a better future. At the time of 

the interviews, most the women had changed their immigration status as shown on figure.2, 

with the vast majority (74 per cent) having acquired permanent settlement status. Five other 

women (14 per cent) had acquired full refugee status and the remaining four (12 per cent) still 

had Limited leave To Remain (LTR) in the UK.  

 

Figure 2: Current immigration statuses  

 
Given the transient nature of their original migration as a result of the manner in which these 

women initially came to the UK and the time it took (on average 4 years) to regularize or 

change their immigration status, it may explain why many of their businesses are relatively 

new. While they had been in the country for about 10 years on average, their businesses are 

on average three years old. Besides the transient nature of their migration, for many of them, 

their immigration status restricted them on what they could or could not do for instance, those 

who came as students, visitors or refugees were not allowed to engage in business. Since 

those whom came as students and visitors formed the bulk of the women, they had to wait 

until their immigration status changed to say dependents or permanent residence before they 

could go into business. Apart from those who initially came into the country as dependents, 
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the rest (74%) because of their immigration status, it would not have been possible for them 

to start their own businesses. As their immigration status changed, this was followed by an 

increase in the number of those starting their own businesses. This affected their 

accumulation of financial resources and restricted their ability to build a credit history which 

is often used by banks to assess individuals’ eligibility for bank finance. Because of 

restrictions on their visas some of the women were unable to seek formal employment and 

those that did, were working illegally. This drove some of these women underground and it 

was at that time that some of them started their businesses especially hairdressing which they 

could do in their own homes with little or no capital. The immigration status of many of these 

women also limited their ability to network openly and many developed mistrust for each 

other fearing that they might be reported to the authorities. This was evident during the 

interviews when women who still had not yet regularized their stay in the country were 

reluctant to be interviewed. Given that many of them were limited on the number of hours 

they could work, they believe this affected their ability to accumulate financial resources and 

since many of the people within their social networks had similar experiences, it became hard 

for them to seek financial help from within those networks. 

 

From those experiences, one could see that the immigration status of many of these women 

was a challenge which determined to some extent, the trajectory of their businesses. For some 

of these women, had their immigration status not been restrictive when they first came into 

the country, they could have started their businesses earlier though they acknowledge the fact 

that they still needed to work hard to raise the capital they needed to successfully launch their 

businesses.    

  

Length of stay in the UK 

     

The migration history of the women entrepreneurs in the sample shows that the 

overwhelming majority of the women (83%) had been in the country for no more than 10 

years (figure 3).  They all came into the country as adults except for one who came in as a 

child dependent. 
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Figure 3:  Number of years in the country 

 

 
 

This supports findings from other studies which found that the majority of black African 

migrants came into the UK in the early part of the 21
st
 century. Of all ethnic minority 

immigrants, the black African arrival in the UK has been fairly recent with the majority 

arriving in the 1990s (Clark and Drinkwater, 2009). Only one woman in the study had been in 

the country for more than 20 years with the remaining four having been in the country for 

periods ranging from 11 to 20 years.         

 

Type of businesses 

As discussed earlier, the immigration status of the majority of the women played a part in 

determining when they started their businesses and what type of businesses they operated. 

The businesses run by these women are in different sectors though the retail sector appeared 

to dominate (Table 1). Under retailing are women involved in marketing and selling of 

household items such as kitchen ware, interior decorations, clothing, groceries and market 

traders. Their businesses are fairly small with many of them having no employees. Most of 

the businesses operate from established premises with only a few operating from home with 

all the women working as owner/manager in the business. In terms of size, there is not much 

difference with most having at least one employee. Figure 4 shows by classification the type 

of businesses run by these women.  Within the services category 12 women are involved in 

different types of service delivery. Two of the women under this category are involved 

businesses that provide education and work based training. Two other women are involved in 

provision of legal advice particularly in the area of immigration. These women said their 
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businesses were doing well as immigration advice is big business in the country. They draw 

most of their clients from people of different ethnic background especially Africans. Two 

other women also offer professional services in the field of accountancy and auditing. They 

work in partnership with others and they provide specialist services in their field of training. 

Another three women run agencies that provide services such as cleaning and care. These 

women seem to be well established and their businesses are relatively large employing more 

people than the other businesses. Those that run care agencies hold professional 

qualifications in nursing and they have had experience in the field before. Another woman 

operates a money transfer business in which she sends money on behalf of her clients to some 

African countries like Uganda and Kenya. She also operates an internet café on the same 

premises. One woman runs a cleaning agency business in partnership with her husband 

though she says she works in the business full time and her husband has another full time job 

elsewhere. If hair dressing was to be reclassified as services, the services sector would 

constitute the largest sector in which the majority of the women’s businesses are 

concentrated, confirming findings by Davidson et al. (2010) who in their recent analysis of 

demographic distribution of businesses owned by Black And Minority Ethnic (BAME) 

women entrepreneurs found that more Black women operated businesses in the services 

sector compared to other BAME women. 

 

Figure 4: Classification of business started by the women 

 

 
Businesses in the hair and beauty sector constitute 31 per cent of businesses in the study 

confirming earlier findings by Carter and Shaw (2006) who concluded that an increase in 
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personal services like hair dressing which can be easily converted into self-employment is a 

way in which women will increase their rate of self-employment. Many of the women also 

use what they refer to as ‘rent a chair’ whereby other (usually freelance) hairdressers bring in 

their own clients to the salon and rent a chair for the day i.e. they pay the owner of the salon a 

certain amount or percentage of what they charge each client to the owner of the salon. This 

appears to be quite popular with most of the women owning their own salons. Apart from 

hair dressing, all these women also sell hair products and accessories as part of the business. 

The last category is for those businesses falling under the catering sector. Under this category 

are businesses operating as restaurants and those providing meals for special functions like 

weddings and parties. The women operate from established premises with only two operating 

from home. Those operating from home provide catering services for functions.   

 

Further analysis of the businesses owned by these women shows that the businesses are not 

concentrated but spread across different sectors. This supports the view by Clark and 

Drinkwater (2009) that unlike other ethnic minority groups who are concentrated in certain 

types of provision, the black African group is the most diversified and is most likely to be 

working in professional and business services. This is further collaborated by Nwankwo 

(2005), who found little evidence of structural concentration in any particular sector by 

African entrepreneurs. Carland et al., (1984) and Tanuguchi, (2002), have also tried to make 

a connection between experiences in employment and the type of business women start. They 

found that entrepreneurs both male and female are most likely to start business based on their 

previous work experience, and since women have traditionally been concentrated in work 

areas like teaching, nursing, office work and retail, they tend to start businesses in those same 

areas - hence their concentration in those sectors of the economy. Such relationship between 

what happens in the wider economy especially in the labour market and what happens in 

enterprise creation has been seen by Carter and Shaw (2006) as ‘the socio-economic context’ 

in women entrepreneurship. The enclave phenomenon according to Clark and Drinkwater 

(2010) holds for some ethnic minority groups like the Pakistani and Bangladeshi groups as 

they are the groups most likely to be concentrated in particular geographic areas compared to 

black African women. 
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Age of the businesses 

The migration history of the women in the study showed that on average, they had been in the 

country for about 10 years and due to their immigration experiences discussed earlier, most 

of their businesses are between one and five years old (figure 5). Of those businesses, 23 of 

them (making up 66% of all the businesses in the study) are no more than three years old. 

Businesses that had been in existence for no more than 12 months are five and two businesses 

have been there for more than 10 years with the oldest being 18 years old. Businesses that 

had been recently started at the time of the study (i.e. those that were less than 12 months old) 

were five, accounting for 14% of the total businesses in the study (figure 7). Taking into 

account those women who had started their businesses in the last 12 months at the time of the 

study, the majority of the businesses i.e. those between 0-3 years account for 90% of all the 

businesses.  

 

Figure 5: Age of the businesses 

 
Entrepreneurial characteristics of the women  

Having considered the migration history and demographic characteristics of the women and 

their businesses, the individual characteristics of the entrepreneurs and their perception of 

family and business seem to shape not only the type of businesses they started but also their 

entrepreneurial experiences in managing those businesses. Using Geoffe and Scace (1985) 

typology which distinguishes between women entrepreneurs is useful in understanding the 

choice of business by Black African women and the manner they choose to run those 

businesses. The typology considers the extent to which women subscribe to and show 

attachment the traditional gender roles (which are socially constructed, culturally defined and 
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traditionally practiced) compared to their attachment to what is considered as entrepreneurial 

ideals. The attachment to entrepreneurial ideals includes a strong work ethic, the 

independence they demonstrate in running their businesses and the degree of self- reliance 

they show among others and those who subscribe to the traditional gender roles show 

commitment to both their gender roles in the home, and entrepreneurial ideals (Mirchandani, 

1999). In the study the overwhelming majority of the women appeared to subscribe to the 

later. There was general consensus among the women on the need to balance the needs of 

their businesses with the need to fulfill their gender roles in the home. Geoffe and Scase 

(1985) refer to such women as “conventional entrepreneurs”. Mirchandani (1999) suggests 

that by accepting women’s subordinate role to men, they are prepared to work long hours in 

order to fulfill the often conflicting demands of their domestic and entrepreneurial 

responsibilities. They run their businesses in a way that is compatible with their domestic 

obligations (figure 6). In other words, for conventional entrepreneurs, their domestic 

responsibilities determine how they run their businesses and not the other way round. Geoffe 

and Scase suggests that the conventional women start their businesses in sectors like catering, 

running care home or agencies, restaurants, guest houses, cleaning, and hairdressing among 

others as these are associated with traditional female roles which they have always 

performed.  Evidence from the study does confirm this as women in the study were found to 

operate similar type of businesses.  

 

There was however little evidence of the “Innovative” entrepreneurs who according to 

Geoffe and Scace, show more commitment to their entrepreneurial roles than they do to their 

conventional gender roles. The Innovative entrepreneurs according to Geoffe and Scase are 

highly committed to entrepreneurial ideals while rejecting the notion of gender roles. In the 

study, though a few challenged the idea of conventional gender roles, they still believed that 

there is a place for a woman in the home. While they expect their businesses to grow, they 

believe this should not be at the expense of their families.  
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 Figure 6: Entrepreneurial characteristics of Participants 
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Evidence from the study also shows that there are women who according to Geoffe and Scace 

are “Domestic traders”. These women according to Mirchandani (1999) are women who 

focus more on their domestic roles and show less commitment to their entrepreneurial roles 

(figure 6). According to Mirchandani, when a conflict arises between their domestic and 

entrepreneurial responsibilities, the domestic traders will forgo their entrepreneurial duties in 

order to satisfy their domestic responsibilities.  For such women, their primary responsibility 

is to their families and to them business is secondary and when they started their businesses, 

they had to consider their families first and their businesses are centered on their families. 

These women according to Mirchandani have a strong attachment to the traditional female 

roles and limited attachment to entrepreneurial ideals. When they start their businesses, they 

operate in areas such as beauty care (like hair dressing), dressmaking handicraft and other 

professions which do not require a great deal of skill. There was evidence from the study to 

support this assertion as one of the reasons such women gave for the type of businesses they 

operate was, ‘it gives me flexibility to be able to take care of my family’. The fourth type of 

woman referred to by Geoffe and Scase as the “radical” entrepreneur refers to those women 

who show less commitment to both the conventional gender role and entrepreneurship ideals. 

They are the opposite of the “conventional” entrepreneur. Their businesses are not motivated 

by the desire to make profit but rather as social enterprises with commitment to advance the 

interests of women as they are influenced by the feminist ideologies and see themselves as 

part of the feminist movement. In the study, there was no evidence of such women with the 

exception of one woman who offers immigration and advocacy services mainly to African 

Domestic Entrepreneurs            Conventional     
      55%   Entrepreneurs 
             45% 

 

 

Radical Entrepreneurs                   Innovative  
 0%   Entrepreneurs 
              0% 
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migrants and who said she was motivated by the desire to help fellow migrants. So using 

Geoffee and Scase typology the findings reveal that the women in the study fell into two 

categories of conventional and domestic entrepreneurs and the one thing they have in 

common is their commitment to traditional gender roles in the home. Figure 6 depicts the 

different characteristics with the two top boxes showing where the women in the study are 

situated. There was no evidence of radical or innovative entrepreneurs in the study which 

could explain the importance Africans women attach to family life.  

How the businesses were started  

Armengot et al, (2010) suggests that migration history is an important factor in the 

determination of entrepreneurial behavior. The businesses started by the women in the study 

were started with little financial capital and most of the women started businesses in the areas 

that they had either trained in or worked in before. Due to limited finance, most of the 

businesses operated from home on part time basis when they first started and with some 

income flowing from the business and savings they made from working part-time, they 

managed to save enough capital that allowed them to move into established premises as 

articulated by Marlow et al. (2009) that women are more likely than men to operate their 

businesses from home on a part-time basis. When they first started, the women were running 

their businesses informally and on a part time basis and they did this in order to cut costs of 

renting business premises and for some, they were not sure whether their businesses would 

succeed and so did not want to commit themselves to a lease. For others, it was a risk 

management strategy as they wanted to taste the market first and gather confidence before 

moving into rented property. For such women, it was a strategy for managing risk. They also 

mention that the reason they ran their businesses on a part time basis was because they did 

not have many customers to keep them busy in the business and also running their businesses 

part time allowed them to keep their jobs just in case the business failed they had a fall back 

strategy. They also continued working so that they could raise money quickly to operate 

formally.  At the time of the study, the vast majority of the businesses operated from 

established premises with only a few operating from home. Those businesses operating from 

home were involved in selling household goods and two others provide catering services at 

functions. However most of the businesses when they first started, particularly those in hair 

dressing and service provision operated from home and later moved to business premises.  

All the women were involved in the day to day running of their businesses and when they are 

not available, they would let their employees run the business on their behalf. 
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‘Pushed’ or ‘Pulled’ into business? 

 

Based on the push and pull theory which suggests that ethnic minority immigrants are 

entrepreneurs of necessity who are pushed into business while non-migrant women are 

mainly pulled , the study found that the majority of these women believe they were pulled 

than pushed into business. Only six women believe they were pushed by circumstances into 

starting their own businesses with the remaining (83%) suggesting they were pulled by 

different factors, though in some cases it was not apparent as to whether they were pushed or 

pulled. For instance if someone claimed that their job was limited in scope, it could be urged 

that this was a push factor yet the women urged that what seemed as a push factor was in 

actual factor a trigger that opened them the door to a whole world of opportunities that 

otherwise they would not have recognized. However in analyzing the responses the women 

gave as to why and how they started their businesses, it would suggest that they were pulled 

if they were able to turn their negative experiences into opportunity recognition. It was 

interesting to note that most of the women preferred to use the term pulled than pushed and 

they preferred to be considered entrepreneurs of opportunity than necessity demonstrated by 

the level of confidence they displayed during the interviews and how positively they viewed 

their businesses despite the challenges they faced. As figure 7 shows, pull factors included 

recognizing an opportunity, wanting to be own boss and life style choice among others. All 

these are considered as pull factors. 

 

Figure 7: Summary of the motivations based on responses 
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NB: Some women gave more than one reason and the one that influenced them the most is 

the one indicated.  

 

A summary of the pull factors (figure 8) shows that 29 women (83% of the total sample) 

were pulled into business with the remaining six (17%) claiming to have been pushed by 

circumstances. While one might argue factors like the need for flexibility or boredom with 

previous employment as push factors, these women do not see it that way. They seem to view 

these seemingly negative push factors in a positive way and as triggers in the same way 

Bourdieu and Wacquant (1992) have argued that push/pull factors are not the sole 

determinants of decisions to go into self-employment and that people do not operate like 

robots that have to be pushed and pulled but rather use their agency abilities to mitigate 

against the external structures – something these women have demonstrated as having the 

capability to shape their destiny. Also unlike the suggestion by Hisrich and Brush (1985) that 

females from upper and middle class family are motivated by pull factors compared to 

females from lower classes who are motivated by push factors, none of the women in the 

sample claim to come from the upper or middle class. They rather associate themselves with 

poverty or disadvantaged backgrounds. It may be logical to conclude as Gatewood et al, 

(1995) suggested that regardless of the situation, some individuals have a cognitive 

orientation towards entrepreneurship and for the women in the study it is the case of; ‘where 

there is a will there is a way’.  

 

Figure 8: Participants pull and push factors  
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While several researchers have identified different pull and push factors, for instance, 

Marlow (2002) suggested inequalities in the labour market as pushing women into self-

employment whilst entrepreneurial rewards monetary or non-monetary pulled them into self-

employment. A number of other researchers have associated push factors with frustration 

experienced by women in paid jobs, glass ceiling imposed on them, and other negative 

experiences in the labour market (Hisrich and Brush, 1983; Geoffe and Scase, 1985).  

Phizacklea, (1988); Ram and Jones, (1998), Basu and Goswami, (1999) have also suggested 

that the disadvantage suffered by ethnic minority groups on the labour market is one of the 

major push factors for them. In their studies of African American women entrepreneurs, 

Fielden and Davidson (2005) found that women were motivated by external factors for which 

they have no control e.g. lack of employment opportunities, child care and challenges of 

balancing work life with family life. Unfair treatment in the workplace, stereotyping and lack 

of recognition of past achievements has also been seen as some of the barriers faced by 

women (Heilman and Chen, 2003; Cox and Nkomo, 1986).  While these may be true for 

some ethnic minority groups or earlier migrants, evidence from the study suggests that black 

African women are not pushed by most of those factors but are rather pushed by personal 

circumstance typically during the transition from one immigration category to another and 

also the need to raise money quickly to meet their mounting financial obligations in the 

countries they live and in their home countries. This suggests that the new migrants have 

different push factors and other challenges to those faced by early migrants. The pull factors 

seem to have largely remained the same notably those who pursue business as a way of life, 

hobby or passion, and those who discover opportunities. 

 

Conclusions 

Implications 

The difficulties the new migrants experience during transition from transient to settlement 

status, suggests that without proper support at this critical phase will undermine their ability 

to start viable businesses. They will also continue to shy away from formal sources of support 

and their activities remain will unaccounted and the contribution they make to the GDP 

unacknowledged some remain in the shadows of the formal economy. Recognition of their 

presence as potential entrepreneurs has the benefit of allowing them to access certain services 

like information, advice and support while at the same time allowing authorities to maintain 

accurate data about their economic activities which assists them in their planning. This also 
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has implications for the migrants themselves as they will come out from the periphery to the 

mainstream economy and be able to influence policy. Their demographic characteristics 

shows that they are much younger than other studies have suggested and because of this, the 

challenge to balance business and family is even greater and this combined with how 

tradition and culture are embedded in these women need to be taken into consideration in 

policy formulation as the role of the woman is still considered to be in the home which 

increases their burden of balancing business and family. Access to affordable childcare 

provision may be one way these women may be able to fully exploit their entrepreneurial 

potential and capacity.  

 

Limitations and Observations 

As Dawe and Fielden (2005) observed, one problem encountered when carrying out a 

research of this nature is the lack of disaggregated data on women entrepreneurship 

especially on Black and Minority Ethnic Groups and particularly on Black African 

businesses. Another limitation is lack of information on where and how to approach women 

in business given that many of them are not members of any formal business organization 

and in the case of those who belong to business associations, the data held by these 

organizations does not provide certain vital information such as ethnicity or nationality. This 

made it very difficult to identify potential participants and as a result purposive snowball 

sampling was used to identify suitable women to take part in the study. Using this approach 

may have introduced an element of bias in the selection of participants to the study. The lack 

of literature on black Africans, women in particular has resulted in inferences being made 

based on the experiences of other ethnic minority women. 

 

Conclusion and Recommendations 

As the world continues to globalize, and borders and boundaries continue to diminish, this 

poses major challenges at local and national levels for those countries which find them 

playing host to migrants especially from third world and other developing countries. This also 

poses challenges for researchers as governments fail to accurately account for the new 

migrants and the contribution they are making in their host countries. This lack of reliable 

data means inference has to be made resulting in treatment of ethnic minority groups as a 

homogenous group. The experiences of 1
st
 generation migrant black African women may not 

be unique to them only and further research may be necessary to determine the experiences of 

their male counterparts and the extent to which gender plays a part in those experiences. A 
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comparative study with other 1
st
 generation ethnic minority migrant women may also be 

necessary to ascertain whether they had similar experiences and challenges when they first 

arrived in the UK and if they did how they dealt with the challenges and what lessons could 

the black African women learn from their predecessors.  In this paper I have sought to make 

contribution to the discourses on migrant entrepreneurship by identifying a gap in existing 

literature and presenting preliminary empirical evidence which I believe will encourage 

further research and dialogue in this area. 
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SUMMARY 

Women represent 50% of the population, but are not present in this proportion in the social, 

political, cultural and economic activities. If women have sufficient training, why female 

entrepreneurial initiatives are less? How can affect the training received on the 

entrepreneurial intention?. A study group, of particular interest, is the young female 

university students, given the multiplier effect that can have their entrepreneurial intention. In 

this paper we study a case: Which is the effect of training received, depending on gender, in 

their self-efficacy, entrepreneurial attitudes and entrepreneurial intentions? 

Following the policy of the European Union ("Oslo Agenda for Entrepreneurship Education 

in Europe"), some European universities have been raised to promote entrepreneurial culture 

among students and provide entrepreneurial training. 

In this paper we analyze the case of students in a course of Entrepreneurship of the Degree of 

Business Administration at Faculty of Economics and Business, University of Castilla-La 

Mancha (Spain). 
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INTRODUCTION 

 

The entrepreneurial function, conceived from a Schumpeterian perspective, is the motor of 

the economic system. Businesses are the most efficient instrument for the creation of wealth 

and employment. The vitality of the entrepreneurial system is explained according to the 

degree of competition—the relation between supply and demand—and on the entries and 

exists from the system, i.e. the birth and disappearance of businesses. An important part of 

the creation of new businesses is due to the entrepreneurial initiative that certain people 

develop (Schumpeter, 1934; Reynolds et al., 2004; Robbins et al., 2000; Thomas and 

Mueller, 2000). 

 

In this sense, one of the main problems detected in society is the lack of entrepreneurial 

initiative. That lack is explained by the inexistence of a strong entrepreneurial culture to 

foster the creation of new businesses. One way to achieve the social permeability of those 

entrepreneurial values is by fostering them in the educational system. Some European 

universities have proposed fostering the entrepreneurial culture among their students
1
 and 

offering specific training, with the aim of achieving a significant qualitative change among 

young Europeans. Youths will be the future human, professional, business and research 

resources, a principal active key factor for European Union competitiveness.   

 

The new European Higher Education Area (EHEA), emerging from the Bologna Declaration 

(1999), represents an opportunity to introduce the changes that the educational system needs. 

In the case of Spain, this new framework arises from the Organic Law for Universities (2001) 

and its subsequent reform (2007), as well as the measures taken for the elaboration of the new 

Graduate and Masters degrees.  

 

Starting in the year 2003, the Spanish University of Castilla-La Mancha, involved in this 

process of Europeanization and contribution to socio-economic development
2
, offers an 

elective called “Business Creation” in the area of the Business Administration and 

                                                 
1 “Oslo Agenda for Entrepreneurship Education in Europe”: fostering the entrepreneurial mindset among young 

Europeans and education and training in the entrepreneurial mindset, as seen in the document “Education and 

Learning 2010” of the European Communities Commission. 

2 The UCLM statues expressly say in article 63 that “the entrepreneurial mindset will be stimulated among the 

members of the university community and the creation of innovative businesses will be fostered.” 
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Management degree. The purpose of the subject is to train students in the knowledge of the 

business creation process. 

 

During these years interesting observations have been obtained and some, none the less 

interesting, results. With the object of gaining a scientific foundation, various theoretical 

contributions and several models relative to intentionality were studied and they were related 

to entrepreneurial intention. A review was made of the existing literature about attitudes in 

entrepreneurial or business intention and about education or training in business creation. 

 

The two most outstanding references are the Azjen (1987) and Shapero (1982) models. From 

the Azjen model (1991) a group of cognitive variables called “antecedents” exert their 

influence on the intentions of the human being. Following that model, the possible impact of 

the subject on those variables was studied. 

 

The following sections address the theoretical framework, the main aspects of the subject. 

The methodology used for this study is explained and the main results are discussed. Some 

implications for consideration in a second part of this paper are also dealt with and some 

conclusions and possible applications derived from this research. 

 

THEORETICAL BASIS 

 

Relation between self-efficiency, attitudes and entrepreneurial intention 

 

Starting from the premise that the action of creating a business implies planned behaviour, it 

is understood that this behaviour can be predicted according to the previous intentions 

presented by the individual at any given time (Krueger, Reilly and Casrud, 2000). To 

understand how entrepreneurial intention works some psycho-sociological models can be 

used that explore attitudes and antecedents or beliefs (Krueger, 2007). Azjen’s Model of the 

Theory of Planned Behaviour (1987) is found in the field of Social Psychology. It proposes 

that the intention of carrying out an activity depends on how its attractiveness, feasibility and 

social norms are perceived. On the other hand, Shapero’s Entrepreneurial Event Model 

(1982) proposes that the entrepreneurial intention depends on how its desirability, feasibility 

and the propensity to act are perceived. These models were corroborated by Krueger, Reilly 
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and Casrud (2000), who concluded that both are very useful for understanding the process 

under study here. 

 

Both models coincide in posing the relation between feasibility and self-efficiency. The 

beliefs of people about their own abilities for accomplishing the activity of “creating a 

business” can have a positive or a negative influence on whether they have future 

entrepreneurial behaviour. Intention reveals the desires of people to implement behaviour, 

having previously considered their own competencies, personal experience and the 

environmental conditions to be confronted. For such an intention to exist, and for the person 

to consider that the possibility of creating a business is desirable and feasible, it is necessary 

to influence their beliefs or attitudes previously. It is obvious that a simple change in beliefs 

or attitudes would not be enough to implement entrepreneurial behaviour, since the express 

intention of entrepreneurship must exist besides (Cooper and Lucas, 2008). But without 

influencing those beliefs and attitudes there will be no entrepreneurial intention.  

 

Simplifying that causal chain, it can be proposed that beliefs of self-efficacy generate 

attitudes, attitudes influence the entrepreneurial intention and intention involves behaviour, 

i.e. creating a business.  

 

Beliefs (self-efficacy) → attitudes → intention → behaviour 

 

Therefore, the level of confidence or self-efficacy that people have about their abilities and 

competency, as a manifestation of their beliefs regarding the possibility of carrying out a 

determined activity, exercises a very important role in entrepreneurial action (Boyd and 

Voizikis, 1994; Krueger and Brazeal, 1994; Chen, Green and Crick, 1998). In this way, the 

competency that people have will only be useful if those people are confident that with this 

competency they will achieve the proposed objectives (Bandura, 1989; 1997). 

 

Several papers demonstrate that self-efficacy, understood as the confidence people have in 

themselves, based on the beliefs in their possibilities for success—more than on their real 

possibilities (Markman, Balkin and Baron, 2002)—is a key element in the human behaviour 

under study (Bandura, 1989). In this sense, the probability is understood that people who 

perceive themselves as having great self-efficacy for a determined activity will perform it and 

will be dedicated to it tenaciously (Bandura, 1997).  
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Simplistically, people’s entrepreneurial attitude can be considered equal to their perception of 

whether the possibility of creating their own business is attractive or not. Various authors 

have tried to contribute a more precise definition. For example, Kolvereid and Isaksen (2006) 

defined entrepreneurial attitude as the degree of commitment people have regarding the 

project which manifests how much they are willing to be implicated in the creation of the 

business. Liao and Welsch (2004) use a similar construct called entrepreneurial intensity in 

which they represent the so-called degree of entrepreneurship, that is to say, people’s degree 

of commitment to the (potential) creation of their business. This variable is described as the 

dedication or effort necessary to undertake the gestation period of the business successfully, 

which will permit its subsequent creation. That variable presents two interrelated dimensions: 

concentration and commitment. Concentration refers to the degree to which the person 

desires to be dedicated to the creation of the business versus other professional and/or 

personal alternatives. Commitment refers to the degree to which people are willing to 

implicate their material, economic and temporal resources in creating the business. Several 

multicultural researchers have verified that in effect this variable is directly related to 

entrepreneurial intention (Welsch and Pistrui, 1993; Pistrui, Liao and Welsch, 1998). 

 

It has been observed that the perception of persons about surrounding conditions influence 

whether the creation of their own business is considered an alternative to other professional 

options. Curiously, people do not usually make decisions of this type of eminently 

economical characteristics from a purely rational and objective perspective, which would 

involve a strict criterion of efficiency. Rather those decisions are also influenced by their 

own, always subjective, perceptions of the conditions and norms of the context in which they 

find themselves (Ajzen and Fishbein, 1975). It has been demonstrated (Carayannis, Evans 

and Hanson, 2003) that factors of a macroeconomic, sociocultural and political-legal type, 

including the existence or not of active institutional policies for business creation, that define 

the various dimensions of the environment, have a high impact on entrepreneurial intention. 

Besides these environmental perceptions, the potential entrepreneurial intention and 

desirability and/or feasibility of creating a business is influenced in a very important and 

quasi-determinant way by the equally subjective opinions of the persons in their immediate 

family and social settings. 

 

Does education have an impact on entrepreneurial intention? 
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Several research papers have demonstrated the relation between the accomplishment of 

informative activities and training in business creation and a greater propensity to create a 

business subsequently (Kolvereid and Moen, 1997; Luthje and Franke, 2003). Therefore, it 

can be deduced that education in entrepreneurial  culture and values in general and technical 

training in business creation in particular can positively affect the generation of a more 

favourable perception of the desirability and feasibility of creating one’s own business 

(Peterman and Kennedy, 2003). This relation is established by understanding that 

entrepreneurial education improves perceived self-efficacy (Chen et al., 1998; Botha, Nieman 

and van Vuuren, 2006) and helps start the subsequent process necessary for creating a 

business. This relation was observed in some cases (Wilson, Kickul and Marlino, 2007) to 

have even a somewhat greater effect on women. 

 

Confront the new globalized environment and due to the present crisis of the market economy 

model, public and private institutions and the whole of society should foster entrepreneurial 

values. These values promote the entrepreneurial mind-set, creativity, positive motivation, 

self-confidence, initiative, and innovative ability. They also invigorate the socio-economic 

system in benefit of the entire society. 

 

Universities can and should exercise a very important role in fostering entrepreneurial values 

and in entrepreneurship training. When programs are designed for informative and training 

activities in entrepreneurship, contents as well as the most suitable pedagogical techniques 

for teaching it should be taken into account (Cooper and Lucas, 2008). For, the effect of an 

adequate relation between content and pedagogy will make it possible to produce truly 

positive changes in entrepreneurial attitude, in the perceived self-efficacy of entrepreneurial 

competency and in the perception of the environment. Forming an appropriate entrepreneurial 

intention, which will lead to the effective creation of a business, will certainly depend on this.  

 

THE SUBJECT OF “BUSINESS CREATION” 

  

The University of Castilla-La Mancha was created in 1982 and began its activities in the 

1985-1986 academic year. In 1987 the Faculty of Economic and Business Sciences was 

created where the Licentiate was offered in Economic Sciences and in Business Sciences. 
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The 1987 Curriculum for the Licentiate in Business Sciences offered an elective subject 

named “Administration of SMEs” for 1.5 credits that originally included limited contents on 

the creation of businesses. In the 1992 reform of the curriculum it was transformed into a new 

elective, “SME Management” for 4.5 credits in which the first contents in business creation 

now expressly appeared. In 2003, with the change in degrees from Licentiate in Business 

Sciences to Licentiate in Business Administration and Management, the subject of “Business 

Creation” appeared just as it is conceived at present. It is offered during the first term of each 

academic year from September to December. Its mission is to train students in the process of 

creating a business, for which they should develop competencies to exercise the role of an 

entrepreneurial person, generate innovative business ideas and elaborate a business plan. The 

aim is not for students to create their own business while taking the subject, but rather to 

acquire competencies for knowing the process of business creation, which obviously can help 

them later if they have that resolution. 

 

The programme of the subject is structured into four parts. The first part addresses the 

environment and dynamism of the business system. The second part deals with the socio-

demographic and psychological profile of entrepreneurial persons and their reason for 

starting a business. In the third part the process of the generation of ideas is analysed, 

creativity techniques are used, innovative ideas are generated and their validity as business 

ideas is evaluated. In the fourth part a business plan is prepared, touching on its technical, 

economic and social viability. 

 

The evaluation for marking is established by considering the active individual participation of 

students in the various activities developed in face-to-face and virtual  sessions (10%), their 

accomplishment of practical programmed activities (40%), written papers (40%: 20% for 

originality and sustainability, 20% for viability) and the oral presentation of a business plan 

(10%) prepared individually or in a group. Students should develop their projects by applying 

the theoretical and practical knowledge contributed during the course of the subject. 

 

For preparing the subject, students count on the necessary resources through a virtual 

platform (Virtual Campus). All the required documentation is there, such as information 

about the subject, its objectives, program, methodology and grading; class material, i.e. the 

professor’s presentations; reading material, articles and other documents; simulators of 

business plans; outstanding papers from previous years; reference bibliography and web 
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siteography. The platform also serves for follow-up and control of the practical programmed 

activities. 

 

Students carry out practical activities based on self-learning and participative learning. 

Various program contents are worked on through face-to-face sessions and the Virtual 

Campus, through individual autonomous papers, cooperative learning, individual and group 

tutored papers in the classroom and tutoring sessions. 

 

In recent years there has been a progressive increment in the number of students who have 

registered, from 38 in the 2003-2004 academic year to 95 in the last course of the present 

academic year. At the beginning of the sessions, the students are asked the reason for their 

choice: a) time, b) interest in or attractiveness of the topic, c) the effort-result relation or d) 

recommendation by students from previous years. The majority of answers corresponded to 

interest-attractiveness (“It is interesting”, “it is novel”, “we have not seen it before”, etc.) and 

to recommendations (“it is original,” “it is entertaining,” “you learn in a different way,” “you 

enjoy it a lot,” etc.) The increase in registration has involved a considerable increase in the 

workload for the teacher in tutorial sessions and group follow-ups. 

 

Another interesting aspect is the distribution of the student body by gender which is useful to 

know for verifying entrepreneurial intention according to gender. Regarding the choice of the 

subject, for the most part students took it as an elective, although there were students who 

took it under the modality of a free choice, which proves that it is attractive to other students 

who are not in Business Administration and Management. Regarding student origin, the 

majority were of Spanish nationality, even though there were students from other countries. 

Basically they were European students from Erasmus programs and Latin Americans. This 

fact proves the interest that the material has for these foreign students. In the majority of 

cases the reason for their choice is that it is not offered at their Universities of origin. 

 

It seemed opportune to discover the impact of the subject on the students. The entrepreneurial 

intention of the students was measured and that impact was differentiated taking the gender 

of the students into account. 

 

METHODOLOGY 
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This research has antecedents in other previous studies and is based on an already proven 

model (Diaz and Jimenez-Moreno, 2008a and 2008b; Jimenez-Moreno and Diaz, 2009). In 

that model it was analysed how the perception of one’s environment and social norms, self-

efficacy, entrepreneurial intensity and gender interact in the gestation process of the 

entrepreneurial intention. Now the purpose was to discover the relation between gender and 

entrepreneurial intention, therefore the previously proposed methodology was followed. A 

standard questionnaire was used with validated questions already contrasted beforehand in 

other papers.  

 

The desirability and feasibility that respondents felt might pertain to their own businesses 

were measured by using a 7 point Likert scale. 

 

The measure of entrepreneurial self-efficacy was based on work by Krueger and Kickul 

(2006) and Kolvereid and Isaksen (2006) by using items from factors obtained from various 

previous studies that used specific scales for entrepreneurial self-efficacy. Subscales were 

used for risk assumption from Chen, Greene and Crick (1998), for development of new 

products and market opportunities and for facing unexpected situations from De Noble, Jung 

and Ehrlick (1999), and for economic management from Anna, Chandler, Jansen and Mero 

(1999). These specific scales of self-efficacy were chosen because in this way the predictive 

power of the intention to carry out the activity of creating a business is greater (Bandura, 

1982; Chen et al., 1998). 

 

Grilo and Thurik were followed (2005) for the evaluation of the perception of the generic 

environment. To measure entrepreneurial attitude, the scale by Liao and Welsch (2004) was 

used, which is very similar to the one used by Kolvereid and Isaksen (2006). Entrepreneurial 

intention was measured by means of the four item scale by Cooper and Lucas (2008).  

 

Using a Likert scale where the highest value corresponded to the maximum positive answer, 

the various questions formulated in the questionnaire, among other aspects, addressed the 

perception of: 

 

The degree to which the creation of a business is desirable and feasible 

Desirability (7 point scale) 

Feasibility (7 point scale) 
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Self-efficacy in entrepreneurial competency (10 point scale) 

The environment for the creation of a business (5 point scale) 

Entrepreneurial attitude (10 point scale) 

I would prefer having my own business to any other promising career (5 point scale) 

Entrepreneurial intention 

I will try to create my own business sometime (7 point scale) 

 

Students were expressly asked about: their perception of their entrepreneurial competency by 

means of a 10 point Likert scale where 1 is barely entrepreneurial and 10 is very 

entrepreneurial, their perception of risk facing the creation of a business on a 7 point Likert 

scale where 1 implies little risk and 7 involves high risk and the probability of creating their 

own business in the mediate future on a 5 point Likert scale where 1 was very improbable 

and 5 was quite probable.  

 

The respondent was identified for future follow-up. Interesting information, among other 

matters, was: gender, family and social settings, perception of the profile of what 

entrepreneurial persons were like, entrepreneurial self-evaluation and professional intention. 

Other aspects such as training or age were not relevant, since the majority of the students 

were studying Business Administration and Management full time and were between 20 and 

22 years old. The questionnaire was given to students toward the end of the subject in 

December. 

 

Previously, at the beginning of the subject in September, among other things information was 

gathered on whether they have or have had a business idea at some time, whether there was 

any entrepreneurial reference in their family and social setting and what their evaluation was 

of the difficulty of creating a business. 

 

The following simple questionnaire was used for this: 

 

Your reason for choosing this subject (choose only one option): 

[__] time 

[__] because of the work to pass 

[__] the topic interests me 

[__] it was recommended to me 
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Do you have a business idea or have you had one at some time? 

[__] No [__] Yes, what? 

Creating a business is very risky: No  0-1-2-3-4-5-6-7-8-9-10  Yes 

There is a business person in my family/social setting: [__] No [__] Yes 

 

RESULTS 

 

Ninety-five students were registered in the subject of “Business Creation” in the past 

academic year, of which 55.8% were female students and 44.2% were males. 

 

Of the students, 86.3% were nationals, for the most part from the very region of Castilla-La 

Mancha. And 13.7% were foreigners, of which 53.8% came from different European 

countries through Erasmus agreements. The other 46.2% came from Latin America through 

bilateral agreements between Universities. The subject was interesting for these students 

basically because in the first place, they do not have similar material in their university 

centres of origin. In the second place, it was recommended by other foreign students from 

their same Universities who had studied it in previous years.  

 

Regarding the way they gained admittance to the subject, 88.4% did so by choosing it as an 

“elective” and the remaining 11.6% as “free configuration.” At the time they were taking the 

subject the majority, 50.7% were in their 5th year of Business Administration; 22.7% were in 

their 4th year; 18.7%, in their 3rd year; and 8%, in their 2nd year. 

 

At least 80% of the 30 sessions were face-to-face classes, divided into 2 sessions per week 

for 15 weeks. Regarding attendance at face-to-face sessions, 79.5% of the registered students 

attended regularly, of which 61.3% were female students and the remaining 38.7% were 

males. The other 20.5% did not attend regularly due to scheduling incompatibility with 

subjects from previous years or because they were training in businesses or were staying at 

other European Universities as Erasmus students.  

 

Their marks indicate that 94% of the students that attended passed the subject. The results, 

over the total students registered, were: 45.3% passed with a 5 – 6 on a 10 point scale, 28.4% 

received a mark of 7 – 8, 10.5% received 9 – 10, 5.3% failed and 10.5% did not finish the 

subject.  



 

 12 

The global evaluation of the subject, 7.99 over 10, is shown on Table 1. 

 

Table 1 

Question Mean Var.    Dev. 

Interest of the subject 8.34 1.19 1.09 

Usefulness of the subject 8.53 1.72 1.31 

Contents of the curriculum 7.58 1.90 1.38 

Development of lessons 7.81 4.35 2.09 

Length (credits) 7.32 2.30 1.52 

Material used 7.92 1.99 1.41 

Virtual Campus  7.70 2.98 1.73 

Judgement of assessment 8.04 1.77 1.33 

Professor 8.34 2.11 1.45 

Global assess 8.34 1.96 1.40 

 

If the marks are analysed according to gender, there are no big differences between male and 

female students compared to the results from the previous evaluation. See Table 2.  

 

A higher incidence of male students did not finish the subject (14.3%). Therefore, the average 

grade for female students (6.9 over 10) is higher than that for male students (6.1 over 10), as 

is demonstrated by the greater proportion of female students with a high mark: 13.2% had an 

9, as opposed to 7.1% of the male students. 

 

Table 2 

Results Female Male 

Not finish 7.5% 14.3% 

1-4 7.5% 2.4% 

5-6 45.3% 45.2% 

7-8 26.4% 30.9% 

9 13.2% 7.1% 

10 0.0% 0.0% 

 

Returning to the information gathered at the beginning of the subject through the first 

questionnaire about whether they had a business idea then or previously, whether there was 

an entrepreneurial reference in their family or social environment and what their assessment 

was about the difficulty of creating a business, the most interesting results are as follows. 

 

Regarding having a business idea, 76% of the students responded negatively. They have 

never had a business idea and never thought about starting a business, as opposed to 24% 
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who affirmed that they had or have had a business idea at some time. Of those persons who 

responded affirmatively, 61% explained unoriginal ideas for business projects—imitations—

that already exist such as restaurants, driving schools, stores, leisure, video games, and 

consultants offices. Truly original, innovative ideas were presented by 22%. And 17% who 

responded affirmatively did not specify their business ideas. Among the students who 

indicated that they had an original business idea it is noteworthy that 75% were female 

students, 25% were nationals and 50% were foreigners, female European Erasmus students.  

 

Taking nationality into account, 81.2% of the national student body does not have and has not 

had a business idea as opposed to 18.8% who responded affirmatively. These data contrast 

with the results for foreign students where 54.6% do have or have had a business idea versus 

45.4% who expressed themselves negatively. 

 

Considering the factor of gender, only 19.6% of the female students have a business idea, 

opposed to 31% of male students. 

 

Relating to counting on their family and/or social environment for an entrepreneurial 

reference, of the students who responded negatively to having some immediate reference, 

14.8% did present a business idea. Meanwhile 29.2% of the students who counted on a 

business idea did have an entrepreneurial reference in their environment.  

 

Regarding risk assessment, 62.5% of those students had a business idea who gave a lower 

value to risk, either 5 or 4 over 10, where 10 was very risky. Meanwhile among those who 

gave higher values, only 16.7% had a business idea. 

 

With regard to having an entrepreneurial environment, 64% of the students stated they had 

some entrepreneurial reference in their immediate environment. This data coincides 

independently of student nationality, since 64% of the nationals and 63.6% of the foreigners 

stated they had some entrepreneurial reference in their immediate family and/or social 

environment. If we consider the gender of the students, there certainly are variations, since 

69.5% of the female students indicated having some reference in their environment, as 

opposed to 55.2% of the male students. 
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Relating the business idea to the tendency or not of having entrepreneurial references in their 

environment, 77.8% of the students that do have a business idea responded affirmatively that 

they counted on an entrepreneurial reference in their immediate family or social environment. 

Meanwhile those who had no idea responded in 59.6% of the cases that they did have an 

immediate entrepreneurial reference.  

 

Regarding risk assessment for creating a business, the result is that of the students who 

presented the highest assessments, i.e. 8, 9 and 10 over 10, which is very risky, 70.9%, 71.4% 

and 80% respectively manifested having an entrepreneurial reference in their environment. 

 

Taking note of student nationality by gender, it stands out that 17.4% of the female students 

are foreigners, as opposed to 10.3% of foreigners among male students. Regarding the 

business idea, it is noteworthy that of the students who manifested that they have or have had 

a business idea, one third were foreigners. As for environment, there were no differences due 

to nationality. In relation to risk, in the lowest valuations, 5 and 4 over 10, where 10 is very 

risky, there is a greater presence of foreign students, 40% and 33.3% respectively.  

 

As for the risk that creating a business involves, at the beginning of the subject the mean 

value was 7.47 over 10 which is very risky. This value descends to 6.83 when they are asked 

at the end of the subject. Details can be seen on Table 3.  

 

Table 3 

Risk Mean Var.    Dev. 

At the beginning 7.47 1.90 1.38 

At the end 6.83 2.31 1.52 

 

Regarding those who had a business idea¸ they assessed a somewhat lower risk (7.06 over 10: 

very risky) than those who showed that they did not have a business idea (7.61). 

 

In relation to nationality, risk values were similar for national students (7.55 over 10: very 

risky) and foreigners (7.00). Regarding gender, female students valued risk at 7.63 as 

opposed to the value of 7.21 by males.  
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Those who said they had no immediate reference in their environment valued risk somewhat 

lower, at 7.3 over 10 which it was very risky, than those who do have some reference, at 7.56.  

 

In relation to gender, among those who said they did not have a business idea, 64.9% were 

female students and 35.1% were males, while the distribution among those who did have a 

business idea was at 50% for both. Regarding nationality, the high number of female students 

(72.7%) among foreign students was noteworthy as opposed to a distribution of 59.4% and 

40.6% respectively for national female and male students. Considering the environment of 

the students who showed no entrepreneurial reference, 51.8% were males while among those 

who do count on some reference it stands out that 66.7% were female. As for risk, among the 

students who presented the highest assessments, 8, 9 and 10 over 10 which was very risky, 

69.7% were female students where 100% was the maximum risk assessment (10).  

 

The second questionnaire collected data when the subject was quite advanced, but before the 

final stage of the presentation of their projects to avoid any bias that the mark might have on 

the data. In the end 61 valid questionnaires were obtained from students whose complete 

information was also available from the first questionnaire at the beginning of the subject.  

 

The characterisation of the university population, the object of this paper, by gender and 

nationality is shown percentage-wise on Table 4. Other details such as age and academic year 

were not relevant.  

 

Table 4 

 Female Male 

Gender 67.2 32.8 

Nationality 

Spanish 55.7 29.5 

Foreigner

s 

11.5 3.3 

 

As can be seen, two-thirds of the student body, 67.2%, were female students of which 17.1% 

were foreigners, representing 11.5% of the total students. 

 

The appropriate statistical treatments were carried out on questions relative to the perception 

of desirability and feasibility, self-efficacy in entrepreneurial competency, environment and 

risk perception, entrepreneurial attitude, entrepreneurial intention and the probability of 
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creating a business. Some answers had been treated as quantitative, and others as qualitative, 

variables. The possible categories had been grouped into a lower interval for the purposes of 

treatment. Several results were obtained, some of which are explained below. 

 

Regarding desirability and feasibility, for a maximum value of 7, the values obtained by 

gender show that female students showed a lower attraction to the idea of creating their own 

business and considered it less feasible than male students. The highest concentration of 

answers for desirability, 55%, was recorded in male students in high categories while the 

answers from females for those same categories were somewhat lower at 43.9%. As for 

feasibility, both groups gave the greatest response to medium categories. This data is shown 

on Table 5. 

 

Table 5 

Desirability 

Mea

n Var.    Dev. 

Female 5.39 1.24 1.11 

Male 5.55 1.41 1.19 

Total 5.44 1.28 1.13 

Feasibility 

Mea

n Var.    Dev. 

Female 4.05 1.59 1.26 

Male 4.10 1.98 1.41 

Total 4.07 1.70 1.30 

 

Regarding the preference to have their own business versus any other professional activity, 

for a maximum value of 5, the values obtained by gender, shown on Table 6, indicate that 

female students showed a greater preference than males. In this case, the greatest 

concentration of answers was recorded in the medium categories for both groups: 35% in 

males and 39% in females. 

 

Table 6 

Preference 

Mea

n Var.    Dev. 

Female 3.00 0.70 0.83 

Male 2.90 1.14 2.48 

Total 2.97 0.83 0.91 
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Relating to their self-evaluation as an enterprising person, for a maximum value of 10, the 

values show that male students considered themselves more entrepreneurial than females, as 

is seen in detail on Table 7. The greatest concentration of answers, 70%, was recorded in the 

medium to high categories for the male student group and 58.5% in the medium category for 

the female student group. 

 

Table 7 

Enterprising 

Mea

n Var.    Dev. 

Female 6.00 2.55 1.59 

Male 6.55 4.47 2.11 

Total 6.18 3.18 1.78 

 

Considering risk perception, for a maximum value of 7, it is observed on Table 8 that female 

students presented higher values than male students. In this case, the greatest concentration of 

answers was recorded in the high categories for both group, 73.1% for females and 70% for 

males. 

 

Table 8 

Risk 

Mea

n Var.    Dev. 

Female 5.83 1.64 1.28 

Male 5.65 2.97 1.75 

Total 5.77 2.05 1.43 

 

Regarding their mediate professional perspectives about whether it is more probable that they 

would work in someone else’s business or in their own, only 9.7% of the female students 

indicated that it was more probable that they would create their own businesses, with a 

probability of 80%. The remainder considered that they would work for someone else with a 

probability of 69.6%. Regarding male students, 15% indicated that it was more probable that 

they would create their own businesses, with a probability of 73.2%. The remainder 

considered that they would work for someone else, with a probability of 72.9%. 

 

Regarding intentionality of creating their own businesses at some time and the probability of 

doing so immediately, i.e. in 5 years, the results are shown on Table 9 for a maximum value 

of 7 and 5 respectively. As can be observed, the intention of trying to create their own 

business at some time is greater among female students, as well as the perception that it is 
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probable in the short term. In this case the greatest concentration of responses on 

intentionality was recorded for both groups in the middle categories, 68.2% for females and 

65% for males. Regarding probability, the greatest concentration of responses was recorded 

for both groups in the low categories, 48.7% for female and 50% for male students.  

 

Table 9 

Intention 

Mea

n Var.    Dev. 

Female 4.63 2.53 1.59 

Male 4.50 2.78 1.67 

Total 4.59 2.58 1.61 

Probabilit

y 

Mea

n Var.    Dev. 

Female 2.68 0.99 0.99 

Male 2.55 1.31 1.14 

Total 2.63 1.08 1.04 

 

With the aim of discovering how the set of responses acts, considering whether there were 

differences between male and female students, a Multivariate Factorial Analysis was 

performed. In this way the total behaviour of the variables and their correspondence to 

persons could be taken into account. On the one hand a Factorial Analysis of Principal 

Components was made with the active quantitative variables in order to find relations among 

them and discover how they affect the similarity or difference in behaviour among students. 

As a complement to the interpretation, the qualitative variables were considered as 

supplementary or illustrative. On the other hand, the inverse process was carried out, 

considering the qualitative variables as active (Factorial Analysis of Multiple 

Correspondences), with the object of finding associations among them and consequently how 

they affect student behaviour. The quantitative variables were considered supplementary to 

help interpretation. 

 

The relationship among quantitative variables was obtained in the first analysis of Principal 

Components. The ones that presented the greatest direct relationship were the desirability and 

feasibility of creating a business, considering oneself an entrepreneurial person and 

entrepreneurial intention: someday I will try to create my own business. This is observed in 

the correlation matrix on Table 10. 
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The variables that record the opinion of those who think it is risky to create a business, that it 

involves a high risk, are negatively related to the variables that express a clear entrepreneurial 

profile: those to whom the idea of creating a business is attractive, who consider it feasible 

and who will try to do it, if they can. The matrix of test values permits acceptance of the 

hypothesis that there is a significant relationship among the latter. 

 

Tabla nº 10 

  |   Arie   Atra   Fact   Empr   Ries   Trat 

Arie  |   1.00 

Atra  |  -0.01   1.00 

Fact  |  -0.33   0.45   1.00 

Empr  |  -0.26   0.46   0.29   1.00 

Ries  |   0.33  -0.12  -0.34  -0.32   1.00 

Trat  |  -0.10   0.43   0.25   0.41  -0.18   1.00 

     |   ARie   Atra   Fact   Empr   Ries   Trat 

 

If that relationship is plotted on the First Factorial Plane, as is seen, it absorbs 61% of the 

total variability. See Table 11. 

 

Table 11 

Certainty of calculation Before diagonal 6.000 

6 First owner variables histogram Owner values add 6.000 

nº values % % accumulate  

1 2.4598 41.00 41.00 ███████████████████████████████████████████████████████████████████████████████ 

2 1.1995 19.99 60.99 ████████████████████████████████████████   

3 0.7596 12.66 73.65 █████████████████████████ 

4 0.6570 10.95 84.60 ██████████████████████   

5 0.5777 09.63 94.23 ███████████████████   

6 0.3464 05.77 100.00 ████████████ 

 

By graphically representing the 6 active variables on a plane (Graph 1), the first factorial 

plane having 61% of the total (inert) variable, together with the supplementary variables, it is 

possible to identify who are entrepreneurial and who have an aversion to risk.  

 

Regarding factor 1 (horizontal axis) in the right semi-plane, it is found that male students are 

entrepreneurial, have a business idea (IdSi), prefer to have their own business (PreT), have 

entrepreneurial references in their family and social environment (EnYes), and consider the 

probability of creating their own business high (ProTH) or medium (ProR).  
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In the left semi-plane it is found that the female students who presented an aversion to risk 

did not have a business idea (IdNo), preferred not to have their own business (PreN and 

PreR), did not have entrepreneurial references in their environment (EnNo) and the 

probability of creating their own business soon was low or null (ProN).  

From the same graph and the tables of corresponding coordinates it is deduced that male and 

female students behaved in opposite ways. 

 

Graph 1: plane representation of the active 

and supplementary variables of factors 1 and 2 

 

Referring to the Factorial Analysis of Multiple Correspondences, the main results are on 

Table12 and Table 13. 

 

Table 12 
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IdNo 4 44 32 16 0 48              

EnSí 6 35 31 10 11 30 41 0            

EnNo 3 17 10 10 2 18 0 20            

PreN 3 16 12 7 2 17 12 7 19 0 0         

PreR 4 19 16 7 4 19 13 10 0 23 0         

PreT 2 17 13 6 7 12 16 3 0 0 19          

PPrN 1 2 2 1 0 3 3 0 3 0 0 3 0 0      

PPrR 1 24 18 7 6 19 20 5 5 9 11 0 25 0      

PPrT 7 26 21 12 7 26 18 15 11 14 8 0 0 33      

EpSí 2 5 4 3 2 5 5 2 1 4 2 0 1 6 7 0    

EpNo 7 47 37 17 11 43 36 18 18 19 17 3 24 27 0 54    

ProN 3 26 19 10 5 24 18 11 13 8 8 2 13 14 2 27 29 0 0 

ProR 3 16 13 6 4 15 12 7 4 11 4 0 8 11 1 18 0 19 0 

ProT 3 10 9 4 4 9 11 2 2 4 7 1 4 8 4 9 0 0 13 

 

Table 13 

Certainty of calculation Before diagonal 1.5556 

14 First owner variables histogram Owner values add 1.5556 

nº values % % accumulate  

1 0.2165 13.92 13.92 ███████████████████████████████████████████████████████████████████████████████ 

2 0.2033 13.07 26.99 ██████████████████████████████████████████████████████████████████████████ 

3 0.1709 10.99 37.97 ████████████████████████████████████████████████████████████████ 

4 0.1597 10.26 48.24 ███████████████████████████████████████████████████████████ 

5 0.1404 9.03 57.26 ████████████████████████████████████████████████████ 

6 0.1263 8.12 65.38 ███████████████████████████████████████████████ 

7 0.1083 6.96 72.35 █████████████████████████████████████████ 

8 0.0891 5.73 78.07 █████████████████████████████████ 

9 0.0857 5.51 83.58 ████████████████████████████████ 

10 0.0702 4.51 88.10 ██████████████████████████ 

11 0.0620 3.99 92.08 ███████████████████████   

12 0.0486 3.12 95.20 ██████████████████     

13 0.0416 2.67 97.88 ████████████████       

14 0.0330 2.12 100.0 █████████████    

 

With that analysis, the qualitative variables are considered active, determining the inertia of 

the cluster of points and they will project the form of that cluster on a plane with the object of 

visualizing the relation or association among student perceptions. It can be observed that the 

first factorial plane absorbs only 27% of the total inertia, with both first factors being very 

similar. 

 

The active variables are represented graphically (Graph 2 and Graph 3) on a plane together 

with supplementary variables. 
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Graph 1: plane representation of the active 

and supplementary variables of factors 1 and 2 

 

Considering both semi-planes to the right and the left of factor 1, female students and 

desirability are very close and both are well represented, as is evident in their tables of 

coordinates and test values, which are not shown in this paper. Related to previous results, 

this permits affirming that female students feel that the idea of creating their own business is 

attractive, in spite of considering that it involves a high risk. 

 

Graph 3: plane representation of the active 

and supplementary variables of factors 1 and 5 
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As can be observed, this relation is also made evident when analysing the 1-5 factorial plane, 

since factor 5 shows a good representation of the variables in question.  

 

CONCLUSIONS 

 

Starting from the fact of considering that the degree in Business Administration and 

Management does not present pronounced biases between male and female students who 

study it, no specific peculiarity or noteworthy imbalance in one way or another can therefore 

be pointed out, as does occur in other degrees in Health Sciences, Education, Engineering, 

Humanities and other Social Sciences. 

 

That proportion is maintained, with nuances, in the case of the subject of “Business Creation” 

since the presence of feminine students is only slightly greater than the average of the total 

for the degree. But no particular reason stands out to explain this fact. It is not evident that 

there is a distinctive criteria in the feminine population registered for choosing this subject, 

either due to the manner of admittance or to the reason for studying it. 

 

The fact certainly is interesting that a significant part of the students registered was foreign, 

either Europeans or Latin Americans. This circumstance can be explained by the interest 
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aroused in these students for this material which is not found in the educational offer of their 

Universities of origin. This shows initiative and a certain assumption of risk, since they will 

have to validate the credits from this subject but do not count on an equivalent or official 

authorization in their centres. Besides, the methodology implies that they have to carry out 

part of the work in a group, which involves an added difficulty. All of this, together with the 

fact that they have made the decision to study for a year outside their own countries, indicates 

that they are persons with a certain entrepreneurial profile. Another fact is surprising, that 

these foreign students were female for the most part, so that the proportion between both 

groups was not maintained. That is where an explanation can be found for some of the 

quantitative as well as qualitative results. 

 

A different way of working at the subject is evident on the part of the female students. Their 

attendance at face-to-face sessions is higher. They hand in a higher number of voluntary 

papers, attend complementary activities and form exclusively feminine work groups. These 

facts are reflected in terms of their marks so that the mean mark for female students is higher 

than that of their male classmates. 

 

Regarding the data collected at the beginning of the subject to discover the student profile, 

the fact stands out that only a fourth of the students have a business idea or have had one at 

some time. But the proportion of female students who responded that they had or have had a 

business idea at some time is one third less than the proportion of male students who 

responded in the same way, in spite of the female students being in the majority. On the 

contrary, the fact that among those who had an original—innovative—business idea, it is 

exceptionally outstanding that the immense majority corresponded to female students, which 

indicated greater creativity. And two thirds of them were foreign students. 

 

Concerning whether they had entrepreneurial references in their immediate family and social 

environment, the great majority of female students responded affirmatively as opposed to half 

of the male students. But, in spite of having close references, or precisely because of it, their 

risk perception for creating a business was appreciably greater than that of their classmates. 

 

In relation to the study made at the end of the subject on the perception of desirability and 

feasibility, self-efficacy in entrepreneurial competency, risk perception, entrepreneurial 

attitude, and entrepreneurial intention, it stood out that female students perceived the idea of 
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creating their own business as less attractive and feasible. Likewise their self-perception as an 

entrepreneurial person was lower than that of their male classmates. Something similar 

occurred with their immediate professional projection through the creation of their own 

business, which was also lower in female students, and which corresponded to a high risk 

perception for creating a business. Curiously, on the contrary, regarding the intentionality of 

creating their own businesses on some occasion, this perception in female students was 

slightly higher than in male students. The same thing occurred with their perception of the 

probability that it would be possible at some future moment. They did not leave that 

possibility closed and the idea of creating their own businesses continued holding certain 

attractiveness, although it was in their long term projection.  

 

It is certainly interesting to emphasize that among the students there were persons who 

presented a clear entrepreneurial profile. The idea of creating their own businesses was 

attractive to such persons. They considered it as something feasible. They felt like 

entrepreneurs, had or have had a business idea and perceived the risk, but did not assess it 

excessively high. They contemplated the future possibility of undertaking the creation of their 

own businesses if possible.  

 

There were also persons among the students who have clearly decided to try to create their 

own businesses in the near future. But it is evident that having taken the subject did not have 

a great effect on those characteristics. Rather this dealt with entrepreneurial persons who had 

a more or less defined business idea and who sought technical references in the subject for 

undertaking their project in the future.  

 

Let us recall that the purpose of the subject was for the students to know the processes for 

creating a business by practising the role of an entrepreneurial person, generating ideas for an 

innovative business and preparing a business plan. Therefore, it did have a certain impact on 

some perceptions. For example, it is interesting to verify how, in the lapse of time between 

the beginning and the end of the subject, the risk perception involved in creating a business 

had decreased among the students. 

 

It is obvious that, besides by gender, the data should be worked from other criteria, for 

example, the entrepreneurial or non-entrepreneurial profile. New categories should be 

established to search for differences or subgroups among female students. Even so, it seems 



 

 26 

evident through the results that the role of gender did act on the female population in this 

subject because of the way that they perceived the dimensions addressed in this study, which 

was a different way than their male classmates. 

 

It is particularly interesting to study the whole of the exceptionally numerous foreign female 

students who registered for the subject this year. Their results pointed to them as having an 

entrepreneurial profile, differentiated from the majority of their national classmates. For 

example, it is a fact that for the most part they presented original business ideas. 

 

Logically, this paper is preliminary to a more profound study which will continue in the 

future. A follow-up of the students will be made for discovering the evolution of their 

perceptions on the desirability and feasibility of creating a business, their entrepreneurial self-

efficacy and their entrepreneurial attitudes and intentions. Therefore, how to act on those 

female student perceptions will be discovered in order to improve them, given their potential. 
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ABSTRACT:  

The paper focuses on the meaning of entrepreneurial work for young entrepreneurs – and how it 

differs according to gender. Specific domains of emphasis are: the link between the individual 

and the business; the entwinement of self-esteem and business outcomes; and, the language of 

attachment. Multiple in-depth, phenomenologically oriented interviews with ten young 

entrepreneurs inform the paper. The nature of the relationship between the entrepreneurs and 

their work/business was intense and it was especially imbued with emotion by the women. They 

overlaid their stories with an emotional dimension that was inseparable from the narratives of 

‘business life’. In contrast, the male narratives were characterised by the tempering of the urge to 

be carried away ‘heart and soul’ by the business. The young female entrepreneurs openly 

advocated this emotional way of working. The implications of these findings for enterprise 

policy are drawn out.    
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YOUNG, FEMALE & ENTREPRENEUR: A TALE OF SENSE & SENSIBILITY 

 

INTRODUCTION 

This dominance of enterprise in the modern, post-industrial or post-Fordist work environment 

(Fenwick, 2002), demonstrates the possibility for entrepreneurship, and being an entrepreneur, to 

have an impact in ways that are beyond those only economic in nature. Entrepreneurship as a 

source of identity, form of work, and a cultural imperative, is beginning to supersede perceptions 

of it as being a solely capitalistic, and ultimately an economically driven activity (Williams, 

2007). Along with this appreciation of the potential non-economic ‘value’, or contribution of 

entrepreneurship in the modern age, is the realisation that the phenomenon itself “is not just 

creating jobs, it is creating people’s lives” (Steyaert & Hjorth, 2003, p.17). Indeed some scholars 

have described the increased flexibility of labour markets, and the embracing of alternative, 

entrepreneurial forms of work, as enhancing rather than undermining “the possibilities for human 

self-actualization” (Jensen & Westenholz, 2004, p.2). However, the consequences for 

occupational and/or social identity of this departure from ‘traditional’ work forms and patterns 

may yet to be discovered (Jenkins, 2004; Jensen & Westenholz, 2004). The transformation of 

work practices, and of what is valued about the way we can work in the modern era, has resulted 

in a new, and increasing, awareness by many of the benefits of working in a non-standard, 

enterprising, or entrepreneurial way (de Bruin & Dupuis, 2004). While such change has the 

capacity to impact on all individuals, it has been posited that some demographic groups are more 

likely to be influenced, or more likely to engage with ‘enterprise work’ more intensely and for 

longer (Dupuis & McLaren, 2006).  

One such ‘group’ of individuals is the young. Indeed, some have described self-employment as 

one of the most significant labour market trends impacting upon young people, and have noted 

that they, as a group, are over-represented in non-standard work (Felstead, Krahn & Powell, 

1999). The transitions that young people experience today (e.g. from school to work or from 

study to the labour market) have been described as being more fraught with complexity than ever 

before (Lowe, 2001). It could be argued that in terms of the transition into the labour market this 

complexity represents the increasing irrelevance of attachment to, or engagement with, elements 

of organisational bureaucracy. For others, it signifies broader social, political, economic and 
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demographic changes occurring in individual countries. Whichever perspective is taken, the 

reality is that for many young people starting a business (as a manifestation of 

enterprise/entrepreneurship) can be seen as a more viable, and desirable, option for ‘work’ than, 

for example, working as an employee in a large organisation (Lowe, 2001).  

The situation in New Zealand reflects the trend towards entrepreneurially-oriented work options, 

and there are a number of indicators to suggest the presence of an enterprising culture. Not the 

least of these is a deliberate attempt by politicians and policy-makers to design and launch 

initiatives that encourage the pursuit of business start-up (and to support firms and their owners 

after launch), and many instances of programmes in primary, secondary and tertiary institutions 

to ‘educate for enterprise’. There have been few attempts to date to formally study aspects of 

youth entrepreneurship, or young women who are entrepreneurs in particular. Therefore, there 

does exist the opportunity to carry out studies that investigate the intangible, subjective and 

intensely personal experience of young entrepreneurs, their participation in the business start-up 

process, and their engagement in, and with, their firms. Such investigations have the potential to 

bring to light new insights into the way in which new patterns of work, and increasing levels of 

engagement with entrepreneurship, are being experienced by young New Zealand business 

owners. An examination of experiences nuanced by age and/or gender are potentially valuable 

given that, even into the 21
st
 century, explorations of entrepreneurial behaviour can resort to 

reducing meaning to commonalities in the process of searching for homogeneity in terms of 

business outcomes.  

The objective of this paper is to explore three specific domains of emphasis that illustrate 

contrasts in the meaning of entrepreneurial work according to gender for this group of young 

entrepreneurs: the conceptualisation of the link between the individual and the business; the 

entwinement of self-esteem and business outcomes; and, finally, the language of attachment used 

to delineate the role of entrepreneurial work in the life of the individual entrepreneur. The next 

section of the paper backgrounds the phenomenon of youth entrepreneurship, and then the 

research design of the study that informed the paper is presented. The following results and 

discussion section is then structured according to the aforementioned domains of emphasis, and 

populated with the ‘voices’ of the young entrepreneurs themselves via the inclusion of 
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participant quotes. The final section of the paper makes concluding comments, and then 

elaborates on them specifically in relation to policy implications. 

 

BACKGROUND ON YOUTH ENTREPRENEURSHIP 

Research to date in the area of youth entrepreneurship has, on the whole, offered conflicting 

results on the relationship between age and the many dimensions of self-employment activity 

(e.g. the idea of capital constraints being a barrier to self-employment entry for young people has 

been viewed in two contradictory ways: Evans and Leighton (1989) found that capital constraints 

were no more of a burden for younger people than older people, whilst Blanchflower and Oswald 

(1998) found that capital constraints did bind more on the young). While differing conclusions 

are almost a given among research (especially accounting for differences in research context and 

design), and in fact by their very nature help further knowledge in a particular field, they can 

make studying an emerging phenomenon (such as youth entrepreneurship) a tricky business. It is 

necessary to accept that knowledge is imperfect and constantly evolving with the advent of new 

pieces of research, and that as new pieces are added to the body of understanding the picture of 

youth self-employment will become more complete.  

The prevalence of contradictory findings about the young and self-employment has meant that 

when there are pieces of research that conclude the same thing, there is a desire to seize upon 

these conclusions as the ‘truth’. The lived experiences of young self-employed people are 

diverse, and research will differ between contexts. If this heterogeneity of experience is not 

accepted, there is a propensity for research ‘users’ to cling to findings that are similar to others as 

if this similarity is some measure of their validity and worth. This adherence perpetuates the 

stereotypes of the young self-employed instead of encouraging new research, and forestalls the 

exploration of new and better methods by which to uncover the experiences of the young self-

employed instead of predicting them. Findings that have achieved some consensus in the 

literature include: self-employment is unlikely to be a young person’s first form of work 

(Feldman & Bolino, 2000; Shane 1996); the young person’s work experience before starting self-

employment will be in the same industry as the firm they start up (Alsos & Kolvereid, 1998; 

Birley & Westhead, 1993; Lorrain & Raymond, 1990);  the best source of start-up assistance 

(including advice, support and finance) will be the young person’s family (Payne, 1984); and, 
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having self-employed parents will have positively influenced a young person’s decision to 

become self-employed (Blanchflower & Oswald, 2007; Curran & Blackburn, 1991; Scott & 

Twomey, 1988).  

There has also been a concerted effort to establish a link between age and propensity to start a 

firm. Researchers have sought to establish whether the desire to do so is more prevalent in 

younger people or older people, and whether younger or older people will be more successful.  

Much of the work is therefore comparative in nature: “while one might justifiably hypothesise 

that a more mature entrepreneur will have significantly more experience and thus may be more 

likely to succeed, it has also been suggested that younger entrepreneurs are possibly more likely 

to take more risks in an attempt to grow their business” (Henry, Hill & Leitch, 2003, p.53). To 

date there remains a lack of consensus as to the exact nature of the relationship, however when 

considered on balance a greater number of pieces of work support the proposition that the 

probability of entry, and subsequent success of that venture, increases with age (e.g. Feldman & 

Bolino, 2000; Hammarstedt, 2001; OECD, 1992). 

Van Praag (2003) carried out duration analysis of business survival on a sample of young people 

running small firms. Findings indicated that the older an individual was at start-up, the longer the 

firm subsequently survived (i.e. younger starters have lower survival probabilities than older 

starters). The optimal age for start-up was given as 32. Those younger entrants had better chances 

of success if they had experience in the same industry as their start-up, started their firm part-time 

while still working, and were not unemployed prior to start-up (Van Praag, 2003). Citing a 

number of American studies, Shane put forward the notion of a curvilinear relationship between 

age and entrepreneurship: “because age incorporates the positive effect of experience, which 

increases with age, and the negative effects of opportunity costs and uncertainty premiums, both 

of which also increase with age” (2003, p.89). Cowling (2000) described how the relationship 

between age and start-up was significant, but varied in strength and nature. “In eight countries 

age was found to significantly increase the probability of self-employment” (Cowling, 2000, 

p.788). The study involved a random sample of 1,000 workers from each of the 13 EU states.  

Contrary to the findings of the work presented in the preceding paragraphs, a recent study by 

Levesque and Minniti found that “empirical evidence shows that younger individuals are more 
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likely to start a new firm than older ones” (2006, p.177). Age is identified as a triggering factor of 

entrepreneurship, and the authors suggested a negative relationship exists between 

entrepreneurial attitude and age. In other words, the age affect is such that as someone gets older 

the attractiveness of self-employment as an income generating activity lessens due to the 

proportionate benefits available from earning a wage or salary.  

Added to those studies that draw a conclusion about the impact of age on the propensity of 

individuals to start a firm (either in a positive or negative sense), there are also those pieces of 

work that could not draw a conclusion either way (e.g. Lorrain and Raymond (1991) and Freel 

(1998). Rather than arguing that there is no link between age and accumulated human capital 

(which influences the decision and ability to start-up), Freel advocated acknowledgement of the 

fact that it is a “superficial measure…liable to a remarkable degree of inconsistency. It is not the 

number of years which are relevant, it is the substance of those years” (1998. p.25). As well as 

examining probability of entry in relation to age, and subsequent success, a number of researchers 

have also investigated other dimensions of the decision to enter self-employment. For example, 

Blanchflower, Oswald and Stutzer (2001) reported how, although the probability of being self-

employed increased with age, the probability of preferring to be self-employed strongly 

decreased with age. Similarly, Peiro, Garcia-Montalvo and Gracia (2002) described how age 

increased the probability of resisting self-employment.  

Young people, like any other group considered in relation to self-employment entry, face certain 

barriers in terms of business start-up. Whether these barriers are any different by virtue of the age 

of the individual is yet to be conclusively established. However, examples of the barriers 

attributed as burdensome for the young as a group include an inability to secure finance from 

lending institutions due to a lack of credibility, and a lack of life experience (which is often 

viewed as a surrogate for work experience) (Lorrain & Raymond, 1991). Indeed, the barriers the 

young face in terms of entering self-employment, or engaging in entrepreneurial behaviour, are 

frequently put forward as explanations for why participation rates remain low: “The 

comparatively low levels of self-employment among the younger age groups reflect the difficulty 

of establishing any enterprise without sufficient funds or experience” (Carter & Jones-Evans, 

2000, p.16). 
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One of the dominant facets of start-up that appears to significantly impact on young entrepreneurs 

is a lack of capital, or access to it (Blanchflower and Oswald, 1990 & 1998). However, there is 

some work (such as that by Evans and Leighton, 1989, and more recently that of Papadaki, 

Patenaude, Roberge and Tompa, 2000) that stressed that all entrepreneurs face liquidity 

constraints (younger no more than older). The rationale for this finding is that while the young 

may face difficulties in raising capital (because their age makes it harder to establish credibility, 

Stevenson, 1987), older entrepreneurs may also face difficulties (because of other responsibilities 

they already have – e.g. dependents and home ownership). The message seems to be that while it 

is age itself that affects the young, it is circumstances that affect the older entrepreneur. The 

distinction points to the fact that individuals can modify their circumstances but not their age. 

Other barriers for the young which are infrequently written about formally, but are common in 

anecdotal accounts, are the linked issues of ageism, negative perception, or stereotyping that 

occurs when young business people go about their day-to day work. In Canada, after carrying out 

47 interviews with young nascent or current information technology business owners under the 

age of 30, Tam (2000) reported that a third of that group reported the impact of negative 

stereotypes. How they dressed (which was described as ‘youthful fashion’ or ‘casual appearance’ 

in the report) was described as impacting negatively upon how people treated them in the market 

place and in other business interactions. Recently work by Lewis (2006) in the New Zealand 

context, also found that young entrepreneurs faced overt ageism from clients and other 

stakeholders. Many subsequently took actions to avoid such interactions occurring again (by 

either involving an older business partner, changing the way they dressed, deliberately acting or 

dressing in a manner that appeared more mature, or avoided meeting clients or other stakeholders 

in person).  

As is typical of an emerging area of enquiry, and as this section of the paper has shown, work to 

date has typically focused on a number of key strands: either establishing the presence of young 

entrepreneurs; justifying their entry to self-employment as being because of, or in spite of, their 

youth; and, illustrating how their age creates particular barriers to entry. Most work is predicated 

on the assumption that age generates difference that will most often have a negative impact (e.g. 

preclude entry, dissuade continuation or ensure limited outcomes in terms of proxies for 

entrepreneurial success such as firm growth and turnover). There are few studies that have aimed 
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deliberately to focus on the issue of youth and gender. Most typically, as is the case with this 

paper, results with a ‘gendered dimension’ have emerged as a by-product of a broader focus. 

There is also an absence of studies of youth entrepreneurship that are sociologically driven, and 

that seek to explore issues of perception and meaning from a, necessarily, subjective perspective. 

This paper seeks to make a modest contribution in that regard. 

 

METHODOLOGY 

The ontological position framing this paper is that “reality is subjective and multiple as seen by 

participants in a study” (Collis & Hussey, 2003, p.49). This type of ontological relativity “holds 

that all tenable statements about existence depend on a worldview, and no worldview is uniquely 

determined by empirical or sense data about the world” (Patton, 2002, p.97). Taking the 

constructivist perspective of situating the source of knowledge within the individual’s frame of 

reference (Collis & Hussey, 2003), or acknowledging it as epistemologically subjective (to use 

Guba and Lincoln’s, 1989, vocabulary), necessitated a qualitative methodology. Consequently, 

in-depth interviewing from a phenomenological perspective was chosen as the data ‘collection’ 

strategy.  

A phenomenological perspective aims to “elucidate the importance of using methods that capture 

people’s experience of the world” (Patton, 2002, p.107) and a commitment to “undertake in-depth 

interviews with people who have directly experienced the phenomenon of interest; that is, they 

have ‘lived experience’ as opposed to secondhand experience” (Patton, 2002, p.104). It is also 

appropriate for research questions dealing with issues of meaning and significance (i.e. the 

experiences of entrepreneurship and firm ownership for young New Zealanders) that are, 

therefore, in part phenomenologically driven. Seidman’s three interview phenomenologically 

oriented method was used (a method originally designed by Dolbeare and Schuman, and 

described in Schuman, 1982). It involves three interviews with each individual participant so as 

to adequately contextualise the experiences of the participants within their lives as a whole 

(Seidman, 1998). 

A phenomenological approach to in-depth interviewing results in there being only one legitimate 

source of data: “the views and experiences of the participants themselves” (Goulding, 2002, 
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p.23). Therefore, sampling was purposive to ensure the research participants had experienced the 

phenomenon that was the focus of the research enquiry (Patton, 1990). Publicly available 

information was used to identify ten young New Zealand entrepreneurs (six male and four 

female) to participate in the project (resulting in 30 interview transcripts for analysis). A 

combination of two sampling strategies was used: intensity sampling – the selection of 

“information-rich cases that manifest the phenomenon intensely but not extremely” (Creswell, 

1998, p.119) – and criterion sampling. The criterion in this case were: that the individual started 

a firm in New Zealand when under the age of 30; that they were still involved with that firm in a 

day-to-day role; and that they started up the firm themselves (i.e. did not purchase a going 

concern or franchise, or inherit a business). Short vignettes describing the ten research 

participants are included in Appendix One.  

Constructivist grounded theory analysis informed the data analysis process (Charmaz, 2006). The 

primary consideration given to the first reading of the transcripts was for codes that “reflect 

emerging ideas rather than merely describing topics” (Charmaz, 1990, p.1167). Therefore, during 

the coding phases priority was given to remaining open to all possible theoretical directions.  

Subsequently, selective coding was engaged in (based on the initial codes) in order to synthesise 

and integrate larger and larger amounts of data. This cycling back and forth between data and 

codes enabled the widening, and then focusing, of codes (or conceptual categories) into more 

useful units of analysis.  

This process facilitated the fracturing of data into manageable elements (Coffey & Atkinson, 

1996), and then for those data to be rejoined, in different ways, in order to represent new 

categories and emerging ideas. Subsequently this fracturing and rejoining process was reiterated 

to facilitate the formation of cohesive patterns and trends. The ‘thinking unit’ (Lofland and 

Lofland’s, 1984) then emerged as being theme – seen as the best way to identify “the structures 

of experience” (p.86). Following van Manen (1990) three approaches were taken to translating 

the data into themes: 1) a holistic interpretation that attempted to distil key passages or themes 

into a phrase that reflected its essence; 2) a more selective interpretation that involved the 

highlighting of key elements of sentences that seem especially revealing; and, 3) a detailed 

interpretation that focused even more closely on minute clusters of words or sentences that 

revealed meaning.  
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The findings are intended, by their very nature, not to be replicable or generalisable. They are 

entirely dependent on the interpretations of the key informants, and they focus on meanings, 

perceptions and experiences that are particular to each individual participant. The particular 

choice of research context (young New Zealand entrepreneurs in the 21
st
 century) can also be 

considered to limit the relevance of the findings – as might the characteristics of the group of 

participants. By chance, the interviewees shared some similarities that may mean a group with 

different characteristics would have contrasting experiences. For example, this cluster were 

highly educated (seven tertiary qualified or engaged in tertiary study), involved in what could be 

described as successful ventures, and at a particular point in the life-cycle of their firm (e.g. on 

average, interviews took place two to seven years since they started their firm so all were past 

what might be classified as the difficult start-up phase).  

 

RESULTS & DISCUSSION 

 

The relationship between self and firm 

A firm is frequently considered to be an extension of the founder, or engenders a strong 

identification at a personal level (Gray, 2002; Van Prag, 2003). In the case of firms that are 

small, this identification is seen as more prevalent given the relative lack of boundaries between 

the firm and the rest of what constitutes that founder’s life (Culkin & Smith, 2000). Johnson 

(1995) went as far as to describe a firm as a ‘psychological child’ of its founders, and that the 

intensity of the associated emotions can be exacerbated by the difficulty in distinguishing 

between the individual and their firm. The notion of a ‘relationship’ existing between the young 

entrepreneurs and their firms was a consistent element of all the narratives, and reflects two 

things. Firstly, that a firm is not merely conceptualised as a physical manifestation of an 

entrepreneurial act to the participants - it symbolises a great deal more for the majority of them. 

Secondly, the relationship is not static or impervious to influence.  

The ‘outcomes’ of this relationship between the individual and the firm were various. But, at the 

heart of all the relationships appears the ability of firm creation to change an individual, and the 

willingness of that individual to be changed (or not). The entrepreneurs in this study appeared to 

have demonstrated through their narratives the way in which they were willing and able to 
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change as a result of being a business owner – and that this development, or evolution, was a 

desired part of the process. It is not to say that working as an employee will not facilitate such 

personal development, but that, instead, creating a business has such an effect in a unique, and 

perhaps more profound, fashion. The profundity of the experience appears potentially to be 

intensified by the individual’s emotional attachment to the firm - something that is not always a 

facet of an employer-employee relationship - as well as their choice to pursue such a working 

‘style’ (and its dominance within their life). i.e. the crossing of boundaries, or making the notion 

of a separation of work and life redundant.  

What was common to all the young entrepreneurs was the way they described how they related 

to their firms in language similar to that used to describe an emotional attachment. To them their 

firms were more than manifestations of the pursuit of an entrepreneurial opportunity, or of 

business acumen, or of financial success. They were described as vehicles for personal 

expression, development and fulfilment.  The emotional impact of the entrepreneurial experience 

(Goss, 2008) has historically typically only been referenced in the context of health and well-

being (e.g. in terms of stress, Akande, 1994; Buttner, 1992; Jamal, 1997; Johnson, 1995; Rahim, 

1996; Vasumathi, Govindarajalu, Anuratha & Amudha, 2003) and work-life balance (e.g. Chay, 

1993; de Bruin & Dupuis, 2004; Dex & Scheibl, 2001). However, latterly affect (i.e. the role of 

emotion in cognitive processes) and entrepreneurship has begun to attract increasing attention 

(e.g. Baron, 2008; Hayton & Cholakova, 2012) – but whilst emotion underpinned the narratives, 

in this instance it was in terms of input and outcome – rather than specifically as a driver of 

process.    

The way in which three of the female entrepreneurs described their emotional entwinement with, 

and therefore the meaning of, their firm was made more complex for them by the inclusion of 

what they described as ‘the motherhood dynamic’. For one of the women, the time and 

emotional energy she committed to her firm created feelings of guilt in relation to her role as a 

mother. She describes overcoming these feelings, or learning to deal with them, by intellectually 

processing the issues that had driven her to be both mother and entrepreneur simultaneously. The 

conclusion she described reaching was that each helped her be better in the other role - so, when 

she was investing more time in one role (at the perceived expense of the other), she rationalised 

that, in the end, it would be of greater benefit to her children, her family and her business 
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partners to have done so. This one example illustrates how the notion of women working for 

themselves in order to make a maternal role easier is overly simplistic, as is the notion that the 

roles need to be, or in fact are, in conflict. For some women it appears that it can take more time 

than they may ever put into their business to mentally reconcile how the two fit together. Raising 

the issues of how, or if, it is possible, desirable, or necessary to do so? For the three women 

participants who were fulfilling these dual roles, they persisted in working at achieving such role 

reconciliation because they wanted to realise that synergy.  

“I thought how you do this with a child? And how do you be a good mother? And how do 

you be a good employee without feeling like you’re compromising both of them? So what I 

thought was I need to have my own business so I’ve got my own satisfaction but I’ve also 

got control of my life.”  

Another woman facing the same role-related issues described her situation in quite a different 

way. Her business life was described as part of her (as opposed to being just a job) and as giving 

her a sense of personal success and financial freedom. She also described how the identity of 

business owner or entrepreneur empowered her with the sense of feeling different, and enabled 

her to rise above the subsuming of her personal identity within the role of mother. Or, as she 

described it, allowed her ‘to be not just a mother’ and give her ‘a sense of being who I always 

was’.  

“I mean for me I suppose I get a feeling of status from the fact that I have got this 

business…you know I'm at a stage of my life where lots of women are struggling to figure 

out what their identity is, so I'm very lucky….I'm surrounded by mothers who have had good 

careers who cannot continue….It definitely gives me a sense of self-worth….I mean I'm 

making a significant contribution to our family…it means I've still got my independence….” 

“It gives me a sense of being a little different…To not be just a mother and God help me if 

you say that in front of someone who's just a mother…Certainly for me I think, probably 

more than ever now that I'm a mother, I feel a sense of success with the business because I've 

got this mixture of motherhood and working…I think for me it gives me a much stronger 

sense of being who I always was you know. I feel like I've had to change and I don't have to 

justify my existence.”  

At its essence her narrative communicates that this woman appeared to lose an element of her 

identity (of a successful professional woman working in the corporate world at a management 

level) when she became a mother, and that starting a firm (and assuming the corresponding 

identity of entrepreneur) gave her back something she felt she had lost. The meaning of her firm 

to her therefore went beyond what might be naturally assumed - that is, the means for a working 
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mother to achieve a balance between income-generating activity and child rearing. Instead it 

ascribed a sense of identity, and of status (in her own mind), at a time in which she described 

many mothers struggling with issues of self-worth. For this participant, her firm gave her that 

and contributed to her new identity as entrepreneur-mother. 

The language of attachment 

For nearly all the ten young entrepreneurs the firm was conceptualised as such, as an extension 

of them – of their self, their identity, their personality. It was both more important to them 

because of this, and more risky for this to be so. That is, the coupling of self and firm had to be, 

to some extent, unravelled (at least figuratively if not in reality) so as to ensure that the fate of 

both were not entwined to the point of inextricability, or damage to either entity. How they chose 

to work through the nature of this relationship for themselves varied. For some it involved a 

process of on-going reflection and change; for others it involved the engagement of a business 

partner to temper the isolation and excessive commitment. For others, more often the women, it 

was acknowledged and accepted, and was therefore not something to solve as such.  

The language with which the relationship between self and firm was described emerged from the 

narratives as being potentially indicative of the way in which the link was conceptualised by the 

participant. For the female entrepreneurs there were certain commonalities in the use of language 

that made their discourse on this facet of the topic distinct from their male counterparts. It was 

characterised by adjectives that reflected their emphasis (consciously or subconsciously) on the 

emotional dimension of the connection – either as an imperative or as the way in which they 

chose to make sense of meaning of the inter-relationship. The nature of the bond was variously 

described as providing emotional fulfilment and succour, as enhancing their perceptions of self-

worth, and, as adding a dimension to their identity that helped them surpass the expectations 

and/or assumptions of others. For the male entrepreneurs who were interviewed, the stories they 

told did not lack passion or engagement but were characterised by language that suggested either 

a deliberate tempering of the emotional side of the self-business relationship, or a 

conceptualisation that was not characterised by an emotional imperative. They tended to talk 

about the link in terms of prioritisation, or hierarchy, or strategy, or efficacy – particularly in 

terms of figuring out where the relationship fitted and would be most effective. This points to the 
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ways in which the attachment of individual to firm, and how that is conceptualised and enacted, 

may differ according to a variety of factors – including gender, and not just age.   

Entrepreneurship and self-worth 

The dominant way in which business formation was described as being emotionally fulfilling 

was in terms of the enhancement of self-esteem and feelings of self-worth. This link was 

primarily described as being enacted as a relationship between the perceived success of the 

business (in the mind of the entrepreneur) and the subsequent effect of that perception on their 

self-esteem. Johnson has also commented on such a link, and, further, that the volatility of a 

small firm environment (often the first business domain of the young entrepreneur) can lead to a 

“volatile self-concept significantly affected by the day-to-day fortunes of the business” (1995, 

p.15). The statement of one participant reflected the opinions of all the rest when she 

categorically stated that ‘business success and personal self-esteem is the same thing’. 

Many participants could see the benefit of this symbiotic relationship, and its inevitability given 

the intensity of their commitment to, and involvement in, their firms.  

“…what you do in your life is…going to be intertwined in your character and how you feel 

about yourself….I think that the sheer fact that we have made something that we're all so 

proud of is going to make us feel good about ourselves.” 

The disadvantages of such a close entanglement between business success and feeling of self-

worth were also described. A number of participants described a lack of pride in the close 

association between the two constructs, but that their awareness of the link was at least a step 

towards resolving the issue – or at least dealing with its potential consequences. 

“I don't think technically there should be [a link between business success and self-

esteem]…but for me there is a direct link….and I know that it's not healthy….I know I am 

not my business. I am who I am and the business is something that I do but I haven't learnt 

yet how to unravel that.” 

A number of participants expressed the opinion that this intertwining of business success and 

self-esteem was at its most intense in the early stages of the business, and that becoming aware 

of it triggered a desire in them to establish some distinction between the ways in which they 

judged their own worth from that of their business. One participant described the shift in 

thinking in the following way: 
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“My whole self-esteem isn't tied up in it and now it’s a challenge rather than who I am….so 

I'm able to separate myself enough to enjoy working on it and enjoy some of the fruits of the 

success of the business.” 

One interpretation of this statement is that the intensity of the relationship between perceived 

self-worth and business performance was not diminished per se, but that instead it was reframed 

so as to be a stimulus rather than a burden - and therefore ultimately contribute to the overall 

sustainability of the firm and the endeavours of the entrepreneur. 

“…about three years ago the business was so closely interwoven with my personality that it 

would be impossible to separate the two….but in the last few years I've been able to separate 

myself from the business a lot more, and I've actually focussed on doing that because as I 

alluded to earlier, your health suffers if you are too involved….everything suffers, your 

relationships suffer too.” 

However, for others the entwinement of ego and firm performance appeared to be accepted as an 

inevitability and stimulated no conscious change of thought pattern or action. Further, it was 

considered that to attempt such a detachment would be impossible. In many instances the deep 

involvement of the young entrepreneur was described as being essential to the survival (cf. 

success) of the firm.  

“It is not that the business is my life, but definitely at the moment it would be close to 

impossible for the business to work without me in it.  It is an aspiration to move beyond that 

though.” 

It was clear that while this seamlessness (of firm and self) was intended, its desirability as a 

continuing state was less clear from their responses. But some described separation from such a 

tie as a goal. It is interesting to note that it was the six males in the group who explicitly spoke of 

a desire for a severing of the emotional tie to the business, or to limit their involvement in terms 

of depth of attachment or involvement. This is not to say that they wished to diminish their 

commitment to, or passion for, their firm. Instead they felt they could replace that with another 

dimension in their life (i.e. derive satisfaction from elsewhere), or that doing so would allow 

them to commit more time and emotional energy to other elements of their life (e.g. partners and 

families). Overall, it would seem that they felt that the happier they were away from the firm the 

more they were able to give to it when they were there, and that the nature of this giving needed 

to change over time from the excessive, almost obsessive, link to the firm that was often 

described as being required early on in its life.  



16 

 

CONCLUSIONS 

The nature of the relationship between the young entrepreneurs and their work/business was 

intense. The nature of the entrepreneurial work was beyond rational occupational choice, and 

instead was afforded the status of achieving self-expression, empowerment and, ultimately, 

transformation.  The choice of the word relationship to represent the nexus between person and 

firm embodies the heart of the relationship itself: emotion. It also signifies the potential of the 

relationship to enhance or diminish the self-esteem of the young entrepreneur. The reciprocal 

and symbiotic nature of the relationship is such that the potential impact of acts of 

entrepreneurship (i.e. firm creation) is increased. The transformative power of an entrepreneurial 

act is enhanced across all dimensions of impact. This notion of a relationship immediately 

changes the way we think about the phenomenon of entrepreneurship, and points to what people 

can be, as well as what they are, when engaging in the act. Whilst a finding that the relationship 

between person and firm is intense and emotively driven might not be novel, such confirmatory 

evidence in the context of youth entrepreneurship is.   

For the young female entrepreneurs, their narratives went further. They overlaid their stories 

with an emotional dimension that was inseparable from the narratives of ‘business life’. The 

consequences of this deliberate emotional overlay were described as profound personal changes 

that occurred in tandem with observable external manifestations of success - such as premises, 

payrolls and profits. In contrast, the male narratives were characterised by the tempering of the 

urge to be carried away ‘heart and soul’ by the business, and a desire to maintain the primacy of 

the ‘rational’. For the women, the entwinement between self and firm, and subsequent link 

between the enactment of entrepreneurship and perceptions of self-worth, were more tightly 

bound. In fact the men in the sample articulated a wish to reduce the intensity of the link, or 

sever it entirely, whereas the women did not. The male entrepreneurs saw this distancing as a 

mechanism for improving performance (their own and that of the firm), whereas the women 

spoke of how the ‘emotional approach’ was not only satisfying, but also successful. The men 

also articulated how they envisaged distance from the firm, either virtually or physically, would 

make them happier and in turn give them more energy and enthusiasm to invest in the firm when 

they were ‘present’. In contrast, the women reported how their ‘work’ in their firms made them 

happier and that the increased happiness and fulfillment gave them greater capacity to give to 
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others in their life – both inside and outside the firm (i.e. the relationship was inverted according 

to gender). Rather than reinforcing gender stereotypes this points to women embracing a female 

model of entrepreneurial action (Wilson & Tagg, 2010). Owning the emotion and qualifying its 

presence not as a product of gender, but as a driver of performance and satisfaction. It is a mode 

of action that also speaks to their desire for authenticity in terms of an entrepreneurial identity – 

not one that accentuates femininity (or not), but one that acknowledges the role of emotions in 

what they do on a day-to-day basis (Lewis, 2011).  

Motherhood further complicated the emotional nature of the entwinement – but not perhaps in 

the typically understood fashion. Rather than being viewed as a way best to accommodate 

motherhood (i.e. the typically well evidenced and understood arguments for flexibility etc.) the 

act of firm creation was a means of reclaiming a sense of self (or an identity) that some felt had 

been lost to her with the advent of parenthood. Rather than shoring up the maternally oriented 

antecedents for business start-up by women (Orser, Elliott & Leck, 2011), these women felt the 

entrepreneurial identity offered something to either replace what they felt the ‘mother identity’ 

had detracted from their life, or to enable them to make the transition to motherhood with some 

sense of their previous identity intact (albeit in a different form). This familial role issue was not 

one discussed by the males in the sample, irrespective of the fact some were fathers.  

 

POLICY IMPLICATIONS 

It is important now to consider what the implications of the findings of this paper (gender 

contrasts included) are for the domain of enterprise policy. The value in studies that are 

subjective, understandings of the day to day enactment of ‘being an entrepreneur’ are often 

overlooked by policymakers. However, they further understanding and can offer evidence as to 

how diverse the entrepreneurship experience is. After all, sound policy is said to be evidence 

based and, as it stands, there is partial evidence (at best) as to how young entrepreneurs enact 

entrepreneurship. Therefore, papers like this can offer insights and serve as a reminder that the 

strength of entrepreneurship is the diversity it offers (in terms of both experiences and 

outcomes), and that it is a risk to overlook the potential of those who sit on the periphery by 

virtue of a demographic characteristic (e.g. such as age). Similarly, they might also consider that 
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should a female entrepreneur articulate the intentions for her firm in a linguistic turn rooted in 

emotion rather than business vernacular, that this is not any sort of indicator other than she has 

constructed a way of doing business that speaks not only to her emotional attachment to what she 

does (Eddleston & Powel, 2008), but to the fact she has found an effective way to do it – sense 

need not always trump sensibility.  

On the whole the paper alludes to the value of niche enterprise policy (Stevenson & Lundström, 

2001b), both on the grounds of youth and gender as defining characteristics. It also evidences the 

fact that any policies and programmes that are devised in relation to this group would be best to 

have broad outcomes (i.e. not business only) (Rouse, 1998), and be targeted by person rather 

than firm (i.e. the young entrepreneur, over the high growth firm). The relationship between firm 

and self that was reflected in this paper would suggest that the entwinement is such that the 

young entrepreneur would be unlikely to engage with something that they did not perceive to be 

a good fit with them as a person, irrespective of how good it might, or might not, be for the firm. 

Therefore, the argument for the value of targeted policies and programmes is repeated.  

However, this paper also speaks to the importance of understanding the person before a 

policymaker or practitioner attempts to intervene in the domain of the firm. The findings also 

speak to the type of language and methods that might be considered when attempting to ‘reach’ 

this audience in terms of policy or programme. The question therefore arises, are policymakers 

currently equipped to understand young entrepreneurs (male or female) and their emotional 

enterprises? Given that there exists no niche enterprise policies targeted at either young or female 

entrepreneurs in New Zealand the answer might currently be: no.  
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APPENDIX 1: DESCRIPTIVE VIGNETTES 

 

The following are the descriptive vignettes of the ten research participants: 

1. American by birth, this university qualified business owner founded his 

limited liability company in the food industry in 1998 at the age of 27. At 

the time of the interview he was married with three small children, and 

managing an expanding business.  

2. With a corporate background, a Bachelor of Arts and a teaching 

qualification this young New Zealander began working for himself in 

1998 at the age of 27. The food industry business he started (founded with 

a friend-business partner) has experienced massive growth, and in 2002 

the concept became a franchise system. Married, he is the son of a self-

employed father.  

3. This young New Zealander transitioned straight from secondary school to 

being self-employed at age 18. In 1999, he worked with two similarly 

aged friends-business partners to launch a Wellington based company in 

the ICT industry. At the time of the interview he was studying for an MBA 

while managing a company growth spurt.   

4. The beginning of this hospitality industry based company was in 

Wellington in 1999. Starting her firm at age 28, with a similarly aged 

friend-business partner, the founder had previously worked for a 

considerable period in her family’s business. At the time of the interview 

she was married and the mother of two young children.  

5. The founder of this firm in the ICT industry has seen it double in size each 

year since its beginning in 1997. He started the firm at age 20 and 

managed it on to a strong growth trajectory. At the time of the interview 

he was engaged to be married.  

6. This MBA qualified business founder launched her social 

entrepreneurship partnership in 2000 in a Wellington incubator - she was 

28 and still working full-time as an employee. At the time of the interview 

she was married with no dependents.   

7. Graduating with a double degree in marketing and economics this business 

founder ditched the beginnings of a successful corporate career to follow 

his dream to run his own firm. The son of self-employed parents, he 

launched his venture when he was 24.  Located in Christchurch the firm 

delivers a variety of training and development based initiatives. At the 

time of the interview he was in a de facto relationship.  

8. With two similarly aged friends/business partners, this tertiary qualified 

business founder launched a company in the sex industry in 2000 at the 
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age of 27, with a head office in Wellington and three stores. At the time of 

the interview she was in a de-facto relationship. 

9. In 2000, at the age of 29, this business founder walked away from a 

successful middle management role in the corporate world to launch a 

retail venture in Auckland. She was married with a young son at the time 

of the interview.  

10. With a friend-business partner this business founder started a company in 

the professional services industry in 2003 at the age of 26. Dutch by birth, 

and with a Bachelor and Masterate of Arts, this was his second foray into 

self-employment. The company is based in Auckland, and he was married 

with a baby on the way at the time of the interview.  
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The Impact of ‘Women-only-Network’ on the Growth Aspirations of Ethnic 

Minority Female Entrepreneurs: The Case of Second Generation Pakistani 

Female Entrepreneurs in the United Kingdom 
 

Asma Rauf and Jay Mitra  

 

Abstract 

Objective: We explore and explain critically the variations in the composition and contents 

of personal networks of British born (second generation) Pakistani female entrepreneurs and 

their aspirations for business growth.  

Prior Work: Variations in the opportunity structures and environments occur as a result of 

the exposure to and integration with normative patterns of host society culture and the 

absence of traditional barriers, such as those of language and education. Second generation 

minority entrepreneurs are “voluntary entrepreneurs” in comparison with the first generation 

group of “forced entrepreneurs”, who are generally bound by their ethnic network (Sahin, 

Baycan-Levent and Nijkamp, 2007). This ‘opportunity- necessity’ duality across generations 

is accounted for by the different choices and preferences of minority entrepreneurs, with such 

preferences being determined by greater opportunities, information and resources generated 

especially through their wider social network of relationships (Brush et, al. 2004; 

Zimmerman and Zeitz, 2002; Lee and Tsang, 2001). These choices mediate kinship, 

friendship and business or professional ties, each of which have their peculiar impact on 

business creation or growth. As female entrepreneurs Pakistani women bring their own 

gender and religious perspective in this complex relationship between voluntary choices 

across kinship, friendship and business ties.  

Approach: We build on our previous work on a comparative analysis of immigrant and 

British born Pakistani female entrepreneurial networks (Rauf and Mitra, 2010) which 

established the differences in the networks and growth orientation of both generations.We use 

egocentric network analysis to obtain a critical appreciation of second generation Pakistani 

female entrepreneurs and understand their particular experiences of and ties in personal 

networks. In-depth interviews were carried out with ‘name generator’ questions, and 

sociograms are used to explore the nature of network ties and reasons for their formation.  
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Results: We find that despite exposure to the wider relationship domains, personal, networks 

of second generation Pakistani female entrepreneurs are a product of gender and religion and 

they have a deep impact on the entrepreneurial practices and conceptions of growth. Gender 

and religion permeate kinship, friendship and business or professional ties. The 

maintainenance of dense, gendered networks results in slower growth of their businesses.  

Implications: Exploring the personal networks of the second generation Pakistan female 

entrepreneurs in Britain enables us to obtain a better critical understanding of the subtleties of 

the gender dimension of minority (Pakistani) business communities and their motivations for 

self-employment and in particular growth-oriented entrepreneurial activities. The study has 

specific implications for research on the socio-anthropological dimensions of networks and 

their meaning for female and ethnic minority entrepreneurship.  

Value:  We explore uncharted territory in investigating entrepreneurs and a trinity of social 

values as represented by their gender, the duality of their ethnicity and British identity, their 

religion and their personal networks. The results should engage researchers and policy 

makers in examining new evidence on female and minority entrepreneurship and the nature 

and formation of personal networks for business growth where kinship, friendship and 

business or professional connections play different but significant roles. 

Key Words: Second generation entrepreneurs, Personal Network, Ethnic Minority Female 

Entrepreneurs, Egocentric Network Analysis 
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Introduction  

In the last decade the ethnic minority entrepreneurship research agenda has shifted from 

investigations about immigrant entrepreneurs to second generation entrepreneurs. This 

change is due to the recognition of ethnic heterogeneity. Such heterogeneity is often exhibited 

by way of the generational differences in the entrepreneurial intentions (Sullivan et al., 2009) 

within various ethnic groups, their motivations (Levent et al., 2003, Rusinovi, 2006), the 

choice of business sector (Gersick, 1997) and in their growth aspirations (McGregor and 

Tweed, 2002; Kourilsky and Walstad, 1998). Different forms interaction of second 

generation communities with the host society’s culture coupled with the openness of 

opportunity structures which are different to those understood or experienced by their 

immigrant counterparts (Peters, 2002; McPherson, 2010). We examine these issues with 

specific regard to second generation female entrepreneurs of Pakistani origin.  

 

Contemporary literature on ethnic minority entrepreneurship tends to rely on a deficit model 

which sees minority enterprises as low-value and low-profit businesses struggling to emerge 

out of a position of economic and social disadvantage. Ethnic minority-owned enterprises are 

considered to be ‘low growth oriented’ because ethnic minority entrepreneurs start the 

venture to fulfil their economic needs but  upon attaining the desired, initial economic status 

their motivation to grow their business ceases (Brush et al, 2006).  When they do move out 

into higher value arenas they are perceived as assimilating into the mainstream conforming to 

established business practices (Engelen, 2001). Ethnic minority women are “presented as 

double-disadvantaged” (Alexander and Moore, 1992 cited in Jones, McEvoy and Ram, 2010) 

because of their association with the disadvantages attributed to ethnicity (minority groups) 

and gender. We can imagine a ‘triple bottom line’ of disadvantage in terms of their religion 

especially where being a Muslim has negative connotations in society fixated by political 

interpretations of Islam.  

 

Statistical evidence tends to support the ‘deficit model’ claims referred to above 

(Ibrahim and Galt, 2003; Engelen, 2001; Waldinger et al, 1990) Howeve, these views 

overlook the different forms of diversity that is made possible by generational and gender 

differences in the experiences of immigrant and British born Pakistani entrepreneurs, the 

cross-ethnic variations of diverse minority communities, and the multiple new combinations 

of business styles and practices made by the second generation as they make their own 
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choices through their networks. Second generation entrepreneurs, born of migrant parents, 

have exposure to normative patterns of host society culture and the due to the absence of 

traditional barriers, such as those of language and education. The notion of being ‘pushed’ 

into self employment (Sahin, Baycan-Levent and Nijkamp, 2007) cannot be taken as an 

overarching view of the growth orientation of ethnic minority entrepreneurs because of the 

variations in motivations, choice of business and growth aspirations of second generation 

ethnic minority entrepreneurs (Rusinovic, 2006; McPherson, 2010). These entrepreneurs can 

be seen to play an important role in correcting market inefficiencies caused by discriminatory 

labour practices and an indifference to the needs of their communities. The varied social 

realities of their blended business and personal lives have a bearing on their aspirations, 

motivations and on the opportunities that they face. In determining their social realities 

through the choices they make in varied circumstances, they make novel combinations of 

relationships, kinship and business ties, which can result in disruptive innovations changing 

consumer tastes and behaviour for the benefit of mainstream society which gradually accept 

their goods and services. We explore how ethnic minority second generation Pakistani female 

entrepreneurs construct their social realities in relation to their aspirations for growth. 

 

We consider growth aspirations in terms of the intentions, motivations and network 

based mediations of second generation Pakistani female entrepreneurs. Aspirations for 

growth can be found in an interest in increased turnover or profit, the introduction of new 

products and services and new modes of working using especially selected network nodes or 

alters in specific contexts.     

 

In forming networks through social interactions with the external environment much 

activity takes place with some preconceived notions of and assumptions about ‘others’ in the 

network. Decisions on who to interact with and with whom to form relationships constitute 

subjective phenomenon necessitating an understanding of the meanings attached to 

relationships in the network. This paper emphasizes the context which shapes the voice of 

respondents and the social interactions through which Pakistani female entrepreneurs 

construct their meanings. These voices are articulated through kinship, friendship, and 

business or professional contacts where different choices are made as a result of gender-

specific and religious preferences. 
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Our choice of Pakistani female entrepreneurs is not influenced by any political or 

nationalistic idea of being a Pakistani. Ethnicity of a specific kind is articulated by the 

reference to Pakistani entrepreneurs in recognition and acceptance of the possible differences 

in networking and business practice of different ethnic minority entrepreneurs.  We choose 

not to study Pakistani female entrepreneurs in enclaves but rather in a context of multi-ethnic 

diversity in London where the proximity of their habitat and working environment with those 

of other communities are expected to have an impact on the choices they make for growth.  

We adopt a ‘choice perspective’ using the lens of ‘preference theory’ to analyse the growth 

orientation of respondents We use egocentric network analysis to obtain a critical 

appreciation of our entrepreneurs and to understand their particular experiences of and ties in 

personal networks. In-depth interviews were carried out with ‘name generator’ questions, and 

sociograms are used to explore the nature of network ties and reasons for their formation.  

We find that despite exposure to the wider relationship domains, personal, networks of 

second generation Pakistani female entrepreneurs are a product of gender and religion and 

they have a deep impact on the entrepreneurial practices and conceptions of growth. Gender 

and religion permeate kinship, friendship and business or professional ties. The maintenance 

of dense, gendered networks results in slower growth of their businesses.      

 

Structure of the paper 

This paper starts with explaining the various connotations of ‘second generation’ 

entrepreneurs and the relevance of networks that they use for developing their businesses. We 

then explore the social, cultural, and institutional influences that shape the personal network 

and that impinge on how opportunities are perceived and how choices are made by ethnic 

minority women, arguing that along with other factors a uniquely composed network of 

relations impacts the choice of venture growth. This explanation is then followed by a 

description of the specific context in which our second generation Pakistani female 

entrepreneurs operate and then a short discussion on research methodology and the use of 

egocentric network analysis for exploring processes that apply in personal networks. The next  

section presents the findings. The final section ends the paper with a discussion on our 

findings and some concluding observations for policy and future research.   

 

The Second Generation Entrepreneur 

The term ‘second generation’ entrepreneur has many connotations in ethnic minority 

entrepreneurship literature. In the family business context second generation entrepreneurs 
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refer to those who take over enterprises of their fathers (Faraboni and Saltstone, 1990). In the 

migration context the term refers to new bands of migrants from a country (Rušinović, 2006). 

It also refers to people born of immigrant parents in the host country (Sahin, Nijkamp and 

Baycan-Levant, 2007). Sahin, Baycan-Levent and Nijkamp (2007) term second generation 

entrepreneurs as “voluntary entrepreneurs” because they have a vast array of opportunities, 

information and resources generated through their wider social network as compared to their 

immigrant counterparts who are described as “forced entrepreneurs” with their dense ethnic 

network, restricted opportunities and limited access to resources. Others use a deficit model 

to describe second generation entrepreneurs who are confined to low threshold markets 

despite being well educated and being aware of the host society environment (Oc and 

Tiesdell, 1999; Rusinovic, 2006; McPherson, 2010). From this perspective a number of 

studies see self-employment as an alternative to constrained paid employment opportunities 

(Portes, 1997).  

 

A more robust differentiation of the immigrant first generation from  the second 

generation is proposed by Portes and Rumbaut (2001:350) who state (with reference to 

communities in the United States) that, “when referring to the ‘first generation’ scholars 

commonly have in mind persons socialized in another country who migrate as adults, while 

the ‘second generation’ refers to U.S. born offspring”. In making their different choices in 

environments where they are born and nurtured second generation entrepreneurs often clash 

as equals with their establishment counterparts resulting in the former’s new product and 

services being adopted by the mainstream (Ensign and Robinson, 2011).  We follow Portes 

and Rumbaut (2001) and various other studies differentiating and defining first (immigrant) 

and second generation entrepreneurs, to assist us with the selection of the sample for our 

study.  

 

Networks of Second Generation Ethnic Minority Entrepreneurs – Evidence from 

the Literature  

Migrants become self-employed because they know they can rely on strong family and 

kinship networks for their economic well-being (Tolciu, 2011). For minority businesses the 

role of networks is crucial as many of these businesses rely on co-ethnic support, for both 

financial and non-financial reasons (Iyer and Shapiro, 1999). A growing number of second 

generation entrepreneurs have caught the attention of researchers who focus on the role of the 
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network of relationships of these entrepreneurs. Rusinovi’s (2006) comparative study of first 

and second generation Dutch entrepreneurs revealed that first generation (immigrant) 

entrepreneurs rely mainly on informal networks to acquire resources as opposed to their 

second generation counterparts. In order to explore the generational aspects of family 

businesses, McPherson (2010) focused on comparing second generation entrepreneurs from 

family and non-family businesses. He notes that second generation South Asian entrepreneurs 

make extensive use of formal, informal and virtual networks in their businesses while 

keeping their community contacts separate from their business contacts. He also found that 

second generation entrepreneurs maintain their own distinct network separating them from 

those of their parents (first generation). Such comparative studies clarify the differences in 

network structure but do not explain the underlying factors differentiating the network 

dynamics in different contexts.  

 

Impact of Contextual Factors in Shaping the Network    

 Individuals in various contexts form and maintain networks of relationships in their 

own, unique ways. Their networks of relationships become the source of rich contextual 

information and social phenomena (Fischer, 1982: p.4). Individuals bring their personal 

experiences, beliefs and resources to the network of relationships. Personal experiences, 

shaping personal networks, are shaped by numerous factors most importantly gender and 

belongingness to an ethnic group. Socially constructed gender roles play an important role in 

determining the network characteristics of men and women.  

 

The size of networks and the time spent on networking for men and women has been found to 

be the same (Aldrich, Reese and Dubini, 1989). However, there are differences in the 

composition and use of networks and in the methods for accessing networks and the 

perception of relations in those networks (Aldrich, Reese and Dubini; 1989, Stackman and 

Pinder; 1999; Verheul and Thurik, 2001). Research studies on female entrepreneurs, in 

developing countries, show greater differences between networks for men and women. A 

man is likely to spend his time in public places with his male friends, while his wife visits her 

female friends at their homes (Bastani, 2007; Lomnitz, 1982). Relations with kin and 

neighbours tend to be more important to women than to men (Wellman, 2000).  

 

 Gender based differences in the networking method and the network itself are attributed 
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to the social context that assigns particular roles to men and women. In an attempt to measure 

the variations on the economic activity of Bangladeshi and Pakistani business women in 

Britain, Salway (2007) notes that “socio-cultural construction of gendered identities among 

these ethnic groups locates a married woman firmly within the domestic sphere” (p.826). 

Through her study she provides evidence that South Asian women prefer a so-called 

‘domestic role’.  However, “such ‘preferences’ are constructed within particular socio-

economic contexts” (p.825). These constructions differ in varied social contexts generating 

asymmetrical and differentiated outcomes for network of relations of women.   

 

 Socially constructed gender roles in particular ethnic contexts add to the complexity of 

networks of ethnic minority entrepreneurs. Here notions of kinship impinge on the 

conceptualization of networks of ethnic minority entrepreneurs. The ethnicity of female 

entrepreneurs adds a different flavour to this conceptualization.  Gender roles are constructed 

differently in various ethnic groups and kinship is afforded in these groups in very distinctive 

ways. In the case of ethnic minority women, who rely mainly on the support from men for 

obtaining resources from the environment, their network consists of family members (kin), 

mainly (Bastani, 2007).  In the case of starting a business, family and friends are involved in 

providing labour, capital, information and social support for female entrepreneurs (McGowan 

and Hampton, 2007). Such ethnic, kinship and familial roles have implications for 

networking practices of ethnic minority female entrepreneurs. Also, the nature of the support 

may vary from that of emotional attachments to that of ideas generation or active 

participation in the business project.   

 

 We contend that despite our understanding of the contextual factors that influence 

networks there are differences within ethnic groups. Generalisations from networking 

patterns and behaviour covering all second generation entrepreneurs and other ethnic 

minority groups ignore the particular cultural/ethnic networking behaviour of each group 

because networking practices may vary according to the different cultures of each group. In 

order to acknowledge the significance of heterogeneity, ethnic groups should not be treated as 

being homogenous for the purpose of policy development and research (Bastani, 2007; 

Batjargal, 2007; Kourilsky and Walstad, 1998). There is, therefore, a need to explore 

networks of each ethnic group independently which in our case concerns second generation 

Pakistani female entrepreneurs.    
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In order to generate an understanding of the influences of personalised contextual 

factors on the network of relationship of entrepreneurs, there is also a need to take into 

account the perspective of individual Pakistani female entrepreneur to appreciate the meaning 

she assigns to the relationships in the network.  Selecting the female entrepreneur as the 

protagonist  can produce interesting results with regard to the entrepreneur’s perceived or 

actual relationships, with all network members (referred to as ‘alters’
1
 – in the remainder of 

this paper) from a gender perspective.  

 

Personal Network of Second Generation Ethnic Minority Entrepreneurs  

From a network perspective an entrepreneur is considered as (1) embedded in a 

network of relationships, and (2) facilitated (or constrained) by a network of relationships by 

acquiring resources, opportunities and information (Aldrich and Zimmer, 1986). Therefore, a 

focus on the individual entrepreneur (the individual as the unit of analysis) for studying 

networks necessitates the deployment of the concept of ‘personal networks’ where kinship 

and friendship can play a significant role, different from that of business or professional 

contacts. Jack and Anderson (2002) note that an “ego network (personal network) is based on 

the perspective of an individual”. Analyzing the Pakistani minority female entrepreneur’s  

perspective on relationships can help to generate a better understanding of how she chooses 

‘alters’ and the relevance of network formation to the success and growth of entrepreneurial 

ventures.  The personal network perspective can also help us to appreciate the peculiarity of 

the gender dimension of ethnic minorities and particularly Pakistani business communities. 

This perspective enables greater appreciation of and sensitivity to the generational differences 

based on ethnicity and gender within specific communities. The focus on individual 

entrepreneurs allows us to grasp the motivations for self-employment alongside the 

aspirations for specific growth-oriented entrepreneurial activities of Pakistani female 

entrepreneurs.   

 

In a comparative study on immigrant and British born Pakistani female entrepreneurs, 

Rauf and Mitra (2010) concluded that there are subtle differences in the networks of 

relationships maintained by them with differential outcomes for their ventures. Immigrant 

Pakistani women entrepreneurs have an ethnic orientation in contrast to their second 

                                                 
1 ‘Alter’ refers to network members in sociological literature on social networks. This paper uses ‘alter’ to 

signify people an entrepreneur is connected to. Diverse ties in the network of Pakistani female entrepreneur are 

termed as ‘alters’.  
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generation entrepreneurs’ network which are based on gender or religion. They suggested 

that British born Pakistani female entrepreneurs maintain ‘women-only-networks’. We take a 

step towards a better understanding of the ‘gendered’ network maintained by British born 

Pakistani female entrepreneur by examining two previously unexplored research questions:  

 

a) Why do second generation Pakistani female entrepreneurs maintain a ‘gendered’ network? 

and  

b) how does a ‘gendered’ network influence their growth aspirations for their ventures?  

 

A ‘Choice’ Perspective to Study Personal Network of Ethnic Minority Female 

Entrepreneurs  

The culturalist perspective of ethnic entrepreneurship assume that entrepreneurship is the 

function of a marginalized position or an inherent cultural trait of ethnic minority groups in 

host societies (Davidsson, 1995; Wilson and Portes, 1980; Light, 1972; Portes and Bach, 

1985; Waldinger, Aldrich, & Ward 1990; Ram & Deakins, 1995), regardless of their spatial,  

temporal or intra-social contexts. Such a static stance ignores the evolution of ethnic 

boundaries in pluralistic societies for different generations (Barth, 1969). Younger 

generations, born of immigrant parents, may join self employment but they do not face the 

barriers confronted by the immigrants such as language, restricted access to local resources, 

and awareness of markets. Furthermore, they are a hybrid generation, mixing cultural values 

inherited from their parents with influences borrowed from the host society in which they 

have been born resulting often in a blurring of kinship ties but a reinforcement of friendship 

or more arms-length business ties. The inherent dichotomy of a minority ethnic identity and a 

minority presence in a ‘host’ society puts pressure on social and ethnic boundaries while the 

fluidity of ethnic boundaries invalidates assumptions made by theories and assumptions of 

disadvantage and culture. These dynamics are often at the root of a ‘culture clash’ with the 

first generation immigrant community and also one which is attributable to their continuing 

role as representatives of minority communities alongside the establishment.     

 

There are emerging perspectives that take into account the dynamic nature of 

entrepreneurial behaviour among ethnic minority entrepreneurs. Campbell (1992) offers a 

“choice” perspective according to which second generation entrepreneurs have the choice to 

join paid or self employment based on the comparison of benefits of both. Janjuha-Jivraj and 
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Wood (2002) forward the ‘choice’ perspective by suggesting that second generation have 

wider career options in comparison with immigrants (first generation) because of the 

exposure they gain to employment and entrepreneurship opportunities. Their presence which 

also embraces the idea of new combinations of relationships in their networks suggests a 

form of social and organisational innovation which can support their aspirations for growth 

(Ensign and Robinson, 2011).  We adopt a choice perspective to investigate the composition 

and use of personal networks which helps to conceptualize the ‘personal’ as the mode of 

choice of entrepreneurs to maintain a specific set of relationships with relatives, friends and 

business associates (Hall and Wellman, 1985). It enables us to investigate the network 

relationships of the entrepreneur from his/her individual point of view. Figure 1 below 

provides a diagrammatic explanation of the confluence of different gender and ethnicity 

factors that can shape the dynamics of personal networks of Pakistani female entrepreneurs . 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Expansion of Personal Network and Growth Orientation  

Research in the field of ethnic entrepreneurship has focused on new venture creation 

paying less attention to growth aspects. Some studies have identified the factors that hamper 
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the growth of minority businesses, such as dense networks (Kontos, 2004; Hoang and 

Antoncic, 2003), lack of required skills and resources (Teixeira, Lo, and Truelove, 2007; 

Evans, 1989), operating in traditional sectors (Basu, 1998; Clark and Drinkwater, 2000), and 

the availability of finance (Dyer and Ross, 2007; Chaganti and Greene, 2002). Venture 

growth has been studied by considering the indicators or the outcomes of growth. Liao (2004) 

divides the wider literature on venture growth into ‘macro-contextual predictors, including 

entry barriers, competition and environmental, cultural and contextual factors, and micro-

behavioural predictors, such as demographics, firm age and personal attributes of the 

entrepreneurs.  Research studies indicating and explaining the macro and micro factors 

affecting growth help to obtain an in-depth understanding of the impact of those factors and 

their relationship with the growth of the venture.  However, they fail to offer an integrated 

view on how growth is conceptualised by the entrepreneur him/herself and how this 

conceptualisation is influenced by social and contextual factors.  

 

Barringer, Jones and Neubaum (2005) argue that the growth orientation of 

entrepreneurs is driven by the desire to achieve independence which motivates female 

entrepreneurs to grow their businesses. The growth and expansion of a business is dependent 

on the personal choice of the entrepreneur. Ethnic minority female entrepreneurs may choose 

not to expand the venture and entrepreneurial practices beyond a certain level. Chaganti and 

Greene (2000) assume that ethnic minority group, particularly, immigrants become self 

employed because of the constrained economic factors. They may, therefore, be content with 

attaining a satisfactory level of livelihood (earnings) and prefer not to grow. They are likely 

to see their business as a source of ‘social mobility’ which enables them to join the 

mainstream market. However, such a view misses out on the extension of the market place 

which is made possible by the introduction of new products and services and by the 

uniqueness of the personal choices of network partners made by these entrepreneurs. 

 

Contemporary debates on the perceptions of women entrepreneurs, regarding venture 

growth and her business choices, have used British Sociologist Hakim’s (2002) ‘preference 

theory’. Preference theory overcomes the drawbacks of existing theories of gender and 

growth by addressing the personal choices of women based on ‘women experiences’ (Hakim, 

2000, 2004,  2006), the perceptual nature of those choices and the acknowledgement of the 

heterogeneity of work/life choices of women (Hakim, 2006, Ahl, 2006, Marlow, 2002).  
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Marlow (2002) argues that slow or no growth of women owned ventures is the result 

of modest growth aspirations of female entrepreneurs, recognizing the element  

‘choice/preference’  in  female  entrepreneurs’  decision  of  growing  or  not  growing  the 

business.  This argument recognizes the element of ‘choice’ in female entrepreneurs’ decision 

of growing or not growing the business. Growth and expansion of the business depends upon 

the perception of the entrepreneurs- the growth aspirations. Aspirations act as the strong 

predictor of outcomes (Cassar, 2007; Wilkund and Shepherd, 2003). 

 

A personal network shapes the business outcomes including growth. Decisions 

regarding inclusion or exclusion of ties in the network may result in achieving specific 

business goals such as growth and expansion of entrepreneurial venture. While ‘strong’ ties 

reinforce the status quo ‘weak ties’ may enable an extension of the network. However, 

growth is not the natural outcome of expansion of a network that includes weak ties 

(Granovetter, 1973); it is dependent on the preference (choice) of ethnic minority female 

entrepreneurs. There is a two way relationship between networking process and growth 

aspirations of ethnic minority entrepreneurs. Influences on personal networks determine the 

nature of network ties that facilitate or hinder growth. On the other hand, growth orientation 

of ethnic minority entrepreneurs dictates the choice of the kind of ties they consider in their 

personal network. This study explores this two way process for second generation ethnic 

minority entrepreneurs that is embedded in the social context. 

 

 

Figure 2 below provides a conceptual model of the choice framework for networking 

and its relationship with growth aspirations of Pakistani female entrepreneurs.  There are 3 

dimensions to the development and use of personal networks. The first is that of the context 

which is provided by the specific ethnicity and gender of the entrepreneurs. The second is 

that of the networking process which consists of the composition of the networks in which 

the selected entrepreneurs operate and their use of that network to support their growth 

aspirations. The third dimension is the dynamics of the context and the networking process 

which is influenced by the various kinship, friendship and business ties that they make in the 

use of the network.       
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Figure 2 – A Conceptual Model of the Choice Framework of Networking for Growth of 

Pakistani Female Entrepreneurs 

 

Context of the study  
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cities like Bradford, Birmingham and Glasgow in Scotland. Almost 70 % of Pakistanis in 

London live in Outer London, although the borough with the highest percentage of 

Pakistanis, Newham is in Inner London. Over 8% of the population are of Pakistani origin. 

They are one of the most active groups in economic sphere, with self-employment rates being 

8% higher than the average population (ONS, 2010).  
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Figure 3: Distribution of Pakistani Population in London, 2005 (Source: ONS estimates, 

2005) 

An increase in the Pakistani migrant population in England is accompanied by 

manifold increase in the British born Pakistanis. Data management group’s report (2005) 

states that British born Pakistanis make up 61 per cent of total number of Pakistanis in 

England.  According to the statistics provided by this report, “Pakistan ranks as the sixth 

highest country of birth in London, while in England and Wales it ranks third behind the 

Republic of Ireland and India” (DMAG, 2005: p.5). The number of Pakistani women alone 

has increased by 65 per cent in the last decade of which 86 per cent born in the UK. 

According to Department for Communities and Local Government’s Report (2009), young 

British Pakistanis in UK, see Britain as their home whereas their immigrant parents retain a 

longing to return ‘home’ to Pakistan.   

 

Table 1: Gender Breakdown of Pakistani Population in London Boroughs 

 Central Boroughs* Rest of Inner 

Boroughs* 

Inner London* Outer London* Greater 

London* 

Numbe

r  

Percenta

ge (%) 

Numb

er  

Percenta

ge (%) 

Number  Percenta

ge (%) 

Numbe

r  

Percentag

e (%) 

Numb

er  

Perc

enta

ge 

(%) 

Male  2,300 0.9 20,500 1.9 22,800 1.7 50,700 2.4 73,600 2.1 

Fema

le 

2,000 0.7 18,700 1.6 20,700 1.5 48,500 2.1 69,200 1.9 

Total  4,300 0.8 39,300 1.8 43,600 1.6 99,200 2.3 142,80

0 

2.0 

*for details of divisions of London into Boroughs, see table 5.2 

 

Source: Adopted from Office of National Statistics (ONS) 2001 Census Table 
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Pakistani females are part of the distinct cultural and religious group where the 

‘femaleness’ is defined by social and cultural values which set the boundaries for female 

behaviour and activity (Dale et al., 2002). Halkia, Arifeen and Mourad (2011) explain that the 

Pakistani ethnic group subscribes to notions of traditional gender roles that restrict women to 

the “Chador” (veil) and the “Chardiwari” (boundary wall) that “prevents them from 

approaching men” (p.137). The traditional role of Pakistani females remains intact even after 

migration to a foreign country and is transferred to younger generations. They cling on to the 

traditional roles without necessarily being influenced by the host society’s culture, quite 

unlike what ‘assimilation theorists’ propose. Pakistani society is based on strong cultural and 

religious values that do not encourage females to go out of their homes to earn an income 

(Goheer, 2003). However, empirical evidence is needed to see how these values and roles are 

transferred to younger generation in the host society (UK), what role do they play in shaping 

the personal networks and furthermore, if it has implications for taking up self-employment. 

These questions underpin our enquiry about Pakistani second generation women 

entrepreneurs and what influences their aspirations for growing their businesses.     

 

Methodology – The Research Site, Access and Data collection  

The study involved contact with respondents who are Pakistani female entrepreneurs 

in different types of industries (see Appendix 2) in North, East and Central London. The 

choice of the individual entrepreneur as the unit of analysis rests on the adoption of a 

personal network and choice perspective which shapes the unique social experiences of the 

selected entrepreneurs.  The behaviour of entrepreneurs is determined by these unique 

experiences which help to determine the entrepreneurial outcome, particularly their growth 

aspirations.  Understanding how these experiences influence behaviour in personal networks 

through necessitates the use of a qualitative approach.  

 

We employed qualitative sampling techniques to select the respondents based on 

specific criteria in keeping with the requirements of the research (Ritchie and Lewis, 2003). 

The primary criteria for selecting the respondents included specifications of gender (female), 

ethnicity (Pakistani), generation (immigrant and second generation) and geographical 

location (London) of the respondents. In the absence of any reliable database for ethnic 

minority female entrepreneurs and in particular for Pakistani female entrepreneurs, 
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respondents were identified and contacted through personal visits to South Asian markets in 

London (such as Southall and Green Street markets) and by employing snowball sampling 

(referrals) techniques. Contact was also made with community and women welfare 

organizations, business development agencies, and London borough councils. We 

participated in social events in the Pakistani community to win the trust of the Pakistani 

female entrepreneurs, who were reluctant to talk about their experiences to the researchers, 

thereby, adopting a community-based, quasi-ethnographic approach to explore in depth the 

social environment of our respondents.  These interactions occurred over a period of fifteen 

months, that is, June 2009 to August 2010. The acclimatization period that resulted in 

identification of the potential respondents was followed by actual interviews with the 

Pakistani female entrepreneurs at their business sites.  

 

In order to obtain a clear picture and an understanding of the dynamics of personal 

networks of Pakistani female entrepreneurs, relational data was collected through in depth 

interviews. Relational or egocentric network data focuses on the relations of the focal actor 

(ego) in the network to explore the ego’s
2
 perspective on the network of relationships 

(Hanneman and Riddle, 2011; Marsden and Friedkin, 1994; Wellman and Hall, 1988).  The 

‘ego’ (focal actor) or the individual in the network is the unit of analysis; hence data is 

collected from them using name generator, name interpreters, interviews and observations 

(Wasserman and Faust, 1994; Marsden, 2005). Name generators are a set of questions that 

allow for appropriate enquiry of the ‘egos’ with the objective of identifying members of the 

personal network. Name interpreters are used to define some attributes of ‘alters’ such as age, 

ethnic origin, gender and education etc., to understand the network composition (Burt, 1984; 

Carrington, Scott and Wasserman, 2005).  

 

Name generators and name interpreters were used in combination with in-depth 

interviews to elicit relevant relational data. In-depth interviews were conducted with 19 

second generation Pakistani female entrepreneurs to elicit accounts of their lived experience 

regarding their personal networks in relation to their entrepreneurial ventures.  

 

Egocentric Network Analysis of Data  

                                                 
2
 ‘Ego’ refers to the personal, individual identity, focal actor or the central node in a network who is the 

protagonist in egocentric (personal) network analysis (Rauf and Mitra, 2010, Furht, 2010; Hupa et al, 2010; 

Scott, 2000) 
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 Relational data, generated through in depth interviews, was analyzed using the 

egocentric network analysis technique. An egocentric network consists of a central node 

(‘ego’) and all nodes (‘alters’) connected to it (Wellman and Faust, 1994). In addition to the 

links between the ‘ego’ and the ‘alters’, the egocentric network also includes links between 

‘alters’. This kind of network is represented through a sociogram which is defined by 

Wasserman and Faust (1994) as “a picture in which people (or a social unit) are represented 

in two dimensional spac, and relationships among pairs of people are represented by lines 

linking the corresponding points” (p.11-12). Sociograms, an invention of Moreno (1930), 

have laid the foundations for network analysis (Wasserman and Faust, 1994). The field of 

social network analysis has made use of sociograms to visualize the linkages between 

network actors and channels through which an individual influences another, for instance, the 

flow of information from one person to another.  

 

We use egocentric network representation through a sociogram to visualize and 

analyse the egocentric networks of Pakistani female entrepreneurs (ego) and network 

members (alters), and to delineate the nature of relations between them. By specifying the 

direction of the linkages, an attempt was made to investigate the influence of network 

members on Pakistani female entrepreneurs and their entrepreneurial activities.  In order to 

analyse the interview data, a reductionist approach was adopted to condense the data to 1) 

nodes (‘alters’) or people identified by the ‘ego’ (Pakistani female entrepreneur) who are in 

contact with her, and 2) linkages – the relationships with alters as identified by the ego. This 

information was presented in the egocentric network diagram (sociogram) as shown in Figure 

3 below:  
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The egocentric network of the Pakistani female entrepreneur (‘ego’), shows t 

Although her egocentric network is composed of her family, friends and business 

associates, the nature of relationships vary with each group of ‘alters’. In the above 

egocentric network directed arrows show the direction of exchange. For instance, the ‘ego’ is 

the recipient of resources and support from the family members and is contributing to them 

by providing them with the same support. However, exchange-based relationships with 

‘Muslim female friends’ may not be specified by the ego in the interview. Under these 

circumstances the linkage in the egocentric network will become unidirectional. Egocentric 

networks were drawn (visualized) for all the respondents to establish the common 

parameters. The resulting parameters are summarized in the following table;  

 

 

 

 

 

 

 

 

 

 

Figure 3 - Egocentric Network of a Respondent 
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Table 2 - Properties of Egocentric Network of Pakistani Female Entrepreneurs 

  Egocentric Network Composition Network 

Composition 

Basis 

Type of Support  Formal  Informal  ‘Tie’ Type  

 

 Ethnic  

 Non - 

ethnic 

 Ethnic  

 Kinship  

 Multiplex  

 Uniplex  

  

P
a

ra
m

et
er

s 

 Ethnicity  

 Religion  

 Gender 

 Active 

Participation 

 Emotional support  

 Ideas/Information  

 

Parameters are common properties of the egocentric networks of Pakistani female 

entrepreneurs drawn from the individual ego networks and summarised in the above table. 

These properties help to visualise the representative egocentric networks of second 

generation Pakistani female entrepreneurs.  These egocentric networks served as a basis for 

understanding the composition, distinguishing features of linkages and their influence on the 

growth aspirations of these entrepreneurs.   

 

Interview data was analysed to explain the entrepreneurial journey of second 

generation Pakistani female entrepreneurs along with transitions in their personal network 

over a period of time. The narration of entrepreneurial experiences, starting from the pre-start 

up, motivations and process of starting a venture, and transition phases covering growth and 

development of venture over time, gives a picture of their growth aspirations which are 

discussed in following sections.  

Findings  

 

Our findings are presented in three sections with each section being organised to 

reflect the three conceptual dimensions of context (which includes the profile of Pakistani 

female entrepreneurs in their social context), the personal networking process and the 

networking dynamics in relation to growth aspirations, as shown in Figure 2 .  

 

Context: Profile of and Social Context of Pakistani Female Entrepreneurs  

Interview data for this study suggest that Pakistani female entrepreneurs start and grow 
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their entrepreneurial ventures for a variety of reasons. Their motivations lie in supporting 

their families, investing resources in beneficial ventures and to invest their spare time in a 

useful activity. Becoming self-employed is tantamount to finding a source of income because 

they are not fully dependent on their parents or husbands for financial support, unlike their 

immigrant mothers. They have to find a stream of income for themselves. Their awareness of 

the local environment, the absence of any language barrier and British citizenship helps to 

generate opportunities available to her that her parents (immigrants) could not avail of as first 

generation Pakistanis. Her choice of business and its growth depends on the opportunity 

identification, family background (in business) and family’s support in providing them with 

resources.   

British born Pakistani females’ career orientation interacts with the opportunity structure 

of Britain leads to their high growth aspirations. Appendix 1 details the growth oriented 

activities of all respondents. Their engagement in searching for new ways of doing business, 

exploring new channels of raw material and supply chains and looking for market expansion 

depicts the growth orientation of British born Pakistani female entrepreneurs.  Appendix 2 

identifies the spread of sectors and the locations in London where our second generation ethic 

female entrepreneurs of Pakistani origin carry out their business. 

 

The Networking Proces: A Sketch of ‘Women–only–Networks of Pakistani Female 

Entrepreneurs’  

Egocentric network analysis of Pakistani female entrepreneurs shows that their 

network contains ‘gendered’ ties. Pakistani females keep their social circles separate from 

their business (formal) networks. A social circle consists of kinship and friendship ties 

whereas a formal network with business associates consists of all non-ethnic ties. They use 

their networks for extracting resources and emotional support for the entrepreneurial 

activities. Figure 4 below, shows that Pakistani female entrepreneurs have ‘gendered’ 

networks which are the outcome of religious beliefs and traditional social boundaries. 

Business is transacted with non-ethnic members only.  
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The immediate (nuclear or co-residents members) family forms the strongest tie in the 

network of relations for British born Pakistani females. This particular tie cannot be referred 

to as a social tie only because of the involvement of the family members in the businesses of 

Pakistani females. Therefore, it is shown to be intersecting the business and social spheres of 

the personal network. Ethnic ties in the second generation’s ego network are limited to the 

‘kinship’ ties only. Relationship with extended family (joint family) is weak, represented with 

dotted line in the diagram. Friendship ties constitute the second part of the social circle, 

depicted in Figure 4, in the personal network of Pakistani female entrepreneurs. Such ties are 

characterized by female and Muslim friends from across different communities. Business ties 

compose the second half of the personal network, as shown in the right hand side of the 

personal network in Figure 4. Business ties refer to business associates with whom Pakistani 

I 

E 

MF 

NFF 

NE EGO 

Key – Nodes and Linkages  

Extended Family E 

Immediate Family I 

Non-Ethnic Female Friends  NEF 

Muslim Female Friends  MF 

Non-Ethnic Business Associates  NE 

Strong/No exchange Tie  

Uniplex Tie 

Multiplex Tie 

 Weak/No Exchange Tie 

Figure 4 -Egocentric Network of Second Generation Pakistani Female Entrepreneur 
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female entrepreneurs are connected. Non-ethnic ties compose most of the business ties for 

them generally as a result of a complete mistrust of ethnic members.  

The ego network of Pakistani female entrepreneurs is composed of ‘gendered’ ties. 

Together with the choice of business in ‘women – only – environments’, their reliance on 

female friends, the help of sisters and advice from their mothers, shows their preference for 

gender specific networks.  Such a choice appears to be the product of religious and cultural 

boundaries.  

 

Network Dynamics and the Influence of Different Ties 

 

Importance of Kinship Ties  

Kinship ties are considered to be most important of ties for second generation 

Pakistani female entrepreneurs. One of the respondents mentioned;  

“They (family members) have been very supportive and I think that is the plus point 

that we Asians have that we have very supportive families. Having such a family itself 

is a big support. (They provided) all kinds, i mean financial, physical and emotional” 

(Naila
3
) 

 Kinship ties provide resources, advice and emotional support. The literature on the 

kinship networks suggests that relations with kin and neighbours tend to be more important to 

women than to men (Bastani, 2007; Lomnitz, 1982). In Pakistani society the family unit 

provides help and support for their female members to enable them to participate in social 

and economic activities (Dale et al., 2002). A collective family system is an important 

characteristic of Pakistani society. Qadeer (2006) notes Kunba (joint family) headed by the 

patriarch (oldest male head of the family), continues to be the prevalent family system in 

Pakistan. From the results it seems that second generation Pakistani female entrepreneurs 

continue to maintain the traditional family system which they inherit from their migrant 

parents. The instrumentality of the kinship ties, apparent from the support provided by them, 

could be the main reason for maintaining them. Kinship is indifferent to gender even though 

it is more important to female entrepreneurs 

 

Friendship Ties with Muslim women - The ‘Gendered’ Network  

Personal networks of Pakistani female entrepreneurs show friendship ties with other 

                                                 
3
 In order to preserve the anonymity of the respondents, surrogate names are used throughout the paper 
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Muslim women across communities. The absence of ethnic ties but a preference for Muslim 

‘female-only’ ties show that ‘gender’ and ‘religion’ are important considerations for them in 

maintaining ‘women-only-network’ shown from the words of a respondent;  

“we can’t talk to boys, it is not allowed for us, we can’t follow any other culture or religion 

you know. But I do have many friends, they are all females of my almost my age …………….. 

business is another story, at time I can’t avoid dealing with men”  (Samira)  

 

 The choice of networking with people belonging to same ethnic of religious (or both) 

groups depends on how a person likes to be projected in the social set up. Jacobson (1997) 

suggests that for young British Pakistanis’ the attachment to religion is of greater importance 

of religion than ethnicity as a source of their social identity. British Pakistanis make a 

distinction between identifying themselves as a ‘Pakistani’ and as a ‘Muslim’, reflecting the 

coincidence of ethnic and religious cleavages for Pakistanis. However, and almost 

paradoxically, the wider and universal appeal of religion connects British Pakistanis to 

diverse communities and helps them fight the negative associations of a  ‘disadvantaged 

ethnic identity”. The concept of global umma
4
 provides them with a sense of kinship and 

feelings of belongingness to a larger Muslim community, which assists in fighting the sense 

of being a tiny minority in Britain. For Pakistani female entrepreneurs, the ability to choose 

and forge friendship ties with other Muslim women is of greater significance for their 

aspirations and plans for growth than ethnicity or even Pakistani ethnicity.  

 

Non-Ethnic Business Ties  

Business ties in the personal network of second generation Pakistani women 

entrepreneurs are ‘gendered’ but non-ethnic. Pakistani female entrepreneurs indicated the 

preference of ‘women-only-environment’ in their interviews;   

“Ladies, as this is for ladies, the area we are in ........we have not decided to cater for only 

Asain customers but we did decide to cater women. We do have the Asian customers, the 

Eastern European and Black, so basically its open door policy everybody is welcomed 

regardless of their background and race”.  (Zeenat) 

The responses show that the choice of business sector is based mainly on the ‘women 

only environment’. Such choices appear to display the adherence to cultural and religious 

framework by Pakistani female entrepreneur. One of the respondents explained the choice of 

business sector shaped by religion mainly;  

                                                 
4 Concept of  brotherhood with Muslim fellow from all over the world  
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“Being a Pakistani and a Muslim obviously we can’t go out much and we can’t work 

for somebody according to their rules, so what else could I do? I couldn’t do a 

grocery shop or a food shop so what is the best business for the women? so that’s why 

I got into this business and I started this privately and at the same time I am dealing 

with the women and being a Muslim we don’t want to be talking to men. So that’s why 

I chose this business” (Kiran) 

Together with the choice of business ties the respondents mentioned female friends 

the help of sisters and advice from mothers mainly referring to reliance on ‘gendered’ ties in 

the network. Furthermore, the egocentric (personal) network of second generation Pakistani 

female entrepreneurs shows the absence ethnic ties from the business sphere.  

One of the significant elements in shaping the personal network is ‘trust’. Trust helps 

to maintain close ties. However, Pakistani female entrepreneurs expressed their preference 

for keeping their business network separate from their social circle. Their unpleasant business 

experiences with fellow Pakistanis led them to reduce ethnic ties in their networks. Interview 

responses of Pakistani female entrepreneurs reveal a high degree of mistrust in intra-ethnic 

group (Pakistani) customers, suppliers and other Pakistani business associates. When probed 

in depth, they mentioned the stories of deception and dishonesty on the part of Pakistani 

suppliers; 

 “With Pakistanis you deal in millions, they will deceive you and will never take 

complaints, they are dishonest people” (Naima) 

 

They mentioned their preferred suppliers and customers to be non-ethnic (British and Indian 

Suppliers in England). Instead of ethnic customers and suppliers Pakistani female 

entrepreneurs are linked with non-ethnic customers and suppliers (from other communities of 

London).  

The absence of ethnic ties, in this particular case, can be attributed partially to ethnic 

heterogeneity leading to a drop in trust of fellow Pakistanis. In reality this is more likely to be 

an outcome of processes followed and adopted as dictated by needs and perceptions.  Low 

trust level among Pakistani female entrepreneurs can be attributed to the presence of sub-

ethnicities, deep rooted social class and caste system, income disparities, great rural urban 

divide in Pakistani society. Such disparities helped Pakistanis to keep their distinct identities 

through their sub-ethnicities, such as Punjabi, Sindhi, Balochi, and Pathans, who present 

diverse characteristics in terms of customs and traditions followed, provincial dresses, the 

notion of purdah for females (more liberal in Punjab and Sindh as compare to Balochistan 
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and Khyber Pukhtunistan) among many others (Malik, 1996). Such ethnic diversity, 

according to Keefer (1997), contributes to low trust levels among ethnic groups members.  

Beside ethnic heterogeneity as an explanation of mistrust that develops over a period 

of time due to the shared experiences of group members (Zucker, 1986), the  (mis)trust thesis 

can be observed in pluralistic and multicultural societies. In a series of repeated interactions 

people learn what to expect from each other and develop patterns of mutual dependence. 

Pakistani female entrepreneurs narrated the stories of fraud and deception by their fellow 

Pakistanis at the start of the business due to which they avoid transacting business with them.  

 

Discussion: A Situated View of Growth Aspirations Influenced by the ‘Gendered’ 

Network  

 The personal network of Pakistani female entrepreneurs is the product of their ethnicity, 

gender roles and religious values. This uniquely composed network evolves over time 

influencing the inclusion or exclusion of network ties. During the start up phase Pakistani 

female entrepreneurs had family and friends, ethnic suppliers and customers in their personal 

network. However, for the growth phase of the business we note not only an increase in the 

number of business associates but also a shift in terms of the ethnicity of business associates.. 

One of the respondents started taking projects with the Pakistani community during the start 

up phase but over eight years of business she is now working across different communities. 

She narrates that;  

 

“(Now I take the projects) across communities but started with Pakistani community 

as people wanted them but we didn’t just want to work with Pakistani community as 

you then got only work with Pakistani community and less scope for growth as 

Pakistani community is only 2% of British population. (Also apart from 

diversification of products) these issues or products are transferrable to a bigger 

market”  (Samira) 

 

The diversification of products across communities does not only show the growth of 

business but also depicts the growth of personal networks. Similarly finding new sources of 

raw materials with the expansion of the business also indicates introducing new ties in the 

network. It seems that growth of the business demands the expansion of personal non-ethnic 

and weak tie networks, which in turn accelerates the growth process.  
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 According to Granovetter’s (1973) the inclusion of weak ties should lead to expansion 

and growth of businesses. However, decisions regarding the inclusion or exclusion of ties are 

based on contextual factors such as mistrust of community members; household 

responsibilities that keep Pakistani female busy, ethnically heterogeneous but dense, 

gendered ties present a unique scenario for the purpose of interpreting various phenomena. 

We argue that growth is not the natural outcome of an expansion of the network but that it is 

dependent upon the preferences of Pakistani female entrepreneurs  

 

Concluding Observations and Implications   

Our exploratory analysis of personal networks of second generation Pakistani female 

entrepreneurs show that strict adherence to religious values and traditional gender norms 

render their networks as ‘women only networks’, consisting mostly of Muslim females. 

Kinship is a common factor for both male and female entrepreneurs but it appears to matter 

more for female entrepreneurs than their male counterparts. An ethnically diverse but 

religiously homogenous gendered network of relationships has implications for the growth 

orientation of Pakistani female entrepreneurs. While growth orientation seems to be an 

outcome of their multi-ethnic network, multi-ethnic ties are not sought pro-actively for 

venture growth.  For Pakistani female entrepreneurs growth can be termed as a personal 

choice which is influenced by factors of religiosity and gender role requirements.  Stronger 

growth orientation can be a result of the composition of their personal networks but it cannot 

be assumed that growth is the default outcome of diversity of ties in the network. Although 

the expansion of personal network to include non-ethnic network members can be taken as 

indicator of growth, the mistrust of co-ethnics pushes Pakistani female entrepreneurs to make 

different choices for their business growth plans. Growth marks a shift in the dependence on 

ethnic to non-ethnic business associates for both immigrant and British born Pakistani female 

entrepreneurs. This might suggest that opening up market-oriented opportunities might be 

sufficient for all groups of entrepreneurs. However, personal choices and preferences based 

on gender and religion, rather than just ethnicity, explains how Pakistani female 

entrepreneurs, make distinctive plans for their business. Supporting or working with Pakistani 

female entrepreneurs needs to take in to consideration these nuances that distinguish British 

born Pakistani female entrepreneurs from other ethnic minority entrepreneurs.  

We argue that impact of network on the growth can be understood only if we bear in 
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mind 1) the intricacies produced by religious beliefs underlying the gendered network of 

Pakistani female entrepreneurs, and 2) personal choices, in negotiating socially constructed 

gender role and/or religious ideology which are taken to the work places. At a theoretical 

level, there is a need to re-conceptualize the relationship between entrepreneurship, ethnicity 

and religion keeping in mind inter-group and ethnic differences. Whether such subtle 

differences should be taken into account for policy making purposes remains an open 

question. But if the objective is to obtain a better understanding of how a growing community 

of entrepreneurs with high aspirations work, then policy makers require the knowledge of 

factors influencing network and growth of ventures to be able to provide facilitative policies 

for different communities of interest. This also suggests that for research purposes it might be 

useful to avoid any form of generalisation embracing all ethnic minority businesses and their 

male and female representatives. It would be prudent to address specific social factors and 

context and gender-specific roles in different start-up or growth situations and then evaluate 

them against overarching policies for business creation and development.    
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APPENDICES  

Appendix 1: Case book  

No Respondent Marital 

Status  

Education  Business  Reasons for Self Employment  Growth Orientated Practices  

1 Humera Unmarried Graduate Garments  Career orientation, job market blocked  new product, new sources of raw materials  

2 Zeenat Married  Graduate Salon Earning head, passion  Discovering new market, innovative products 

and services 

3 Kiran Married A’Levels Salon Invest time and resources, work life 

balance 

New product (service), new market, new 

supplier for inherited business  

4 Naima Unmarried Professional 

Pilot 

Boutique Invest time and resources, work life 

balance  

innovative products and services 

5 Shehnaz Married  GCSE Restaurant To help husband in business, work like 

balance  

Product diversification, supply chain 

extension  

6 Naheed Married GCSE Salon Invest of time and resources  Discovering new markets, product line 

extension over time  

7 Laila  Married GCSE Makeup 

Artist 

Job market blocked, career orientation, 

passion  

Introducing new products in the market, 

discovery of unexplored market niches  

8 Farhana 

Javed 

Married LLB Boutique Inherited the business, career 

orientation, passion  

Product and market diversification  of family 

business  

9 Naila Akbar Unmarried Graduate Consultant Career orientation, job market blocked Exploring new market niches  

10 Nazima Divorced Graduate Food  Source of income, work life balance  New product introduced in unexplored 

markets  

11 Atiqa Divorced Graduate Salon Source of income, job market blocked New product , new market, new source of 

raw materials  

12 Zubaida Divorced Graduate  Greetings 

Cards  

Source of income, career orientation, 

job market blocked  

innovative products and services 

13 Sobia Divorced MBA Consultant Career orientation, job market issues, 

work life balance  

Discovering new markets, product line 

extension over time 

14 Mrs. Maalik Married A’ Levels  Hotel  Career orientation, source of income  New product (service), new market, new 

supplier for inherited business 

15 Shazia Married A’ Levels  Garments Source of income and job market 

blockage 

Product and Market diversification 
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16 Mrs. Khaliq Married LLB TV channel Passion, professionally trained and to 

invest expertise  

Innovative product, new market niches  

17 Samira Married  Graduate  Jewellery Source of income  Market extension 

18 Alia  Married Graduate  Bespoke 

tailor  

Passion, career orientation  Product and Market diversification  

19 Amber Unmarried Graduate  Boutique Career orientation, job market issues  New sources of raw materials 

 

Note: in order to preserve the anonymity of the respondents, surrogate names are used throughout the paper.   
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Appendix 2  

Table  - Sectoral and Geographical Divide of Respondents 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sectoral Divide Geographical Location 

Sector N* Location N* 

Clothing  8 Harrow  10 

Beauty Salons 9 Newham  9 

Food  5 Central London  8 

Jewellery   2 Ealing 4 

Therapists  4 Ilford   3 

Consultants  4 Leyton 4 

Misc  8 Finchley  2 

Total  40 Total  40 

N* - Number of Respondents  
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SUMMARY 

 

Human based resources generated through social and human capital, in addition to 

organizational, financial and physical resources may lead to a competitive advantage for 

firms. Many studies confirm that firms grow through the use of their networks and contacts to 

become competitive. Similarly, a high degree of human capital has proven to bring several 

advantages for firms. To determine the impact of women entrepreneurs’ social   and human 

capital on the growth and ultimate success of their businesses, an online questionnaire was 

administered in the Greater London, the East of England and the South East of England 

regions. Initial data was collected through 517 on-line filled questionnaires followed by 42 

face to face in depth interviews. The results of both the Baron and Kenny test as well as the 

Sobel test showed that the mediation effect of human capital on the relation of social capital 

and employment growth rate as well as sales growth rate is significant. The qualitative 

findings from the interviews conducted also supported the quantitative findings.  

 

Key Words: Women’s Entrepreneurship, Growth, Human Capital, Social Capital, 

Networking 
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INTRODUCTION AND OBJECTIVES 

 

Eentrepreneurship literature illustrate that in addition to financial, organisational, and 

physical resources, human based resources such as human and social capital may lead to a 

competitive advantage and consequently contribute to the faster growth of enterprises 

(Barney, 1991). Women’s entrepreneurship is characterized by a number of constraints 

including family responsibility, lack of relevant resources as well as being under-capitalised 

not only in financial but in human and social capital as well (Schmidt and Parker, 2003; 

Brush et al., 2004).  A number of authors (Brush et al., 2004; Brush et al., 2005: 172; Minniti 

et al., 2005) have mentioned the “lack of appropriate’’ social capital as one of the main 

hindrances to the faster growth of women-owned businesses. Women entrepreneurs are 

disadvantaged than their male counterparts in terms of resources because of their limited 

access to ‘right’ social circles which can help them in accessing those resources as they are 

regularly excluded from traditional business networks and they further lack access to 

information about networks (Smith-Hunter and Boyd, 2004; Bennet and Richardson, 2005).   

 

Rosa et al. (1996) and Aldrich (1989) mention human capital as one of the distinguishing 

factors contributing to the faster growth of male-owned enterprises as compared to female-

owned enterprises.  Whereas, Greene et al. (2003) and Minniti et al. (2005) have mentioned 

lack of human capital as one of the main reasons for the sluggish performance and slow 

growth of women-owned enterprises. 

 

Although, considerable work has been conducted, especially under the Diana project (Brush 

et al., 2004; Brush et al., 2005; Brush et al., 2006) as well as by other authors (Marlow 

(Marlow and Carter, 2004; Bennet and Richardson, 2005; Neergaard et al., 2005), to explore 

the effect of human and/or social capital on women’s entrepreneurship development. 

However, there has been few empirical studies impact of human capital (possessed by 

entrepreneurs) on the relationship between the social capital and the growth of women-owned 

enterprises in the UK.  The current study aims to fill this gap. The purpose of conducting this 

study is to create an understanding of the impact of human capital on the relationship of 

social capital and growth of women-owned businesses in three different geographical regions 

of the UK.  It further explores whether human capital plays any role in building and using 

social capital to foster growth of women-owned enterprises.  
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THEORETICAL FRAMEWORK 

 

Growth and Women-owned Enterprises 

Business growth is an extremely important issue in the study of entrepreneurship, however, 

despite its significance, not much work had been done to study growth of women-owned 

enterprises until the launch of Diana project in 1999 (Greene et al., 2003; Neergaard et al., 

2006). “Notably absent was an understanding of factors affecting growth” and a lack of 

cumulative knowledge to adequately conceptualise and build explanatory theories on the 

growth process of women-owned enterprises (Brush et al., 2006: 4). Most of the work 

conducted was on women’s motivations to start a business and the subsequent effect of those 

motivations on growth (Lerner et al., 1995; Buttner and Moore, 1997); effect of their location 

(urban or rural) on business performance (Merrett and Gruidl, 2000); and the effect of the 

size and sector on business development (Cliff, 1998). 

 

Rosa et al. (1996) found women-owned businesses to have lower sales turnover, fewer 

employees, serving mostly local markets and women entrepreneurs being less ambitious to 

grow their businesses and less optimistic than men about the success of their businesses in the 

future. Cliff (1998) found women more risk averse, more careful and conservative, purposely 

striving for a controlled and manageable rate of growth. However, Chung (1998) pointed out 

that the gender difference in attitudes to growth may have more to do with women not 

wishing to risk their home/work balance rather than an antagonism to growing the business. 

Chell and Baines (1988) and Boden and Nucci (2000) argued that women’s lack of human, 

social and financial capital affects their businesses more as compared to their intentions to 

start businesses.  

 

Under the Diana project, Brush et al. (2004; 2005; 2006) investigated the apparent disconnect 

between opportunities and resources in equity funding for high growth women-owned 

businesses. These studies highlighted the significant differences by gender, especially with 

regard to the growth process and tried to investigate that despite a rise in the number of 

ventures created by women in the last two decades why women-owned businesses remained 

smaller (measured in terms of revenue generated or employees hired) than those of their male 

counterparts (Brush et al., 2006). Their initial findings confirmed that “….women often 

lacked the economic power and the social and family support structure to grow their 

ventures”, and the lack of adequate childcare might have forced them to keep their businesses 
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smaller and more manageable (Brush et al., 2004: 8). They also found that one of the most 

important reasons for slower growth of women-owned businesses was that women 

encountered social structures in work, family and social life that influence development of 

human and social capital, different from their male counterparts. This lack of appropriate 

social capital to make meaningful exchanges within business networks limits their 

opportunities to raise growth capital and other resources crucial for the development and 

growth of businesses (Brush et al., 2004). Brush et al. (2006) also mentioned that women 

entrepreneurs’ endowment in human, financial and social capital limit their access and 

utilisation of needed resources for deliberate or ambitious growth resources. 

 

Social Capital and Women’s Entrepreneurship 

The concept of social capital recognises the importance of interpersonal relationships, the 

community, and groups in terms of educational achievement and economic performance 

(Bourdieu, 1986; Coleman, 1988; Putnam, 1995). In the field of entrepreneurship, the topic of 

social capital has received special attention as a category through which to understand certain 

dynamics related to networking in the pursuit of business opportunities. Consequently, social 

capital can be defined as the extent and effectiveness of social and community relations 

bearing a level of trust (Gambetta, 1988), that can facilitate the accumulation and utilisation 

of resources (Burt, 1992). It is argued that entrepreneurs need to acquire knowledge, 

information, and resources such as capital, skills, and labour, which can be the determining 

factors in the establishment and development of an entrepreneurial venture (Gabbay and 

Leenders, 1999). While entrepreneurs hold some of these resources themselves, they often 

complement their resources by accessing their contacts, by joining networks or meeting 

people who can eventually help them to grow their businesses (Aldrich and Zimmer, 1986; 

Aldrich et al., 1991; Cooper et al., 1995; Hansen, 1995). These contacts or people (whom 

entrepreneurs know or are known by people whom entrepreneus know) constitute an 

entrepreneur’s social capital. Brush et al. (2002) identify social capital as a catalyst of value 

creation as well as the facilitator of resource exchanges, particularly knowledge, within and 

between firms. Social capital can provide an opportunity for individuals to reap economic 

benefits through entrepreneurship, as it may help to solve two problems of institutional 

economics, firstly by compensating for asymmetrical information involving access, timing, 

and referral advantages (Burt, 1992) and secondly, by reducing the transaction costs as a 

result of social and economic interaction (Nahapiet and Ghoshal, 1998; Svendsen, 2003). Its 
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significance derives from the mobilisation of knowledge and the process of learning and 

innovation it is said to promote (Powell et al., 1996).  

 

Women-owned businesses are considered to have limited resources as compared to male-

owned businesses because of their limited access to ‘right’ social circles which can help them 

in accessing those resources as they are regularly excluded from traditional business networks 

and they further lack access to information about networks (Bennet & Richardson, 2005). 

Carter and Rosa (1998) have pointed out that certain groups of women – i.e., those from 

ethnic minorities – can experience additional difficulties in gaining access to certain 

resources, which hamper their growth and performance. For women entrepreneurs, strong tie 

relationships with family members and friends are more helpful (as compared to men) for 

generating initial capital and emotional support (Uzzi, 1997; Welter, 2006). Whereas, a 

diverse network of weak tie relationships with customers, suppliers, and resource providers 

are helpful in accessing the financial, human, and physical resources (Bennet & Richardson, 

2005) and may result in increase in legitimacy (Uzzi, 1997; Higgins and Gulati, 2003).  

 

Human Capital and Women’s Entrepreneurship 

Human Capital Theory is stimulated by the hypothesis that there exists a general positive 

correlation between education and earnings (Grogan, 1997). Although modern human capital 

theory was originally advanced by Schultz (1961), it is Becker (1964) who is considered to be 

the original principal promoter of human capital theory. Becker proposed that an individual's 

education and work experience were the major inputs into an individual's income. Education 

as an indication of general human capital is one of the most cited variables in 

entrepreneurship research, linked to the growth and performance of firms (Bruderl et al., 

1992; Parker and Van Praag, 2006). It is considered to be useful for opportunity recognition 

as the knowledge and information accelerate the process of idea generation and innovation 

(Becker, 1964; Hayton, 2005). Specific human capital consisting of industry experience, 

training, and skills enhances market and product knowledge, and helps in understanding the 

industry structure, and dynamics. In addition, managerial experience and tacit knowledge of 

the same industry also influence the growth indicators of a firm.  

 

It is generally agreed that human capital is related to the success of enterprises (Brüderl 

(Bruderl et al., 1992; Fischer et al., 1993; Cooper et al., 1994; Bosma et al., 2004; Unger et 

al., 2006). Management-related training is seen as particularly helpful in growing a business. 
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Bruhn et al. (2010) have even proposed the concept of ‘managerial capital’ which refers to a 

capability for management. Human capital also benefits entrepreneurs by allowing them to 

adapt to changing circumstances. Higher or further education makes a company less likely to 

fail (Bates, 1990), and also makes it easier to source capital from banks (Coleman, 2000). 

Human capital can play an important role in acquiring resources especially financial 

resources. Chandler and Hanks (1998) describe that both human and financial capital are 

substitutable. For example financial institutions consider human capital as an important asset 

when deciding about the provision of finance, which eventually plays an important role in the 

growth of enterprises (Zacharakis and Meyer, 2000). As raising financial capital at start-up 

and/or during the growth process is one of the biggest constraints for women entrepreneurs 

(Brush et al., 2004), human capital can play a crucial role in compensating that deficiency.  

 

Empirical research demonstrates that women entrepreneurs are disadvantaged as compared to 

men in specific human capital such as managerial, technical, and self-employment experience  

(Kalleberg and Leicht, 1991; Boden and Nucci, 2000). However, they compensate it with the 

same or higher level of education (Cowling and Taylor, 2001). 

 

Mediation Effect of Human Capital between Social Capital and Growth of Women-

owned Enterprises 

 

A small number of studies have considered both human and social capital in relation to 

women-owned businesses. Manolova et al. (2007) used a proxy measure of growth (growth 

expectancy) and investigated the role of human and social capital on growth expectancy of 

women owned enterprises. The findings were used to produce a conceptual model of how 

various factors impact on growth expectations in Bulgaria. In this model, gender has a 

moderating influence on the effects of human and social capital on growth expectancies, as 

well as directly affecting growth expectancies. Other gender-related factors, such as ‘kids at 

home’ and ‘conflict with family’ as well as age and size of firm, act as controls (Manolova 

(Manolova et al., 2007; Manolova et al., 2010). 

 

Entrepreneurs need to use their firms’ human capital stock effectively so that the skills and 

expertise are shared and not under-utilised either intentionally or unintentionally. Stiles and 

Stiles and Kulvisaechana (2003) point out that both owners and workers must be committed 

to the organisation to utilise their human capital effectively, and that there must therefore be 
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both social and organisational capital so as to use human capital appropriately to generate 

favourable results.  

 

The relationship between human capital and social capital can be established from Leenders 

and Gabbay’s (1999) work, which recognised that the knowledge and information owned by 

individuals was positively related to their positions in social networks. Social capital thus 

increases because of their influence on other members (Lin and Huang, 2005). The argument 

validates French and Raven’s (1959) view that individuals with higher human capital are 

more likely to be respected for their knowledge and expertise. People in the same industry or 

sector will go to these people for advice or help, providing them with an opportunity to 

increase their own social capital through giving advice, etc. (Friedman and Krackhardt, 

1997).  

 

One of the most cited benefits of extended social capital for entrepreneurs is the privileged 

access to information (Nahapiet and Ghoshal, 1998; Brush et al., 2004). However, this 

information can only be transformed into opportunities and revenue generation if 

entrepreneurs have sufficient knowledge, skills and experience to absorb that information and 

convert it into ideas. Therefore, entrepreneurs with higher human capital are able to 

assimilate information from the environment more effectively and efficiently and translate it 

into innovative products, services, systems and/or procedures (Kugler et al., 2007).  

 

Empirical research acknowledges that effective relationships with customers, suppliers, 

employees and other resource providers positively affect a firm’s performance (Bennet and 

Richardson, 2005). One can argue that higher human capital increases the chances of this  

(Lam et al., 2007). Financial institutions such as banks and venture capitalists, for example, 

will be more interested in supporting an entrepreneur who possesses the relevant skills, 

experience and knowledge than someone who does not.  

 

Similarly, if customers and suppliers are aware of an entrepreneur’s ability to successfully 

operate their business on the basis of appropriate experience, skills and knowledge, they will 

be more willing to have a stronger long-term business relationship on favourable terms for 

the entrepreneur. This argument suggests that the link between social capital and growth is 

stronger for entrepreneurs with a higher level of human capital (Kugler et al., 2007) as 

compared to businesses owned by entrepreneurs with low level of human capital. These 
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arguments generate the following hypotheses for this study on the basis that the linkage 

between social capital and growth of a firm is higher in businesses owned by entrepreneurs 

with a high level of human capital as compared to businesses owned by entrepreneurs with 

low level of human capital:  

 

H1: Firms owned by women entrepreneurs with more social capital will show more 

employment growth, if they have a higher level of human capital. 

H2: Firms owned by women entrepreneurs with more social capital will show more sales 

growth, if they have a higher level of human capital.  

 

 

Figure 1    Hypothesised Model for the Study 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Social Capital 

 Help from formal and informal 

sources  

 Personal networks 

 Professional networks  

 Getting along with others  

 Professional business advice  

 Trust  

Growth of Women-owned 

Enterprises 

 Employment growth 

 Sales growth 

 

H1-2  

Human Capital 

 Education 

 Work experience 

 Number of years work 

experience in the same industry 

 Business/Management 

qualifications / training 
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METHODOLOGY & RESEARCH DESIGN 

 

The current research aimed to gather information both of a quantitative and qualitative nature, 

therefore, the questionnaire contained a variety of scaled, open ended, rank order, 

dichotomous, and multiple choice questions.  Measurement of social capital was based on the 

variables used in previous studies such as size and composition (Renzulli et al., 2000) 

contents of network exchanges (Blackburn et al., 1990; Renzulli et al., 2000; Shaw et al., 

2005), strength and density (Aldrich, (Aldrich, 1989; Davidsson and Klofsten, 2003) and trust 

and community activities (Mitchell et al., 2007).  

 

Table 2   Social Capital Measurement 

 
Variables Abbreviation                 Type of Variable and Transformation 
Close relative(s’ help) in business at start-up  DCLSRETVS Dummy variable Yes = 1 otherwise = 0 

Close relative(s’ help) in business now DCLSRETVN Dummy variable Yes = 1 otherwise = 0 

Importance of informal networking in growth DINFNTG Dummy variable Yes = 1 otherwise = 0 

Membership of formal groups DFRMEMBR Dummy variable Yes = 1 otherwise = 0 

Importance of formal groups for business  DFRMGRP Dummy variable Yes = 1 otherwise = 0 

Number of times’ participation in formal group activities DFRMGRPPT Dummy variable  

If 1 or > per month = 1 otherwise = 0 

Contribution of money in the formal group DCNTFRGRP Dummy variable Yes = 1 otherwise = 0 

Help of friend(s)/acquaintances in business  DFRNDS Dummy variable Yes = 1 otherwise = 0 

Getting together informally for arts and crafts (Group 1) DGTTGTHR1 Dummy variable Yes = 1 otherwise = 0 

Help of Group 1 in business DGRPHELP1 Dummy variable Yes = 1 otherwise = 0 

Getting together informally for sports and exercise (Group 

2) 

DGTTGTHR2 Dummy variable Yes = 1 otherwise = 0 

Help of Group 2 in business DGRPHELP2 Dummy variable Yes = 1 otherwise = 0 

Getting together informally for shopping, talking, etc. 

(Group 3) 

DGTTGTHR3 Dummy variable Yes = 1 otherwise = 0 

Help of Group 3 in business DGRPHELP3 Dummy variable Yes = 1 otherwise = 0 

Participation in community activities (Group 4) DPCOMACT Dummy variable Yes = 1 otherwise = 0 

Help of Group 4 in business DGRPHELP3 Dummy variable Yes = 1 otherwise = 0 

Belief in helping others DBLFHLP Dummy variable Yes = 1 otherwise = 0 

Getting along with members of business association/sector DGETBAS Dummy variable If>2 = 1 otherwise = 0 

Getting along with family members DGETFAM Dummy variable If>2 = 1 otherwise = 0 

Getting along with friends/acquaintances DGETFAA Dummy variable If>2 = 1 otherwise = 0 

Getting along with neighbours DGETNGB Dummy variable If>2 = 1 otherwise = 0 

Getting along with sports club members DGETSPCM Dummy variable If>2 = 1 otherwise = 0 

Business advice from business owner from the same 

business sector 

DBADBOS Dummy variable If>2 = 1 otherwise = 0 

Business advice from different business sec. DBADBOD Dummy variable If>2 = 1 otherwise = 0 

Business advice from supplier DBADSPP Dummy variable If>2 = 1 otherwise = 0 

Business advice from customer DBADCUS Dummy variable If>2 = 1 otherwise = 0 

Business advice from professional consultant DBADPCSLT Dummy variable If>2 = 1 otherwise = 0 

Business advice from friend, relative, etc. DBADFRA Dummy variable If>2 = 1 otherwise = 0 

Trust in people from own race or ethnicity DTSTRCE Dummy variable If>2 = 1 otherwise = 0 

Trust in family members DTRSTFAM Dummy variable If>2 = 1 otherwise = 0 

Trust in same gender DTRSTSGR Dummy variable If>2 = 1 otherwise = 0 

Trust in different gender DTRSTDGR Dummy variable If>2 = 1 otherwise = 0 

Trust in neighbourhood /community DTRSTNBR Dummy variable If>2 = 1 otherwise = 0 

Trust in people from same business assoc. DTRSTSBA Dummy variable If>2 = 1 otherwise = 0 

Trust in people from same business sector DTRSTDBA Dummy variable If>2 = 1 otherwise = 0 

Trust in people from other business sector DTRSTDBS Dummy variable If>2 = 1 otherwise = 0 

Trust in suppliers DTRSTSPLR Dummy variable If>2 = 1 otherwise = 0 

Trust in customers DTRSTCUST Dummy variable If>2 = 1 otherwise = 0 

Trust in employees DTRSTEMP Dummy variable If>2 = 1 otherwise = 0 

Trust in friends DTRSTFRND Dummy variable If>2 = 1 otherwise = 0 
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For human capital measurement, variables such as education, work experience in the same 

sector, management/business training (Becker, 1964; Bruderl et al., 1992; Hayton, 2005), 

were used for this study.  

 

Table 2   Human Capital Measurement 

 
Variables Abbreviation                 Type of Variable and Transformation 
Education DGRAD Dummy variable,  

If degree = 1 otherwise = 0 
Work experience in the same 

sector 
DWEXP Dummy variable,  

Yes = 1 otherwise = 0 
Number of years’ work 

experience in the same sector 
DNYEXP Dummy variable,  

If > 1 year = 1 otherwise = 0 
Business management education 

or training 
DBMET Dummy variable,  

Yes =1 otherwise = 0 

 

Though, a variety of financial measures have been utilised in the literature to evaluate 

business growth such as sales revenue ((Rosa et al., 1996; Orser et al., 2000; Havnes and 

Sennesseth, 2001; McMahon, 2001; O’Gorman, 2001; Sadler-Smith et al., 2001; Pena, 2002; 

Del Monte and Papagni, 2003; Delmar et al., 2003), the number of employees (Birley (Birley 

and Westhead, 1990; Kangasharju, 2000; Hamilton and Lawrence, 2001; Havnes and 

Sennesseth, 2001)  profit level (Edelman et al., 2005), and the number of customers (Baldwin 

et al., 1994). While analysing the growth in this study only two of the criteria were adopted 

i.e., sales revenue and number of employees. One of the main reasons for doing so was the 

fact that extracting information from entrepreneurs about annual sales turnover and number 

of employees is considered to be least problematic through structured questionnaire (Rosa 

(Rosa et al., 1996; Edelman et al., 2005) as these two are mostly recorded because of the 

administrative and legal reasons (Rosa (Barkham et al., 1996; Rosa et al., 1996; Freel and 

Robson, 2004). It may be noted that the number of employees is frequently used as a measure 

because entrepreneurs are willing to share such data (Altinay and Altinay, 2006; Dobbs and 

Hamilton, 2007). Researchers such as Delmar (1998) have used both employment and sales 

as measuring tools for growth and were able to find the same results because, according to 

Dobbs and Hamilton (2007), enterprises may grow simultaneously in sales and employment. 

The compound employment growth rate was computed using the model: 

 

Ei=Ej (1 +r/100)
n 
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where Ei is the current level of employment in the enterprise, Ej employment at the time of 

start-up, n is the number of years from start-up and r is the compound average growth of sales 

revenue from start-up.  

 

The compound sales growth rate was computed by measuring the annual change in revenue 

from the last working year of the enterprise, using the following model: 

 

Si = Sj (1 + r/100)
a 

Where Si denotes revenue from annual sales in the most recent year, Sj denotes the annual 

revenue generated at the close of the first year of business, a denotes the number of years 

from start-up and r denotes the average growth of revenue from start-up.  

 

The web-link of the online questionnaire was sent via email to 2760 women entrepreneurs 

(randomly selected from “Business Connections database” provided by Thomson Directories 

Ltd.) based in three regions of England (920 each in Greater London, East of England, and 

South East of England). Initial data was collected through 517 on-line filled questionnaires 

followed by 42 face to face in depth interviews. Some of the advantages of adopting online-

questionnaire methodology included reduced costs, increased response rate as compared to 

postal survey, shortened data collection-analysis-presentation cycles, and enhanced 

interactivity of research materials (Stanton and Rogelberg, 2001). Statistical analysis using 

SPSS was applied to analyse quantitative data (gathered through 517 online responses) to 

measure the size, density, intensity, contents and frequency of women entrepreneurs’ social 

capital as well as their human capital. To normalise the data, transformations such as 

inversion, log and square root were applied. Unfortunately, they did not normalise the 

response variables. Therefore, the Box-Cox transformation was applied (Velilla, 1993; Cook 

and Olive, 2008), and the results were tested for ordinary least squares (OLS) such as 

linearity, heteroskedasticity, independence of observations, autocorrelation and collinearity; 

no issues were noted.  

 

The mediation effect was investigated through the hypotheses, which were constructed to 

determine the extent to which human capital is responsible for the relationship between 

growth and the social capital of women-owned enterprises. Mediation analysis has been 

employed in the literature to establish the impact of a proposed cause of some results via a 

proposed mediator (Preacher and Hayes, 2004; Fairchild et al., 2009). If there is some 
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proposed cause (X) on some outcome (Y), c is referred to as the total effect of X on Y. One 

variable (M) mediates the effect of X on Y, and c’ is the direct effect of X on Y after 

controlling for M.  

 

Baron and Kenny (1986) state that variable M is said to be a predictor if: 

(1) Y  is significantly predicted by X  

(2) M is significantly predicted by X 

(3) M significantly predicts Y after X is controlled 

(4) X significantly predicts Y  after M is controlled 

 

This criterion is based on the following three equations (1-3): 

                                       Ŷ = i1 + cX                                       

                                 M^ = i2 + aX                                    

                                Ŷ = i3 + c’X + bM 

 

If, after the inclusion of M, the impact of X on Y decreases to zero, then perfect mediation has 

occurred (James (Erikson et al., 2002). The Sobel test (Sobel, 1982) is a viable method 

through which mediation hypotheses are assessed (Fairchild et al. 2009). This test is carried 

out through comparing the strength of the indirect effect of X on Y to the extent that the null 

hypothesis is zero.  

 

In determining the mediation effect of human capital on social capital and employment and 

sales growth rates (H1and2), the Barron and Kenny criteria and the Sobel test were employed.  

For human capital to be a mediator, it must, as mentioned, satisfy four conditions.  These four 

conditions were used to test the direct and total effects and generate results.  

 

The researcher conducted 42 interviews to support or validate the findings of the 

questionnaire. The advantages of using interviews relate to the possibility of obtaining 

specific and in-depth knowledge of the role of social and human capital in the growth of 

women-owned enterprises. The design of the questionnaire included many ways in which the 

notion of social and human capital may be interpreted by women. Direct questions about 

social and human capital were embedded in questions related to education, training, 

experience, friends, social activities, networks, family ties and communitarian activities. 

Particular attention was paid to the design of the questions because, as argued by (Converse, 



13 

1986: 15), ‘making questions conceptually clear may be the most difficult assignment for 

social scientists, for they are usually rather charmed by abstract thinking in the first place, 

and then are trained in its pleasures’. This aspect has indeed been particularly challenging for 

the researcher. Notwithstanding this, the questionnaire offered enough flexibility while 

adhering to the main categories mentioned above. 

 

FINDINGS AND ANALYSIS 

 

Human Capital as a Mediator between Social Capital and the Employment Growth 

In order to test hypothesis H1, the mediating effect of human capital on social capital and rate 

of employment growth was assessed. Both Barron and Kenny, and Soble tests were used. 

According to Barron and Kenny, human capital can be a mediator according to this 

hypothesis if it satisfies the following conditions:  

 

1. Social capital significantly predicts rate of employment growth (direct effect). 

2. Social capital significantly predicts human capital. 

3. Human capital significantly predicts rate of employment growth after controlling for 

social capital. 

4. Social capital significantly predicts rate of employment growth after controlling for 

human capital. 

 

As per equations stated above, the following notations were used:  

 

Y = employment growth rate 

X = social capital 

M = human capital 

The four steps described above were taken to test the direct and total effects; all four 

generated significant results. The results are shown in Table 3. On the basis of these it can be 

seen that human capital plays a mediating role between social capital and the rate of 

employment growth for women-owned enterprises in England. 
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Table 3 Mediation Analysis:  

Direct and Total Effects of Social Capital on Employment Growth Rate 

 

 Coeff. S.E. t Sig (two-tailed) Conclusion 

b(YX)     .2495 .0555 4.4952 .0000 Significant 

b(MX)      .0278 .0093 2.9993 .0028 Significant 

b(YM.X)    .7244 .2680 2.7034 .0071 Significant 

b(YX.M)     .2293 .0556 4.1213 .0000 Significant 

 

 

In addition to the Baron and Kenny method, Sobel test macros in SPSS were performed to 

estimate indirect effect.  

 

Table 4 Sobel Test:  

Indirect Effect and Significance of Social Capital on Employment Growth Rate 

 

 Value S.E. Lower 

Limit 95 

CI 

Upper 

Limit 

95 CI  

Z Sig (two -

tailed 

Effect     .2495 .0555 4.4952 .0000 2.0081 .0446 

 

The results of Sobel test (Table 4) also show the significant mediating effect of human capital 

on the relationship between social capital and rate of employment growth. Hence, both the 

Barron and Kenny and Sobel tests support hypothesis H1.  

 

Human Capital as a Mediator between Social Capital and Sales Growth Rate 

In order to test hypothesis H2, the mediating effect of human capital on social capital and 

sales growth rate was assessed. Both Barron and Kenny as well as Sobel tests were 

performed. The four steps described above were taken to test the direct and total effects; all 

four generated significant results. The results are shown in Table 5. On the basis of these it 

can be seen that human capital plays a mediating role between social capital and the sales 

growth rate for women-owned enterprises in England. 
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Table 5 Mediation Analysis: 

Direct and Total Effects of Social Capital Sales Growth Rate 

 

 Coeff. S.E. t Sig (two-tailed) Conclusion 

b(YX)     .3217 .0869 3.7009 .0002 Significant 

b(MX)      .0277 .0094 2.9478 .0034 Significant 

b(YM.X)    1.1791 .4189 2.8147 .0051 Significant 

b(YX.M)     .2890 .0871 3.3189 .0010 Significant 

 

The results of the Sobel test (Table 6) also confirm the significant mediating effect of human 

capital on the relationship between social capital and sales growth rate. Hence, both the 

Barron and Kenny and Sobel tests support hypothesis H2.  

 

Table 6 Sobel Test:  

Indirect Effect and Significance of Social Capital on Sales Growth Rate 

 

 Value S.E. Lower 

Limit 95 

CI 

Upper 

Limit 

95 CI  

Z Sig (two -

tailed 

Effect     .0327 .0165 .0003 .0651 1.9771 .0480 

 

Results of Interviews 

 

The main objective of this study was to know in detail how human capital mediates the 

relationship of social capital and growth of enterprises. To achieve this task, the researcher 

tried to dig deeper by posing open-ended questions. The responses again created four themes, 

namely general education, business and management education, formal training and work 

experience. There were further categories in each theme. The results generated from these 

responses are given below. In this section, rather than treating individual attributes and social 

attributes separately, the data collected through interviews have been analysed to explore the 

combined effect of individual and social attributes on the growth of women-owned 

enterprises. 

 

In the first sub-section, the findings related to the impact of education on building social 

capital were presented. Increased confidence and credibility are two categories brought up by 



16 

participants as main attributes contributing to their social network development. The second 

sub-section revealed the effects of business and management education. Self-confidence and 

credibility gained through acquired knowledge, information and skills were highlighted, 

along with the networking aspects of joining an ‘intellectually elite group’. It was further 

described how this linking social capital provides links to otherwise disconnected people and 

opens doors to opportunities and resources. 

 

The third sub-section illustrates how experience gained in the same industry over time 

provides women entrepreneurs with positions of ‘network centrality’, consequently 

increasing their access to resources, information and future opportunities. In the fourth sub-

section, the participants described how attending formal training not only equips them with 

the latest skills and knowledge but also provide them with excellent networking 

opportunities. These skills and network connections are used to access resources and 

information as well as create opportunities for business development and growth.  

 

Education (General) 

The participants pointed out increased confidence and credibility as outcomes of general 

education, and related these to building and using their social capital. Wendy (one of the 

participants) talked about her degree at a reputed university and how she utilised the 

connections she made during her education for her business development and growth: 

 

I graduated from Imperial College - London, worked in the IT industry for four 

years and decided to establish my own software house. I was confident to deliver 

and produce results – my degree gave me that confidence. I approached a couple 

of class-fellows to join me. One of them accepted my offer. I applied for loan 

from a bank and pleaded my case with confidence. I knew I had a degree from 

Imperial, four years’ work experience in a multinational company and a 

professional partner, who had degree and professional credibility as well. We 

worked hard and proved to be a success. (W2)   

 

Another point of view was contributed by Martha, who secured a PhD in Bio-medicine from 

Cambridge University in 2003: 
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I entered a business plan competition with two of my fellow PhD scholars and 

won it. We started our business in 2003 by using the prize money as seed-corn 

funding. I must say that our doctorate degrees gave us credibility for securing 

finance in the start-up phase. It was easier to access business support 

organisations and we made most of it to grow. It [PhD] gave me confidence to 

go out there in more of a man’s world and let my customers know that I could 

deliver. It [PhD] allowed me to meet my business partners and develop this 

business with 26 employees and £4 million turnover. (M1) 

 

Education (Business and Management) 

In addition to knowledge, skills and information, confidence and credibility were given as 

important benefits of business and management education. Nine participants believed that 

their education had helped them gain a central position in networks and business associations. 

Five participants mentioned that their increased confidence in business management skills 

puts them in a position to offer their advice and information to other business owners. They 

were willing to share knowledge they had gained with business people around them, which 

created many opportunities for them to further grow their businesses. Two participants (Chris 

and Fiona) cited that they were able to secure financing in this way. Two others (Annie and 

Zara) were able to extend their product/service lines in partnership with another business 

person. Laura confirmed that she was able to join with another woman entrepreneur to 

distribute her products in Eastern Europe. Annie described her experience as follows: 

 

My part-time MBA gave me confidence to deal with figures and numbers. I was 

able to read financial statements and started advising to my close business 

friends. It improved my business acumen and raised my social position in their 

eyes. One of them asked me to do a partnership with him in a new venture. I 

accepted it and now I am running a portfolio of businesses. My friends call me a 

‘serial entrepreneur’.  (Z1)   

 

Six entrepreneurs suggested that the information and knowledge they gained during their 

business management education helped them in spotting opportunities and generating ideas 

which they shared with potential financiers and were able to secure funding to grow their 

businesses. 
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In July 2006, I attended the ‘General Management Diploma Programme’ at 

Harvard. Not only was it expensive but quite hard to assimilate as well. For me, 

it worked wonders. I learnt how to think ‘differently’ from my competitors. I 

applied it to my industry and sought finance from one of the class fellows of the 

same programme. The concept was simple but unique based on creativity and 

innovation, which I learnt during that management course. (S2) 

 

Experience 

The data revealed that experience in the same industry increased participants’ confidence 

levels, raised their credibility, helped build partnerships and equipped them with faster 

decision making techniques. Further evaluation of the qualitative data (gathered through 

interviews) showed that experience in the same sector helped them even more than general 

and business education to build credibility in the sector. Seventeen participants mentioned 

that experience in the industry helped them build contacts with suppliers that were useful in 

all stages of their business life cycle.  

 

Twenty-seven participants spoke of their prior work in the industry as a key to helping them 

secure a customer base from start-up. Natalie’s quotation, mentioned earlier, is relevant here: 

 

After a decade of working in web and mobile application product management 

for some big names such as ABC, MNL and XYZ, I set up my own business. The 

credibility of those multinationals gave me and my work, credibility as well. A 

number of clients I secured already knew me and my work. It was not difficult to 

convince them that I could deliver. The growth path was much easier for me as 

compared to any newcomer. (N3) 

 

Eleven participants mentioned that, because of their experience, they were able to establish 

themselves as experts in the industry. This enhanced their credibility and placed them at a 

central position in professional networks. Throughout different phases of their business cycle 

this central position earned them such rewards as access to confidential information, 

availability of finance through business angels, referrals to clients and recommendations 

about suitable human resources. Five of these participants mentioned that, because of their 

‘expert’ status in the industry, new potential entrepreneurs had approached them with creative 
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ideas. Three of them took up these opportunities and greatly increased their business revenue. 

One typical statement is quoted here: 

  

My 17 years’ work experience in the industry earned me an ‘expert’ status. It 

enhanced my authority as a professional among my customers, colleagues and 

even business competitors. I met ‘Ricardo’ (my business partner) at one of the 

industry exhibitions where I presented the keynote address. He offered me 

finance to start our own business, and I accepted. In only nine years, we have 

more than 200 employees and an annual turnover of around £50 million. I think 

the connections I made during those 17 years have contributed immensely to our 

success. (F2)   

 

Training  

Analysis of the data shows that the participants found a number of benefits in attending 

formal training, such as broader business knowledge; understanding of tools, methods and 

theories to strategically develop their businesses; peer-to-peer learning and support; self-

challenging; and a sense of achievement from completing the formal training. Thirteen 

participants mentioned that attending formal training programmes not only furnished them 

with latest skills and knowledge but also provided them with excellent networking 

opportunities.  

 

An overall analysis of data reveals that formal training can be the seedbed for developing 

bonding social capital (with other business people from the same industry, gender or region) 

or bridging social capital (with business people from a different industry, gender, region, or 

in some cases even a different country). If entrepreneurs attending these programmes know 

how to build and utilise their social capital on these excellent networking occasions, they can 

find innumerable opportunities to develop their businesses. As Tamara said:   

 

I met Sara, a beauty consultant, at one of the training programmes organised by 

‘Enterprising Women’ in Norfolk. We clicked and became ‘friends’. I was 

running my own salon in Norfolk at that time with two part-time employees. Our 

friendship developed over time on the basis of mutual trust and respect. I must 

say she has been a real inspiration and motivation for me to run my business in a 

more ‘professional manner’. She encouraged me to scale it up and look beyond. 
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She even hooked me up with a business angel. Now, I have three salons, 7 full-

time employees and I am generating 4 times the revenue I was generating when I 

met her. (T1) 

 

 

CONCLUSION 

 

The findings corroborate the results of Kugler et al. (2007) as well as Davidsson and Hoing 

(2002) entrepreneurs with low level of human capital cannot utilise their social capital at 

optimal level. They have a better chance to assimilate information from their social structure, 

generate ideas and transform it into innovative products, services, systems and procedures, if 

they have reasonable human capital to understand and utilise that information effectively and 

efficiently.  

 

It is not only finance which entrepreneurs need, to grow their businesses. They need to 

acquire knowledge, information, and resources such as skills and labour as well, which can 

be the determining factors in the development of an entrepreneurial venture (Gabbay and 

Leenders, 1999). This study validates that that the use of networks and interpersonal 

relationships by women business owners help them in accessing information, advise, and 

ideas as well as financial and human resources. The availability of these resources and /or 

informal assistance generated through their social capital act as a catalyst to grow their 

businesses and the same can be backed up by the positive correlation of social capital and 

compound employment as well as sales growth established through this study. 

 

The concept of dynamic capabilities is embedded in the resource-based view, which suggests 

that converting resources like social capital into competitive advantage requires human 

capital and feasible processes. For example, if an entrepreneur receives information that may 

be beneficial for product development or improvement, it is up to the capability and capacity 

of the entrepreneur (that is, her human capital) to convert that information into an opportunity 

for business growth. Thus, the mediating role of human capital in using social capital to 

generate growth in employment or sales is confirmed.  
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Growth increases with aspirations at a faster rate for entrepreneurs who possess higher levels 

of education or experience, which leads them to consider human capital in two different 

forms: individual and collective. Formal education is a component of individual human 

capital. This was reflected in the feedback from respondents. For example, one female 

business owner said that a degree from Imperial College helped her a lot in the business 

world. This may assist in the accumulation of explicit knowledge and skills useful to 

entrepreneurs (Davidsson and Honig, 2003), thus increasing faith in the achievement of 

desired performance levels. Also employees and business owners/entrepreneurs with 

industry-specific training and work experience may spend less time seeking, gathering, or 

analysing information because they are already familiar with industry norms and 

organisational cultures (Forbes, 2005). This in turn increases their confidence in the 

efficiency with which entrepreneurial efforts may translate into higher performance and 

growth. This is complemented by the high level of quality education found in the UK as a 

developed economy and technically advanced country. This was reflected between the three 

different regions of the UK from which each group of 14 interviewees was taken. This works 

in the manner of a chain reaction, as entrepreneurs with greater training and professional 

experience expect their ventures to grow because of the better technology, increased 

professionalism and legitimacy brought to their entrepreneurial activities. Managerial work 

experience and formal training that is taken then leads to faster growth (Pena, 2002). This 

gain is again helped by an increase in human capital. Empirical evidence suggests that the 

degree of development of human capital and managerial competencies is positively correlated 

with performance and growth. Respondents ranked experience highest, followed by education 

and formal industry training.  

 

The results of this study suggest that, in the context of a developed country like the UK, 

women entrepreneurs’ human capital forms the base for an enterprise’s growth in the form of 

sales, employees and profit. The importance of human capital is enhanced because of the 

various push–pull factors and barriers to entering the world of business that are experienced 

by female entrepreneurs. The researcher has found causal and statistically significant 

relationships between human capital and the growth of women-owned enterprises’ in the 

quantitative survey. Thus, this study establishes important empirical support for the basic 

theoretical proposition that the use of human capital in an entrepreneur’s behaviour affects 

the overall growth of their enterprises.  
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Abstract 

This research aims to assess the intensity of women as entrepreneurs in Indonesia. It also seeks to 

examine the key determinants of women involvement as entrepreneurs. Results show that the 

representation of women entrepreneurs in Indonesia is still low, and they are concentrated mainly 

in micro and small enterprises. However, as Indonesia does not have national data on women 

entrepreneurs, this study may not give the comprehensive picture. Nevertheless, it stresses that a 

wide gap still exists between male and female entrepreneurs in Indonesia, and it also fills the gap in 

the literature on women entrepreneurship in less developed countries. 
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1. Introduction 

Recently, there is an increasing interest in women entrepreneurship development among policy 

makers, academics and practitioners in developing countries. This interest comes from the 

recognition that the creation of women entrepreneurship, especially in rural areas, will contribute 

to the creation of many new rural enterprises that will help much to reduce poverty, especially in 

rural areas. In other words, women entrepreneurs can play an important role not only in 

promoting social and economic development but also in improving community welfare in rural 

areas. Moreover, in relation to the UN-initiated MDGs, development of women entrepreneurship 

should be seen as a crucial element of women empowerment as among the goals. 

Due to their characteristics such as easy entry, flexibility in working hours and production 

processes that make women able to combine between running a business and doing their 

traditional domestic duties, less capital requirement, and no need for highly educated persons, 

micro, small and medium enterprises (MSMEs) are generally believed to be the right place for 

women to become entrepreneurs, especially in rural areas. Of course, the degrees of these 

characteristics of MSMEs vary by type of economic activities or industry. MSMEs in food and 

beverages industries may need less capital and less educated individuals to run a business than, 

for instance, in industries producing electronics or manufacturing automobile components. It is 

not surprise, therefore, to find that women entrepreneurs or as owners of MSMEs in less 

developed countries (LDCs), especially in rural areas, are concentrated in only certain industries 

like food and beverages, handicraft, footwear, and leather products. 

In Indonesia, despite the increasing awareness of the importance of women to have full 

access to education and economic activities, including as entrepreneurs, until these days only 
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very few studies have ever been made to examine women as entrepreneurs, and not so much 

attention has been given to entrepreneurship in MSMEs by gender (although studies on MSMEs 

are many and secondary data on this group of enterprises is available) for at least two main 

reasons. First, no national data on total number of women entrepreneurs and their key 

characteristics in Indonesia is available to start a study with. Indonesian Women Entrepreneurs 

Association (IWAPI) also does not have a database on total number of women entrepreneurs, 

except some information on its members, who are mostly located in big cities. But, of course this 

is a global problem. Second, most people in Indonesia still see that research on women 

entrepreneurs is part of women studies, which are not yet so popular. Especially among 

Indonesian economists, women studies are regarded as not fully an economic area. 

Findings from this research may therefore fill the gap in the literature on women 

entrepreneurship in LDCs by showing most recent fact on women entrepreneurship development, 

especially in MSMEs in Indonesia. It may also add more information which is needed by the 

Indonesian government in its efforts to support women empowerment in relation to its 

commitment to support the implementation of the MDGs. 

 

2. Research Questions, Objective and Methodology 

With the above background, the main objective of this study is to examine the development of 

women entrepreneurs in Indonesia with the focus on MSMEs for the reason mentioned before. 

More specifically, it aims to answer the following three questions. First, how has been the 

development of women entrepreneurs, especially in MSMEs in Indonesia recently? Second, what 

are the main constraints for women to become entrepreneurs in Indonesia? Third, what are the 
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main motivations/reasons for women to do their own businesses instead of staying home and 

doing domestic works or working outside home as employees in somebody else’s businesses? 

As it is a descriptive study in nature, methodologically, the study adopts three approaches: 

analysis of secondary data (i.e. data from Indonesian Central Bureau of Statistics and reports 

from selected international agencies such as UNDP, World Economic Forum and Social Watch); 

review of literature on women entrepreneurs in LDCs. Journal articles, books, reports, and  

seminar papers on women entrepreneurs in both developed and developing worlds are so many, 

started significantly in the 1980s (see e.g. Minniti and Naudé, 2010, for their survey of the 

literature), and the review in this study will focus only on most recent key international literature 

and Indonesian case studies on main motivation of women undertaking own businesses and 

factors affecting them; and a small field survey on 100 randomly selected firms owned or 

managed by female with maximum 50 workers. The main aim of the survey is to explore their 

main underlying reasons or motivations behind their decision to become entrepreneurs. 

 

3. MSMEs in Indonesia 

Historically, Indonesian MSMEs have always been the main players in domestic economic 

activities, accounting for more than 99 percent of all existing firms across sectors (Table 1) and 

providing employment for over 90 percent of the country’s workforce, mostly women and the 

youth. The majority of them are micro enterprises (MIEs) and small enterprises (SEs), whereas 

the number of medium enterprises (MEs) is only few. MIEs are dominated by self-employment 

enterprises without wage-paid workers. In 2009, for instance, the share of these tiny enterprises 

in total MSMEs or in total MSMEs plus large enterprises (LEs) is almost 99.0 percent.  They are 

scattered widely throughout the rural areas, and, therefore, are likely to play an important role in 
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helping to develop the skills of villagers, particularly women, as entrepreneurs. However, most 

MIEs are established by poor households or individuals who cannot find better job opportunities 

elsewhere, either as their primary or secondary (supplementary) source of income. Therefore, the 

presence of many MIEs in Indonesia is considered as a result of current unemployment or 

poverty problem; rather than as a reflection of entrepreneurship spirit (Tambunan, 2009a,b).  

Table 1: Total enterprises by size category in all economic sectors,Indonesia, 2000-2009 (000 units) 
Size  2000 2001 2003 2004 2005 2006 2007 2008 2009 

MIE & SE 39,705 39,883.1 43,372.9 44,684.4 47,006.9 48,822.9 47,720.3 52,327.9 52,723.5 

ME 78.8 80.97 87.4 93.04 95.9 106.7 120.3 39.7 41.1 

LE 5.7 5.9 6.5 6.7 6.8 7.2 4.5 4.4 4.7 

Total 39,789.7 39,969.9 43,466.8 44,784.1 47,109.6 48,936.8 49,845.0 52,262.0 52,769.3 
   Source: State Ministry for Cooperative and SMEs (www.depkop.go.id) and Indonesian Central Bureau of Statistics (BPS)  

(www.bps.go.id) 

 

Besides number of employees, annual revenues, or value of invested capital as criteria to 

define MIEs, SEs and MEs, in fact in Indonesia (as in developing countries in general) MIEs can 

be distinguished easily from SEs or MEs just by reference to their different characteristics in 

many aspects, such as formality or ways of doing business, market orientation, social-economic 

profiles of their owners/producers, nature of employment, organization and management system, 

degree of mechanization (nature of production process), sources of main raw materials and 

capital, location, external relationships, and degree of women’s involvement as entrepreneurs 

(Table 2). Those latter characteristics may suggest that in Indonesia within MSMEs, MIEs, and 

to a lesser extent, SEs, in general, are female enterprises, as women as entrepreneurs are mostly 

found in these enterprise categories. 

http://www.depkop.go.id/
http://www.bps.go.id/
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Table 2: Main Characteristics of MIEs, SEs, and MEs in Indonesia.  
Aspect MIEs SEs MEs 

Formality 

 

 

operate in informal sector, 

unregistered & pays no 

taxes 

some operate in formal sector, 

registered & pay taxes 

all operate in formal 

sector, registered & pay 

taxes 

Location Majority in rural areas/ 

villages 

Many in urban areas/cities Mostly in urban 

areas/cities 

Organization & 

management 

 

 

 

- run by the owner 

- no internal labor division 

-no formal management & 

accounting system 

(bookkeeping) 

- run by the owner 

- no labor division (majority),  

-no formal management and 

accounting system 

(bookkeeping)(majority) 

-many hire professional 

managers, -many have 

labor division, formal 

organizational structure 

& formal account-ting 

system (bookkeeping) 

 
Nature of 

employment 

 

majority use unpaid family 

members 

 

some hired wage laborers 

 

 

-all hired wage laborers 

-some have formal 

recruitment system 

Nature of 

production 

process 

- degree of mechanization 

very low/mostly manual 

- level of technology very 

low  

some use up-to-date  machines 

 

 

many have high degree 

of 

mechanization/access to 

modern technology 

 

Market 

orientation 

 

 

majority sell to local market 

and for low-income 

consumers 

 

-many sell to national market 

and export 

-many serve also middle to 

high-income group 

-all sell to national 

market and many also 

export 

- all serve middle and 

high-income consumers 

Social & 

economic 

profiles of 

owners 

- low or uneducated 

- from poor households 

- main motivation: survival 

 

- some have good education, 

and from non-poor households 

- many have business/profit 

motivation 

- majority have good 

education 

- many are from 

wealthy families 

- main motivation: 

profit 

 

Sources of inputs - majority use local raw 

materials and  use own 

money 

- some import raw materials 

-some have access to bank and 

other formal credit institutions 

- many use imported 

raw materials 

- majority have access 

to formal credit sources 

External 

networks 

 

 

- majority have no access to 

government programs and 

no business linkages with 

LEs  

 

- many have good relations 

with government and have 

business linkages (such as 

subcontracting) with LEs 

(including MNCs/FDI). 

- majority have good 

access to government 

programs 

- many have business 

linkages with LEs 

(including MNCs/FDI) 

 

Women 

entrepreneurs 

ratio of female to male as 

entrepreneurs is the highest 

ratio of female to male as 

entrepreneurs is high 

ratio of female to male 

as entrepreneurs is low 

       Source: Tambunan (2009a). 

 

 

4. Women Entrepreneurs in LDCs: Development and Underlying Main Reason 

According to ILO (2010) between 1980 and 2008, the rate of female labour force participation 

increased from 50.2 to 51.7 per cent. In countries and regions where participation rates at the 
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beginning of the period were below the world median, the increases were much more dramatic. 

On the other hand, in some countries where female labour force participation was much higher 

than the median in 1980, probably due to the prevalence of poverty in the country and the 

necessity of working for survival, the rates showed a decline over the period.  However, as stated 

in that report, gender disparity in terms of both opportunities and quality of employment 

continues: female employment-to-population ratios have generally increased over time but 

remain at levels well below those of men.  

This report is about changes in labour force and employment in countries in the world. It 

does not deal explicitly with women entrepreneurs in developing countries. However, it provides 

data on women engagement in self-employment activities, either as employers (i.e. self-

employed with employees) and own-account workers (self-employed without employees). 

Especially in low-income/poor countries where job creation in the formal sector is a rare 

phenomenon, there is a strong tendency for both women and men to engage in these activities; 

although men have a greater tendency than women to be involved in these activities. In Indonesia 

as in many other developing countries, especially in the low-income/poor countries, based on 

number of workers or total initial assets (excluding building and land), or annual revenues, self-

employment activities are really very small size activities, and mostly they are non-modern units 

of businesses (in terms of degree of computerization, mechanization, organization, management 

and technologies used). In Indonesia, these activities are included as MIEs or SEs. So, data from 

this report may give some clue about the importance of MIEs and SEs for the development of 

women entrepreneurs in developing countries. 

According to the report, a high proportion of wage and salaried workers tends to indicate 

advanced economic development while large shares of self-employment activities tend to 
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indicate low economic development and high levels of poverty. This can be seen in Table 3, 

suggesting that there is a positive correlation between poverty and the importance of self-

employment activities for women (as well as men) either as entrepreneurs or paid-workers. Sub-

Sahara Africa is much poorer than East Asia, and in 2009 about 45 percent of total working 

women in the first region engaged in self-employment activities as entrepreneurs (employers or 

own-account workers), compared to around 35 percent in the second region. In rich 

region/developed countries, it was only around 8 percent.  

Table 3: Women Engagement as Entrepreneurs in Self-Employment Activities by Region, 

2009 (% of Total Working Women) 
Region Self-employment with 

employees (employers) 

Self-employment without 

employees (own-account 

workers) 

1999 2008 2009 1999 2008 2009 

Sub-Sahara Africa 

North Africa 

Middle East 

Latin America & Caribbean 

South Asia 

Southeast Asia & the Pacific 

East Asia 

Central & South Eastern Europe (non-EU) & 

CIS 

Developed economies 

0.5 

3.2 

1.2 

2.2 

0.5 

0.9 

1.1 

0.6 

2.4 

0.7 

3.0 

1.3 

2.6 

0.8 

1.2 

1.4 

1.0 

2.2 

0.6 

2.9 

1.3 

2.8 

0.9 

1.3 

1.5 

0.9 

2.1 

50.1 

13.8 

36.7 

25.1 

25.7 

25.7 

27.7 

15.6 

6.5 

44.2 

15.3 

28.2 

22.4 

33.3 

30.2 

33.6 

13.5 

6.2 

44.7 

15.4 

28.7 

22.5 

33.0 

28.9 

33.7 

10.9 

6.2 

World 1.3 .15 1.5 24.3 26.9 26.9 

 Source: ILO (2010). 

Minniti and Naudé (2010) did a study on the growth of women entrepreneurship and they 

come with the following main important findings. First, rates of women’s entrepreneurship are 

higher in developing countries than in developed countries. According to them, the main reason 

of this higher rate is most likely out of necessity, as in many of these countries it is more difficult 

for women to get jobs in the formal labor market. Second, the gender gap in entrepreneurship is 

narrower in low-income countries than in middle-income countries. Again, probably out of 

necessity. Women in low-income countries are less afraid of failure. Third, married women are 
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more likely to become entrepreneurs than are non-married women. Fourth, women-owned 

businesses tend to grow more slowly than men-owned businesses.  

In The Global Employment Challenge published by ILO in 2008 (Ghose, et al., 2008) it is 

stated that there are many powerful forces at work in determining the engagement of female in 

the labour market, such as the level of economic development, social norms as well as religious 

norms. There is also a widely-held belief that women participation in economic activities as 

entrepreneurs is also greatly influenced by those factors.  

In overall, from key literature on women entrepreneurs in LDCs, at least five main 

characteristics of development of women entrepreneurship can be obviously observed . First, the 

intensity of women as entrepreneurs or owing own businesses is still low; though the rate varies 

by country. Sinhal (2005), for instance, observed that less than 10% of the entrepreneurs in South 

Asia, comprising Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka, are 

women, Others such as Raju (2000), Ganesan (2003), Goheer (2003), and Tambunan (2009b,c) 

also  confirm with that fact that the intensity of women entrepreneurs in LDCs is still relatively 

low. 

Second, MSMEs are more important than LEs for women entrepreneurs, as women face 

more constraints to enter LEs, especially lack of education/knowledge and shortage of capital. 

This may explain why more women are found in MSMEs than in LEs as business owners or 

entrepreneurs (e.g. Tambunan, 2009b,c). 

Third, within MSMEs, the female-male entrepreneur ratio is generally higher in MIEs than in 

larger sized and modern enterprises. This is due to the fact that women in developing  countries 

are more likely than men to be involved in informal activities which consists dominantly of 

MIEs, either as self-employed or employers or paid/unpaid workers.  For instance, ILO (2010) 
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states that it is especially in low-income/poor countries where job creation in the formal sector is 

a rare phenomenon, particularly for women, there is a strong tendency for women to engage in 

these activities. Whereas, Chen (2000, 2001) has found that the main important characteristic of 

African women is their active engagement in the informal economy, either self-employed or 

unpaid workers in family enterprises. Seibel and Almeyda (2002) studied the main economic 

activities of rural women in Uganda, and they also found that MIEs constituted the major source 

of rural employment in the country, and participation rates in self-employment are not so 

different for women (47%) and men (53%); but MIEs predominate among women (77%; males: 

23%).  

Fourth, many women doing own businesses as a means to survive (they are pushed to do that 

because all other options for work are either absent or unsatisfactory), not to exploit perceived 

business opportunities. Based on its survey in 41 countries (including developing countries in 

Asia and Latin America), the Global Entrepreneurship Monitor in its 2007 report (GEM, 2007) 

labels the first group as necessity entrepreneurs and the second one as opportunity entrepreneurs. 

Even, in low income/poor countries, the ratio of necessity to opportunity entrepreneurship is 

significantly higher in the high income country.  From South Asian countries, such as Das 

(2000), Seymour (2001), and Sinha (2003) suggest that there are three categories of women 

entrepreneurs that is. “chance”, “forced” and “created” entrepreneurs. These different categories 

are based on how their businesses got started, or the main reasons or motivations behind starting 

their own businesses. Chance entrepreneurs are those who start a business without any clear 

goals or plans. Their businesses probably evolved from hobbies to economic enterprises over 

time. Forced entrepreneurs are those who were compelled by circumstances (e.g., death of a 

spouse, the family facing financial difficulties) to start a business, their primary motivation, 
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hence, tend to be financial. Created entrepreneurs are those who are “located, motivated, 

encouraged and developed” through, for instance, entrepreneurship development programs. 

According to Das (2000), the most common reasons given were either financial reason or to keep 

busy. He found that only about one fifth of women were drawn to entrepreneurship by “pull” 

factors, for instance, the need for a challenge, the urge to try something on their own and to be 

independent and to show others that they are capable of doing well in business. It is often stated 

in the literature that the degree of women entrepreneurship development is closely related to the 

degree of gender equity, which in developing countries is generally lower than that in developed 

countries. Although, within the developing countries, the degree varies by country, depending on 

many factors, including level of economic development, reflected by the level of income per 

capita, and social, cultural and political factors. Gender equity has many dimensions and it is not 

easy to measure, due to the lack of accurate, gender discriminated social indicators in many 

countries, especially in the developing world (Tambunan, 2009c). 

Fifth, age, work status, education, income, social ties, culture, tradition, family background, 

marriage status, family obligations, discrimination against women in many aspects of life (which 

is often the result of gender beliefs inherent in a culture or society), disproportionate bargaining 

power against men, and public/community perceptions are all significant social, economic and 

institutional factors in a woman’s decision to start a business (e.g. Fafchamps and Quisumbing, 

2005, Justo and deTienne, 2008, and Naudé, 2010).. 

5. Women Entrepreneurs in Indonesia 

5.1 Review of Selected Previous Studies in Indonesia 

Studies on women entrepreneurship in Indonesia are scarce. There are more studies on women as 

workers rather than as business owners or entrepreneurs. Among the few existing studies on women 

http://www.palgrave-journals.com/ejdr/journal/v22/n3/full/ejdr201017a.html#bib43
http://www.palgrave-journals.com/ejdr/journal/v22/n3/full/ejdr201017a.html#bib43
http://www.palgrave-journals.com/ejdr/journal/v22/n3/full/ejdr201017a.html#bib67
http://www.palgrave-journals.com/ejdr/journal/v22/n3/full/ejdr201017a.html#bib92
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entrepreneurs is from Kerstan and Berningham in 1980 who investigated the status and role of 

women in Javanese society, particularly in rural areas. The research was conducted in one village 

named Genengan in D.I.Yogyakarta, and it covered women small traders and crafts-women, with 

some particular emphasis on embroidery crafts-women. The research purpose was to understand 

the status and roles of women who were doing small businesses within their family and societies. 

They found that small scale trade sector dominated by women is a Javanese tradition, and the 

embroidery industry is among popular economic activities for rural women in Java, either as 

entrepreneurs or paid-workers. 

Sulaiman (1982) studied crafts-women in two cities in the Central Java province, namely 

Solo and Semarang, and in D.I. Yogyakarta. The businesses the women engage with are wooden 

products and batik. The study focuses on the economic role of crafts-women in their family who 

mostly low income and within their society, with the main aim to answer the research question 

whether their engagement in works other than household works has given positive impact among 

these women. The study concludes that the social status of crafts-women increased in the eyes of 

their family and society, since they were able to earn income for their family, in their society 

they were known as “business-women”. It does not mean that they face no constraints to run or 

to develop their businesses, including the traditional one namely limited access to credit from 

banks and other financial institutions. The crafts-women mostly got the raw materials and debt 

from rich people with capital, and the debts they owned from capital owner were usually 

returned when the products were finished or sold.  

Maemunah (1996) did a research on women entrepreneurs in home-based industry in 

Batanghari District, Sumatera. The aim of the research was to identify the characteristics of 

women leadership in a home-based industry and to understand strategic constraints in the 
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development of women business. The method used for the research was interview and depth 

study. Most of her interviewed women entrepreneurs are wives and mothers with age between 

21-40 years old, and only about 8.33% of them had finished college.  One important finding of 

the study is that from a business development perspective, most of her sampled female-owned 

enterprises could not be considered as successful entrepreneurs. But in fact they are still in 

business mainly because the need of family additional income. In other words, for many of them, 

the main motivation behind their engagement in the industry as entrepreneurs was mainly 

dominated by the force of life-need. The second important finding is that the main constraint 

faced the respondents to develop their business is the lack of capital. Most of the respondents 

used their own capital or family capital for their business. They hardly able to obtain loan from 

banks since most of them do not have collateral and as they said, the interest rate is too high for 

them. However, despite of this capital constraint, as another important finding of the study, 

women running own businesses in Batanghari District have been found to have increased, which 

have improve the motivation of local women in managing and organizing their own businesses 

as family income generating businesses.  

Sarwestri, et al. (2001) studied women entrepreneurs as well as women workers in the home 

based industry making mattress in Mekar Mukti village, in Bandung in the West Java province. 

Mattress industry is also among so-called women industries meaning that the intensity of women 

involvement in this industry, either as owners or entrepreneurs or paid-workers is very high.  

They found that most of their respondents have been involved in this industry when they were 

single, simply because no money to continue their education and also because they wanted to 

have own income. They kept working in this industry until they are married, especially when 

their spouse’s income is not enough to support the family. Only about 23,3% of the respondents 
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have bank account/or savings in bank, and about 80 percent of the respondents do this work 

because there are no other income generating works that they can do, mainly because of their 

low education, mostly elementary school. Many of the respondents who run their own businesses 

learned the skill of making mattress from learning by doing when they were paid workers in 

other people’s firms. 

Purwandari (2002) did a research on handmade bags craft industry in Kulon Progo District 

the Province of Yogyakarta. Although the main objective of her research was not on women 

entrepreneurs, but to understand the roles of handmade bag industry on women’s working 

opportunity and household income, and what sosial factors influence its role, the study does give 

some important information about women entrepreneurs, as it shows that handmade bag industry 

is among the most popular industries for women entrepreneurs in Indonesia for many reasons. 

The reasons include that manufacturing handmade bag is relatively simply work that can be done 

by uneducated women and married women with children who cannot leave their houses. The 

study shows that about 60% of women entrepreneurs and workers in her sample enterprises have 

only elementary school (finished and unfinished); and those who have finished high school are 

only 7.5%. Although it depends on production volume, type of product (with respect to quality), 

and market orientation, capital requirement in this type of industry is also not so much. It is also 

a female labour intensive industry, and, from Indonesian cultural values, traditions and Islamic 

religious point of views, it is then easier for married women to do this job than in other more 

male labour intensive industries such as furniture, footwear, building materials and many others.  

From his own study with a sample of 45 women running their own micro oe small-sized 

businesses together with and without their husbandsin the city of Blitar (the province of East 

Java), Widagdo (2003) gives an important but not really unexpected picture that the position of 
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women in running their own businesses together with or without their husbands are still mainly 

dominated by their husbands in many business decision making processes, which is based on 

Indonesian cultural value that created a “given image” of women as housewives and men as the 

head of the family. The fact that women also work to contribute to the family income does not 

considered as “bread earning” activity. In many cases, when women and men have equal or 

almost equal income, conflicts normally arises and so is the value adjustments, although the 

conflicts usually not having very serious impact on their marriage and family life. 

More interestingly is from Arifin (2004) who did a research to understand obstacles faced by 

women in MIEs and SEs, which includes general problems derived not only from their 

business’s marginality and informality, but also from gender stereotyping. It proposes the 

systematic way of understanding women entrepreneurs’ vulnerability for effective empowerment 

and organizing activity. His important findings include (1) general problems usually faced by 

women entrepreneurs are risks in economic activity outside law which include (a) 

discrimination, which includes removal of their business places, (b). exploitation such as illegal 

charge by preman or even by authoritative agents such as the police or security officers, and  (c) 

vulnerability to price rise, particularly raw materials price rise; (2)  exploited and discriminated 

against are also often based on gender, mainly because they are weak economy players, operate 

outside the law and their status as adequate resource can actually be women in the gender 

relation structure; (3); however, most of the women have only limited resources to be used to 

prevent the negative impacts of these risks; and (4) sources of vulnerability of women 

entrepreneurs in MIEs and SEs are: (a) gender relation pattern in the family and society 

economic activities such as collective norms that regulate roles, status, interaction and work 
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division, and image of women and men; and (b) intervention of external agents into their 

economic activities, community’s and family’s life.  

Dewayanti and Chotim (2004) attempted to investigate women marginalization and 

exploitation in MIEs and SEs in rural Jawa. The objectives of the study were to highlight two 

things, namely structural problems in relation to business and gender, and empowerment efforts 

conducted by various non-government organizations to overcome women marginalization 

problem and exploitation. This research used a qualitative method with more economic nuance 

analysis compared to gender analyzes. The concept used to analyze household economic 

problem and business are marginalization and women’s double burden. The case in this study are 

rural MIEs and SEs in two industries, namely the coconut processing industry in Banyumas in 

the Central Java province and the tile industry in Klaten, also in the same province. These are 

among low technology-based industries dominated by MIEs and SEs and with high intensity of 

women engagement not only as workers but also as business owners. Based on their findings, 

they argue that women marginalization and exploitation are causal factors of underdevelopment 

of micro/small business which has implication of adding woman’s load. This marginalization 

process generates spreading poverty because most women reside in rural micro/small business. 

They found that marginalization issue is more urgent for woman than for man because the work 

division pattern in a household placed woman for employing bigger load or burden for domestic 

duties. The women’s work selections and effort cannot be separated from family needs’ 

fulfillment patterns. Economically, work division can be explained by poverty phenomenon, that 

poor families can get women to give their resource to work for the family needs’ fulfillment. For 

the efficiency, woman productive works in the business, of course, more positioned in domestic 

area in order to be able to finish their domestic duty. Facing this difficult condition, women play 
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important role for their additional work, like opening stall, looking after cattle and garden, to 

develop natural saving like productive crop and jewelry, and developing of alternative finance 

industry like “artisan” and micro finance institution which can give fast credit. They also found 

that most of the women accompanied by non government organizations feel themselves 

confident after they can prove to their society and family that they can contribute to the family’s 

economy. When political and gender issue are introduced, only local cadres who are capable to 

balance non government organization activity with politics. Whereas, most other woman are not 

able to follow this activity because they still have to struggle with their family’s economic needs. 

 

5.2 Picture of Recent Development 

No one can know exactly how many women entrepreneurs in Indonesia, even not in big/modern 

enterprises. Although Indonesia has a special department for women empowerment as well as 

ministry specially dealing with MSMEs (i.e. the state ministry for cooperative and SME), they do 

not have national data on total number of women as entrepreneurs or total number of enterprises 

owned by women. However, the current Ministry of women empowerment, Mrs , Linda Amalia 

Gumelar, said in one event that currently total entrepreneurs in Indonesia is just below 2% of the 

country’s total population of around 220 million people (49% are female), and total women 

entrepreneurs in the country is estimated below 1%. She said further (though without providing 

strong evidence) that the majority of Indonesian women entrepreneurs are engaged in MSMEs, 

and by gender, MSMEs owned or run by women are much more than those with male 

entrepreneurs (quoted from newspaper Republica.co.id, 30/01/11). 

 In the past few years, IWAPI has been actively doing many training and other programs to 

produce more women as entrepreneurs. The association has recognized that Indonesia is still a 
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backward country with respect to the involvement of women as entrepreneurs. This national 

women entrepreneurs association has fixed therefore a plan to increase the total number of 

women entrepreneurs from currently about 0.24% to 2% by 2012. The association has been 

working closely with the Ministry of Women Empowerment to realize this objective 

(Bataviase.co.id, 23/06/11).  

 The position of women within the Indonesian society, especially with respect to their 

education and economic participation (either as employees or entrepreneurs/business owners) 

can be assessed with some indexes developed by some world-wide organizations. Three indexes 

are shown here. First, the Global Gender Index (GGI) from the World Economic Forum in 

Geneva. The Index is designed to measure gender-based gaps in access to resources and 

opportunities in individual countries rather than the actual levels of the available resources and 

opportunities in those countries. So, the Index is independent from countries’ levels of 

development. In other words, the Index is constructed to rank countries on their gender gaps, not 

on their development level. The Index examines the gap between men and women in four 

fundamental categories: economic participation and opportunity, educational attainment, health 

and survival and political empowerment. Countries with higher score (closer to one) mean that 

women condition in those countries is better than in those with lower score (lower rank).
1
In its 

report, The Global Gender Gap 2010,  the Indonesia’s rank is 87 out of 134 countries surveyed 

with the score 0.6615, improved from 92 (out of 115 countries) in 2009 with score 0.6580. But it 

is still not better than its position in for instance 2007 and 2006 (Figure 1). In 2010 in the first 

rank is Iceland (0.8496) and in the lowest rank (134) is Yemen (0.4603). Developing countries 

from Asia within the top 20 are only the Philippines (9) and Sri Lanka (16). 

 

                                                 
1For more information about the methodology, see further WEF (2010), or its previous annual reports.  
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Figure 1: The Rank of Indonesia for the Gender Gap Index (GGI) from World Economic 

Forum, 2010 

 
Note: in brackets are total surveyed countries 

Source: WEF (2010) 

 

Second, the Gender Equity Index (GEI) developed by Social Watch.
2
The main aim of this 

index is to contribute to the understanding of gender-based inequities, and to monitor its situation 

and evolution in the different countries and regions of the world, according to a selection of 

indicators relevant to gender inequity in three dimensions, namely education, economic 

participation and empowerment. The index’s range of values is from 0 to 100, with the lower 

values indicating greater inequity and higher values greater equity. In its most recent report, the 

Social Watch Report 2010, the 2009 ranks of 157 developed and less developed countries are 

presented. From this report, Table 4 shows the ranks of ASEAN countries and the values of the 

three dimensions of the index. As can be seen, within ASEAN, Indonesia is among member 

                                                 
2Social Watch, a network that today has members in over 60 countries around the world, was created in 1995 as a 

“meeting place for nongovernmental organizations concerned with social development and gender discrimination.” 

This network was created to respond to the need to promote the political will required for making the United Nations 

promises come true. Social Watch, which is continually growing both qualitatively and quantitatively, has published 

15 yearly reports on progress and setbacks in the struggle against poverty and for gender equality. These reports 

have been used as tools for advocacy on a local, regional, and international level (Social Watch, 2010). 
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countries with relatively great gender inequity while the Philippines emerges as the greatest 

gender equity. 

Table 4: The Ranks of ASEAN Countries for the Gender Equity Index (GEI) and Its 

Dimensions from Social Watch, 2009 
Country GEI Education Economic Activity Empowerment 

Cambodia 

Indonesia 

Lao, PDR 

Malaysia 

Philippines 

Singapore 

Thailand 

Viet Nam 

62 

55 

52 

58 

76 

63 

70 

74 

78.1 

96.8 

80.6 

98.6 

98.5 

95.0 

98.3 

96.5 

83.5 

52.8 

59.2 

46.6 

63.5 

58.6 

71.7 

81.3 

23.2 

16.0 

16.8 

29.7 

64.8 

36.5 

40.6 

44.0 

   Source: Social Watch (2010). 

 

 Third, the Gender Inequality Index (GII) developed by UNDP. The index is constructed based 

on three dimensions: labour market, empowerment, and reproductive health. The value of the first 

dimension is based on the percentage of women participation in the labour force. The value of the 

second dimension is calculated from two indicators, namely educational attainment (secondary level 

and above) and parliamentary representation. The value of the third dimension is based on two 

indicators, namely adolescent fertility and maternal mortality.
3
In presenting the Index, countries 

covered are divided into three groups: very high, high, medium Netherlands is ranked first with the 

value 0.174 and from ASEAN only Singapore is included in the very high human development 

group which is the 10
th
 place. In the high human development group, only Malaysia from ASEAN 

is included which is ranked 50. Other ASEAN countries are found tn the medium human 

development group, subsequently Viet Nam (58), Thailand (69), Philippines (78), Lao, PDR (88), 

Cambodia (95), and the lowest rank within ASEAN is Indonesia (100) 

                                                 
3See UNDP (2010), or Human Development Report from previous years for further information on the 

methodology. 
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Table 5: The Ranks of ASEAN Countries for the Gender Inequality Index (GII) and the 

Values of the Index from UNDP,2008 
Country Rank in Value 

 ASEAN World 

Cambodia 

Indonesia 

Lao, PDR 

Malaysia 

Philippines 

Singapore 

Thailand 

Viet Nam 

7 

8 

               6 

2 

5 

1 

4 

3 

95 

100 

88 

50 

78 

10 

69 

58 

0.672 

0.680 

0.650 

0.493 

0.623 

0.255 

0.586 

0.530 

Source: UNDP (2010) 

 

From Indonesia, there are two main official sources of data on the participation of women as 

entrepreneurs. The first one is labour data, namely from the National Labour Force which 

provides information on employment status of working population. It is shown in Table 6, 

namely doing own business with and without hired/paid workers.  The second source is from 

enterprise data, namely the National Survey on MSMEs. Based on survey data 2006, Table 7 

shows that there are more women entrepreneurs in MIEs and SEs than in MEs. In addition, based 

on survey data 2003 specifically on micro and small enterprises (MSEs), Table 8 shows three 

interesting facts. First, it reveals that only 32% of these enterprises are run by women. If it is 

assumed that women entrepreneurs are also very few in LEs, than the evidence may that 

becoming an entrepreneur in Indonesia is still dominantly a man culture, especially in modern 

companies.
4
 

                                                 
4 Unfortunately, since no data are available on the proportion of women-led MEs and LEs in Indonesia, there is no 

indication on  whether the percentage of women owners relative to men decreases or increases as firm size increases. 

Also, no data exist on the number of women starting enterprises each year, or on their growth rates into the next 

firm-size category. But, it is probably safe to say that a very small proportion of women in MIEs grow into SEs, and 

very few women-led SEs grow into MEs and LEs.  



 22 

Table 6: Employment Status by Gender in Indonesia, 1990-2006 (%) 

       1990 1995 1996 1997 1998 1999 2002 2006 

Male         

Paid worker 31.9 39.1 38.4 39.4 36.1 36.2 29.4 35.2 

Doing own business with paid worker 1.1 2.1 1.8 2.2 2.3 3.4 4.1 4.0 

Doing own business without paid worker 53.6 50.1 52.1 50.3 52.7 51.9 59.4 53.2 

Family worker 13.5 8.7 7.7 8.0 8.8 8.5 7.0 7.7 

Female         

Paid worker 22.8 29.2 27.4 29.0 27.7 28.1 37.3 31.5 

Doing own business with paid worker 0.3 0.7 0.8 0.8 0.8 2.0 1.1 1.1 

Doing own business without paid worker 30.2 36.8 38.5 34.5 34.9 35.8 25.4 33.2 

Family worker 46.6 33.3 33.4 35.7 36.6 34.2 36.2 34.1 

Male + Female         

Paid worker 28.4 35.6 34.2 35.5 32.9 33.1 32.3 33.9 

Doing own business with paid worker 0.8 1.6 1.4 1.7 1.7 2.9 3.0 3.0 

Doing own business without paid worker 44.5 45.4 46.9 44.3 45.9 45.7 47.2 46.2 

Family worker 26.3 17.4 17.5 18.5 19.5 18.3 17.6 16.9 

Source: BPS (www.bps.go.id) 

 

Table 7: Owners by Gender of MSMEs in Manufacturing Industry in Indonesia, 2006 (%) 
      

Gender 

Size 

MIEs and SEs MEs MSMEs 

Male 

Female 

Total 

77.33 

22.67 

100.00 

83.75 

16.25 

100.00 

71.01 

28.99 

100.00 

                                          Source: BPS (www.bps.go.id). 

 

                 Table 8:  Owners of MSEs by Gender and Non-agricultural Sector, 2003 (unit) 
Sector 

 

Total units 

 

Owners 

Male Female 

Mining, electricity (non-Stated Own/PLN) & construction 

 

 

Industry manufacturing 

 

 

Trade, hotel, & restaurant  

 

 

Transportation & communication 

 

 

Financial institutions, real estate, renting, and services 

 

 

 

                                                                 Total 

253 146 

(100.00)* 

 

2 641 909 

(100.00) 

 

9 228 487 

(100.00) 

 

2 170 291 

(100.00) 

 

1 490 226 

(100.00) 

 

 

15 784 059 

(100.00) 

237 050 

(93.64) 

   [2.21]** 

1 636 185 

(61.93) 

[15.25] 

5 649 138 

(61.21) 

[52.64] 

2 140 022 

(98.60) 

[19.94] 

1 070 001 

(71.80) 

[9.97] 

 

10 732 396 

(68.00 ) 

[100.00] 

16 096 

(6.36) 

[0.32] 

1 005 724 

(38.07) 

[19.91] 

3 579 349 

(38.79) 

[70.86] 

30 269 

(1.40) 

[0.60] 

420 225 

(28.20) 

[8.32] 

 

5 051 663 

(32.00 ) 

[100.00] 

Notes: * = distribution percentage by row (sector). 

            ** = distribution percentage by column (entrepreneur) 

Source: BPS (SUSI 2003). 
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5.3 Some Explanations 

From key existing studies on women entrepreneurs in LDCs (including on women entrepreneurs 

in Indonesia discussed above in Section 5.1), generally, the relatively low representation of 

women entrepreneurs in Indonesia can be said to be attributed to at least four main factors. First, 

low level of education and lack of training opportunities that make Indonesian women severely 

disadvantaged in both the economy and society may play an important role. As shown before, 

based on GII, although gender inequality in Indonesia is tending to decline, it is still relatively 

higher than in neighboring countries. Also, official data on working population by education in 

Indonesia indicate that, although there has been some improvement in the last 20 years, the 

average level of education of male is still higher than that of female. The Human Development 

Index (HDI) 2010 from UNDP (2010) shows that in that year the population in Indonesia with a 

least secondary education (% ages 25 and older) for female was only 24.2% compared to 31.1% 

male. This education structure by gender is consistent with Tables 9 and 10, showing that female 

entrepreneurs have very low levels of education. The first table shows that less than 1% of 

female entrepreneurs have university diplomas, as compared to their male counterparts at 6.5%. 

The second table shows that at the national level, only 1.4 percent of total women entrepreneurs 

in Indonesia are university graduated.  

Table 9: Education of Entrepreneur in MIEs in Non-agricultural Sector by Gender, 2003 

(%) 
Level of education Female Male 

Not finished primary school 

Finished primary school 

Finished high school first degree (SMP) 

Finished high school second degree (SMA) 

Higher education 

27.88 

40.82 

18.62 

11.77 

0.91 

14.27 

39.49 

25.87 

18.37 

6.5 

       Source: BPS (SUSI 2003). 
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Table 10: University Graduated Women Entrepreneurs in MSMEs in Manufacturing 

Industry by Region in Indonesia, 2004  
Region 

 

University Graduated Women Entrepreneurs Total women 

entrepreneurs 

 
Number (women) % of total women 

entrepreneurs 

More developed western part 

-Sumatera                                                                                 

-Java & Bali                                                                          

 

Less developed eastern part 

-Nusa Tenggara                                                                            

-Kalimantan                                                                               

-Sulawesi                                                                                   

-Maluku & Papua                                                                         

 

National                                                                                   

 

10.402                                                                 

58.240                                                              

 

 

909 

4.196                                                                

2.365                                                                

88 

 

76.200 

 

 

1.4 

1.4 

 

0.3 

1.6 

1.0 

0.2 

 

1.4 

 

 

 

740.724 

4.030.236 

 

276.300 

266.756 

233.686 

42.936 

 

5.590.638 

Source: BPS (www.bps.go.id) 

In addition, a report on gender mainstreaming in the education system in Indonesia (Jalal, 

2004; quoted from Suharyo, 2005) shows that, the illiteracy rate for women is still higher than 

that of men, and the gap between men and women in rural areas is much higher than that in 

urban areas. Many rural women speak only their native language and never read newspapers and 

so they are very restricted to communicate with the outside world. Particularly among women 

living in rural areas, there are still many social, cultural and religious taboos that prevent those 

women who can and should be accessing higher education from doing so. Many parents living in 

rural areas still have the traditional thinking that (higher) education belongs to men only. 

Especially since after marriage women leave to join their husbands; families and, hence, are not 

regarded as being useful to their own families in the long run.  

This situation of rural women in Indonesia is consistent with evidence from many other 

LDCs, which indicate that the majority of women accessing higher education still appear to be 

those who are privileged, who have the support of their husbands or families and living in urban 

areas. Particularly among women living in rural areas, there are still many social, cultural and 

religious taboos that prevent those women who can and should be accessing higher education 

http://www.bps.go.id/
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from doing so. Many parents living in rural areas still have the traditional thinking that (higher) 

education belongs to men only. Where there are large numbers of children in a family, the 

preference is often given to boys because they will be relied upon to support their parents in their 

old age. Especially since after marriage women leave to join their husbands; families and, hence, 

are not regarded as being useful to their own families in the long run, or it is commonly believed 

that a university degree will not help to find a bridegroom. In some part of the developing world, 

parents might even not send their girls to school at all if schooling goes against local culture and 

tradition. In some Asian countries these social expectations can further lead to women being 

financially dependent and unable to travel beyond the immediate neighborhood to participate in 

studies unless accompanied by a male member of the family, or it can be mean that they are 

often required to work in unskilled labour because they are willing to work for lower wages than 

men. In fact, in many areas in developing world, educated women are often seen as a threat to 

the traditional male authority, so higher education can actually inhibit their chances of finding a 

marriage partner (Tambunan, 2009b,c) 

However, although this traditional thinking still exists in rural society, it depends on the 

economic condition of the family as well as education level of the parents or husbands. The 

better the economic condition of the family or the better the education of the parents/husbands, 

the less influence of the traditional thinking in their attitudes towards women to have better 

education.  

Second, heavy household chores. Especially in rural areas, women have more children, and 

they are more demanded to do their traditional role as being responsible for housework and child 

care, and therefore they have fewer hours of free time than men, both during the weekend and on 

weekdays. Lee (1995) found that main reasons given by rural, low-income women for not 
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participating in education were that they did not want to leave their children or that they did not 

start a course because they thought their multiple commitments would mean they would not able 

to attend all sessions.  

Third, there may be legal, traditions, customs, cultural or religious constraints on the extent to 

which women can open their own businesses. Especially in rural areas where the majority of 

population are muslim and rather isolated from big cities like Jakarta, Islamic-based norms have 

stronger influence on women daily life.. This makes female behavior or attitude in rural areas 

less open than male (or than urban women) to “doing modern business” culture. In such society, 

women must fully comply with their primary duty as their husband’s partner and housewife, they 

are not allowed to start their own businesses or to do jobs that involve contact with or managing 

men, or simply they are not allowed to leave the home alone. Even if women do have their own 

business, in many cases, they defer to husbands or other family members in key business 

decisions, and many turn over greater power to these other family members as the business 

grows. All these constraints lead to an exclusion of women from entrepreneurial activities. 

While, in rural areas relatively close to urban areas with good transportation and communication 

links, changes in local society attitudes about traditional role of women being responsible for 

housework and child care and men for income in the last 30 years are observable.   

Quoting Jütting and Morrison (2005), Figure 2 highlights how these social institutions affect 

the economic role of women, i.e. their chances to have access to the labour market and to better 

paid and to get more qualified jobs such as professional workers, technicians, administrators and 

managers or to run freely their own businesses. These social institutions can exert their influence 

in two ways. They can constrain women’s activities directly, e.g. by not allowing them to run 

their own business, or to work outside home, or to do jobs that involve contact with or managing 
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men, or simply they are not allowed to leave the home alone. Besides these direct effects, social 

institutions can also impact on the economic role of women indirectly by limiting their access to 

resources and human capital formation.  

Figure 2. The Double Effect of Social Institutions in Constraining the Economic Role of 

Women 

 

 

 

         Indirect effects                                                                                   Indirect effects 

 

                                                                Direct effects 

                                                              

 

Source: adopted from Figure 1 in Jütting and Morrison (2005) 

All these constraints lead to an exclusion of women from entrepreneurial activities that are 

often the first step towards independence, self-esteem and liberty of choices. Even if women do 

have their own business, in many cases, they defer to husbands or other family members in key 

business decisions, and many turn over greater power to these other family members as the 

business grows. In Indonesian rural society, especially in rural areas where Islamic norms are 

very strong and they are rather isolated from big cities, such constraints on women daily life are 

observable. In such society, women must fully comply with their primary duty as their husband’s 

partner and housewife. This makes female behavior or attitude in rural areas less open than male 

(or than urban women) to “doing modern business” culture. However, religion per se does not 

systematically define such discrimination. All dominant religions show flexibility in interpreting 

the role of women in society (Jütting and Morrison, 2005).  

Jütting and Morrison analyse empirically the relationships between social institutions and the 

economic role of women in more than 60 countries. They measure the depth of discrimination 

2) limit women’s access to 

resources and human 

capital formation 

1) Social institutions 3) Constrain the economic 

role of women 
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caused by social institutions with economic and non-economic indicators. These indicators are 

aggregate indicators reflecting longstanding norms, customs and traditions that usually have 

prevailed for more than a century. The economic indicator for a country refers to the family code 

in place that affects the ability of women to undertake economic activities. The non-economic 

indicator is composed of variables that have no direct link to the economic role of women. In 

their study they use three economic indicators, i.e. right to inherit, freedom of movement and 

dressing, and right to ownership and access to property, and four non-economic indicators, i.e. 

genital mutilation, marriage before the age of 20, polygamy, and authority over children. Their 

study results in some interesting findings. First, the higher the value for economic and non-

economic indicators the lower the probability that women will play an active role in the 

economy. Second, their econometric analysis puts into question the widely believed view that a 

rise in income will generally facilitate women’s access to the labour market. Third, polygamy, 

excision, arranged marriages and parental authority (used as proxies for the institutional 

framework) have significant negative impacts on literacy and enrolment (which measure women 

inequality in access to education) and life expectancy (which measures women access to health 

care).     

Fourth, lack of access to formal credit and financial institutions. This is indeed is a key 

concern of women business owners in Indonesia. This is found to be more problematic for 

women in rural areas or outside of major metropolitan areas such as Jakarta and Surabaya. This 

constraint is related to ownership rights which deprives women of property ownership and, 

consequently, of the ability to offer the type of collateral normally required for access to bank 

loans. In Indonesia, men are still perceived as the head of the family, and thus, in general, men 

are still perceived as the owner or inheritor of family assets such as land, company and house. 
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Probably because of the above reasons, especially cultural or religious constraints, in 

Indonesia, particularly in rural areas, economic necessity or wanting to improve family income is 

a more predominant factor for entrepreneurship among women. Economic pressures have made 

that women are being permitted to take up paid employment outside the home or to run income 

earning activities beyond their traditional role of being responsible for housework and child 

care.
5
Even in LDCs with strong Islamic religious such as Bangladesh, economic pressures have 

meant that women are being permitted to take up paid employment or to do own businesses 

outside the home (Women’s International Network News, 1990). While, more developed 

economies such as the United States, or even in Korea, for instance, non-economic motives such 

as a desire for more fulfillment, or to test a winning idea, or as the first step towards 

independence, self—esteem and liberty of choices, are more important for women entering into 

business ownership (APEC, 1999).
6
     

Finally, the participation rate of female as entrepreneurs varies by region (Figure 3). 

Interestingly, although a larger part of MIE and SEs are located in Java, as also the majority of 

population, non-primary economic activities, and educated people in the country are found in 

this island, Nusa Tenggara (NT) in the eastern part of the country has the highest ratio, means 

that there are more female than male entrepreneurs in NT. However, this does not necessary 

reflect the higher spirit of female entrepreneurship in NT than in the rest of the country. NT is a 

region with a very high unemployment rate. Formal economic activities such as mining, 

manufacturing industry, construction, agriculture and banking are more or less stagnated in this 

                                                 
5 See for example, Syahrir (1986) and Rusdillah (1987). 
6 However some recent studies have found that even in developed countries more women have conducted own 

business merely for economic reasons. For example, Brewster and Padavic (2000) found that in the United 

States(US), as more men are thrown into unemployment, there is increasing need for women to have an increasing 

role in earning the family’s income, and this has brought about changes in society attitudes about the traditional role 

of women being responsible for housework and child care and men for income.  
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island. Most matured or married men are working in low income generating activities such as 

transportation, motorcycle repair workshops or in agriculture as marginal/subsistent farmers 

owning less than 0.5 ha of land, or as civil servants. So, as a family survival strategy, in the 

household, wife is ‘pushed’ to do something outside home to earn some income. Therefore, the 

high participation rate of female as entrepreneurs in NT is most likely to be a reflection of a 

family survival strategy rather than a spirit of entrepreneurship. In other words, female 

entrepreneur development in NT is more a “push” rather than a “pull” phenomenon.  

 

Figure 3: Ratio of Female-Male Entrepreneurs in Non-Farm MIEs and SEs by Province, 

2003. 
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                                             Source: BPS (SUSI 2003). 

 

5.4 Main Motivation: Finding from a Small Field Survey 

As an effort to get more picture about the main motivation or personal reason that women 

undertake own businesses in MSMEs, a field survey has been conducted with a total of 169 

women as entrepreneurs in or owners of MSMEs in 2011. Although the focus of the survey was 

Jakarta, the Capital city of Indonesia, many respondents were also selected in cities surrounding 

Jakarta, such as Depok, Bogor, Tangerang and Bekasi, and also some were in outside West Java 

province. The majority of them were found in micro enterprises with maximum 10 paid workers 
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in various sectors such as trade, restaurants, services, and only a few of them were found in 

industrial sector. 

During the survey they were asked about their main reason or motivation to undertake own 

businesses instead of staying home doing traditional domestic works (especially those who are 

married), or working as paid employees in firms, or continuing their study. They were given a 

list of options, namely: (1) to be independent (not working for somebody else or not depending 

on somebody else’s money/income); (2) to explore or to develop own hobby/skill; (3) because of 

difficulty in finding jobs (with reasonable incomes); (4) to support family/household income or 

to add extra income to husband’s low income; (5) to response to market opportunities; (6) to 

continue family traditional business; (7) to realize long personal wish or dream; and (8) want to 

be rich or famous.     

The finding, as presented in Figure 4, shows that the majority of the respondents have chosen 

option (1), and followed in the second rank by option (4). In overall, no evidence from this 

survey to support a general view that most women undertaking own businesses even in micro 

and small enterprises in developing countries are “pushed” to do that.  

Figure 4: Total Respondents by Main Motivation/Reason to Undertake Own Businesses 

2011 (person) 

 
Source: field survey, 2011. 

 

 

6. Conclusion 

Recently, there is an increasing interest in women entrepreneurship development among policy 

makers, academics and practitioners in Indonesia. This interest comes from the recognition that 
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the creation of women entrepreneurship, especially in rural areas, will contribute to the creation 

of many new rural enterprises that will increase local capabilities to bring rural economic 

growth, and more importantly, it will help significantly the government’s efforts to alleviate 

poverty. Also, as Indonesia has a strong commitment with respect to the achievement of the 

MDGs by 2015, of which women empowerment is among the goals, women capacity building, 

including their capability to become productive and innovative entrepreneurs, in Indonesia has 

become an important element in Indonesian government’s overall social and economic 

development plans and policies.     

 However, based on limited data, this study indicates that the representation of women 

entrepreneurs in Indonesia is still relatively low, which can be said to be attributed to at least four 

main factors: low level of education and lack of training opportunities; heavy household chores; 

legal, traditions, customs, cultural or religious constraints on the extent to which women can 

open their own businesses; and lack of access to necessity facilities to support a business 

operation such as capital.  

 It is generally believed that the influence or the importance of those four factors as the main 

constraints will diminish automatically (although the process may be stepwise) with the steady 

increase in income per capita. In other words, the increase of women involvement in the 

economic activities either as well-paid employees or as entrepreneurs/companies’ owners is a 

natural process or an evolution. It is part of the long-term process of social and economic 

modernization. But, in the meantime, in three policy areas: education, MSME development and 

labour market policies, women empowerment (not just gender issue in general) should be given 

high priority.   
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This research work adopted a Straussian grounded theory methodology in explaining 

motives for business informality and formalization with a gender lens. Data collection 

methods involved 61 plain-interviews, 15 in-depth interviews, interviewee 

triangulation and document analysis.  

 

Findings indicate that “conceptualization of formalization” which is shaped by 

differential access to education and the influence of significant others is crucial in 

determining requisite motives.  Favouring males in accessing education facilitates 

their seeking higher order needs like leaving legacies for future generations and 

wealth creation. Lesser educated females and marginalized males operate mainly in 

the informal economy driven by lower survival needs.  To stimulate formalization it is 

necessary to ensure equitable access to education to all and to foster positive 

conceptualization of formalization for males as they influence decisions of females in 

developing economies. 
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INTRODUCTION 

Female entrepreneurs are over-represented in the informal economy in developing countries. 

Research shows that a higher percentage of individuals working in the informal economy 

relative to the formal economy is poor, especially if it comprises of females and average 

incomes of both females and males are lower in the informal economy compared to the 

formal one. (Chen, 2001; Chen and Heintz, 2006). Business informality is a concern for a 

number of reasons, including denying enterprise access to formal markets and critical 

support, as well as limiting the tax base.  Virtually all (98 %) of businesses in Tanzania are 

extra-legal (URT, 2008). An evolutionary informal economy in developing countries 

including Tanzania could provide a means to deal with this challenge if entrepreneurs could 

meet conditions for accumulating business resources, generating surplus and growth as well 

as formalizing their business enterprises (Nelson, 2003).   

 

Knowledge of drivers and processes of formalization is crucial for informing policy.  

Unfortunately, such knowledge is undeveloped to a great extent; hence this study intended to 

make a contribution to building such knowledge. Previous research had established that, 

gender affects strategic choices and performance of female entrepreneurs and prevents them 

from participating in high economic growth activities (Hurley, 1999; Rutashobya, 2000; 

Bruni et al 2004). This intrigued the researchers to find out more about the role of gender in 

entrepreneurship. The main objective of this study was to examine the role that gender plays 

in business formalization. The specific objectives were: to gain insight into how motives for 

business formalization are explained by gender, to explore, explain and compare how 

business formalization occurs in female and male-owned enterprises and to gain insight into 

how gender explains intrinsic and extrinsic barriers to formalization.  The study sought to 

address the following main and specific questions: 

 The main question: What role does gender play in the processes of formalization of 

business enterprises? 

Specific questions:  

What meaning do female and male entrepreneurs attach to business and business 

formalization? 

How does gender inform meanings that are attached to business formalization? 
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What triggers the desire and decision to formalize or not to formalize businesses among 

female and male entrepreneurs and why? 

What paths to formalization do female and male-owned businesses take and why?  

What inhibits formalization of female and male-owned business enterprises? 

How do female and male entrepreneurs perceive, experience and deal with nature and 

intensity of these inhibitors? 

 

It was envisaged that findings from this study would extend knowledge on triggers of 

business formalization and show the role played by gender. It was expected also that findings 

would provide information on how differentiated institutional and socio-cultural environment 

pose different types and levels of challenges in business formalization to female and male 

entrepreneurs to be used by policy-makers in improving the business environment with 

gender sensitivity in developing countries. 

 

 

Literature Review 

Theoretical and empirical literature review on motives for initiating and formalizing 

businesses, processes of business formalization, gender perspectives and critical factors for 

formalizing and growing female-owned businesses were undertaken for purposes of 

informing this study.  

 

Azjen’s theory of planned target behavior (1987; 1991) and a framework that was developed 

by Kruegger and Casrud (1993) to apply this theory, posit that intentions toward target 

behavior including formalization are a function of perceived attractiveness of the target 

behavior, perceived social norms and behavioral control. These are all influenced by 

“exogenous” factors that include personality, demographic characteristics, environment and 

endowment of resources.  This theory suggests that levels of endowment of resources by 

entrepreneurs such as knowledge, business experience, crucial business networks and capital 

have a bearing on their attitudes, motivation and decisions. As such the theory is partly 

relevant in explaining entrepreneneur’s motivation to formalize or not to formalize 

businesses.  

 

The Resources Based View (RBV) perceives businesses as bundles of factors of production 

or resources for deployment to add value to attain sustainable competitive advantage (Hitt et 
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al 2002). According to this theory, tangible and intangible resources, competencies and luck 

are explanators for firm performance. A recent extension of RBV is Knowledge Based View 

(KBV) which models firms as knowledge bearing entities that leverage knowledge for 

competitive advantage. This theory reinforces the importance of resources for success and 

growth of enterprises.  

 

According to the rational choice theory of new institutional economics, all social and 

economic action including formalization is rationally motivated; as such people calculate 

likely costs and benefits of any action before deciding what to do. This theory indicates that 

the application of this theory to socio-economic interaction takes the form of exchange theory 

(Scott, 2000). As such formalization is perceived to be an exchange transaction between the 

government and business operators, in the sense that the government offers informal 

operators rights and protection gained by registering or licensing lawful activities as well as 

investment in infrastructure that facilitates business success and growth. The informal 

operators in exchange agree to comply with state regulations and laws for running 

enterprises, including paying taxes (Nelson, 2003). This theory fails to take into consideration 

the socio-cultural and socio-economic factors on board as such it offers a partial explanation 

to causes of business informality. Review of literature indicates that, imposed law that does 

not take into consideration, norms and socio-cultural values of a particular locality, loses 

legitimacy and individuals create and use alternate informal system to safeguard their needs, 

expectations and interests (De Soto, 2000).  

 

The structural gender  perspective views gender as a multi-level structure, of social practices 

that involves mutually reinforcing processes at the macro-structural / institutional, 

interactional and individual levels (Czarniawska 2006; Acker, 2009; Ridgeway, 2009; 

Risman, 2009; Vespa, 2009). According to this perspective, gender as a primary frame for 

social relations is at root a micro-interactional approach that owes much to the “doing 

gender” account.” Doing gender” is conceptualizing gender as a routine accomplishment 

embedded in every day interaction. Candace and Zimmerman (1987) define “doing gender” 

as “to engage in behavior at the risk of gender assessment”. “Doing gender” is a useful theory 

in pointing out that gender is continually created in ongoing social interactions and alerting us 

to the taken-for-granted expressions of difference that appear as natural but are not, however 

by referring to “doing gender” as an accomplished state it denotes an accomplishment of 

gender difference rather than possibility of dismantling such difference. It is necessary to 
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shift from social interactions that reproduce gender difference to social interactions that 

reduce gender difference or change from “doing gender” to “un-doing gender” (Deustch, 

2007). 

 

According to the gender identity perspective, there are intuitive gender schemas about the 

behaviors, traits and preferences of men and women which influence how females and males 

are perceived in life. These schemas characterize men as assertive, self-sufficient, 

courageous, confident, rational, logical, and goal or work driven. Women are characterized as 

nurturing, cooperative, emotional, sympathetic, modest, gentle and relationship-driven 

(Lorber and Farrell 1991; Foldy, 2006). It is argued that these traits come from two different 

orientations toward identity and relationships as such females are more likely to find their 

identity in their web of relationships and seek attachment, while males are more likely to seek 

independence, with their identity coming largely from their work (Lorber and Farrell 1991; 

Foldy, 2006). 

 

The gender role perspective is based on the assumption that an individual’s behavior is 

influenced significantly by the traditional social roles that are scripted differently for females 

and males by society. Such roles perpetuate a division of labor that is based on sex, where 

females are considered to be home-makers, child-care givers and general nurturers while 

males are provided with the role of bread-winning. These scripted roles influence perception, 

skills and interests that individuals develop in their childhood and in adult lives. (Lorber and 

Farrell, 1991; Nchimbi, 2003) 

 

 The ILO carried out studies in Tanzania, Zambia and Ethiopia to determine processes and 

critical factors for female entrepreneurs in developing small enterprises including formalizing 

them and to determine the strategies which they adopt for survival and development of their 

enterprises. The studies comprised sample surveys and in-depth case studies. (ILO, 

2003).The studies established that most female entrepreneurs start informal activities at home 

either as hobbies or means of meeting household needs and later develop these into serious 

business activities. 

 

 Early socialization and role–models play a big part in motivating them to start businesses. 

The studies found that female entrepreneurs in the samples tended to establish and run a 

number of businesses concurrently, partly as a strategy for spreading risk. General constraints 
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to upward mobility were found to include limited access to finance, limited business skills 

and experience, excessive bureaucracy, competition, harassment and corruption by licensing 

and tax officials and high tax levels. Gender–related problems included time taken to fulfil 

household responsibilities, lack of property rights over assets for pledging as collateral and 

lack of confidence in females by bank officers. Some females in the studies, whose personal 

environment were favorable, managed to formalize and grow their enterprises significantly 

and created jobs for themselves and others (ILO, 2003).These studies informed this research 

that female entrepreneurs unlike their male counterparts have to grapple with the general and 

gender-specific barriers to formalization and growing of businesses and that the favourability 

of their personal context in terms of education, managerial experience, business knowledge 

and business networks  matter in influencing decisions and capability to formalize and to 

grow businesses.  

 

The review of literature suggests that sufficient levels of endowment of resources such as 

education, knowledge, managerial experience, capital, land and crucial networks or lack of 

them are crucial in determining inclination to business informality and business formalization 

as well as performance of businesses. As such differential access, use and control over 

resources which are partly a result of ascription of different roles by society to females and 

males and power relations between weaker  members in society  such as most females and 

marginalized males partly explain gender differences in motives, processes and barriers of 

business formalization. It is necessary to address effectively gender differences in motives, 

processes and barriers of formalization and to provide equal opportunity to all in ensuring 

success and growth of businesses so as to foster equitable and sustainable socio-economic 

development and to alleviate poverty in developing countries. The following section provides 

explanation on how this study was undertaken.   

 

 

Research Methodology and Design 

 

This study sought to identify and explain female and male entrepreneurs’ meanings, motives, 

processes and barriers related to formalization of their businesses. Therefore the investigated 

concepts were meanings, motives, processes and barriers that lend themselves better to 

qualitative research designs. Hence the choice of grounded theory methodology for this 

study. Usefulness of a paradigm model in integration of key categories and presentation of 
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the grounded theory and subscription to the notion that grounded theory can both be emergent 

and planned, prompted the researcher to choose the Straussian grounded theory approach in 

this study. 

 

To begin with, the researcher reviewed literature and established gaps in knowledge 

including realization that the gender perspective to business informality had not commonly 

been addressed by previous studies. Hence the researcher desired to extend requisite 

knowledge by undertaking this study. The review of literature facilitated determination of the 

substantive research problem which was to explore and to explain the role of gender in 

business formalization processes in Tanzania. From the substantive problem, the 

aforementioned main and specific questions were derived. 

 

Then the researcher determined the study sites which were Da-es-Salaam, Kibaha, Kisarawe 

and Bagamoyo in Tanzania. These sites were chosen for two (2) basic reasons. First they 

were sources of diverse and information rich cases. Secondly, the researcher resides in Da-es-

Salaam as such it was convenient and economical for her to contact respondents as and when 

required, taking into consideration the nature of data collection methods and analysis that 

involved repeated interviews through to theoretical saturation.  

 

This study was done in two phases; preliminary and main in which Straussian grounded 

theory procedures were executed. The preliminary phase involved 33 female entrepreneurs; 

18 in formal economy, 12 in the informal economy and 3 in the semi-formal economy and 28 

male entrepreneurs; 15 in the formal economy, 9 in the informal economy and 4 in the semi-

formal economy. The sectors within which the preliminary study took place included; food, 

trade, furniture, personal services and education. The traditional food, trade and personal 

services sectors were chosen because most of female entrepreneurs with un-favorable 

personal contexts relative to males operate in these sectors. The non-traditional sectors of 

education and furniture were chosen because some females with fairly good and comparable 

contexts to males, venture in such sectors. The intention was to make theoretical comparison 

and to gain insight into the similarities and differences in formalization processes for female 

and male entrepreneurs in the sectors including motives for formalizing businesses. 

 

The full study involved 4 male and 6 female entrepreneurs in the trade and education sectors 

with varied personal contexts. The sample involved very well educated and lesser educated 
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female and male entrepreneurs as well as very successful and lesser successful ones. This 

sample was obtained from the preliminary study. Choice of the sample for the full study was 

based on the variation of participants’ backgrounds and experiences and information richness 

relating to business informality, formalization and gender from which deep understanding 

could be facilitated. 

 

For data Collection, plain and in-depth interviews, participant triangulation, and document 

analysis were utilized. In the preliminary phase, 61 plain interviews were carried out. For the 

full study, 15 in-depth interviews were conducted with 10 respondents in the trade and 

education sectors. The plain interview duration ranged from 30 to 45 minutes while the in-

depth interview duration ranged from one hour to one and a half hours. The researcher 

interviewed officers from regulatory institutions as well. At the beginning of the study, data 

sources, some of the questions and some of the interviewees were purposely determined by 

the researchers. However, subsequent interviews and choice of respondents were guided by 

insights from emerging theory through theoretical sampling.  

 

Data Analysis and Theory Building 

 

 Data analysis was undertaken in line with Strauss and Corbin’s (1990; 1998; 2008) grounded 

theory procedures that involved open, axial and selective coding. Field memos and analytical 

memos were also written and employed to keep track of emerging categories, their properties 

and dimensions, to determine information gaps and to direct subsequent collection of data till 

the saturation point was reached. At the open-coding level the researcher conducted fifteen 

(15) in-depth interviews with 10 respondents in the main study, which implies that some of 

the respondents were interviewed more than once as the researcher sought information from 

them. These in-depth interviews were taped and transcribed verbatim. Then each transcript 

was read carefully from the beginning to the end to get a general understanding of what took 

place. Then the researcher analyzed each sentence and later each paragraph to derive 

concepts and meaning from data. Thereafter similar concepts were grouped together and 

labelled. At this level, 24 open categories were derived from data analysis.  

 

Then the researcher moved to the axial coding level which involved determining related open 

categories among the 24 categories that emerged at the open-coding level and grouping them 

together. At this stage the researcher pasted 3 pages of paper and obtained a big chunk of 
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paper where she drew 24 boxes and posted each of the 24 open categories derived at the 

open-coding level into them with brief description of their main attributes. Then from the 

memos that had been written, thinking and intuition the researcher discerned and drew flow 

of relationships among the open categories. At this juncture the researcher was able to see 

several flows of relationships among categories and to determine related categories. 

Consequently the related categories were grouped together and provided abstract labels. At 

this stage the 24 categories identified at the open-coding level were condensed into the 

following 8 key categories: contextual factors, founding businesses, conceptualization of 

formalization, enculturation, business formalization processes, motivation to operate within 

the informal-formal economy continuum, gender roles in founding and running businesses 

and paths to business formalization. 

 

Contextual Factors involved the internal and external contexts within which initiation, 

formalization and growth of the female and male owned businesses took place. This category 

was found to influence availability of resources, values, norms and motives for which 

businesses were found, formalized and grown.  Founding businesses involved the role of 

gender in business start-up. Participants were motivated by various factors to initiate 

businesses, ranging from survival / necessity, to sheer interest in entrepreneurship and need 

for establishing a base for wealth creation. Gender differences in business start-up appeared 

to be based on access to resources and opportunities including access to education and 

employment opportunities, characteristics of socio-economic networks in which female and 

male entrepreneurs operated as well as socio-cultural values including gender.  

 

Conceptualization of Formalization was about how respondents understood formalization and 

perceived its importance in facilitating success and growth of their businesses or not. 

Depending on  awareness of formalization and different levels of endowment of resources, 

participants conceptualized business formalization as; an un-necessary burden, a deliberate 

strategy for business stability, growth and success, a forced outcome of harassment and 

pressure from  formalization enforcers and formal customers, a delay to initiate the running 

of legal businesses, a means for being recognized as an entrepreneur by the government, 

business services providers and a catalyst for conducting businesses efficiently and 

effectively. It was found that for female entrepreneurs with less favorable personal context 

their conceptualization of formalization was influenced by conceptualization of formalization 

of their spouses or partners. 
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Enculturation involved the role of gender in socialization processes within families and the 

gendered education systems. Female and male entrepreneurs were socialized within families 

that ascribed different roles and rights for them as well as sensitized them to power relations 

that ascribed females as subordinate and submissive. Whereas females were socialized to 

assume responsibilities within households, males were prepared to a greater extent for the 

public arena including venturing into jobs and businesses. The education system appeared to 

also socialize them differently for the differentiated responsibilities ascribed to them by 

society.  

 

Business Formalization Processes involved Participants’ conceptualization of formalization, 

motivation to formalize, formalization planning, sequence of activities in obtaining legal 

business ownership, determining and handling barriers and assessment of outcomes of 

licensing by participants. Perceived barriers to formalization included the many and time 

consuming beauracratic procedures in business formalization, inefficiencies of public 

officials in handling  the processes, un-necessary delays, high tax levels that were charged 

arbitrarily, lack of on-line formalization services, corruption, limited financial resources to 

meet registration and licensing fees and costs, participants’ ignorance in formalization 

procedures and negative conceptualization of formalization. 

 

Motivation to Operate Within the Informal – Formal Economy Continuum involved factors 

that explained female and male entrepreneurs’ decisions to either operate entirely in the 

informal or formal economies or to choose a location that involved an appropriate 

combination of informal-formal economy characteristics in which their businesses operated. 

These factors included extent of endowment of business resources and perceived advantages 

and disadvantages of operating informally and formally.   

 

Gender Roles in Founding and Running Businesses involved perception of how masculinity 

and femininity and associated ascription of rights and roles influenced negatively or 

positively business founding, running and growing of businesses. It was perceived that 

engagement in business is a recent phenomenon for females. As such, possession of critical 

business resources like business knowledge’ capital, crucial networks, land and suitable 



 10 

business premises was a bigger challenge for them, particularly for the lesser educated and 

un-employed females. Consequently, the lesser educated and un-employed females were 

more dependent on their spouses and partners for generating business ideas, deciding about 

the business options they should pursue and for providing capital. Paths to Formalization 

involved stages through which businesses went through from initiation, formalization, to 

growth. Such paths were found to be determined by conceptualization of formalization, level 

of endowment of business resources like business networks, knowledge, experience, 

premises, capital, land and the growth motive.  

 

Then the researcher moved to selective coding, the last analytical level in Straussian 

grounded theory procedures which involved determining the core category and integrating it 

with other categories. Strauss (1967) provided a list of criteria that can be applied to 

determine a core category. These include; centrality, in the sense that it should be able to pull 

together other main categories to form an explanatory whole and the explanations that 

emerge should be logical and not forced. It must appear frequently in the data and the phrase 

used to describe it should be adequately abstract such that it can be used to do research in 

other substantive areas leading to development of more general theory. According to Strauss 

and Corbin (1998; 2008), the central category may evolve from existing main categories or it 

may not. 

 

The core category in this grounded theory study emerged from the existing main categories. 

Conceptualization of business formalization among entrepreneurs emerged as the central 

category or the theme of the study as it bears most of the qualities that have been explained 

previously. The different meanings and value that entrepreneurs attached to business 

formalization explained their motivation and decisions to formalize or to remain operating 

informally. 

 

Strauss and Corbin (1998) proposed a paradigm model as a device for integrating the key 

categories to develop a theory from a grounded study. Its main components are conditions, 

actions / interactions and consequences. Conditions constitute the structure, set of 

circumstances or situations within which studied phenomena is imbedded. Actions / 

interactions refer to strategies that are employed by participants to manage or respond to the 

phenomena under specific conditions. Consequences are the outcomes of the phenomena 

resulting from participants’ requisite actions and interactions. This study employed an 
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adapted paradigm model presented below to summarize and present the emergent substantive 

grounded theory for this study which proposes that, the phenomenon of role of gender in 

explaining motives for business informality and formalization involves an interplay between 

“conceptualization of formalization”, entrepreneurs’ motives for founding and formalizing 

their business enterprises, the internal environment of such enterprises and the external 

environment as fig.1 indicates:  

 

Fig.1The Paradigm Model for Influence of Gender in Business Formalization processes 
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As an adapted paradigm model indicates, the external environment is a source of business 

resources for enterprises. Within the external environment there are socio-cultural factors 

including gender as well as regulatory bodies and business services providers. Gender 

determines differential access, use and control over resources and subsequent 

conceptualization of formalization. Regulatory institutions have the capacity to influence 

conceptualization of formalization through monitoring, enforcement and provision of 

education while business services providers can do so through provision of education, 

physical check-up and counselling. Motives for which businesses are found and the influence 

of significant others also have a bearing on entrepreneurs’ conceptualization of formalization. 

Depending on conceptualization of formalization and different levels of endowment of 

resources, entrepreneurs get the motivation and decide to formalize or not to formalize.  

 

           When entrepreneurs conceptualize business formalization positively as a deliberate 

strategy for business growth and possess a high endowment of business resources, they tend 

to formalize businesses outrightly and voluntarily for purposes of growing them in order to 

create wealth and to leave a legacy for future generations because they are assured of survival 

of their businesses and ability to meet contractual conditions. When they conceptualize 

business formalization as a means to avoid harassment from formalization enforcers as well 

as a means to attract and to retain big formal customers and suppliers, they tend to formalize 

involuntarily out of pressure from them. When they conceptualize business formalization as 

an un-necessary burden and possess limited business resources they tend to refrain from 

formalization and to stick into the informal economy because their paramount concern is to 

meet basic human requirements. 

 

The presented grounded theory implies that, motives for founding businesses, 

conceptualization of formalization and subsequent motivation and decisions to formalize or 

not to formalize are to a great extent a function of the performance of the economy, its 

organization and culture including  gender relations and socialization patterns in particular 

localities. If the performance of the economy is good, income is equitably distributed and 

everyone has equal chance to access, use and to control resources irrespective of sex, it 

means availability of more business opportunities to be exploited, room for investment and 

business growth for many  as well as healthier internal environment for businesses. Such a 

situation stimulates entrepreneurs to desire to grow their businesses and to be inclined to 
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perceive business formalization as a deliberate strategy for business growth, therefore 

conceptualizing it positively and being motivated to effect it. 

 

Findings 

Research findings indicate that a key trigger of formalization motivation is the meaning and 

value that an entrepreneur attaches to business formalization or   ‘conceptualization of 

formalization.’ Which is dependent on how an entrepreneur is informed about business 

formalization, understands it and accepts it as being fundamental for survival, well-being and 

meeting motives for which businesses were initiated and formalized. Followed by level of 

endowment of business resources such as business knowledge, experience, land, affordable 

business premises, capital and crucial business networks. 

 

General knowledge and subsequent understanding of the meaning, role and benefits of 

formalization is dependent on access to education and exposure. In patriarchal societies like 

Tanzania, there have been tendencies to favour males in accessing resources and 

opportunities; including accessing education particularly when the financial resources are 

limited as indicated by the following scenario: Mbeleko is a female entrepreneur, she 

explained that her father died when she was two (2) years old, while her brother was five (5). 

They lived in a village with their mother who was un-educated but very hard-working. Their 

mother struggled hard to bring them up through engaging in petty businesses and casual 

labouring. Due to financial constraints, she only managed to provide education to one child.  

Priority was given to the boy because in patriarchal societies it is expected that males would 

take care of parents in old age and inherit property, while females would be married off, as 

such it is considered less prudent to invest much in them including educating them. 

Consequently Mbeleko did not get access to formal education at all.  While her brother was 

going to school, she helped her mother to make the ends meet by also participating in petty 

businesses and casual-labouring at an early age. As such Mbeleko and her mother, who were 

un-educated and un-exposed, were ignorant about formalization of businesses and perpetually 

drawn into the informal economy driven by the survival motive at the time when she was 

growing up. 

 

 Luckily enough Mbeleko was married into an entrepreneurial family that played an 

important role in developing her business skills and knowledge including exposing her to the 

role and benefits of business formalization. Mbeleko is presently a prominent business 
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woman who appreciates the role of business formalization in facilitating the well being and 

growth of businesses. The explained scenario indicates that un-educated females that are not 

as lucky as Mbeleko who come across spouses that are not entrepreneurial and who do not 

understand and appreciate the role and benefits of formalization are disadvantaged, as such it 

is less likely for them to understand the role and benefits of formalization and to be motivated 

and supported to indulge in it. The same is likely to apply to marginalized males as well. 

Consequently such individuals tend to be trapped into the informal economy driven by the 

survival motive. 

 

On the other end female and male entrepreneurs that are well educated, exposed and endowed 

with sufficient business resources, tend to conceptualize business formalization as a means to 

grow robust businesses that are a base for wealth creation and leaving a legacy for future 

generations as the following scenarios indicate: Mwerevu is a very well educated and well to 

do female entrepreneur who perceives licensing of businesses as extremely crucial for 

survival and growth of businesses. She specifically mentioned that after licensing her schools, 

it was possible for her to advertise them nationally, resulting in enrolment shooting from 

mere 35 to 600 pupils  in a spun of 8 years. She is in the process of grooming her well 

educated daughter to take over ownership, management and control of her business after she 

retires. Similarly, Msomi is a well educated and wealthy male entrepreneur who owns several 

businesses including a big whole-sale shop and a hostel for pupils. He perceives business 

formalization as a means to be recognized as a real entrepreneur by different stake holders 

including banks that can provide loans for business expansion. He has benefitted substantially 

from bank loans in expanding his businesses. The two scenarios indicate the effect of access 

to education and lack of it, resultant awareness and positive conceptualization of business 

formalization. 

 

Findings from this research indicate also that for female entrepreneurs especially for those 

with un-favorable personal context, their conceptualization of formalization is influenced by 

significant others such as their spouses and partners that can inspire them, exert pressure on 

them or require that their decisions are sanctioned by them as the following examples show. 

Msomi a well educated male entrepreneur explained that married female entrepreneurs must 

get the consent to initiate businesses as well as to formalize them. This is because 

traditionally males are heads of households and sometimes females need financial support 

from their spouses as well as assistance in handling the time and energy consuming 
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bureaucratic procedures involved in formalization of businesses. Msomi goes further and 

explains that, sometimes due to lack of trust between spouses, females are denied approval to 

initiate businesses and more so to formalize them. 

 

 Supporting the previously explained contention, Kazobe explains that she did not require the 

approval of her spouse to cultivate vegetables for family consumption, but when the 

production of vegetables increased beyond what the family required, she had to seek the 

consent of her spouse, to engage in vegetable whole-sale business at home where production 

took place. For that type of business, the spouse easily gave her the approval. However, it 

was a big struggle for her to move to the market and to start selling vegetables from a market 

stall. The husband refused initially, thinking that she was intending to be un-faithful to him 

and the business proceeds would not have added value to their lives. This corroborates Omari 

(1993) empirical finding that males allow women to carry on with informal business as long 

as they do not expand and remain for family consumption thereby partly contributing to 

feminization of poverty. Kazobe’s husband could have also initially denied his wife 

permission to engage in formal business because of fear to be outshone by her and 

subsequent stigma from society as posited by Amin and Staub (2009). 

 

Kazobe chose not to listen to her husband and continued to sell vegetables at the market stall 

because she saw that he did not have the ability to meet family requirements alone. However 

her spouse’s attitude changed later and became positive when he proved that his wife was a 

woman of intergrity. He established this by following up on her several times at the market 

stall and finding her seriously involved in her business every time he did so. Also proceeds 

from the market stall were being used to educate their children and to build a family house. 

This scenario indicates also that female entrepreneurs unlike male entrepreneurs have to pass 

a “credibility test” in terms of being well behaved while conducting businesses and using 

proceeds from their businesses to meet household needs before they win the support from 

spouses or partners. 

 

This study established also that the government of Tanzania resorts to a great extent to 

employ legal and regulatory means to motivate entrepreneurs to formalize businesses. As 

such it launched the Business Environment Strengthening for Tanzania Programme (BEST) 

in 2001 and the Property and Business Formalization programme (“MKURABITA”) in 2004. 

Whereas the BEST programme was intended to improve the business environment of 
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Tanzania by reducing the legal and regulatory burdens and improving service delivery to the 

private sector, MKURABITA was set to facilitate the transformation of real estate, businesses 

and business assets in the informal economy to formal entities within the formal market 

governed by law. Specifically MKURABITA advocates for amending the existing company 

law and introducing limited single shareholder company as well as amending Village Land 

Act No. 4 of 1999 along with legislations that have a bearing on the property rights regime in 

Tanzania so as to facilitate the formalization of businesses and real estate in Tanzania (URT, 

2001, 2004). 

 

Conclusion and Implications 

 

Research findings indicate that access to education and exposure or lack of it and subsequent 

awareness of role and benefits of business formalization (i.e. “conceptualization of 

formalization”) as well as different levels of endowment of resources like capital, land, 

crucial networks etc. are crucial in determining motives for business informality and 

formalization. It is established that, gender determines differential access to education for 

females and males particularly when financial resources are scarce, subsequent 

conceptualization of formalization and motives for indulgence in the informal and formal 

businesses. Specifically this study indicates that females with un-favorable personal context 

in terms of lacking formal education or having low education and having low endowment of 

business resources tend to be trapped into the informal economy driven by the survival 

motive. The same is likely to apply to marginalized males as well. For the educated, exposed 

and well to do males and females, findings indicate that they tend to conceptualize business 

formalization  as a means to grow their  businesses driven by motives to create wealth and to 

leave legacies for future generations. 

 

 Findings indicate also that for female entrepreneurs especially those with un-favourable 

personal context, their conceptualization of formalization is influenced by significant others 

such as spouses or partners because as heads of households they call the shots. This study 

indicates too, that the government of Tanzania resorts more to use of legal and regulatory 

means to motivate female and male entrepreneurs to formalize their businesses. These 

research findings imply that legal and regulatory means alone are insufficient to motivate 

female and male entrepreneurs to formalize their businesses. It is necessary to address legal 

and regulatory issues as well as factors that relate to access to education, awareness, 
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capacities and gender. It is also crucial to foster positive conceptualization among powerful 

members of society such as most males, even if they are not operating informally, as they 

influence the weaker such as most females in developing economies. 
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ABSTRACT 

In their recent review of prior studies examining firm performance, Klapper and Parker 

(2010, p.7) conclude that “women entrepreneurs tend to underperform relative to their male 

counterparts.”  However, Robb and Watson (2011) argue that much of this prior research is 

based on inappropriate performance measures and/or does not adequately control (due to data 

limitations) for important demographic differences.  Given the conflicting findings reported 

in the literature, the aim of this study is to replicate the study by Robb and Watson (2011) to 

see if their findings can be generalized to another geographical location.  Our results, based 

on an analysis of 209 female-owned and 263 male-owned young Australian firms, confirm 

those of Robb and Watson (2011).  We believe that this outcome should help dispel the 

female underperformance myth; which if left unchallenged could result in inappropriate 

policy decisions and, more importantly, could discourage women from establishing new 

ventures.  
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INTRODUCTION 

Prior studies examining and comparing the performance of female- and male-owned firms 

have generally found that female-owned firms under-perform male-owned firms on a variety 

of measures such as revenue, profit, growth and closure rates (Du Rietz and Henrekson 

2000).  Even after controlling for key demographic differences (such as age and industry) the 

majority of prior research has still found that female-owned firms under-perform relative to 

male-owned firms (for a review of this literature, see Klapper and Parker 2010).  However, 

Robb and Watson (2011) argue that much of this prior research has been based on 

inappropriate performance measures that do not take into account the level of resources 

committed to the venture, or the underlying risks inherent in the venture.  Indeed, in their 

analysis of a large longitudinal (five-year) database of new firms in the U.S., Robb and 

Watson (2011) report that on the basis of closure rates, return on assets (ROA) and in risk-

adjusted terms (using the Sharpe, 1975, ratio) female-owned firms do not underperform  

male-owned firms.   

 

Given the conflicting findings reported in the literature, the aim of this study is to replicate 

the study by Robb and Watson (2011) to determine if their findings can be generalized to 

another geographical location.  We believe it is important that this issue be clarified, 

otherwise public policy-makers will continue to have “little guidance on such difficult issues 

as whether or not unique training and support programs should be designed for women versus 

men” (Fischer, Reuber and Dyke 1993, p.151).  Further, if the notion of female 

underperformance is simply a myth (without any foundation in reality) then, in the absence of 

compelling evidence dispelling this myth, women could inappropriately be discouraged from 

establishing new ventures.   

 

In the next section we provide a brief literature review with respect to firm performance and, 

in particular, potential gender differences that might (or might not) be expected.  This is 

followed by a description of the data and methods used to examine the performance of our 

sample of female- and male-owned new ventures.  Our results are then presented and 

discussed.  We conclude with a summary of our key findings and implications, together with 

the study’s limitations and suggestions for future research.  
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LITERATURE REVIEW 

When it comes to speculating about likely gender differences in firm performance there 

appears to be two schools of thought that prevail: liberal feminist theory and social feminist 

theory (Fischer et al. 1993).  Liberal feminist theory suggests that businesses run by women 

will exhibit poorer performance because women are overtly discriminated against and/or 

because of other systematic factors that deprive women of important resources.  By way of 

contrast, social feminist theory argues that men and women are inherently different by nature 

but that these differences do not imply that women will necessarily be any less (or more) 

effective in business than men; women might simply approach their businesses differently 

(for example, by taking fewer risks). 

 

The majority of past research appears to have adopted a liberal feminist theory perspective in 

the sense that researchers have attempted to explain the apparent under-performance of 

female owned businesses by referring to potential discrimination against them, for example, 

by bankers (for a review of this literature, see Riding and Swift, 1990) and/or other 

systematic factors that might deprive women of important resources (for example, limited 

access to networks, Aldrich, 1989).  The assumption in these studies is that if certain biases 

against female entrepreneurs are removed there should be no difference in the relative 

performances of female- and male-owned businesses (Anna, Chandler, Jansen and Mero 

1999).   

 

However, Robb and Watson (2011) note that anti-discrimination legislation has been in place 

for many years in the U.S. and, therefore, they argue that it is unlikely that female business 

owners are systematically discriminated against.  On this basis, Robb and Watson (2011) 

suggest that both liberal and social feminist theory support the proposition that there should 

be no difference in the performances of female- and male-led firms; provided appropriate 

performance measures are adopted and important demographic variables are controlled.  

Given that many other (particularly western) countries also have a long history of anti-

discrimination legislation, the findings reported by Robb and Watson (2011) should hold in 

other geographical locations (such as Australia, which is the source of data for the current 

study).   



 

 

 4 

METHOD 

Data limitations often make it difficult to undertake a robust comparison of gendered 

business performance because of the heterogeneous nature of entrepreneurship which 

typically requires the collection of many explanatory factors.  There is also the added 

difficulty of collecting a random sample of firms.  Many surveys suffer from success bias 

because they only access surviving businesses, thereby ignoring businesses that have failed.  

To address these issues we use data from the CAUSEE (The Comprehensive Australian 

Study of Entrepreneurial Emergence) database on 569 young firms (236 female-owned and 

333 male-owned) identified through a random survey of the Australian population and 

tracked over a three-year period; thus providing us with the ability to identify both closed and 

surviving firms.  The CAUSEE panel data was collected through telephone surveys.  A firm 

was designated as female- (male-) owned if a female (male) answered the telephone survey 

and that person also had a majority ownership share in the business.   

 

Following Robb and Watson (2011), firm performance was assessed on the basis of closure 

rates, return on assets (ROA) and the Sharpe (1975) ratio.  Note that there can be up to two 

observations per firm when examining firm closure.  At the time of the first survey all firms 

were operational, but each of these firms could be recorded as having closed by the time of 

the second or third survey.  Any firm that had closed by the time of the second survey was 

coded ‘1’ for that year; with continuing firms coded ‘0’.  This procedure was repeated for the 

following year.  With respect to ROA, our second performance measure, we again treat each 

firm year as a separate observation and, therefore, for this measure of performance there is a 

maximum of three observations per firm.  ROA is calculated by dividing the profit in a given 

year by the total assets on hand at the end of that year.  In calculating the Sharpe (1975) ratio 

only firms that survived the three-year period of this study are included and, therefore, there 

can only be one observation per firm for this measure of firm performance.  The Sharpe 

(1975) ratio for each firm is calculated by dividing the mean profit for the three years divided 

by the standard deviation in those annual profits.   

 

In terms of control variables, our multivariate analysis includes three that are related to the 

firm (industry, size and incorporation) and a further three related to the owner (hours worked 

in the business each week, education and experience).  Anna et al. (1999, p.279) suggest that 

one possible explanation for any systematic difference in firm performance by gender might 

be because “female business ownership is concentrated primarily in the retail and service 

http://www.qut.edu.au/research/research-projects/the-comprehensive-australian-study-of-entrepreneurial-emergence-causee
http://www.qut.edu.au/research/research-projects/the-comprehensive-australian-study-of-entrepreneurial-emergence-causee
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industries where businesses are relatively smaller in terms of employment and revenue as 

opposed to high technology, construction, and manufacturing.”  Also, Hutchinson, 

Hutchinson, and Newcomer (1938) note that ventures requiring little capital can be expected 

to have higher closure rates because when large amounts of capital are at stake the owners are 

likely to make a more thorough investigation of the prospects for the new venture.  Given the 

comparatively lower hurdle (in terms of capital requirements) for establishing ventures in the 

retail and services sector (Brush and Chaganti 1999) these sectors could be expected to have 

higher closure rates.  Further, service businesses typically have a greater reliance on their 

founder and may well cease when that person retires or decides to pursue another activity 

(Watson and Everett 1993).  Therefore, if females are more likely to establish ventures in the 

retail and services sector, and less likely to establish businesses in the manufacturing sector, 

using closure rates as a measure of firm performance is likely to be biased against female 

business owners.   

 

The second firm-level variable we control for is firm size; measured in terms of the number 

of employees.  Kalleberg and Leicht (1991) point to research showing that larger firms are 

more likely to survive, while smaller firms are likely to be more profitable.  Given much prior 

research suggesting that female-owned firms tend to be smaller than their male-owned 

counterparts (see, for example, Cliff 1998; Sabarwal and Terrell 2008) it would seem prudent 

to control for firm size in any performance comparison of female- and male-owned firms.1   

Our final firm-level control variable is ‘incorporation’.  Kalleberg and Leicht (1991, p.148) 

note that ‘incorporation is an indicator of the extent to which a business is institutionalized 

and has certain legal and financial protections that may inhibit dissolution.’  It is reasonable 

to expect, therefore, that incorporated firms are less likely to be liquidated/closed (and more 

likely to be sold) than unincorporated firms.  This suggests that incorporation will be 

associated with lower closure rates and, given the additional costs involved, might also be 

associated with a lower ROA and Sharpe (1975) ratio.  To the extent that female-owned firms 

are likely to be smaller it seems reasonable to suggest that they are less likely to be 

incorporated and, therefore, controlling for type of legal organization would also be prudent 

in comparing the performances of female- and male-owned firms.  

 

                                                 
1  It should also be noted that our second measure of firm performance, ROA, directly controls for 

the size of a firm’s asset base. 
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There were a further three control variables related to our sample of firm owners that were 

incorporated into our multivariate analysis.  First, is the hours worked in the business by the 

owner each week.  Due to family commitments, female business owners (on average) might 

have less time available for their businesses than male owners (Birley 1989; Fasci and Valdez 

1998).  As noted by Jennings and McDougald (2007, p.752), “women are still expected to be 

the primary nurturer and caregiver in the family” and, therefore, this is likely to impact the 

amount of time women (compared with men) are able to allocate to their businesses.  Second 

is owner education.  Bates (1990) found that a college education was significantly positively 

associated with firm survival and, therefore, we believe it would be prudent to include 

education as a control variable in our multivariate analysis even though recent studies suggest 

little difference in the educational backgrounds of female and male business owners (Kepler 

and Shane 2007).  Third is the owner’s experience.  Bosma et al. (2004) report that prior 

industry experience substantially improved firm performance (survival, profitability and 

growth) and Kepler and Shane (2007) report that, prior to commencing their new ventures, 

the men in their study typically had more business experience than the women.  In terms of 

experience, the CAUSEE data includes details concerning the: owner’s industry work 

experience (in years); owner’s management work experience (in years); number of other 

businesses started by the owner; and number of other businesses currently owned by the 

owner.  Each of these variables is incorporated into our analysis to control for owner 

experience when comparing the performances of our sample of female- and male-owned 

firms.  Note that the female- and male-owned new ventures we compare all began operations 

at about the same time (between 2004 and 2006) and, therefore, there is no need to include an 

age control variable in our multivariate analysis.   

 

RESULTS AND DISCUSSION 

Tables 1 and 2 provide the demographic details for our sample of female- and male-owned 

firms and their owners, respectively.  As the aim of this research is to determine if there are 

significant differences between female and male business owners and their firms the data was 

analysed using the two-tailed t-test to test the null hypothesis that the population mean is the 

same for both groups.  This test was performed with unequal variances to avoid making the 

assumption of equal variations within the two groups.   
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From Table 1 it can be seen that, compared to the male-owned new ventures, the female-

owned new ventures are over-represented in the Health, education and social sector; while 

they are under-represented in Construction, Agriculture, Transportation and 

Communications.  The female-owned new ventures are also more likely to be partnerships 

and less likely to be incorporated.  There appears, however, to be little difference between the 

female- and male-owned new ventures in terms of firm size (number of employees).   

 

Table 1: Firm demographics 

 

Male-owned 

firms 

N=263 

Female-owned 

firms 

N=209  

Industry    
Retailing 8% 12% + 

Hospitality 2% 3%  

Health, education & social 

servicesservices 

3% 20% *** 

Consumer services 12% 11%  

Manufacturing 4% 3%  

Construction  18% 1% *** 

Agriculture 8% 3% * 

Mining 0% 0%  

Wholesale 2% 3%  

Transportation 4% 2% + 

Utilities 1% 0%  

Communications 4% 2% + 

Finance 3% 3%  

Insurance 0% 0%  

Real Estate 2% 1%  

Business Services 13% 12%  

Other 13% 13%  

 100% 100%  

Number of employees 1.3 1.2  

Type of Legal Organization    

Sole Trader  58% 58%  

Partnership 12% 15% * 

Company  26% 18% *** 

 100% 100%  

*** p<0.001, ** p<0.01, * p<0.05, + p<0.10 
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From Table 2 it can be seen that, compared to the male business owners, the female owners 

worked significantly less hours in their businesses each week, had less industry experience, 

had previously been involved in fewer business start-ups and were less likely to own another 

business.  

 

Table 2: Owner demographics 

 

Male-owned 

firms 

N=263 

Female-owned 

firms 

N=209  

Hours worked per week 49 42 ** 

Education    

  High school/Some high school 39% 33% 
 

  Trade/Some College  26% 24% 
 

  University Undergraduate Degree  21% 25% 
 

  University Graduate Degree 11% 13% 
 

  None of these 3% 3% 
 

 100% 100%  

Experience    

  Industry work experience (years) 13 10 * 

  Management work experience (years) 14 12  

  Started other businesses (number) 1.0 0.6 *** 

  Other businesses currently owned (number) 0.3 0.2 + 

*** p<0.001, ** p<0.01, * p<0.05, + p<0.10 

 

Table 3 reports the performance outcomes for our sample of female- and male-owned new 

ventures.  As can be seen from Table 3, the female-owned firms had both a significantly 

lower investment in assets and lower profits compared to their male counterparts.  However, 

consistent with the US findings reported by Robb and Watson (2011), the ROA for the two 
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groups did not differ significantly.  Similarly, there is no difference between female- and 

male-owned firms in terms of the Sharpe (1975) ratio.   

 

Table 3: Performance Outcomes 

Mean performance outcomes 

Male-owned 

firms 

Female-owned 

firms 

 

Firm closure rates    

- Closed Year 2 9% 10%  

- Closed Year 3 9% 7%  

ROA    

- Profit (‘000) 50.1 35.7 * 

- Assets (‘000) 100.0 61.7 * 

- ROA 5.1% 5.8%  

Sharpe (1975) ratio    

- Mean Profit (‘000) 45.6 34.1  

- S.D Profits (‘000) 40.3 33.2  

- Sharpe Ratio 3.0 2.8  

*** p<0.001, ** p<0.01, * p<0.05, + p<0.10 

 

Tables 4, 5 and 6 provide the multivariate results incorporating the control variables reported 

in Tables 1 and 2 into a multivariate analysis of firm closure rates, ROA and the Sharpe 

(1975) ratio for our sample of female- and male-owned new ventures.   

 

With respect to firm closure rates the results reported in Table 4 confirm the univariate results 

reported in Table 3; namely, that female-owned firms do not underperform male-owned firms 

on this first performance measure.  
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Table 4 

Results from the Cox-proportional Hazard Model for Firm Closure 

Variables  Model 1   Model 2  

Female   .79 
 

   (.19) 
 

Number of Employees 
.86  .85 

 

 
(.09)  (.09) 

 

Incorporated 
.62  .61 

 

 
(.21)  (.21) 

 

Owner's Hours Worked 
.99 ** .99 

** 

 
(.01)  (.01) 

 

Industry Experience 
.99  .99 

 

 
(.01)  (.01) 

 

Management Experience 
1.02  1.01 

* 

 (.01)  (.01) 
 

University Degree .50 * .50 
** 

 (.13)  (.13) 
 

Industry Health etc. 1.04  1.13 
 

 (.36)  (.40) 
 

Industry Construction 1.34  1.13 
 

 (.45)  (.43) 
 

Standard errors in parentheses 

*** p<0.001, ** p<0.01, * p<0.05, + p<0.10 

 

With respect to ROA the results reported in Table 5 again confirm the univariate results 

reported in Table 3; namely, that female-owned firms do not underperform male-owned firms 

on this second performance measure.  
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Table 5 

Linear Regression Results for ROA 

  ROA 

Variables  Model 1 Model 2 

Female  -.00 

Number of Employees -.09* -.09* 

Incorporated .00 .00 

Owner's Hours Worked -.00 -.01 

Industry Experience .10+ .10+ 

Management Experience -.11* -.11* 

University Degree .06 .06 

Industry Health etc.  .04 .03 

Industry Construction  -.03 -.03 

R-squared .02 .02 

*** p<0.001, ** p<0.01, * p<0.05, + p<0.10 

 

Finally, with respect to the Sharpe (1975) ratio, the results reported in Table 6 also confirm 

the univariate results reported in Table 3; namely, that female-owned firms do not 

underperform male-owned firms on this third, and final, performance measure.  
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Table 6 

Linear Regression Results for the Sharpe (1975) ratio 

 Sharpe Ratio 

Variables  Model 1 Model 2 

Female  -.01 

Number of Employees -.00 -.00 

Incorporated -.04 -.04 

Owner's Hours Worked .03 .03 

Industry Experience .21* .21* 

Management Experience -.18+ -.18+ 

University Degree .11 .11 

Industry Health etc.  -.08 -.07 

Industry Construction  .02 .02 

R-squared .04 .04 

*** p<0.001, ** p<0.01, * p<0.05, + p<0.10 

 

CONCLUSION 

Consistent with the findings reported by Robb and Watson (2011) for new ventures in the 

US, our findings indicate that female-owned new ventures in Australia do not under-perform 

their male counter-parts in terms of either closure rates, ROA or the Sharpe (1975) ratio.  We 

believe that this outcome should help dispel the female underperformance myth; which if left 

unchallenged could result in inappropriate policy decisions and, more importantly, could 

discourage women from establishing new ventures.  

 

A key implication of our findings (for both theory and practice) is that future research might 

be better served focusing on those factors that facilitate (or inhibit) the success of newly 

established firms, irrespective of the gender of their owners.  As noted by Ahl (2006, p.604), 
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the results of much previous research suggest that the ‘[d]ifferences within each sex [are] 

much larger than the average differences, if any, between the sexes.’   
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